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Biographical Information

FUJICKA, Masao
President, Asian Devclopment EBank

Career
Since November 24, 1981 - President, Asian Development Bank
1977-81 ~ Executive Director of the Export-Import Bank of Japan

1973-77 - Ministry of Finance: Director General, International
Finance Bureau (1975-77), Deputy Director (1973-75)

Before 1973 - Varied experience in international finance area
1966 - Director of the Department of Administration, Asian
_ Development Bank
1660 - International Monetary Fund, Economist in Far Eastern
Divieion.
Publications

o

= Japan”s International Finance: Today and Tomorrow, December 1979.
This book is a coilection of his articles and speeches, giving the view
from Japan of developments on international finance.

- “Appraisal of Japan”s Plan to Double Income,"” IMF Staff Paper, Volume X
No. 1, March 1963.

Education

Haster of Law from Tokyo University. Studied at the University of
Chicago.

Personal
Born ir 1924. Married with one daughter and two sons.
Hobbies: Golf and gardening.

Field of interest: Balance of payments, international finance,
internaticnal investment and foreign aid.

March 1982
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE

TO

FROM

EXTENSION

SUBJECT

September 30, 1983

Memorandum for the Record

Attila SHnmez (Chief, AEADB) ?TEB-
72433

ADB -- Mr. Clausen's Meeting with Mr. Fujioka, President,
Asian Development Bank

105 Mr. Clausen met on September 24, Saturday, at 6 p.m. in his
office with Mr. Masao Fujioka, President, Asian Development Bank (ADB),
accompanied by Messrs. Akira Tsusaka, Director, Development Policy
Office and Yasushi Kamihara, Personal Assistant to the President.
Present from the Bank staff were Messrs. A. Karaosmanoglu, D. Hopper,
E.V.K. Jaycox, R. Southworth and A. SHnmez.

2 At Mr. Clausen's request, Mr. Fujioka discussed the ADB's plans
for lending to India. He mentioned that they were likely to present their
first loan to India to their Board next year, to be financed entirely out
of their ordinary resources. Because of their lack of experience in India,
ADB's first few operations will be for simple and obvious projects such as
development banking (ICICI or IDBI) or power, but even with this, they would
like to draw upon the Bank's long India experience, especially its economic
and sector knowledge. Mr. Clausen assured ADB of our full cooperation, and
explained that the Bank's lending to India would continue at the present
level, although, due to the IDA VII prospects and China's share in it, the
mix that can be made available to India will change.

3 Mr. Fujioka mentioned that the question of China's membership
in ADB was at a standstill.

4. On Pacific Islands, Mr. Clausen thanked the ADB for assuming

the lead role in project preparation and appraisal in the area, and for
the opportunity they gave us to co-finance some of these operations.

Mr. Fujioka mentioned that, for the projects being co-financed, the ADB
may raise the issue of sharing the operational costs. Mr. Fujioka said
the ADB is envisaging establishing a resident office in one of the Islands
in order to expedite their operations and reduce their operational costs.

B In response to Mr. Fujioka's question regarding the Bank's
operations in Laos, Mr. Karaosmanoglu said that we were working on one
project but that it was unlikely to go to our Board this year. As for
Viet Nam, he noted that we have a weak relationship due to the fact that
we are not able to lend to this country without a consensus to lend in
our Board. Mr. Fujioka said that ADB was in the same position vis a vis
Viet Nam.




2o

6. Mr. Fujioka pointed out that their experience so far this year
with co-financing with commercial banks had been disappointing and
enquired about ours. Mr. Clausen said that the picture was not yet
clear as our experience with the new co-financing instruments was too
recent to be conclusive.

Distribution: Messrs. Clausen, Southworth, E. Stern, Karaosmanoglu,
Hopper, Jaycox, Dutt, Hermans, Robless, Koch-Weser

ASBnmez:dat
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MATTERS LIKELY TO BE RAISED BY THE ADB DELEGATION

1.01 Joint (Consultation Meetiﬁgﬁ between World Bank and ADB Staff. The
fifth of these annual consultation meetings was held in May of this year. At
that time, Bank staff suggested that the next meeting be held in Washington
immediately before or after ADB’s next Annual Meeting, to be held in
Amsterdam, taking advantage of the presence of ADB’s senior staff in Europe.
This proposal got a lukewarm reception from ADB, and they may wish to make a
counter suggestion as to time and venue. If the ADB delegation does not raise
this, it would be useful, for our planning purposes, if you could discuss the

timing and venue of the next meeting.

1.02 Pacific Islands. The ADB delegation may ask whether the Bank can
make arrangements to process Bank/ADB co-financed projects more rapidly than
hitherto, and more in line with ADB’s typical processing schedule. In the
Vanuatu Agricultural Extension and Training Project, for example, ADB’s
appraisal was in February/March 1983, with Board approval in early August.
Similarly, the proposed Solomon Islands Agricultural Development Project pre—
paration/appraisal mission took place in July 1983; Board presentation is
scheduled for October 1983. We should take the opportunity to express our
overall satisfaction with the way in which this collaboration is working, and
our support for accelerated processing and timely help for these island econo-
mies. We shguld,nhggggggi_be clear that we need to allow adequate time for

internzl Bank review of ADB’s documents.
review of ADB's docume

Matters to be Raised by Mr. Karaosmanoglu or Mr. Jaycox

2.01 Thailand and Lao PDR. We have had difficulties in achieving our
lending.objectives in both Thailand and the Lao PDR during the past year. We
understand that ADB has found itself in a similar position. In Thailand, this
is a result of the new Government’s reviewing its external borrowing program,
combined with the higher interest rates on Bank and ADB loans than on loans
from other financial sources. 1In the case of the Lao PDR, it is because of
the Government’s reviewing its borrowing program and its desire to seek grants
to the degree possible. It is important that our institutions’ inability to
meet our lending targets does not Tead €6 increased competition but rather to

igggggggglégggg£§£iggAbetween us, particularly on policy issues and on_loan

conditionality. There have been a series of visits between staff and manage-
ment oI both institutions during the past year concerning the two countries.
This type of dialogue will need to continue and perhaps even intensify in the
future. You may like to mention that we waulgﬂgg£z;gggh appreciate it if each
ADB mission visiting the Lao PDR or Thailand would visit™oUr régional office
iﬁﬂﬁﬁﬁgﬁﬁiufﬁ‘ﬁkchaﬁgé viéws ol Current acrrvitiese™ Dt fenaiie .

———— ———

2.02 Thailand-Specific Issues. Most of our discussions with ADB concern
the industrial, agricultural and energy sectors in Thailand. You may want to




note that our Financial Sector Report, which has just been issued in grey
cover, was designed specifically with a long-term perspective for the purpose
of providing a frame of reference for our lending and policy dialogue over a
number of years. We plan to use its recommendations as a basis for the "apex"
approach to lending in both the agricultural and industrial sectors which we
plan to continue discussing with Government. We have sent a green cover
version of the report to ADB and will be discussing the final report with them
later in the fall. We will also take steps to keep ADB fully informed of the
studies we have been undertaking and plan to undertake on the irrigation
sector. You may also note that the ADB-sponsored Energy Master Plan Study,
over which some controversy had developed between the two institutions, has
been completed. We are now pleased with ADB’s cooperation in continuing to
improve the energy planning process through the Energy Strategy Formulation
Study initiated under SAL.

2.03 Lao PDR-Specific Issues. OQOur lending pipeline to the LPDR is
extremély weak,yas is ADB’s. We hope to be able to cooperate with ADB in
carrying out the recommendations of the Industrial Sector Survey that was
undertaken last year by the UNIDO/World Bank Cooperative Programme. We also
look forward to supporting the Southern Electrification Project next fiscal
year, and plan to discuss issues such as appropriate tariffs with ADB during
our preparation of that project. You may also mention that we have Jjust
issued our grey cover Country Economic Memorandum on the Lao PDR., We feel
that we have been able to establish a good relationship on economic and sector
work with ADB in the LPDR, and we hepe that there will be scope for participa-
ting in joint missions in the future.

2.04 Pacific Islandsy~. You may mention that the Bank/IDA wants to
participate-more actively in the preparation phase of Pacific TIsland Projects
to be recommended by ADB for co~financing., This might involve selective
Bank/IDA participation in project preparation missions, discussions in Manila
of feasibility reports, etc. It might be useful to ask how ADB sees us pro-
viding a more effective intellectual input without necessarily delaying ADB’s
own programming.
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Key Points

A general capital increase of 105% became effective in
May 1983, and a third replenishment of the Asian Develop-
ment Fund, of $3.2 billion, covering the years 1983-86,
in April 1983. ADB’s Board is currently considering an
application for membership by the People’s Republic of
China; China is insisting that, if membership is granted,
Taiwan’s membership be revoked. ADE intends to start
1@1@19@ and has earmarked $1.,5 billion for -
lending over five years, beginning in Calendar year
1984. The Bank has now relinquished to ADB all direct
project activities in the small Pacific island countries,
and provides funds to these countries as cofinancier with
ADB in the lead.

ADB’s Resources

1. After lengthy negotiations, a general capital increase (GCI) of
105%, with a paid-in portion of 5%, became effective in May 1983, and a third
replenishment of the Asian Development Fund (ADF IV) a month earlier. Both
were lower than hoped for: the original proposal for the GCI, in February
1982, was for an increase of 125%, with a paid-in portion of 10%. For ADF IV,
the target was originally $4.1 billion.

ADB’s Operations

2. ADB’s lending during 1982 amounted to $1,730.6 million for 57 pro-
jects, of which about one-third was concessional lending. As in past years,
ggq;gﬁigg;g‘and agro-industry accounted for the largest share of lending
(aboutf_36%), followed by energy (about 30%)+ Technical assistance grants and
loans provided $18 million for 80 projects. ADB’s interest rate has stood at
11.0% since January 1982. e R g o o RN

Cofinancing

3. General. During 1982, 25 of ADB’s projects involved cofinancing
amounting to $699 million, mostly with bilateral and multilateral sources.

Cofinanci ith commercial sources increased significantly, however, pro-
GYHing(B?Z of cofinancing funds in 1982, compared with 14% in 1981.

4. Pacific Islands. To date wc“havg_@o—figguggﬁhéhgggﬂgggjg;ﬁstklxh
ADB in the lead, in Western Samoa, the Solomon Islands, and Vanuatu. During

- P ] i R K <
yout meeting, ADB may seek reconfirmation of the Bank’s interest in continuing
this cofinancing arrangement, with ADB assuming primary responsibility for -
project appraisal and supervision. You should indicate thékwﬂﬁ_AEE“XEEX,,
pleased with this arrangement, and wish to continue it provided the countries

\*‘%..___ n— ,_.:«--"-"-__-”_'_-
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are satisfied. A consultant study on the role of ADB in the Pacific Islands
is being prepared for submission to their management by the end of August. It
is expected that, as in an earlier draft of the report, the final report will:
recommend the establishment of a regional office in the Pacific, perhaps in
Suva, Fiji.

5. Projects to be co-financed with ADB in the lead over the next three
years include an agricultural development project in the Solomon Islands
(FY84-$3.5 million credit), and two as yet unidentified agricultural projects
in Fiji (FY85 and 86, $15 million and $19 million loans respectively).

People’s Republic of China

6. Earlier this year, China applied formally for ADB membership, with a
condition that if the application was granted, Taiwan’s membership be

revoked. This is an extremely difficult issue for ADB. A founding member of
ADB, Taiwan has fulfilled all its obligations, and is a member in good
standing by any standards. No longer a borrower, it has voluntarily contri-
buted funds to the Technical Assistance Special Fund and, more recently, to
the Asian Development Funds Hjﬁi;éggiﬁinn:ﬁith regard to China‘’s application
had been made at the time of the ADB Annual Meeting in May of this year, and
negotiations are still continuing.

India

A

7e At ADB’s Annual Meeting in May, the Indian Government announced its
intention to borrow from ADB’s ordinary funds with effect from 1983. This
matter had been discussed by ADB’s management and Board in connection with the
latest General Capital Increase, when doubts were raised as to the feasibility
of ADB’s administering a lending program to India given ADB’s resource
constraints. We now understand that ADB intends to lend to India $1.5 billion
over five years, beginning in Calendar year 1984. (We have learned that
during Secretatry Shultz” recent visit to India, USA agreed to drop its
objection to ADB’s lending to India.) In order to minimize staff cost, ADB
intends to limit its operations in India for the time being to_the DFC and
power sectors. For the power sector, in particular, ADB intends to draw "
heavily on the Bank’s sector work.

ADB/IBRD Coordination Meeting

8. The fifth annual high level (vice president) coordination meeting
was held in Manila I May of this year. This year’s meeting was used by the
ADB participants mainly to seek information from the Bank on the agenda
topics, such as oil price development, economic and sector work, special
assistance programs, cofinancing, etc. Both institutions agreed that dupli-
cation in economic and sector work should be avoided,é%s’§mqggd“ggﬂéééégi§g'
advice to governments on lending for specific projectls. ~ ADE representatives
did nof"?ﬁ%w much enthusiasm for cofinancing with the Bank, other than for the
Pacific Islands and for those very large projects which exceed the lending
capacity of individual lenders.
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DELEGATION/BIOGRAPHICAL SKETCH

The Delegation

Mr. Masao FUJIOKA - President of ADB (observer)

Biographical Sketch

Mr. Fujioka was elected President of ADB for a five-year term in
August 1981, and took office in November, succeeding Mr. Taroichi Yoshida.
Born in Tokyo in 1924, Mr. Fujioka graduated from Tokyo University (Department
of Law) in 1947 and | joined the Ministry of Finance during the same year. He
also studied at the/ University of Chicago in 1950/51, majoring in Public
Finance and hconomlcs. From 1960 to 1964, Mr. Fujioka was an economist with
the IMF. In 1966,/ he assisted the UN Economic Commission for Asia and the Far
East in preparatory work for the establishment of ADB. Mr. Fujioka served
until 1969 as ADB's Director of Administration, after which he became Director
of Japan’s official aid agency, OECF. He then successively held the positions
of Deputy Director-General (1970-75) and Director-General (1975-1977) of the
Japanese International Finance Bureau. From 1977 to 1981, Mr. Fujioka served
as Executive Direc¢tor to the Export-Import Bank of Japan, and, concurrently,
Executive Director of the Japan International Cooperation Agency. Mr. Fujioka
has represented J%pen in numerous international conferences, and participated
as Temporary Altermate Governor at the IMF/World Bank Annual Meetings in 1975
and 1976, and at :%B’s 1977 Annual Meeting.
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The Asian Development Bank Group is composed of the
Bank (AsDB), and the Fund (AsDF). The Bank, established
in 1966, administers a Technical Assistance Special Fund.

1s Comparative Lending Terms (as of September 15, 1983)
AsDB IBRD
‘(Fixed at Commitment) (Variable)
Current Lending Rate (%) 10.50 10.47 f/
Commitment Fee (%) 0.75 I
Other Service Charge (%) - 0.25
Maturity (years) 13-27 15-20
Grace Period (years)- 3-7 3-5

a/ Applicable for the period July 1 - December 31, 1983.

2. Expansion of Ordinary Capital Base. An increase of approximately
$8.1 billion in the ADB's authorized capital stock was approved by the
Bank's Board of Governors on April 25, 1983 in resolution 158. Under the
resolution, capital will increase from $7.7 billion in 1982 to $15.8
billion by 1987. This will allow ADB lending to grow in nominal terms at
15% per annum. The proposed 105% increase in member share subscriptions
consists of both callable and paid-in shares. The paid-in portion of 5%
contributes to the sound financial position of the ADB. The callable
capital shares, comprising 95% of the total, provides backing for ADB
borrowings.

The US share of the increase amounts to $1,323 million consisting
of $66.2 million paid-in and $1,256.8 million callable capital.
Appropriation for payment of five equal annual subscriptions of $264.6
million ($13.2 million paid—-in and $251.4 million callable capital) will be
requested beginning in FY 1984,

The US Administration succeeded in achieving several key
objectives as part of the capital increase. (First;s the paid-in portion
($13.2 million per year) is substantially less than the $20.4 million
annual share of the United States for paid-in capital under the Bank's
first and second general capital increases, respectively.

Second,. the ADB agyeed to undertake a comprehensive examination
of its financial policies with a view to making more effective use of 1its
available resources. For example, the ADB plans to increase its leveraged
use of convertible callable capital so that the Bank can borrow and then
lend out more resources without additional capital and without adversely
affecting its financial standing.

U

I i e

A
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Third, the US Administration emphasized the importance of certain
policy initiatives such as increased co-financing with commercial
targetting assistance of the poorest groups. Progress was made in each of
these areas.

3. Replenishment of Concessionary Resources. On July 30, 1982.the
ADB Board of Governors adopted Resolution 154 which called for a $3.2
billion basic replenishment to finance ADF lending from 1983 through 1986.
The US share of $520 million ($130 million annually) represents 16.2
percent of the replenishment. The proposed legislation was sent to the
House and Senate on March 28, 1983. The legislation will go to the Senate
floor on September 22; a Conference is expected shortly thereafter.

In accordance with the principle that contributions to the ADF
should be shared more equitably among donors, the US share is 16.2 percent,
a significant reduction from the 20.7 percent overall US share of the
second ADF replenishment (ADF III) and the 22.25 percent share of the first
replenishment (ADF II). In an unprecedented move, Asian developing
countries contributed to the replenishment, thus demonstrating the progress
their economies have made. Other developing countries, including
Indonesia, Philippines and Thailand "graduated” from ADF lending.

The overall financial framework for these resource increases is
as follows:

Proposed Capital Increase and ADF Replenishment
(US $ million)

Current Proposed New uUs
Amount Increases Total Share ij
1. Authorized Capital $7,965.1 $8,093.5 $16,058.6
of which US 1,296.2 1,322.9 2,619.1 16.3%
2. Asian Development Fund 3,419 3,209 6,628
of which US 75 520 1,295 19.5%

1/ Cumulative US share after proposed increases. US share of the ADF IV
replenishment alone is 16.2 percent.

2/ 1Including US unfunded contributions of $28 million for ADF II and $3

million for ADF III. Appropriations have been requested in the

Administration's FY84 budget for $14 million for ADF II and $3 million

for ADF III. The remaining $14 million for ADF II is expected to be

requested in FY85.

Current Policy Reviews. The current President, Masaoc Fujioka,
has recognized that the internal structure and methodology of the Asian
Development Bank for responding to marketplace changes may be inefficient.
In this respect, AsDB has been undertaking a major review of its financial
policies with the use of an external consultant. A report from
Dr. Irving S. Friedman, relating to such purpose was presented for
information of the Board on April 1983. 1In this context, a move towards
variable lending rate is being considered. S e alen b




Biographical Information

Masao FUJICKA
President, Asian Development Bank

Experience

Since November 1981

President, Asian Development Bank.

1977-81 = Executive Director for the Export-Import Bank of
Japan.
1973-77 — Ministry of Finance; Director General, International

Finance Bureau (1975-77), Deputy Director (1973-75).
Before 1973 = Varied éxperience in international finance area.

1566 — Director of the Department of Administration, Asian
Development Bank.

1960 = International Monetary Fund, Economist in Far
Eastern Division.

Publications

- Japan's International Finance: Today and Tomorrow, December 1979.
This book is a collection of his articles and speeches, giving the
view from Japan of developments on international finance.

-~ "Appraisal of Japan's Plan to Double Income,” IMF Staff Paper,
Volume X, No. 1, March 1963.

Education

Master of Law from Tokyo University. Studied at the University of
Chicago. ’

Personal
Born in 1924,

Married with one daughter and two sons.
Hobbies: golf and gardening.

September 1983
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WORLD BANK/INTEARNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

!

OATE June 6, 1983

Attila Karaosmanoglu L

Sixteenth Annual Meeting of the Board of Governors of the
Asian Development Bank

1. The Sixteenth Annual Meeting of the Board of Governors of the Asian
Development Bank (ADB) was held in Manila from May 4 to 6, 1983. The meeting
was chaired by the Governor for Nepal, the Honorable Yadav Prasad Pant.
Delegates from all 45 member countries attended the meeting. Together with
ADB's President Fujioka, the Secretary and Vice Presidents Bambawale and Katz,
the newly-appointed Vice President for Projects, Mr. Guenther Schulz, was also
present at the meeting. The Bank delegation consisted of myself,

Mr. Michael Wiehen (ASA), Mr. Sundaram Sankaran (IPA), Ms. Kazuko Ogawa (Tokyo
Office) and Ms. Lesley Davis (AEA).

2 The Annual Meeting was preceded, on May 3, by an International
Symposium on Development Strategies in Asia, which was organized by ADB and
chaired by Professor John P. Lewis of Princeton University. Topics discussed
included the development strategy and future growth prospects of Asia; finance
and development; and resource constraints, financial and human. Guest
speakers were drawn from governments, universities, development institutes and
commercial banks from around the world.

Statement by the President of the Republic of the Philippines

3. The meeting was opened by the President of the Republic of the
Philippines, His Fxcellency Ferdinand E. Marcos. In his opening statement,
President Marcos reviewed the adverse global economic situation and the
implications of an unusually severe recession on the economies of the
developing nations. While he felt that the world economy was now showing
signs of recovery, he cautioned against overconfidence. There is still much
to be done, he felt, to combat the threats to peace and stability in the
region brought about by poverty, and foremost is the need to abolish the
protectionict policies of the developed world and what he described as "their
increasing miserliness in their foreign assistance programs.”

4, President Marcos went on to call for more vigorous action to arrest
the deterioratiocn in the global situation. Referring te the many
international meetings that had been convened to exchange ideas on economic
issues, trade and industrialization, he said that, although the results of
these meetings had been disappointing, dialogue should be maintained and a
concerted effort made to establish a "New International Economic Order."

While he supported the developing countries' plea to the developed nations for
the dismantling of protectionist barriers, he urged the developing countries
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themselves to make serious efforts to expand their domestic markets, a policy
which would contribute to their own internal stability. President Marcos
suggested that attention be given to the agribusiness sector, proposing the
establishment of agro-industrial estates, linking the professional know-how
and financial resources of business to the labor and land of farmers. Such a
program should be linked to the development of labor-intensive and export-
oriented industries, and to the accelerated development of agricultural
research. All of these measures would, however, require a more generous flow
of finance from the more advanced nations of the world and from international
institutions like ADB. President Marcos expressed the hope that ADB would
raise its sights towards becoming the biggest lending institution in Asia. He
closed his statement by wishing President Fujioka and the staff of ADB well in
exploring the new approaches emerging from ADB's Study of Priorities and Plans
for the 1980s.

Chairman's Statement

o In his opening address, the Chairman also expressed concern about the
development prospects of the least developed countries in the region, in the
face of the prevailing adverse economic environment. To help these countries
tackle the problems caused by the global economic recession, the Chairman
called on the major industrial nations to liberalize trading relations with
the developing countries. He urged developing countries to improve the
efficiency of their domestic resource use, and said that developed countries
should be prepared to increase the volume of their official aid. Lastly, he
called on the international aid agencies to maintain a steady growth rate in
loan commitments and to devise innovative measures for assisting the
developing countries. Summarizing ADB's activities during 1982, the Chairman
said that, although 1982 had been a difficult year, both the developing member
countries (DMCs) and ADB were to be congratulated for successfully meeting the
challenges that had emerged. Looking to the future, the Chairman expressed
the hope that the successful implementation of plans identified in ADB's Study
of Priorities and Plans for the 1980s would make ADB's involvement in the
development process even more relevant.

Statement of ADB's President Fujioka and Comments by Governors

6. In his statement, President Masao Fujioka reviewed the economic
setting of the past year, ADB's operations in 1982, the financial and opera-
tional policy decisions that had been taken during the year, and future
prospects for ADB's operations. The responses of Governors to these topics
are also included under the respective headings below.

7. The Economic Setting. President Fujioka spoke of 1982 as "a year of
uncommon difficulties in the world economy"”. The year was characterized by
continuing recession in the industrialized countries, leading to depressed
commodity prices and increasing protectionism. Real economic growth rates in
ADB's developing member countries were the lowest in twenty years. Because of
low export growth and increased interest rates, external debt indicators
worsened over the year. Despite all of this, the developing countries of the
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region achieved growth rates that were fairly satisfactory by international
standards, and it was noteworthy that not a single Asian country registered a
negative growth rate in 1982. This, he said, was a reflection of the
competence of the region's policy-makers in pursuing outward-looking, market-
oriented policies. However, a cause for concern is the continuing economic
stagnation in the industrialized countries, which is eroding development
efforts in the region, forcing governments to cut back on sound development
projects. In the current era of growing economic and financial inter=
dependence, however, as the economies of the major industrialized countries
improve, growth rates of most developing countries will also improve, which,
in turn, will provide expanding markets for exports and investment opportuni-
ties for industrialized countries.

8. President Fujioka was glad to see the signs of recovery already in
evidence, particularly in the United States and Japan, the region's major
trading partners. However, he cautioned that it will be some time before a
favorable impact is felt in the region, and DMCs will continue to suffer from
severe balance of payments difficulties, budgetary deficits and mounting
external debt. The year 1983, he said, will be a crucial one for DMCs, and
will be a test of ADB's ability to respond to their needs.

9, In their statements, Governors generally deplored the unfavorable
economic conditions which have led to sluggish exports, deteriorating terms of
trade, increasing current account deficits and accumulating external debts in
- the region's DMCs. Many Governors, however, expressed their satisfaction
that, even though growth rates declined during 1982, they are still higher
than those of developing countries in other regions, and that prices have
risen more slowly in the region's DMCs than elsewhere.

10. ADB's Operations. Reviewing ADB's activities during 1982, President
Fujioka noted that 57 loans had been approved, amounting to $1.7 billion, an
increase of 3.2% over 1981 - considerably lower than the past average growth
rate of over 15% per year. This low growth rate was due mainly to the
depressed economic situation in Asia, the uncertainties regarding the
availability of Asian Development Fund (ADF) resources, and cut-backs in
development expenditures by some of the DMCs. Lending for agriculture =
mainly irrigation, supporting services and farm-to-market roads — accounted
for the largest share (36%) of ADB's lending, followed by energy, which
accounted for about 30%. Loan disbursements, at $795 million, showed a signi-
ficant improvement over the 1981 level.

a1 [ President Fujioka outlined the special financing arrangement approved
by ADB's Board early in 1983 to help DMCs speed up the implementation of ADB-
financed projects in times of local fund shortages. This program will provide
up to 100%Z financing of local cost shortfalls for high priority projects over
the next two years, and the financing, he said, will be consistent with
stabilization and structural adjustment programs being undertaken by DMCs in
agreement with the IMF and the World Bank.
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12. ADB's 1982 co-financing seminar and follow-up missions have succeeded
in generating additional commercial bank co-financing; in 1982, the amount of
co-financing with commercial sources doubled. Another mechanism designed to
attract private funds to fill investment gaps is ADB's equity investment
operations, approved by the Board in March 1983.

13, A concern commonly expressed by most CGovernors was the drop in the
rate of growth of ADB's lending operations which, they observed, represented a
decline in real terms and a contributing factor to the first real decline in
resource transfer to DMCs for many years. This, they felt, pointed to an
urgent need to augment ADB's resources, particularly now, in view of the
serious difficulties confronting DMCs. Governors generally expressed support
for ADB's continuing emphasis on lending to the agriculture and energy
sectors, but some were concerned at the decline in lending for social infra-
structure projects, which they felt were crucial to upgrading the living
standards of the poorest of the region. In spite of the relatively good dis-
bursement performance registered during 1982, several governors felt that this
was an area where improvements were still badly needed, and made suggestions
for modifying ADB's procedures to assist with this. The special assistance
initiative was welcomed, but some Governors felt that these funds should be
additional to regular financing, rather than part of a country's regular
lending program. On the subject of co-financing, ADB's success at mobilizing
commercial funds was praised by Governors, with cautionary notes being added,
however, that commercial funds should be additional to and not a substitution
for ADB's funds, that commercial funds increase the cost of debt servicing and
that the need for such funds can be a reflection of inadequate concessional
assistance to DMCs. Equity financing, it was felt, is a positive step, and
recognizes the importance of the growing private sector in the DMC's econ-
omies. It was to be regretted, some felt, that the resources allocated to
this kind of financing ($10 million) were so small.

14. ' Financial and Operational Policies. President Fujioka advised the
Governors that a general capital increase (GCI I11) of 105% became effective
the previous week. This followed the third replenishment of the Asian
Development Fund (ADF 1V) of $3.2 billion, which became effective the previous
month. Over the next four to five years an average annual increase in lending
of 15% is possible, with a doubling of total lending over the next five years.

15. Turning to ADB's policy reviews, President Fujioka reported the
recent submission of a comprehensive study of ADB's financial resources,
prepared by a highly regarded international consultant. To address issues

- raised by the study, a new Financial Policy Division has been established

within ADB. During 1982, a study of ADB's operational priorities and plans
for the 1980s was also completed, which made wide-ranging recommendations for
policy review and revision. Included in these was a proposal to provide more
concessional assistance to the poorest DMCs, which would mean that loans to
middle=income DMCs would be on less concessional terms. Also recommended in
the report are: more liberal local cost financing, a wider use of program
lending, a streamlining of loan administration, and closer policy dialogue
with DMC governments.
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16. Comments by Governors were generally positive with regard to both the
review of financial policies and the study of operational policies and plans
for the 1980s. However, most Governors, while congratulating President
Fujioka on his successful negotiations for the GCI and the replenishment of
the ADF in times of economic stringency, were greatly disappointed at the
overall size of both. Some Governors were concerned that the low paid-in
portion of the GCI would generate upward pressures on lending rates at a time
when DMCs were suffering severely from adverse debt situations. Referring to
the painful process of negotiations which had led to these increases, some
Governors called for attention to be given to ways and means of improving the
process. References were made to the proposals of some of the non-regional
members to provide Special Capital Increases, and Governors hoped that these
badly-needed expressions of support for ADB would not get delayed by lengthy
negotiations. Most Governors responded positively to the proposals for more
liberal policies for local cost financing, program lending, etc. but some
called, in addition, for financing of cost overruns, and financing of the full
cost of projects. There was some feeling that, in view of dropping interest
rates, ADB should also review its lending rate with a view to lowering it.
Most Governors endorsed the recommendation for closer policy dialogue with
member governments, which they felt was an important advance from ADB's purely
project lending approach in the past. However, there were strong warnings
against trying to achieve too much all at once, and many Governors felt that
an important prerequisite to an increased role in policy dialogue was a
strengthening of ADB's analytical capabilities and a build-up of staff,
particularly of country economists.

17. Future Prospects. Turning to the future, President Fujioka said that
ADB will nmeed to play a much greater developmental role than hitherto, and
that the changing regional and global circumstances now call for new develop-
ment strategies. Measures that ADB plans to take to assist DMCs in achieving
‘their developmental objectives include the establishment of closer links with
DMCs through resident offices; strengthened policy dialogues with member
governments; a new approach to project lending, focusing more on the specific
needs of individual countries; and closer consultation with member countries
in the formulation of country strategies and programs. Coupled with this
would be increased emphasis on the development of human resources to enable
DMCs to maximize capital investments. In addition, ADB's lending over the
next four to five years will double from $10 billion to $20 billion, with more
diversification of operations.

18. Recognizing the importance for economic development of an under-
standing by policymakers of the development process, President Fujioka
‘announced his intention to convene, in August 1983, the first in what he hoped
would become an annual series of ADB Round Tables, at which senior officials
of developing and developed countries, and of ADB, could discuss relevant
topics.

19. In conclusion, President Fujioka acknowledged the proven growth
potential of the Asian-Pacific region and expressed the hope that, once DMCs
get through the current crucial period, this economic growth would be
resumed. ADB, he felt, would have an important role to play in that process.
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20, Several Governors expressed support for the establishment of more
resident offices in member countries, but all agreed that these offices must
have a sufficient degree of authority for decision-making and must therefore
be staffed by high quality personnel. Governors from the South Pacific Island
countries all welcomed the prospect of the proposed South Pacific Regional
Office, and the Governor from Cook Islands invited ADB to establish the office
in his country.

Other Country-Specific Issues

21. China. An initial application for membership had recently been
submitted to ADB by the People's Republic of China, whose Government
stipulated, as one of the conditions of its membership, that Taiwan's
membership be revoked. At the time of the Annual Meeting, no decision had
been made on this question. Governors for Bangladesh, France, Nepal, Pakistan
and the Philippines all endorsed China's membership. ADB should, they felt,
become a development resource center for the region as a whole, without
excluding any one country, and the People's Republic of China should take its
rightful place in the institution. The Republic of China, on the other hand,
stressed that it has every right to remain a member of ADB. A founder member
of ADB in 1966, it has fulfilled all its obligations and is a member in good
standing by any standards. No longer a borrower, the Republic of China has
voluntarily contributed funds to the Technical Assistance Special Fund and,
more recently, to the Asian Development Fund.

22 India. At ADB's Annual Meeting in April 1981, the Governor for India
announced his Government's intention to borrow from ADB's ordinary funds with
effect from 1983. This matter was discussed by ADB's management and Board in
connection with the recent General Capital Increase, when doubts were raised
as to the feasibility of ADB's administering a lending program to India given
ADB's resource constraints. The Governor for India, in putting forward a case
for ADB's providing funds for his country, described the effective measures
taken by his Government to sustain investment levels and reduce inflation. To
continue to sustain these efforts and bring about the necessary structural
adjustments without going in for large commercial borrowings, however, he said
that India would have to look to multilateral and bilateral sources of
development assistance. The Governors for Denmark and Viet Nam supported
India's request, which they said was fully legitimate.

23. Viet Nam and Afghanistan. Governors for both Viet Nam and
Afghanistan again called on ADB to resume lending to their countries.

24, South Pacific. Governors for most of the South Pacific Island
countries generally felt that their countries should receive special treatment
by ADB, with increased flexibility in the application of lending criteria, due
to the small size and scattered geography of their islands. As applied now,
they felt that ADB's criteria discriminated against them. The Governor for
the Solomon Islands, commenting on the arrangement between ADB and the World
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Bank for co-financed operations with ADB in the lead, said that he wanted the
World Bank to continue to develop its own knowledge of the region and its
needs; his Government did not like the idea of the World Bank abdicating this
role to ADB. -

25, Hong Kong. The Governor for Hong Kong announced that his Government
was in the process of identifying capital projects which might be suitable for
ADB financing. Hong Kong has not borrowed from ADB since 1980, and any future
requests for assistance would not be on a large scale or over a long period,
but would be intended to help Hong Kong get “"over the hump."

26. Singapore. Although Singapore did not borrow in 1981/82, the
Governor for Singapore stessed his country's position as a developing member
country with full borrowing rights.

27. Pledges. The Governor for Germany announced his Government's pledge
of Dm 2 million (generally untied) to the Technical Assistance Special Fund.
The Governor for the United Kingdom also announced a pledge to the Technical
Assistance Special Fund, of ¥ 200,000, reciprocally untied, to be disbursed by
March 31, 1984,

Closing Remarks

28. Chairman Pant observed that the common theme throughout the meetings
had been how to cope with the difficult economic situation facing the region,
and said that he was encouraged by the members' commitment to adopting a
cooperative approach to solving their problems. Governors, he felt, had
highlighted the relevance of ADB as a development institution, and reaffirmed
the soundness of the approach to development issues being pursued by ADB. Mr.
Pant acknowledged the excellent management of President Fujioka and his
management team, to which could be attributed ADB's high credit rating in
international capital markets. He concluded by offering his congratulations
to the Governor for the Netherlands on his election as Chairman of ADB's
Board.

29, In a brief statement, Chairman-Elect H.O0. Ruding, Governor for the
Netherlands, said that his Government was honored that ADB's Board of
Governors had accepted the Netherland's invitation to hold the Seventeenth
Annual Meeting in Amsterdam. He said that Europe is showing an increasing
interest in ADB, not only through its non-regional members, but also through
the commercial and financial communities. Commercial banks are showing more
interest in co-financing with ADB, which should result in additional funds
being channelled to DMCs. Mr. Ruding endorsed the recommendation made in the
report on ADB's financial policies that ADB should become much more visible if
its good financial reputation, critical for a strong ranking in capital
markets, is to be understood by the financial community. He also endorsed the
establishment of an ADB office in Europe.
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Next Meeting

30. The Seventeenth Annual Meeting of ADB will be held in Amsterdam from
April 25 to 27, 1984.

cc: Messrs. Clausen, Stern, Karaosmanoglu, Hopper, Kirmani, Thalwitz,
Jaycox, Wiehen, Vibert, Sankaran, Ms. Ogawa, Davis

East Asia and Pacific Division Chiefs

South Asia Division Chiefs

LDavis:dg(DBO1)






February 24, 193

Dear Mr. Fujioka:

I am writing to you in connecticon with the forthcoming visit to
the Asian Development Bank of Mr. Warren C. Baum, who is a Vice
President of the World Bank and Chairman of the Consultative Group on
International Agricultural Research. I understand that Mr. Baum has
an appointment with you on March 28, to discuss the work of the CGIAR
and the role of the regional banks in supporting the international
agricultural research centers. Mr. Baum will be joined by
Or. Swaminathan, the Director General of the International Rice
Research Institute. They will subsequently be going to Beijing where
IRRI is to be awarded the Third World Prize for its contribution to
agricul tural production in Asia.

As you may know, the World Bank provides the Secretariat of the
CGIAR and has been contributing roughly 10% of the total funding. The
Inter-American Development Bank is a major contributor to the centers
in Latin America.

While I recognize that each of the regional banks is unique, 1
very nuch hope that the Asian Developmwent Bank will find it possible
to make a larger and wore sustained contribution to the work of the
Group. The budgets of the international research centers are under
pressure because of inflation. While most of the present donors are
increasing thefir contributions each year, these increases are not
sufficient to meet the essential needs of the centers. There are very
few potential donors remaining outside the Group. The vital
contribution that the centers have made and continue to make to
agricul tural productivity in Asia directly supports the objectives of
the Asian Development Bank. HMay I therefore invite you to use the
occasion of Mr. Baum's visit to consider whether the Asian Development
Bank can take a more active participation, both financial and
scientific, in the work of the CGIAR.

With best wishes,
Sincerely,
A. W. Clausen
Mr. Masao Fujioka
President
Asian Development Bank

P. 0. Box 789
Manila, Philippines

CFarrar/HCBaum:vbm:File D=6
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July 25, 1982

Dear ¥r. Pujiocka:

I have been told that you are taking 2 new look at the train-
ing policies and programe of your imstitution. As yvew will have
learned, the Asian Development Bank and The World Bank's Economic
Development Institute have cooperated in trailning officials of
Asian countries, but only occasionally. It would, I balieve, be
to the advantage of our common developing country membership if
that cooperation could be expanded. It could be especially
beneficial for the Pacific island countries whose eapacitiss for
economic management and for project plamning and iwmplementation
are limited.

regional approach, and tha greater emphasis it is new placiag oa
assistance to strengthen regional and matiomal traiming institu-
tions, As e follow~up to that vigit, EDI is sending information
on its currvent and PY84 programs, at headgquarters and overseas, te
the Chief of your Development Policy Office. We have some ideas
for specific joint activity which we would be glad to explore with

you. And if there is any way in which EDI can be helpful te you
and your staff ian the review which you are undertaking, I hope
you will be in touch with EDI's Director, Ajit Yozeomdar.

1 take this occasion te welcome you to the fraternity of
international finaneisl inetitutions, and to wish you success in

your new post.

Sinceraly,
A. W. Clausen
Mr. Masalface Pujioka
President
Asian Development Bank
P.0. Box 789

Manila, Philippines

Cleared with and cc: Mr. Mozoomdar
ce: Mr, Clausen's Office (2)
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Biographical Information

MASAO FUJIOKA
Incoming President, Asian Development Bank

Experience
11/24/81 - Will take office as President, Asian Development Bank
1977-11/81 - Executive Director of the Export-Import Bank of Japan

1973-77 - Ministry of Finance: Director General, International
Finance Rureau (1975-77), Deputy Director (1973-75)

Before 1973 - Varied experience in international finance area.

1966 - Director of the Department of Administration, Asian
Development Bank

1960 - International Monetary Fund, Japan Desk

Other

Several publications on Japan’s international economy, e.g. "The
North-South Issue and Japan."

Education

Master of Law. Tokyo University

Personal
Born in 1924. Married with one daughter and two sons.
Hobby: golf and gardening.

Fields of interest: balance of payments, international finance,
international investment and foreign aid.

Attachment

September 1981
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Tokyo’s liberal image

By Susumu Awanohara

Tokyo: For 30 years, the powerful
monetary authorities here — the Fi
nance Ministry and the Bank of Japan —
stubbornly maintained the country’s fi-
nancial seclusion, Even while the Japan-
ese economy made a dramatic come-
back from wartime devastation, and its
exports penetrated every corner of the
world, the financial sector remained in
isolation. But recently sweeping changes
have been made to Japan’s notorious
foreign-exchange controls, and officials
now insist that they have one of the
most liberal systems in the world.

Those who remember Japan's so-
called exchange liberalisation measures
of the early 1970s, which were swiftly
replaced by renewed rigid controls in
the wake of the oil crisis, remain unim-
pressed by the new moves. The sceptics
see them only as attempts to encourage
capital outflows and reduce exchange
teserves in the face of mounting interna-
tional pressure. Once Japan's balance-of-
payments position deteriorates, they
argue, the policy pendulum will swing
the other way.

Others are somewhat kinder. They
consider that even if the new moves are
an ad hoc response to a particular situa-

_ternationalising” the yen and the Tokyo

tion. and even if they were introduced
reluctantly, they nevertheless reflect
real changes in policy. These observers
see them as a speeding-up of the official
retreat {rom Japzn’s Foreign Exchange
Law, enacted in 1949, The law basically
prohibits all external transactions, all
exceptions being discretionary. Over the
vears, the law has become progressively
anachronistic. The authorities have been
too conservative and jealous of their
powers to revise the law itself. But they
have made substantial relaxations
through ordinances and administrative
guidance — although they remain arbi-
trary and their ordinances and guidances
are purposely terse and vague. -

Only history will tell how serious the
monetary authorities now are about “in-

financial market through easing con-
trols. In the short iterm, however, the Ja
panese private sector will have to learn
io take exchange risks, and non-residents
will find it much easier than in the past
to raise funds in Tokyo.

The most significant change made re-
cently was the relaxation of restrictions
on conversion of foreign curreney into
ven. Enacted in 1968, primarily to pre-

‘rency holdings, The latter represenis

vent 2 rapid inflow of short-term Capit
into Japan, these resirictions hdh.zr mﬂ
eyes of foreign critics become g

symbol of the country’s strict exch,
contirols. Under the regulatin g
total of spot foreign currency liaha,
and free ven holdings (ven which : .
non-resident depositor can always e
vert into a foreign currency) of a g5
fic bank could not exceed ifs spoy
eign currency assets. For foreign g,
operating in Japan, the authorities,
their respective spot foreign cumen.
oversold positions: in other words,ﬁa 2
lities could exceed assets but only by
amounts determined by the authg,q

Tokvo has decided 1o abolish they
conversion restrictions and replace th
with restrictions on spot foreign syrd

relaxation for domestic banks becg
they do not necessitate foreign cumey
holdings against free yen holdings ;
because the authorities may eventualiy!
allow domestic banks to take ovemqld
positions. Presumably the new TEE‘-L'm-

"
Prime mover of

the freer yen

Tokyo: A key figure in lapan’s recent
series of exchange conirol relaxations
was Masao Fupoﬁa, ihe duector-genera..
of the Finance Ministry’s International
Finance Bureau. In a ministry noted for

the stuffiness of its officials, Fujioka
stood out as one of the more open and
“internationalised™ figures. (He recently
moved to the Export-Import Bank as an
executive director.)

Fujioka has long been a_proud pro-

As director-general of the Interna-
tional Finance Bureau since 1975, Fus
jioka gum for the mlernatlonahsa ion
of the yen through various means. Inter-
nationalisation, according to Fujioka,
was a natural result of Japan's economic
growth and exchange liberalisation.
“Foreigners began to want to hold yen
assets and to use ven in their trans-
actions. And we've tried to comply,” he
says. But, like 2 good Finance Ministry
official. Fujioka moved slowly —
“making sure that conditions were
I_jEJ_lL'll
His prudence is reflected by his ad-
mission that the reserve requirement on

ponent of exchange liberalisation and
internationalisation of the yen. In late

1960, he was sent to the International
Monetary Fund (IMF) to sit at the Japan
desk, and he paved the way for the
country’s adoption in 1964 of article
eight of the IMF agreement, which pro-
hibits direct restrictions on payments
accompanying current transactions.
After returning to Tokvo for two vears,
he spent time in Bangkok and Manila
helping to establish the Asian Develop-
ment Bank. He staved on in the Philip-
pines to become the bank’s first direcior
of administrations.

=

foreign currency liabilities was activated
largely to induce domestic banks 10 e-
pay short-term borrowings. There are
three aliernatives for a_country with a
s_t‘ro;ag balance-of-pavments _position,
Fujioka says. One is to keep accumulat-
ing exchange reserves, another is to_re-
value its currency. and the last alterna-
tive is to reduce short-term external
liabilities. which for its own good a
country should not have in too large a
guantity.

The authorities did not get very far in
inducing the last zliernative — not only
because of the gap in interest rates but

Fujioka: Prudence. A
because the dollar has enjoved a pir.
vileged position in Japan since the war, =
according to Fujioka. The imposition of
the reserve requirements has finally pui
the dollar and the yen on an equal fo::b

ing, he says. &

INTERVENTION: At the ministry, Fujic
ka had to coniend with iniernztional
particularly American — crticism b
Tokyo was resisting the upward press
on the yen by intervening in the mark
He says the criticism was based part
on misunderstanding, and partly oz
judice. “Intervenfion to prevent viol
fluctuations was sanctioned at Rargs
bouillet and by the IMF. The Ameic?
have a thing about the ‘clean’ float, ¥4
it is by no means an internationg £08%
census. When T explained to the Amc
cans exactly what we were doing ¥ 54
understood and accepted our poshet
he says.
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ns would be implemented in such
v that they would mean a relaxation
- foreign banks too.
For a start, they will be allowsd
sehtly greater gversold positions. Of
,rse, the authorities are moving very
Lusiously. At first, only one-third of
~e free yen holdings of domestic and
sreign banks alike was exempted from
§lancing foreign-exchange holdings.
d the authorities are maintaining the
b strictions on the banks' overall (spot
jus forward) exchange positions. But
authorities are convinced that the
ew regulations are quite similar to
8. ose of other advanced economies and
nat they are an improvement on the
rmer restrictions on yen canversion —
though how much so will depend on
¥ 'implementation.

NNTEREST-FREE DEPCSITS: One catch is
1at, before abolishing the restrictions on
conversion into yen, the authorities for
the first time used the reserve deposit re-
Pquirement for banks’ foreign currency
f labilities. Interest-free reserve deposits
fiwere required for yen deposits and at
‘various points in the past also for banks’
‘free yen holdings — but the latter were
¥ not in effect in the recent past. Now the
® hanks must deposit 0.25% of their for-
@ cign currency liabilities and free yen
% holdings with the Bank of Japan, inter-
*est free. ;
The reserve requirement decision was
in the works for some time as the autho-
ties searched for ways to reduce the

domestic banks’ enormous shori-term
foreign currency liabilities. These banks
were engagzed in what sxperis call
“maturity transformation” activities,
borrowing short-term and lending long,
when the shock oil price hike and em-
bargo came. They were badly bumed in
the Eurodollar crisis that followed, but
when things returned fto normal and
funds were made available at low cost
again, the Japanese banks continued to -
depend on dollar financing, at least for
imports. (Long-term lending offshore by
domestic banks was suspended by the
authorities.)

The solicitous authorities did not like
this and began a campaign for the “in-
ternationalisation™ of the yen, which
means, simply, giving the yen a greater
role in the country’s current and capital
transactions. The wide gap between
domestic and foreign interest rates o
foreign rates being lower — and the po-
tential loss of handling fees from ex-
change transactions made the banks re-
luctant to shift into yen for import i
nancing. Reserve requirements for for-
eign currency liabilities, provided for in
1972 but never put into effect, wers
considered by the authorities an effec-

_ tive means to induce the yen shift. d

It also occurred to the authorities
that these requirements, which consti-
tute an additional policy instrument to
regulate capital inflows, would enable
them to lift the much-criticised restric-
tions on conversion info yen.

If there is too large or quick an in-

f¥ But, he claims, some Americans are
alous and get emotional about Japan’s
Boort success in cars, steel and televi-
on sets. Since they feel US products
e superior, they suspect that the Ja-
nese must be cheating, Fujioka con-
Bnds. He also claims that there is a lot
f misunderstanding behind foreign
Sriticism of Japan's exchange controls.
b Admitting that some procedures de-
Manded by the authorities were com-
licated, he insists that since the autho-
fities have normally approved all appli-
Bitions, the system must be said to be
se. The remaining restrictions on resi-
lents issuing bonds overseas and draw-
92 in foreign loans must be maintained
“otherwise domestic tight money
Policy won't be effective and a rush of
a panese borrowers into the US and
ituropean markets could disrupt these
[Parkets as well.”
£ The restrictions on residents’ con-
fertibility are said to be necessary 1o
Bravent currency “‘speculation.” The fa-
E8:-ose Finance Ministry has yet to ex-
a convincingly how speculation,
Vhich it opposes. differs from invest-
5 ent (for capital gains), of which it ap-
P eToves.

Al in all. Fuiicka claims that ot

major industrial countries Japan now
has the most libe he ic

after . West Germany. (The US, of
course, is excepted, because the dollar is
universally accepted as the international
currency.} Even Switzerland, which is
often thought to have a fairly liberal
system, actually has “extremely severe”
controls such as negative interest and
partial freezing of deposits by non-
residents.

But will not Japan revert to strict
controls once the balance-of-paymenis
turns against it again? Fujioka says he
hopes that that would not be the case —
although he has left the Finance Minis-
try and has no say in the matter. Vio-
lent reversals of policy, he believes, are
damaging to the country’s reputation —
particularly now that Japan must take
on international responsibility as an in-
dustrial giant.

There will be times when authorities
will be tempted to resort to the direct
(and effective) restrictions of the past.
But Fujioka helieves Japan should keep
its doors open, because the ments of
liberalisation outweigh its possible ad-
verse influence on domestic financial or
exchange policy.

— SLISH

MU AWANOHARA
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flow, the reserve requirement could be
raised to discourage it indirectly. (The
authorities prefer indirect restrictions to
direct ones through holding limits be-
cause they are more general and less dis-
cretionary.) Another attraction of ap-
plying reserve requirements for foreign
currency liabilities as well as for domes-
tic deposits is that it would provide a
link between the ordinary yen and for-
eign currency markets — the lack of
which has been criticised.

OFFSHORE LENDING: The second relaxa-
tion was in domestic banks' offshore
lending (REvVIEW, Sept. 9). During the
Eurodollar market crisis of 1974 and the
emergence of high “Japan rates” for
Eurodoller borrowings, the authorities
prohibited Japanese banks from making
new medium- and long-ierm commit-
ments and also set ceilings for their short-
term dollar lendings. As a result, out-
standing dollar lendings of Japanese
banks began to decline rapidly from
around mid-19735, and to their great con-
sternation, their market shares dropped,
too. The banks clamoured for a lifting of
the ban and the authorities began moving
slowly at the end of last year, allowing
the banks to make new medium- and
long-term commitments to match the
reduced outstanding loans.

Recently, the authorities carried the
relaxation much further. Now the
domestic banks can make as many
medium- and long-term commitments as
they like, as long as they are made
against medium- and long-term borrow-
ings: that is, the authorities are still
wary of a repeat of excessive maturity
transformadons and want maturities
matched. And to help the banks raise
medium- and long-term capital. the
authorities have been genercus in allow-
ing specialised long-term credit banks
and Bank of Tokyo to float Eurodollar
wonds. For commercial banks, which are
not allowed to place bonds, 2 new 1n-

93 g T, M L 1 R

e b

T -_13\?'5.-“,-:.,—“._‘;"_ I

e AT



T Ty —

- A}" Ay )

120
strument — the
of deposit iCD} ~

At the same time,

pushing longer-term lending in yen and
there is only one restriction on these —
the so-called “window guidance” by the
Bank of Japan, which limits banks’ over-
all yen lending.

The specific ceilings on short-ierm ven
Jending have been abolished — although
the situztion remains vague and the au-
thorities say they do not want to see
“drastic increases,” implying that they
are still thinking in quasi-ceiling terms.
For medium- and long-term loans, banks
must operate within the guarterly limits
laid down. but no distinction is drawn
betweer, whether these are domestic or
foreign ven Joans.

The relaxation of offshore lending
rules came about only as a result of
pressure from domestic banks. As the fi-
nancial plight of the non-oil-producing
developing countries became an interna-
tional issue, and as the developed na-
tions pledged efforts to induce flows of
funds into these countries through offi-
cial as well as private institutions,
Tokyo could not very well maintain s
strict restrictions on offshore loans by
commercial banks. Obviously. however,
the new reserve deposit requirements of
foreign currency liabilities can be act-
vated to slow offshore dollar lendings
by domestic benks should they siart
moving too quickly for the conservative
tastes of the authorities.

The third set of relaxations also con-
cerned capital transactions. Hitherto
there have been three types of ven ac-
count: free, “fifth-clause,” and ordin-
ary. Free yen are the holdings of non-
residents, whatever currency they were
originally in. They can be converted
into other currencies unconditionally.

Fifth-clause accounts, so called because _
they are based on the fifth clause of the - i

Foreign Exchange Ordinance, derived
from sales of bonds by non-residents
which have been held for less than six
months. Funds from these accounts
could only be converted or remitted on
a limited basis. Ordinary yen accounts
are the only accounts permitted to resk
dents, and lack convertibility and trans-
ferability. (A continuous stay of six
months in Japan makes a person a resi-
dent.)

The fifth-clause account was specific-
ally designed to prevent non-residents
from speculating in the yen or in short-
term interest rate movements. Clearly,
they would not engage in short-term
transactions on & significant scale if
they could not remit the funds. This na-
turally pul a major damper on short-
term capital movements in and out of
the Tokyo market — to the satisfaction
of the authorities and the irritation of
foreign investors. g3 I (%

The fifth-clause account. has' now
been compietely abolished, so that non-
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The third set of relaxations included
breaks for residents too. Residents. in-

cluding individual investors. are now al-
Jowed to acquire short-term f{less than
one-vear) paper in foreign markets.

" Also, the limit on residents’ foreign cus-

rency savings has been lifted. These re-
laxations only represent a return to past
levels of restriction. (Acquisition of
short-term securities and foreign cur
rency savings had been liberalised in the
early 1970s, but were severely curtailed
after the oil crisis.)

FOREIGN CURRENCY: As well as 1ihe
liberalisation in capital transactions, the
authorities iniroduced substantial sim-
plifications and relaxations in non-trade
current transactions and accompanying
payments. The list of liberalisations is
extensive, but the most important ones
are: an increase from US$1,000 to
US$3,000 in the amount of foreign cur-

rency which can be remitied freely
without official permission; virtual Iift-
ing of limits on foreign currency pur-
cheses for foreign travel: simplication of
contracts for such services as shipping.
insurance, performances, copyright and
market research: and an increase from
US51,000 to USS$3,000 in the amount
of re-exchange allowed automatically to
non-residents leaving Japan.

Significant common denominators of

these relaxations are that now benefi- -

ciaries need not make trips to the Fi
nance Ministrv or the Bank of Japan
and go through cumbersome and some-
times humiliating procedures before ob-
taining permission for the transactions,
‘but can finish their business at the pri-
vate banks. Stringent reguirements for
producing evidence of transactions have
also largely been eliminated. Tokyo has
long claimed that it had completely
liberalised current transactions (and it is
irue most applications have been autlo-
matically approved once they were sub-

Foreign-exchange transactions: Controls eased. =

mitted). but the applicalions thaniset o
have been extremely cumbersome \U“
a good pan of the procedural req g

ments have been abolished or simplified.

In addition to these relaxation mes
sures, the monetary authorities are gjc
cussing with the Ministry of Intem,
tional Trade and Industry the TOssibi
lities for corresponding simplificatig
of controls and monitoring of visit]
trade transactions. This s partly in n\-
sponse to the mounting foreign criticisy
that complicated import procedures
here constitute 2 non-tanffl barger
against foreign products. The Japanese
banks, saddled with enormous paper
work for the authorities, would welL
come such changes. But measures in-
volving more than one ministry are nor-
mally slow to materialise, an@ bankers
and traders here are not expecting sugd-
den improvements.

How the recent relaxation measures
are evaluated depends on whether the
observer sees them more as ad hoc and
cvclical, prompted by the country’s cur-
rent strong balance-of-payments posi
tion, or as steps in Tokyvo's secular ef-
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forts at liberalisation. In the immediate
post-war Vears, foreign-exchange irans- &
actions were basically banned, with 8 &
few officially-sanctioned exceptions. &
The emphasis was on inducing inflows &
and discouraging outflows. But when
the European currencies restored con- &
vertibility among themselves, the Jepan-
ese followed modestly by establishing
the free yen account for the nonresk
dent. That was in 1960, : .

In the mid-1960s, Japan began assum- %
ing the obligations of article eight of the
International Monetary Fund Agree
ment, prohibiting direct restrictions on
pavmenis accompanying current irans
actions. And, in the late 1960s, Jzpan
became a trade and curreni-account sur
plus nation, increasing the biack fizure
year by year. Even after the **Nixon S
shokku™ — a forced revaluation of the
ven from 360 to 308 to the US dollar ~
the country’s surplus continued o Tise,
forcing the moneiary authorities 1o 12kt
counteracting measures much like inoss

FAR EASTERN ECONOMIC REVIEW



recently mtroduced. They included di-
ns to reduce (and hide) ex-
erves, restrict inflows, induce

f capital, and to liberalise im-

: zame the oil shock and there
B was anctoer 180-degree reversal of poli-
v. Bur d=spite their sense of crisis, the
B8 2panese were among the first to re-
cover from the confusion that followed
‘the oil shock, once again building up a
® trade su—lus and becoming an attractive
i markst “or foreigners to raise funds in.
& [ts grow—mg surplus generated envy and
f reseatment, and Japan has willy-nilly
t'taken o= 2 new role as “one of the three
F engines™ of the world economy. Part of
§ the new >urden was to play a more ac-
B tive fin=ocial role in the international
maxkef_
How permanent the most. recently-
¢ introduc=d moves are meant to be will
" not be Imown until the country’s for-

tunes once again reverse themselves
Meanwhile, many critics — particularly
foreigners — remain sceptical. Foreign
banks, of course, do not like the new re-
serve requirements, being almost totally
dependent on overseas sources of funds.
Some foreigners aiso suspect that the Ja-
panese authorities are trying to keep the
value of the yen down by encouraging a
greater outflow of capital.

There is worry, too, that the reserve
requirements could discourage imporis
(which are still financed through dollar
usances) and come into conflict with
Tokyo’s overall policy of balancing its
trade and inducing capifal outflows.
Finally, determined critics point out
that some important activities by resi-
dents (bond flotations overseas, accept-
ance of *“impact™ loans — ones which
lack a specified purpose — and free con-
version of yen for unspecified purposes)
are still prohibited and that Tokyo's

123

LOﬂtl'l..Ia are not as liberal as s West Ger-
mdn}' 5. *

Stringent official controls have pro-
tected the Japanese public from ex-
change risks in the past. An inevitabie
effect of liberalisation would be to pass
on some of the risk burden to domestic
private interests. Another effect would

- be a closer relationship betwezn Tokyo
‘and international financial (particularly

short-term) markets. This, in tum,
would induce a rationalisation of the
domestic financial markets, both for
yen and dollars, which have been rigidly
controlled by the authorities.

And since domestic and international
markets are no longer separated by a
thick wall, officials would have to re-
learn how to carry out effective mone-
tary and fiscal policies domestically
while at the same time maintaining ac-
ceptable trade and exchange policies
within the changed framework.
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Japan’s Policy on International Finance

FUJIOKA MASAO

S INCE THE LATTER HALF of the 1960s, Japan’s international
balance of payments has been characterized by a surplus, representing a
sharp departure from the previous trend of deficits. During this same
period, Japanese policy on international finance has also gradually
evolved, reflecting this era of surplus. There was a temporary halt to the
trend after the socalled “oil crisis” of late 1973, which increased Japan’s
oil payments alone by more than $13 billion in 1974. After an adjust-
ment period of two years or so, however, Japan’s external payments
position improved, and since 1976 has again registered a sizeable cur-
rent account surplus. '

Japan’s domestic economy, on the other hand, has not fully recov-
ered from the recession triggered by the oil crisis, and economic activities
—particularly in the private sector—have remained virtually stagnant.
Various fiscal and monetary measures to stimulate domestic demand
have been implemented during the past few years. But the effect of these
stimuli was not sufficient to prevent a large current account surplus in
1977, which amounted to $11 billion. The continuing surplus into 1978
has created a vicious circle. A situation has been created in which the
balance of payments surplus raises the value of the yen, which cools off
the impetus of economic recovery from the recession, which in turn
makes reduction of the surplus a very difficult task.

The postwar exchange rate of Y360 to the dollar lasted until 1971.
The current value of the yen is around Y220. In the course of last year
alone, the yen was revalued by more than 25 percent. Broadly speaking,
three factors account for the wide and rapid appreciation of the yen.
First, there is the strong surplus trend in Japan’s external payments. The
second factor is the weak css of the dollar itself, reflecting disequi-
librium in the US balance of payments, which in 1977 had a $20.2 bil-
lion current account deficit. Thirdly, it should be pointed out that under
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the present floating system, exchange rates are highly susceptible to
speculative capital movements. _

Recovery of the Japanese economy from the recession will cer-
tainly contribute to the growth of the world economy and, therefore,
should be mutually beneficial to both the United States and Japan. No
one disagrees with this. But the point is often overlooked in the United
States that a more stable yen-dollar exchange rate would greatly facili-
tate Japan’s recovery from the recession. In this context, better under-
standing of the exchange rate issue by American leaders is greatly to
be hoped for.

In addition to the expansionary policy at home, Japan has—as a
responsible nation—pursued a liberal trade and exchange policy toward
the world economy. It was the oil crisis that reduced world trade, and
led to a serious global recession. The lesson of this experience is that
the expansion of global trade, based on the principle of free trade, is
essential to the sound and steady growth of the world economy. In order
to support the ongoing Tokyo Round of tariff reduction negotiations
aimed at checking emerging protectionist sentiment in many countries.
as well as to increase its own imports, J apan reduced import duties on
124 items on March 4 of this year. Such products as automobiles, elec-
tronic computers, color films, and whiskey are included in the 124 items,
Japan’s foreign exchange control has also been almost completely lib-
eralized, and there is virtually no direct control over international pay-
ments flows. All of these developments are a reflection of Japan’s basic
philosophy to seek more active international economic interchanges,
not only in trade but also in investment and finance.

II

In what follows, I should like to elaborate on\J_gp_aQ’s policy g]ﬂl_—
ternational financial transactionsr:’ Capital outflows have increased re-
cently. In the Fall of 1976, restrictions on external lending activities by
Japanese banks were relaxed. Since then, substantial loans have been
made to a number of middle-income countries, such as Brazil, Argen-
tina, Mexico, and others. Issuance of yen-denominated bonds in the
Tokyo capital market by nonresidents is also encouraged. During April |
[978 alone, the aggregate amount of issues by foreign entities is ex-
pected to exceed Y100 billion, or $500 million, for the first time. This
policy of encouraging free flows of capital shows Japan’s willingness to
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cooperate with the industrial countries on the balance of payments
problem. It also ensures a greater transfer of resources from Japan to
the developing countries. It is certain that Japan will strengthen this
form of international economic cooperation in the future.

The basic policy stance of Japan has been to cooperate positively
with the deficit countries in financing until such time as the adjustment
process is completed. When a balance of payments disequilibrium oc-
curs, altering the exchange rate functions as a corrective adjustment up
to a certain point. But as corrective measures for balance of payments
deficits, appropriate fiscal and monetary steps are just as important as
adjusting the exchange rate. At any rate, the adjustment process—
whether through a change in the exchange rate or in economic policy—
requires a certain amount of time before the effects begin to show.

The question of financing the balance of payments deficit during
the adjustment period cannot be ignored. This is why Japan supports
the Supplementary Financing Facility of the International Monetary
Fund. This scheme calls for the IMF to assist a country with external
deficits by extending supplementary balance of payments financing
through additional resources made available by surplus countries. Thus,
Japan is willing to cooperate financially with- the world through both
official and private channels. :

III

There are various ways in which a country can cooperate in the
international economy, and in particular with the developing countries.
The first—a very important form of cooperation—is Official Develop-
ment Assistance. Notwithstanding a large budget deficit and a situation
where even domestic needs cannot be met, the Japanese government has
pledged to double its ODA within the next five years, and efforts are be-
ing made even to surpass this goal.

Another means of international economic cooperation is to con-
tribute toward the expansion of world trade. Approximately 80 percent
of the development funds of developing countries come from their ex-
port earnings. This clearly demonstrates the crucial nature of an expan-
sion of world trade for the developing world. Furthermore, since their
exports are predominantly primary commodities, it is very important to
ensure the stabilization of the export earnings of these commodities.
Still another means of cooperation is through direct investments in the
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developing countries. This would contribute to increased employment
opportunities, the domestic substitution of imports, expanded exports,
and so forth. But in this connection. it must be recognized that there may
be an unfavorable investment climate in many countries, which makes
investors hesitate until such conditions improve,

Although trade and investment are very important ways of co-
operating with the developing countries, too large a presence often leads
to conflicts of interests with host countries, as both the United States and
Japan have learned in the past. In contrast, capital and financial co-
operation is comparatively free from such potential friction, and there is
ample room to increase financial cooperation with the developing world.
But how should we do this? :

One way is by affording the developing countries broader access to
the international capital markets in order to procure funds. As previ-
ously mentioned, the Tokyo capital market is now very open to them.

Direct loans by commercial banks is another answer. Loans by
Japanese commercial banks to the developing countries were severely
restricted after the Euromarket crisis of 1974, This was because the
banks were lending on medium- or long-term, but the funds were bor-
rowed on a short-term basis from the Euromarket. The Japanese govern-
ment, quite rightly, saw the risk involved in such operations. But since
Japanese banks have now succeeded in diversifying their sources of
lendable funds, as well as the maturities of such funds, the restrictions
have been relaxed since the Fall of 1976. A noticeable trend in these
bank loans is the increase in yen-denominated loans. Since this does not
involve short-term borrowing from abroad to finance the long-term lend-
ing, the kind of risk mentioned earlier is not involved. And since this
serves the same purpose of providing foreign exchange to the developing
countries, it should be further encouraged.

Another means of cooperation is trade financing by commercial
banks. Various international and domestic financing facilities, which are

taken for granted in the industria] world, are not always available in the
developing countries. When the economies of these countries reach a
certain stage of development, these facilities will gradually come into
existence. But in the meantime, the financial institutions of the indus-
trial countries have an important role to play. Japanese security com-
panies and banks have now gained a very broad international experi-
ence. I am convinced that they will be willing to put that experience to
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good use by cooperating with the countries that wish to raise funds in
~ the Tokyo market, or to utilize other financial facilities available in

Japan.
v

I turn now to the internationalization of the yen. As a country with
a strong economy, and hence a strong currency, internationalization of
the yen has become an important issue for Japan. The internationaliza-
tion of a currency may be measured, first of all, by the extent to which
it is used in external trade. Only about one percent of Japan’s exports
was denominated in yen before the oil crisis. This has now risen to more
than 20 percent. Imports denominated in yen, on the other hand, ac-
counted for less than one percent in the early 1970s, and the share has
not changed significantly.

Secondly, the international nature of a currency is measured by
the possession of that currency by foreigners. The outstanding amount
of free yen accounts, which are the freely convertible yen deposits in
Japan held by nonresidents, was around $500 million in 1970. This is
estimated to have grown by ten times since then. The portfolio of Jap-
anese stocks and bonds purchased by foreigners has increased remark-
ably in the past several years. Leaving aside stocks which are traded for
various reasons, the purchase of bonds by nonresidents exceeded sales
by Y644 billion, or nearly $3 billion. The purchase trend of bonds with
fixed yields is considered to be a more reliable indicator of foreign pref-
erence for the yen. It is reported that the monetary authorities of many
nonresidents hold yen assets as a part of their official reserves. It is un-
fortunate that, in order to eliminate speculative purchases, acquisition
by nonresidents of bonds with maturities shorter than five years and one
month was banned in March of this year. When the exchange market
stabilizes, this restriction should and will be removed.

Yet another reflection of the internationalization of a currency is
borrowing in that currency by nonresidents. as mentioned earlier. Many
international organizations and foreign governments have floated yen-
denominated bonds in the Tokyo market since 1970. The first issue was
pioneered by the Asian Development Bank in December 1970. As of
the end of March this year, 44 public issues amounting to Y715 billion,
which is equivalent to $3.25 billion, have been floated in the Tokyo
market.
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| % ASIAN DEVELOPMENT BANK

President - Mr. Taroichi Yoshida
Vice Presidents - Mr. A. T. Bambawale
Mr. S. Stanley Katz

I. General Information

A. ‘ Functiorns. The Asian Development Bank (ADB) began operations on
December 19, 1966, with the aim of promoting investment of private and public
eerZial”in the Acia and Pacific regions, financing projects for economic °

development of the region which at present are not financed or not adequately
financed through existing shares, and acting as a stimulus to other measures
for regional econcmic cooperation. :

At the end of 1980, ADB's total authorized capital stood at $9.21 billion
of which $8.83 billion had been subscribed by the Bank's 43 member countries. 1/
ADB is authorized to borrow on the international capital market and sell bonds
to central banks or monetary authorities of its member countries.

The resources of the Bank available for financing concessional loan
commitments are administered in the Asian Development Fund (ADF) which was
established in 1974. Total resources under administration in ADF at the end {
of 1980 amounted to $2,916 million. Loans from ADF resources are made to the . i

ﬁgp poorer and less developed of ADB's members. '

: Each member country is represented on the Board of Governors by a i
Governor and an Altarnate Governor. The Beard of Governors elect the president
of ADB and the Executive Directors. :

B Volume and Ranoe of Operations. Over the period 1967-1980, ADB extended
455 loans for a total of $8.093 million 2/. 1In 1980, ADB lending reached $1,436 millior
for 59 projects. The average size of a loan stood at $24.3 million. The '
total cost of projects approved for ADB financing in 1980 was estimated at
$3,561 million, of which about 33.4% was met by direct ADB lending.

. g p— ey w

i) ordinary loans and special

ADB activities include the extension of ( -
and (iii) grants for regional

funds loans; (ii) grants for technical assistance;
activities.

e — T T— T

T e et

1/ ADB's membership is composed of 29 regional countries and 14 non-regional
countries. Regional countries: Afghanistan, Australia, Bangladesh, Burma, !
Republic of China, Cook Island, Fiji, Hong Kong, India, Indonesia, Japan, Democratic
Kampuchea, Kivibati, Yepal, New Zealand, Pakistan, Papua New Guinea, Philippines, :
Singapore, Solomen Islands, Sri Lanka, Thailand, Tonga, Vietnam, Western Samoa. i
- Non-regional countries: Austria, Belgium, Canada, Denmark, finland, France,

@”‘ " Federal Republic of Germany, Italy, Netherlands, Norway, Sweden, Switzerland, }
UOK" UOS.AI : " E

:

:
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II. Operational Policies

A. Terms and conditions of lendinc., Terms and conditions of lending differ
according to whcther the lcans are CIR (Ordinary Capital Resources) loans or:
SF (Special Funds) loans (including ADF loans).

In its choice of borrowers, ADB in its OCR operations prefers to lend
dircctly to the entity carrying ocut the projects, and in its SF operations to
the Government of the member country where the project is located.

OCR loans. In 1980 the interest rate on CCR loans stood at 8.1% for
the period January - June and 97 for the period July - December. The f%nal
maturity of ag CCR loan is determined by project considcratiens..espec1ally
the economic life of the project, but due account is also taken of country
consideraticns. The grace period is determined mainly by the time needed
before the project conceived beccmes operational and starts to yield r?turns.
(exceptions to this method of determining final maturity and grace period are
OCR loans to Hong Kong and Singapore, and technical assistance loans).

i ADF loans. Two criteria for determining the access of countries to
ADF lending are per Eapital GNP and debt repayment capacity. Countries are
classified into three groups:

ADF loans carry standard terms of 40 year maturity, including a grace
period of 10 vears, and a service charge of 17 per, annum.

Group- A: ° - Group B: Group C:
Afghanistan  Nepal . Indonesia Republic of China
Bangladesh Pakistan Papua New Guinea 5 1
Burma Solomon Islands Philippines Hong Kong
Kampuchea Sri Lanka Thailand . Korea
Cook Islands Tonga S . Malaysia
Kiribati Vietnam Singapore
Laos Western Samoa '
Maldives

Countries in group A are given just priority in the allocation of
ADF resources with special attention given to the least developed. In general
group A countries receive few OCR loans. .

Countries in group B may te provided for modest amounts of ADF resources
for financing of projects having a high social content. Indonesia is no longer
provided access to ADF rescurces. The total amount of ADF lending of lending
to the other three countries in, group B may not exceed 107% of total annual
ADF loans.

Creoup C countries do not have access to ADF loans.

In 1980, the share of concessional loans to the poorer countries was
about 33% of total ADB lending.

B. " Procurement Procedures. Procurement procedures for goods and services
are subject to international competitive bidding from suppliers of member countries.

€= Local Cost Financing. ADB finances mainly foreigu exchange costs.

2/ Refer to table 1.1 for detailed breakdown.
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D. Technical Assistance. ADB administers the Technical Assistance Special
Fund, which is the principal vehicle for mobilization of resources for financing
ADB's technical assistance activities. The total resources under administration
in the Fund at the end of 1379 amounted to $41.1 million, of which $23.8 million
has been utilized. ADB also administers technical assistance grants through
their channels. In 1980, ADB provided technical assistance for 56 projects.
Project preparation technical assistance was extended to 43 projects and advisory
and operational assistance for 13 projects. On a sector basis, 63.3% of the
total amount of technical assistance approved was for agriculture and i
agro-industry, 7.3% for energy, 7.1% for industry, 3.1% for transport and
communication, and the rest for water supply, education and health (refer to table 1.3).

Under a number of cooperation agreements, ADB administers technical
assistance funds for the EEC, Switzerland and other countries.

E. Sectoral Distribution. ADB's activities emphazised sectors related
to their Basic Needs Strategy, with the agriculture and agro—-industry sector
receiving highest priority. The record major sectoral forces has been on the
development of the energy sector, particularly on the increased utilization of
indigenous energy resources. Another important area of activity is the development
of social infrastructure such as potable water, urban development, health care
"and educaiton. Refer to table 1.4 attached for sectorial breakdown of lecan
approvals.

Sector lending was introduced in 1980. Two sector loans have been
granted: one for the water sector in Indonesia and one for the Highway sector

in Thailand. - °
R Regional and Countri- Distribution. ADB extends loans to its member

countries, . Table 1.2 (attached) details loan approval by country and by
source of funds. :

: 1 G Cooperatioﬁ between ADB and the Bank

.

il Volume of Co-financing. As of July 1981; ADB has contributed a total
of $590.6 million of co-financing for 16 Bank group projects in 11 countries.
The co-financing has been undertaken on a parallel basis. .
B. -Special Arraneements. In 1980, the Bank and ADB reached an under-

standing on co-financing projects in Fiji, Solomon Islands and Western Samoa,
vhereby the ADB will carry out project appraisal on behalf of the Bank and
administer the Bank's fund and monitor the overall project implementation.

This co-operation agreement has been applied to the projects in Solomon Islands
and Western Samoa in 1980.




Summary of Operations

(emounts In $ milllon) .« <0 B UL e N Lo -
T SRR 10471971 10721078 1970 1077 1070 1970 1080 1647-1080°

OPERATIONAL ACTIVITIES * - A ’ . ;

Loan Approvals ’ : - ; :
Number ol Projocts® . 'B3 168 34 41 51 54 58 455
Amount ol Loans® 630.4 2,721.5 7759 B886.4 1,158.7 1,.251.68 1,435.7 . 8,083

Ordinary Loans . : E :

Numbar of Loans 59 115 21 24 3 29 29 287

Amount of Loans® 5322 1,834.0 5400 614.6 780.2 835.2 958.5 5,652.7
Disbursements 68 879 263 273 285 361 428.7 2,304.7

Special Funds Loans . '

Number of Loans 28 89 16 21 e 29 30 219

Amount of Lnans 107.2 787.5 235.9 271.8 380.5 416.3 477.2 2,440.6

_ Dizbursamonts 7 204 63 84 167 125 1503 731.7

Technical Assistanca (Grants)? £
Number of Projects 55 119 .24 42 47 57 b 376
Amount of Grants 2.0 20.3 4.6 7.2 11.1 13.9* 14.2 75.2! -

Reg-lcnal Activities (Grants)?

Number of Projects 11 25 6 7 11 6 15 75

Amount of Grants 4.1 2.4 0.9¢ 0.9 0.9 1.0 1.6 ira
RESOURCES AND FINANCES ' LG
Authorized Cagital (2t end of period) :

* In terms of current US dollar 1,327 3,707 3,707 8,711 g.407" a,512" 9,209" -

(In terms of 1SG6 US dollar) (1,100) (3,073) (3,073) (7,221) (7,221) (7,221) (7,221) —
Subscribed Caoital (at end of period) :

In terms ol current US dollar 1,213 3,688 3,688 6,961 8,741" 8,861" 8.g28h —

(In terms of 1S€5 US dollar) (1,C05) (3,057) {3,057) (5,770) (6,709) (6,727) (6,922) -
Borrowings (gross)' : 160 983 . 529 117 390 348 458 2,455
Outstanding Debt (at ead of pariod) 159 i 1,084 1,084 -1.205 1,610 gy 1,777 1,872 -
Ordinary Reéar\ra (at end of perlod) 20.0 101.6 101.6 142.2 196.8 298.8 391.2 -
Special Reserve (at end of period) ; 1.0 18.7 18.7 28.8 42.5 59.3 78.6 —
Gross Income © na 348.7 128.3 168.6 2132 260.8 309.6 -
Net Income after Appropriation of : . |

Commission to Special Reserve 37.0 118.4 40.6 72.4 106.4 83.0 131.8 —
Speclal Funds Resources = 5 - ;

(at end of pariod) . 1925 931.9 931.9 1,285.2 1,846.7 2,065.4 2,916.1* .
"WMeomber Countries (at end of period) {-28 42 42 42 23 43 43 o
Professional Statf (at end ol period) 191 288 288 304 334 80 418 . -

8 Cumulativa amounts in last colurmn mﬂ nat Lally due 10 rOunding. -

. b Projcis financed from both Ortwary Caceial Rescurces and Soecial Fungs &9 counied only once; srcluces onGoing projects for which suppiomentary Ioans 10 mesd cost

OYeITUND Wers §DONTved CWing (N year.

c nciuces refinanced amouwTis of TecImcal assisiance JoANL

d InCiuoen Droacts hrsnoed I1om sowrcss oullxa Na Bane, mainty UNCP, EEC and Switredtand. Technical Assistence fingnced on ioan basis are Included wndes loans,

@ Ongingl 1014l appvovess wes 314 1 miluon [oF S8 peciactd. ligures are acivsied 10 exciuce two projects, namary, Smeithoiders Cairy Cevelcoment, Malaysia ($150,000) snd
Forastry Devsiooment, Flit (3s9 000} whicn were witnaraem in 1wdd.

| Cumulative 1oua! s usted 10 INCRGS SuDSSIUsNl ACSIToAR linancing of prosacts, namaly, Jula Sesd Project (3154 043), Agnculture Credit (3205001, both 1a Bangiscean;
Foreniry Devenpmant Frimect (31914471, Lao Pocpas 8 Demociatic Raguthic, Muignatl Myuropower Project (32700001, Necasl, all tinances Dy UNDP, and Lungge Hyorcriwer
Prosect 32 624) Sosormon Iney, Bana hinancing.

g Ouginal total was 3.7 00D, of wnech $91.000 101 uD3a1ng e Asan Agncutturel Suriey (Ph.ss Il) was reaiiocaled in 1877.

n For purposas of 1Ne ancia) §1sements. CAJIEI BTOCE ATGUNTS for 1878 1540 hare Daen vaived In terms of 1he STA, a1 1he value in cument United Stales Collars as computed
by IMFE_ As 0f )1 Decemnims 155, U LOH mas valued at 3127541, .

] Cross contraciem] Lommre wips Carmeeried in U Juiars ol aichance
amount of 157 milewn el uvemn! wad S-nm 0 Fewuary 181

] Comprinsns ComninAons Bvacaleg for an commamenis. TesourDed 8l Assde 1M Capilal, net INCOME (anpensa) AN oINer creait of the Agricuituret Special Fund (DiKe 10

1972}, 1he Munikinapose Loecwual Fund (D or 1o WA e 1he ALan Uevesowment Fund ialier 1670, Dul srciudes rescuices of ihe Tecrmital Assintence Scecian Fund,
k Cormemitments Mowm Dsesd rodonsUes, A1197 B owing los e ruie 00 o8, CANCalALIONE &N EDAYTMants, Tolsied 3478 miion a5 of J1 Decemtad 1pcd,

Source: Annual Report, 1980.

(nige prevailing Bt the end ol the yeas of sach Dosrowing. Of the 1850 borfowinge. one DoTTowing In 1he

.
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‘ , Table 1.2 ,_
‘i
|
[y o s —— g PP P S T LS ST " o i Dy BEERE o0 - e ne L PRI H:-nfﬂw‘f-‘.w =
, LOAN APPROVALS 3Y COUNTAY AHD OY SOULCE BF FUNDS, 1079, 1833,867-1880 ‘= v wiad Sercoet 1e ot mime o t20e % magireond
g prountaaSmilkion) . o, oo ke i T mERes o el 3RS L R syt
Yo e e s AU AR B TG 1980 . § o gue 15871850 st
{ Country- . . ™ * . 0CR™¥ Y gF:-" o' 7otal 5 OCR SF Total * OCR_ " SF Totsl % S
" Alghanistan s el 0201001 - 0 2040 - - - P e e 05110 95.10 118 %
" Bangledesh . .. ~—- TU.11510 - 115.40.. = 150.90 15090 - 1140  619.93 631.33 7.80 !
" Burma 2 —~1 13880 38807 - 50.50 50.50 6.60 28365 290.56 359 .
T - - -8 e iy 167 0.02
China, Rep. of. _ el - - .7 10039 - 100.39 124 ©
' Cook Islands .’ - L =" -7 - 1.00 1.0 | - 1.00 1.00 0.01 -
a1 o " s A ey ' .-
TR 700. - TN = - - - 29.90 - 29.90 0.37
_ Mong Kong — - - 20.00 - 20.00 101.50 - 101.50 125 ,
Indonesia 21040 - 25.00 235.40 284.60 - 284.60 - 1,068.98 162.28  1,231.28 15.21 - ;
* Kiribatl - ol N T - - - 1.75 1.75 0.02
Koroa, Rep. of 160.10 - 160.10 174.53 - 17453  1,158.33 3.70 1,172.03 14.48 {
Lao People's e = Sl : i 8
. Dem. Rsp. - 1,0 10 - 10.15 10.15 - 36.84 36.84 0.46 . ;»
@ Malaysia P - _ 7920  83.75 — 83.75 589.95 3.30 593.25 7.33 f
Nopal - 30.68 30.88 - 38.50 38.50 200 ‘2712 219,72 2.7
Pakistan . 113.60 113.60 56.30  122.00 178.30 479.37 525.95 1,005.32 12.42 .
Papua ; : f
New Guinca 6.25 6.00 12.25 12.00 8.00 20.00 35.95 61.94 97.89 121 |
Philippines 20740  15.00 222.40 158.30  20.00 178.30  1,087.05 64.20 1,131.35 1400 -
Singapore 15.10 -_— 15.10 19.00 — 19.00 178.08 3.00 181.08 224 ;
Solomon . - . i [
Islands —_ 2.00 2.00 - 3.65 3.65 - 14.85 14.85 © 0.18 !
Sri Lanka - 2520 25.20 - 47.80 47.50 1413 210,11 224.24 2.7 -
Thailand 149.80  15.00 164.80 150.00  20.00 170.00 795.18 57.10 852.28 10,53 _
Tonga - " 120" 1.20 - - - - 437 437 005 ;
Viet Nam, : i
Soc. Rep. of —_ — — - — — 3.83 40.67 44,60 0.55
Westorn - |
Samoa - 3.45 3.45 — 474 474 -~ 31.03 31.63 0.38 ;
TOTAL 83525 41633 1,251.58 958,48  477.24 1,435.72 5,052.74% 2,440.57  8,0932.31 100.00
1 Cumudetie lotad Includes refinanced tachwiczl s33inance losna. ;
e ._.....-‘-.:.....q......-‘...'.-'n.:...-- e S e i
: !
Source: Annual Report 1980. !
- i
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& Excluding Reglona! Projects and tachaics! assistance loans.

b Two projecis mhich wers subsequently withdrawn, namely, Forsetry Developmant Project,

{150.000) have bewn exciuded.

Damocretic Repubig which was epproved In 1978,

¢  Adjusted 10 incluade UNDP sdaltional financang of 3270.000 lor Mulghal Hydropows: Project, Nepal In 1580,

.

Source: Annual Report 1980.

Fijl ($39.020) and Smaliholders Oalry Development Project, Maaysia

€ Adjusted 10 Incluces UNOP adcitional financing of $31.497 In July 1979 and $120,000 in Jenusry 1880 for the Forastry Cevercomaent Propect in Lao Peaple's

TCCHP’IC&L ASSISTANCE APPROV:.LS oY SI‘CTGR, 1979 1830, 1067-1930' . "‘.-":: e :
(amountz 10§ thousend) A At R R e L s me aram mlee Rt :
D I ' 1079 1980 1807-1080 s
Soctor'_-‘.f':‘ -- .--»-:-:"."'T' -‘:";"?-Ho. Amount %% No.  Amount % THE T Ameunt % °
Agrlculturs and Agro-Industry 30 " 3&7_‘2& 554 30 981008 692, 188 4121054 853
Naoithis: _ B “27 | 7.3620° 532 28 9,63208 679 105 3824084 50.8 ;
Molndusry . v ER AL Eans . 0 17800 13 237 -5.355.705_ 45
Energy 7 . '.6‘--' .2.51"90 182° 4 102400 72 38 870084 118
Industry end Non-Fuel Minsrals ‘-'. - 8 93300 6.6 '~1-a 310750 '4.2'”
Developmont Banks b 1.:;0.0 o 0.9 1 75.00 0.5 23 3,017.60 4.0
Transport and - ”'-l"-' R e . e
: Communications B - 1,085.5 78 4 443.00 3.1 50 8,228.20 10.9
Water Supply 4 8870 50 3 37500 27 23 454950 62
Uban Dovelopment - = 2 7990 58 - — - - 3 899.00 1.2
Education S 3 420 34 3 62600 44 15 235120 39
Health 2 2500 18 4 82400 58 6 107400 14
Multiproject S5 g ® 70 05 1 2000 05 2 14000 02
Others 1w 12— - - 10 1145170 19
TOTAL 57 138525 100.00 56  14,186.08 100.00 378  75.239.58  100.00
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5 table 1.4
LOAN APPROVALS BY SECTOR: THREE-YEAR MOVING AVERAGES, 1968-1970 — 1978-1080
- b Urban
Tots! Agriculture Industry Daval- Transpont Water Dovelopmant
4 and Agro- Energy end Non- opment and Commu- H
Lending Indusat Fuel Minarels Banks nications Supply Sdunation
WENEE = e and Hoalth
Average during .
{US § miilion)
1968-1970 _ 128.4 25.0 15.4 18.3 30.0 30.9 6.8 1.0
1552-1971 199.3 40.8 50.6 17.3 3%.0 432 7.4 1.0
1970-1872 2719 42.7 89.9 13.7 38.0 58.4 27.0 29
1971.1973 3305 52,1 106.4 . 14 514 78.9 371 3.4
1972-1974 428.4 80.4 114.4 17.2 64.5 91.4 57.1 3.4
1873-1975 . 543.2 151.3 125.1 231 90.9 96.0 49.8 7.0
19741976 : 661.3 1936 | 1412 3.2 1153 1099 59.9 5.2
19751977 774.2 236.2 170.5 32.4 119.7 131.4 65.2 18.8
@ 1878-1978 940.4 257.9 202.5 68.2 1352 150.2 84.3 421
1977-1979 1,098.9 3281 264.0 - £1.7 129.8 133.4 95.7 86.2
1978-1980 = 1,282.0 396.7 319.0 50.3 140.5 159.5 103.2 112.8
Cumulative (1968-1980)* 8,093.3 2,264.4 1,863.3 ~ 362.2 1,106.1 1,283.6° 705.8 407.9
Percentage Distribution
19681970 100.0 19.5 12.0 15.0 23.4 24.1 53 0.7
1889-1971 (- 100.0 20.5 25.4 8.7 19.5 21.7 3.7 0.5
1970-1972 100.0 15.2 ain 5.0 14.0 215 9.9 038
[} i
1871-1973 . R 100.0 15.8 322 0.4 15.5 239 11.2 1.0
- 19721974 5 1000 . 188 26.7 4.0 15.1 213 133 0.8
1873-1975 100.0 29 ... 230D 42 167 . 1.7 9.2 1.3
19741976 . 100.0 23 . 213 5.5 174 168 9.1 0.8
19751977 ’ 100.0 0S5 220 4.2 155 17.0 8.4 v 2.4
1976-1978 " 100.0 274 21.5 7.2 14.4 16.0 9.0 . 45
1977-1979 - 100.0 30.0 240 “56 11.8 12.1 8.7 7.8
1978-1980 100.0 " 309 249 4.0 11.0 124 8.0 88
Cumulative (1968-1580) 100.0 28.0 243 4.5 1386 5.9 8.7 ~ 50
® wciuae of fefinanced Technical Assstance oans Vg ™
® incivarve of Muntiprosect loans. L e i
’
e Source: Annual Report 1980.
¥ Lt o £ T T T, ) M e T A TS T A T

T TR T



PAGE 1 '
f SUMHARY.OF OFERATIONS WITH ADS BY COUNTRY
& FY73-81
COUNTRY . O, AMOUNT
supall ; 1 7.2
LIEERIA 2 13,0 3
HAURTTANIA i- 12,0
F1JI _ 1 11,5
INDONESTA ' 1 1390
: ; SUNMARY OF OPERATIONS UITH ALB BY FISCAL YEAR -
PHILIFPINES 2 143.1 - FY73-81
SOLOKON ISLANDS 37 1 2,0 Y W Eee
AILND 2 1526 ‘ . S
; 74 3 53,8
VESTERN SANOA 1 3.0 ;
75 ;
BAGLADESH LR - N 1 30,0
‘ : 78 : 1 11,5 -
& eaxistmn | SR T
j & 7% 3 130,3
T0TAL 1 - T 16 5004 - -
SUNHARY OF OPERATIONS WITH ADB BY SECTOR " | 3 1380
SECTOR NO.  AKOUMT . 16 590.4
AGRICULTURE § RURAL DEVT %y 16,0
I0F ' : 1 2,0
INDUSTRY 1. Mo
POYER i 3085
TRANSPORTATION : 1 7.2
VATER SUPPLY 1 SEVERAGE - 3 162.7
T0TAL ' - 16 550,
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ASIAN DEVELOPMENT BANK

Meeting with Mr. Masao Fujioka
President, Asian Development Bank

Key Points

The World Bank has agreed to allow its facilities to be used
by the Asian Development Bank (ADB) for holding the Fourth
Replenishment of the Asian Development Fund (ADF) donor”s
meeting. Thus, there is a protocol obligation for Mr. Fujioka,
as well as a genuine interest, in meeting you.

COOPERATION BETWEEN THE ADB AND THE BANK

Cofinancing
1. As of July 1981, ADB has contributed a total of US$590.6 million
of cofinancing for 16 Bank group projects in 11 countries. The
cofinancing has been undertaken on a parallel basis.

Special Arrangements
2 In 1980, the World Bank and ADB reached an understanding on

cofinancing projects in Fiji, Solomon Islands and Western Samoa, whereby

the ADB will carry out project appraisal on behalf of the Bank,
administer the Bank”s funds, and monitor project implementation.

ASTAN DEVELOPMENT BANK

Fourth Replenishment ADF

3. The ADF is concluding negotiations of its Fourth Replenishment.
The proposed size of the replenishment was US$3.2 billion; however, given
the current position of the US, it is expected that the amount will be
reduced to US$2.3 billion.

4, In 1981, lending by the ADF totalled USS$531 million against the
original planned level of US$575 million. Nevertheless, the 1981 level
represent an 11.3% increase over 1980. For 1982, the programmed level of
lending is US$670 million; however the uvltimate size 1s expected to be
less than originally envisaged.



Terms and Conditions of the ADF and IDA

5 The following table shows terms and conditions of credits !
extended by the ADF and IDA: _ ch
ADF IDA D!
Service Charge 1 3/4 :
Other Charges - 1/2 (Commitment Fee) '
Maturity 40 50 N e !
Grace 10 10 \ ‘

Third General Capital Increase /

6. The subject of ADB”s prospective third General Capital Increase
(GCI) might come up. The third GCI is to cover OCR (Ordinary Capital
Resources) lending during 1983-87. 1Im 1981, lending operations under the
OCR totalled US$1,147 million, a 19.6% increase over 1980. The aggregate
OCR lending requirement during 1983-87 is estimated to be about US$12
billion. §

7 4 Some major issues still need to be worked out for the ADB”s
third GCI. These include: (i) level of paid-in capital; (ii) borrowing
amounis against its convertible callable capital; and (iii) rate of growth
of the Bank”s lending program.

Terms and Conditions of the ADB and IBRD

8. The following table shows terms and conditions of loans extended
by the ADB and IBRD:

ADB 1BRD
Current Lending Rate 11.00 11.60
Commitment Fee 0.7 075
Other Service Charges = 1.50 (Front-end Fee)
Maturity (Varies) (Varies)

Grace (Varies) (Varies)



THE WORLD BANK

General Capital Increase

9. In connection with the ADB“s proposals for a third GCI,
Mr. Fujioka may be interested in IBRD”s experience with the GCI, particu-
larly as regards the paid-in portion.

10. The final agreement on 7-1/2% paid-in capital represented a
compromise between divergent views. The US initially wanted zero paid-in
for domestic budgetary reasons; the Germans and certain others favored 107%
paid-in, to maintain the financial strength of the Bank. Management”s
position was that 10%Z paid-in was the best option from the point of view
of the Bank and its borrowers, but that the Bank”s financial ratios would
not be materially impaired if the paid-in element remained substantial,
but was less than 10%Z. It was considered that bondholders assessed the
Bank against broader criteria than just its financial ratios, namely,
degree of support from the major shareholders, the guarantees from
callable capital and the statutory limit on lending, and the quality of
the Bank”s management and staff.

11, With regard to use of the paid-in portion, Mr. Fujioka may know
that under the IBRD”s Articles, unlike the ADB, the Bank has to seek
consent from all members, developed and developing alike, before it can
use the national currency portion of subscriptions in its lending
operations and that there is no schedule for encashment of promissory
notes. It has been the general practice in the past for members to
release their national currency portion for lending by the Bank, if they
are in a position to do so. We have urged members to take up their GCI
subscriptions quickly, and to release the local currency portion in full.
We have been informed that the US”s present intention is to release their
local currency portion over FY86-89.

Cofinancing

12. You may wish to tell Mr. Fujioka that although World Bank
cofinancing with commercial banks has been growing in recent years, it is
still at a relatively modest level. 1In the past two years, private
lenders have participated with the World Bank in some 40 projects, and
have committed a total of more than US$3.5 billion (11 projects amounting
to about US$510 million were with ADB member countries).



Biographical Information

FUJIOKA, Masao
President, Asian Development Bank

Career

Since November 24, 1981 - President, Asian Development Bank

1977-81 Executive Director of the Export-Import Bank of Japan

Ministry of Finance: Director General, International
Finance Bureau (1975-77), Deputy Director (1973-75)

1973-77

Before 1973 - Varied experience in international finance area

1966 - Director of the Department of Administrationm, Asian
Development Bank

International Monetary Fund, Economist in Far Eastern
Division.

1960

Publications

- Japan”s International Finance: Today and Tomorrow, December 1979.
This book is a collection of his articles and speeches, giving the view
from Japan of developments on international finance.

- “Appraisal of Japan”s Plan to Double Income,” IMF Staff Paper, Volume X
No. 1, March 1963.

Education

Master of Law from Tokyo University. Studied at the University of
Chicago.

Personal

Born in 1924. Married with one daughter and two soms.

Hobbies: Golf and gardening.
Field of interest: Balance of payments, international finance,
international investment and foreign aid.

March 1982
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. A. W. Clausen DATE: March 23, 1982
(Through Mr. E. Ste n}iﬁ ]

FROM: S. Shahid Husain

SUBJECT: Visit of Mr. Masaé%Ffujioka, President of the Asian Development Bank'(lﬁxéﬂfﬁil

1. The following brief notes are intended as background information for
your forthcoming meeting with Mr. Fujioka.

Mr. Masao Fujioka

2. Mr. Fujioka was elected President of ADB for a five year term in
August 1981, and took office in November, succeeding Mr. Taroichi Yoshida.
Born in Tokyo in 1924, Mr. Fujioka graduated from Tokyo University (Depart-
ment of Law) in 1947 and joined the Ministry of Finance during the same
year. He also studied at the University of Chicago in 1950-51, majoring in
Public Finance and Economics. From 1960 to 1964, Mr. Fujioka was an
economist with the IMF. In 1966 he assisted the UN Economic Commission for
Asia and the Far East in preparatory work for the establishment of ADB. Mr.
Fujioka served until 1969 as ADB’s Director of Administration, after which
he became Director of Japan’s official aid agency, OECF. He then success-
ively held the positions of Deputy Director-General (1970-75) and Director-
General (1975-77) of the Japanese International Finance Bureau. From 1977
to 1981, Mr. Fujioka served as Executive Director to the Export-Import Bank
of Japan, and, concurrently, Executive Director of the Japan International
Cooperation Agency. Mr. Fujioka has represented Japan in numerous inter-
national conferences, participated as Temporary Alternate Governor at the
IMF/World Bank Annual Meetings in 1975 and 1976, and at ADB’s 1977 Annual
Meeting.

ADB/IBRD Coordination

3. As part of our efforts to strengthen relations between the Bank
and ADB, joint annual consultation meetings have been held for the past
three years, chaired jointly by the Vice President of ADB and Regional Vice
Presidents for South and East Asia for the Bank. The fourth such meeting
will take place in Manila on May 3-4 immediately following ADB’s forthcoming
Annual Meeting, scheduled for April 28-30, also in Manila. Topics on the
proposed agenda for this year’s two-day meeting include the international
economic situation and the climate for development assistance, the two
institutions’ organizational and policy issues, and areas of mutual coopera-
tion. In addition to these annual consultation meetings, ADB’s President
attends each World Bank Annual Meeting, and a high-level Bank delegation,
headed by an RVP or a Regional Department Director, attends ADB’s Annual
Meetings. I shall be leading the Bank’s delegation to both the ADB Annual
Meeting and the consultation meetings this year.

4, The Bank and ADB are also cooperating to an increasing extent in
economic and sector work. An example is the close coordination between the
two institutions on energy-related matters, including ADB’s recently-
published Regional Energy Survey and the coordination of energy-related
technical assistance in Asian countries.



Mr. A. W. Clausen - Qo March 23, 1982

ADB/IBRD Cof inancing

5. In the past three fiscal years (1979-81) six projects were cofi-
nanced with ADB. In addition, the two institutions have an informal agree-
ment for the Pacific Islands that the World Bank will cofinance projects
for these small countries on the basis of ADB’s appraisals. Based on our
experience with the first two such projects, we feel that the arrangement
works well and should be continued.

ADB’s Operations

6. During 1981, ADB’s lending amounted to $1,678 million, compared
with $1,436 million in 1980 and $776 million in 1976. Cofinancing for ADB-
assisted projects provided by external sources reached $627 million, compared
with $391 million in 1980. As in past years, ADB continued to accord

highest priority to three major sectors: agriculture and agroindustry
(particularly food production), energy (especially the increased use of
indigenous energy resources) and social infrastructure. ADB’s interest rate
on ordinary loans was increased to 10,107 in July 1981, and has remained
unchanged since then.

LDavis:ds(D48)
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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

For the Record DATE: September 16, 1982
William S. Humphrey

Annual Meetings: Meeting with Asian Development Bank Delegation (ADB)
Tuesday September 7, at 7:00 pm

Present: Asian Development Bank The World Bank
Mr. M. Fujioka, President Mr. Clausen
Mr. A. Tsusaka, Director, Development Policy Mr. Stermn
Office Mr. Humphrey

Messrs. Clausen and Fujioka, after agreeing that the relationship
between the two institutions was working well, went on to discuss ADB's
prospective capital increase. Mr. Fujioka said that ADB was now proposing a 125%
increase in capital starting next year. The United States having originally
supported 75% now looked as though it would agree to 100%. However, it had
indicated that it would be hard for the US to approve the increase if ADB decided
to lend to India. Mr. Fujioka felt it would be hard to justify a refusal to lend
to India and inquired about the Bank's policy towards India.

Mr. Clausen outlined the level of gross IBRD and IDA commitments to
India in FY81 and FY82. He said that in FY83 with more IDA funds available than
in FY82 India should have a less harsh blend. Total commitments from IBRD and
IDA together would probably be in the region of $2.1-2.2 billion. FY84 was more
difficult to forecast since China would be eligible for a larger share of total
IDA funds. Looking ahead to IDA 7 with the further buildup in the China program,
the bulk of the adjustment would inevitably fall on India. Thus, at best, the
absolute level of commitments to India from IBRD and IDA together would not rise
and India's share would fall. The blend between IBRD and IDA in India and China
might be different but the total China program would probably be gradually built
up to comparable levels to India. Mr. Fujioka commented that the US felt that
India should borrow on the commercial market rather than from ADB. Mr. Stern
mentioned that under the IMF agreement with India there was a ceiling of $1.5
billion on commercial borrowing which we thought was about right.

In response to a question from Mr. Fujioka, Mr. Clausen explained the
Bank's graduation policy. He also mentioned the new variable rate borrowing and
lending policy and the fact that we borrowed Yen 320 billion last year in the
Japanese market. Mr. Fujioka said that ADB had recently gone to the New York
market for the first time.

Mr. Clausen mentioned CGIAR and the fact that some of the countries
contributing were having to cut back. He hoped ADB would continue its
contributions to CGIAR and if possible increase them.

Mr. Fujioka asked whether commercial bank cofinancing lengthened the
project cycle. Mr. Stern said that private cofinancing seldom affected the
project cycle and indeed was frequently arranged after the Executive Directors
had approved the project. Official cofinancing could lengthen the cycle because
of the time taken to complete the formalities of the different institutions.

7
cc: Messrs. Clausen, Qureshi, Stern, Baum, Hopper, Husain, Jaycox, Vibert.
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ASIAN DEVELOPMENT BANK

OFFICE OF THE PRESIDENT

12 August 1982

Mr. A. W. Clausen
President

The World Bank
Washington, D.C. 20433
By S As

Dear Mr. Clausen:

Thank you for your letter of 29 July 1982 suggesting a
further strengthening of cooperation between our two institutions in
the area of training policies and programs. I fully share your view
that expanded cooperation in this area would be beneficial to the
developing countries who are members of both the IBRD and the ADB.

As you know, the ADB has largely directed its training
activities to the project and sector levels of its borrowing countries.
Such training has for the most part been provided through project-
specific technical assistance or through technical seminars organized
and sponsored by the ADB or co-sponsored with other development
organizations active in this region.

While we believe this remains both a necessary and effective
means of providing needed techmical training in our developing member
countries, the Bank is, as you have noted, in the process of assessing
its training activities with a view to sharpening their focus and
expanding their scope and impact. For this reason, your suggestion for
improving our cooperation and coordination is most timely and welcome.

I have accordingly instructed our Chief Economist, Seiji Naya,
who is supervising the current review of ADB training activities, to
pursue this matter further with EDI's Director, Ajit Mozoomdar.

Thank you also for your welcome to the fraternity of
international financial institutions. I know I will benefit greatly
from the opportunity to discuss personally with you the many common
problems we face, both in terms of resource constraints and economic
development issues, and I look forward to an early opportunity to meet
you. I know that your schedule in Toronto will be extremely heavy, but
if possible, I would look forward to a very brief meeting with you at
that time.

Sincerely,

Masao Fujioka
President

2330 Roxan Boulevard, Metra .h".-nﬁl-‘PLiliPFAnen * Poatal Addeeas: P. O. Box 788, Masila, Philippines 2800
Tels:a31-72 -11,831-72-51 + Cable Addreas: ASIANBANK MANILA - Philippine Telex No=:{RCA)23z103 ADB PH,(ITT) aos71 ADB PM_ (ETFPI) easer ADB PN
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July 25, 1982

Dear ifr, Pujioka:

I have been told tust you are taking a new look at the train-
ing policies and programs of your institution, As you will have
learned, the Asian Developnent Bank and Tha World Bank's Eeconomic
Development Institute have cooperated in training officials of
Asian countries, but only occasionally. It would, Y balieve, be
to the advantage of our common developing country membership 4f
that cooperation could be expanded. It could be especilally
beneficial for the Pacific fsland countries whose capacities for
econonic management and for projzct planning and implemeatation
are limited. - N e

As you may know, staff of the Bank and of EDI visited the _
Asian Developwent Bank in the spring and had useful discussions
with your staff. They took the occasion to explain EDI's new
regzfonal approach, and the greater emphasis 1t is now placing on
asaistance to strengthen regional and national training institu-
tions. As a follow-up to that visit, EDI is sending information
or its current and FY24 programs, at headquarters and overseas, to
the Chief of your Development Policy Office. We have some fdeas

“for specific jJoint activity which we would be glad to explore with
you, And 1f there 1s any way in which EDI can be helpful to you
and your atdff in the review which you are undertaking, I hope
you will be in touch with EDI's Director, Ajit Mozoomdar.

1 take this occasion to welcoma you to the fraternity of
international finanelal institutions, and to wish you success in
your naw post, :

Sincerely,
A. W, Clausen

. HMasalface Fyjioka
P = a0

Asian Development Bank
P.0, Bex 759
Manila, Philippines

Cleared with and cc: Mr. Mozoomdar
cc: Mr, Clausen's Office (2)

AMozoondar:SEBoskey:di
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1982 ANNUAL MEETING BRIEFING PAPER

ASIAN DEVELOPMENT BANK (ADB)

Key Points

ADB is currently engaged in resource replenishment exercises,
both of ordinary capital resources and special funds. This task has
been the new President’s major concern since he took office inm
November, 1981 and he may wish to inform Mr. Clausen of the status of
both replenishments. ADB’s cofinancing with commercial sources almost
doubled in 1981. Relatioms between the Bank and ADB continue to be
good with consultation meetings held annually. The Bank now plans to
relinquish all direct project activities in the small Pacific Island
countries to ADB, and provide funds to these countries as cofinancier
with ADB in the lead.

ADB’s new President

Mr. Masao Fujioka succeeded Mr. Taroichi Yoshida as ADB’s
President in November of last year. Since he took office, Mr. Fujioka has
been concerned primarily with resource replenishment, both of the ordinary
capital resources (a general capital increase) and of the Asian Development
Fund (third replenishment). Once these exercises are completed, it is
expected that Mr. Fujioka will turn his attention to operations policy,
where areas of particular concern to him are administrative costs and the
growth of staff.

Consultation Meetings between the World Bank and ADB

The fourth in a series of annual high-level (Vice President) joint
consultation meetings was held in Manila in May of this year. Topics on the
agenda included the international economic situation and the climate for
development,assistance, the two institutions’ organizational and policy
issues, and areas of mutual cooperation.

ADB’s Resources

At the end of ADB’s fiscal year, in December 1981, subscribed
capital amounted to $8,404.5 million. During the year ADB borrowed
$668.5 million. In April 1982, ¢3.2 billicn was pledged by members for a
third replenishment of the Asian Development Fund covering the period from
1983 through 1986. This compares with the second replenishment (1979-1982)
total of $2.15 billion and the original target for the third replenishment
of $4.1 billion.
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ADB’s Operations

ADB’s lending during 1981 amounted to $1,678 million, of which
nearly one-third was concessional lending. As in past years, agriculture
and agro-industry (particularly food production) accounted for the largest
share of lending (about one-third), followed by energy (over one-quarter),
Technical assistance grants and loans provided $14.8 million for 49 projects.
ADB’s interest rate was increased from 10.17% to 11.0% in January of this
year.

Co-financing

(2) Pacific Islands

ADB and the Bank have agreed in principle to an expansion of ADB’s
lead role in lending operations in the Pacific Islands. Under the new
scheme, the Bank will relinquish project preparation, appraisal and
supervision activities to ADB, and will provide funds as co-financier to
ADB’s projects. The Bank will, however, continue its economic work in these
countries. d

(b) Other

During 1981, 23 of ADB’s projects involved co-financing of
$627 million, mostly with bilateral and multilateral sources. However, in
1981, the amount of co-financing with commercial sources was more than
double that of 1980, amounting to about 14% of total co-financing.
Recognizing the importance of substantially increased co-financing to meet
the external resource requirements of its borrowers, ADB has recently
established a co-financing unit and is considering the establishment of an
equity financing facility.




WORLD BANK / INTERNATIONAL FINANCE CORPORATION

Q
o OFFICE MEMORANDUM
’ May 27, 1982
b R : DATE:
FROM: S- Shahid Husain (VP, AEN) /‘,j o

SUBJECT: Fifteenth Annual Meeting of the Board of Governors

of the Asian Development Bank (April 28-30, 1982)
1. The Fifteenth Annual Meeting of the Board of Governmors of the Asian

Development Bank (ADB) was held in Manila from April 28 to April 30, 1982.

The Honorable U Tun Tin, Governor for Burma and Chairma /of the Board of Gov-
ernors presided over the meeting. Delegates from 43 countries participated,
including representatives from the Kingdom of Bhutan, which joined ADB earlier
this year. Delegations from Cambodia and the Lao g?éple’a Democratic Republic
were not present. The Bank delegation, which I led, included Mr. Michael-
Wiehen, Mr. Paul-Geli, Ms. Kazuko Ogawa (Tokyo office) and Ms. Nancy Cooke.

Address by President Marcos

2. His Excellency, President Ferdinand E. Marcos began his opening
address by reviewing the impressive growth of ADB during the past 15 years.
In particular, the President noted that the lending portfolio has grown to.a
total of about $10 billion, financing some 503 development projects, which
have led to additional investments of over $15 billion. Further, ADB has
fostered regional and subregional cooperation through its economic research,
technical assistance and links with other inmstitutions. Turning his
attention to the world economic environment, President Marcos discussed the
two major problems faced by ADB's developing member countries (DMCs): the need
for increased food production and structural adjustments required to cope
with higher oil prices. He noted that while agreement was reached at Cancun
last year to eradicate widespread hunger, international food aid can only be
a stop gap measure. National food production and distribution strategies
must be implemented to address this need. Regarding energy, member countries
are increasingly finding themselves in a situation where their export
earnings are not sufficient to pay their import bills, of which 30 to 40% is
for oil.

s On the positive side, President Marcos cited the "economic dymamism”
of the-Asian DMCs which have, by and large, "out-performed in economic terms,
developing countries in other regions of the world...". These Asian countries
are now poised to lead the world to economic growth as recovery occurs in
industrial countries. This optimism is based on the belief that progress has
been and will continue to be made in the critical areas of population
planning, food production and energy conservation and development.

4. Turning to the issue of resource requirements, President Marcos
stressed the need for increases in Ordinary Capital Resources (OCR) and the
third replenishment of the Asian Development Fund (ADF IV). While recognizing
that some donor countries are suffering from “"foreign aid fatigue" stemming
from balance of payments and budgetary problems, he noted that these
difficulties do not reflect adversely on either the development performance of
the DMCs or the efficiency of the Multilateral Development Banks (MDBs). 1In



1NTOIS 1) 48 39140
0S 11|y €= Nar Zesl
e



Files =2 = May 27, 1982

conclusion, President Marcos stated that the problems of poverty, the need for
economic restructuring of industry, the amount of investment necessary for
energy development and the problems relating to food security all provide
powerful arguments for the continuation of development assistance through ADB
and other MDBs.

Address by Chairman of the Board, U Tun Tin

5. The Chairman of the Board, Mr. U Tun Tin, Governor for Burma,
reviewed ADB”“s achievements and prospects in his address to the Board of
Governors. In this review, the significant improvement in the economic
growth of the region and the need to provide continued support for ADB in the
interest of peace and prosperity were highlighted. The speech also touched
on the issues of great concern at the Annual Meeting: the need for a timely
replenishment of the Asian Development Fund and a general capital increase.
Lending achievements in agriculture and initiatives in the energy seector
were also cited by the Chairman.

Address by ADB President Masao Fujioka

6. The new president of ADB, Masao Fujioka, emphasized the economic
progress of the Asian DMCs in his first address to the Board of Governors.

Mr. Fujioka commenced his speech with a welcome to the Kingdom of Bhutan which
joined the Bank during the past year. He also thanked his-predecessor,

Mr. Yoshida, for leaving ADB a sound and efficient institution and noted his
appreciation for the outstanding services of his two vice presidents and able
and dedicated staff.

7. The Economic Setting. Mr. Fujioka then turned to the economic
environment of the 1980s, citing the adverse effects of international currency
crises and successive oil shocks. These factors, together with slow growth,
rising inflation and balance of payments problems in both developed and
developing countries have led to uneven ecomomic performances of the DMCs.
He noted that the Newly Industrializing Countries (NICs) and the quasi-NICs
{n Southeast Asia have sustained relatively high rates of ecomomic growth
while many of the populous low-income countries in South Asia have only
managed to keep GNP growth marginally ahead of population growth. However,
prospects appear somewhat more encouraging now as progress is being made in
achieving food self sufficiency; population policies are proving effective;
and industrialization is proceeding rapidly. Mr. Fujioka noted that the
economic progress of many DMCs can, to a large extent, be attributed to
market oriented strategies and liberal internatiomal trade and financial
policies.

8. Mr. Fujioka outlined three major problemh which DMCs are likely to
face in the future: maintaining-sufficient.food supplies; reducing dependence
on imported oil; and restructuring of their economies in order to alleviate
balance of payments pressures. Although food grain production in the region
has increased markedly through the use of high yielding varieties, chemical
fertilizers and expanded irrigation, there is still much to be done. This
includes multiple cropping, intensification of farm practices, rural
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infrastructure investments and farm level water management. Regarding energy,
more intensive efforts should be made in restraining demand and developing,
where feasible, alternative energy sources such as coal, hydropower and
geothermal power. Mr. Fujioka pointed to ADB”s recently completed Regional
Energy Survey and its plan to coordinate work in the energy sector being done
in Asia by bilateral agencies and MDBs as examples of ADB initiatives in this
area. Turning to structural adjustment, Mr. Fujioka stated that DMCs would
need to expand-manufactured exporfs and increase import substitution where
feasible. This can only be done through resource mobilization and the
acquisition of appropriate technology.

9. ADB Activities During 1981. Mr. Fujioka then turned to the review
of ADB”s activities in 1981. He noted that ADB had approved loans amounting
to almost $1.7 billion for 54 projects, an overall increase of 17% over 1980.
Lending for agrieulture, particularly food production and agro—industry,
accounted for 32% of total lending, followed by energy-with 29% and social
infrastructure with 22%. Cofinancing Wwas involved in 23 projects, with

$857 million provided by ADB, $481-million, by official sources, and

$146 million, by commercial banks and export credit sources. ADB provided
preparatory and technical assistance amounting to $14.8 million. 1In
addition, ADB supported several regional activities such as an Industrial
Survey of the South Pacific and the establishment of a Genetic Resources
Laboratory at the International Crop Research Institute for the Semi-Arid
Tropics. ADB Directors approved the establishment of its first Resident
Office, which will open in Dacca, Bangladesh later this year.

10. Tasks of ADB. Mr. Fujioka described two major tasks for ADB:
narrowing the widening gap between the low income DMCs and the more rapidly
growing NICs and quasi-NICs within ADB; and mobilizing adequate financial
resources to assist DMCs. Until now, ADB has relied on the paid-in capital
of its member countries, contributions to the ADF and borrowings from various
capital markets to provide these financial resources. Mr. Fujioka noted that
although the final resolution of the ADF IV replenishment was "satisfactory,”
the amount provided will not permit any "significant real increase in future
levels of lending.” Mr. Fujioka advocated a 1257 increase in its general
capital base (see Annex I for figures) in order to allow ADB to maintain a
satisfactory level of loans from ordinary capital resources and to make up for
the shortfall in ADF resources. ADB will continue to borrow in the
international market in line with its reputation as a highly creditworthy
institution, Mr. Fujioka pledged. ’

11. Challenges of the Future. Substantially expanded cofinancing will be
necessary to meet the external resource needs of the DMCs, Mr. Fujioka
emphasized. While ODA will continue to be indispensible for the development
of the poorer countries, changes in the international financial environment
suggest that the volume of funds required will necessitate more sophisticated
and diversified forms such as bond issues, commercially syndicated loans,
private direct investment and expanded trade. To facilitate this, ADB has
established a Cofinancing Unit. The establishment of an equity financing
facility has also been proposed by ADB management. Mr. Fujioka asserted
that equity financing can play a catalytic role in attracting both domestic
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and foreign capital as well as promoting and expanding the capital markets of
the DMCs. Finally, Mr. Fujioka remarked that ADB”s role should encompass
more than the provision of financial assistance, in addition, it should aim
at becoming the acknowledged center of expertise in identifying the problems
and potentials of its DMCs. To this end, ADB has begun to build-up its
research and analytical capacities. Mr. Fujioka concluded his speech by
commending the "resilience and capacity"” that ADB”s developing member
countries have displayed since the inception of ADB, and cautioned that the
momentum for development must not be lost.

Sessions of the Board

12. The Governors were unanimous in their commendation of the farsighted
and creative leadership exhibited by President Masao Fujioka during his first
year as president of ADB. All Governors expressed the commitments of their
respective governments to ADB“s activities. In particular, the Governors
cited the positive role played by ADB both as a financial catalyst and as a
scurce of technlcal, economic and policy advice. The Governors all expressed
a warm welEEEE—?E'the Kingdom of Bhutan which became a member of ADB during
the last year. Appreciation was also expressed for the excellent

arrangements and hospitality of the Government of the Philippines.

Majior Issues

13. Several controversial issues were addressed by the Governors during
the Annual Meeting. These included: the third replenishment of the ADF (ADF
1V), private sector initiatives (particularly cofinancing and equity
investment) and the parameters (size, gearing ratio and paid-in capital
portion) of the 1983-87 General Capital Income (GCI).

14. The US position on the ADF IV replenishment generated much criticism
from other Governors. The US pledged only $520 million of the $903 originally
requested. Many Governors” statements indicated disappointment and concern
over the size of the US commitment. Several donors agreed to make up part of
the shortfall created by the US pledge, and the revised $3.2 billion target
(of the original proposal of $4.1 billion) was mettil A number of Governors
urged that this downward trend in ADF contributions not be repeated.

/1 At the Donors Meeting held on April 26-27 in Manila, 17 ADF Donor
Countries, namely Australia, Austria, Belgium, Canada, Denmmark, Finland,
France, Federal Republic of Germany, Italy, Japan, Netherlaands, New
Zealand, Norway, Sweden, Switzerland, United Kingdom and United States
agreed on a replenishment of slightly over 3.2 billion dollars. 1In
addition, four of ADB“s DMCs - Taiwan (unspecified), Hong Kong
($1 million), Indonesia ($3 million), and Korea (unspecified)- also
indicated their intentions to make modest contributions to ADF IV. The
resolution of ADF IV is expected to be adopted by the Board of Governors
in July, 1982 and the replenishement would become effective when 50
percent of the contributions are received by ADB. Final figures on
contributions are not available at this time.
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15. There was a wide range of opinions concerning the general capital
increase (GCI). Omne the one hand, the US representative argued that no
paid-in capital is necessary. Governors for such countries as Germany,
Australia, Switzerland, India; Pakistan and “Nepal favored 10% paid-in.

The Governor for Austria proposed 7.5% and the Governor for the UK, Slos {fmm—
The Governors for Canada, the Netherlands, Norway and Sweden favored a
substantial paid-in portion. Belgium proposed a reduction in the paid—-in
portion. Concerning the gearing ratio, the Governor for Australia noted
that 75% is conservative but adjustments should be gradual. The Governor
for Austria supported a 100%Z gearing ratio and the Governors for Sri Lanka
and Belgium stated that the gearing ratio should be reviewed.

16. There was a general consensus among the Governors on the
desirability of initiatives in equity financing; however, many urged a
cautious approach. Similar sentiments were expressed concerning cofinancing.
Some Governors expressed concern that cofinancing would be used to substitute
for official development assistance rather than to provide additional aid.
Concern was also expressed that cofinancing might be imposed upon borrowers.

17 High administrative and staff costs were cited by some Governors as
an issue of concern. It was noted that ADB”s Operational Priorities and Plans
for the 1980s Study, currently under preparatiom, will address these 1ssues.

18. A cofinancing seminar was hosted by ADB on April 27 prior to the
commencement of the Annual Meeting. It was attended by over 200 participants,
primarily from the private sector. During the seminar ADB officials announced
the establishment of a cofinancing unit within ADB which will pursue cofinan—
cing opportunities more systematically. ADB officials also announced that
they will be willing to restructure paybacks on loans to favor private
cofinanciers. This resulted in a discussion of cross-default clauses. Onme
commercial bank representative presented a plan for cofinancing in which both
commercial and multilateral development banks would hold equity (see Annex II
for full details provided by the World Bank observer at the seminar).

Other Country Issues

19. Afghanistan. The Governor for Afghanistan stated that his country
would be willing to contribute to the GCI when ADB resumes operational
programs in Afghanistan.

20. Bangladesh. Individual country circumstances must be assessed when
deciding on the use of 6.2(b) resources according to the Governor for
Bangladesh. The demands for local currency vary by country and should be
individually reviewed. (The issue of converting these funds into convertible
currencies to augment ADB”s operational funds is under discussion.)

21. Canada. The Governor urged that equity financing initiatives be
made only after careful and considered review of a variety of mechanisms and
policies.
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22. Cook Islands/Fiji/Solomon Islands/Tonga/Vanuatu. The Governors
urged the establishment of a subregional ADB office in the South Pacific. The
Governor for the Cook Islands noted that a Pacific Islands Fund is being
established to channel funds from nontraditional donors to the smaller South
Pacific Islands. These countries are awaiting the ADB study of this proposal.

23. Denmark. The Governor commended the efficiency of the staff in
achieving an 18% increase in disbursements from 1979-81.

24, Fiji. The Governor viewed the 32% ($16.7 million) increase in ADB"s
internal administrative budget with concern.

25. Finland. While acknowledging the contribution ADB makes to the
development of the poorest countries through financial assistance, the
Governor called for ADB to pay increasing attention to policy guidance.

26. France. France is prepared to raise its share of ADB”s capital by
3%, bringing it to a level of 5%, according to the Governor. It will also
make a voluntary contribution of F 3.5 million to the Technical Assistance
Special Fund.

27. Germany. It was announced that the German Government maintains its
commitment to give favorable treatment to all capital requests by MDBs. The

Governor noted that ADB has borrowed the equivalent of US$500 million over the

last 15 years in Germany. : s

28. Indonesia. The Governor noted that it would "be felt onerous” by
the DMCs to convert part of the 6.2(b) funds into convertible currencies.

29. Japan. With respect to the Third GCI, Japan intends to retain its
position as the larger shareholder in ADB, according to the Governor.

30. Korea. The Government is considering increasing its contribution to
the Technical Assistance Special Fund to promote institution-building
activities and training.

31 Malaysia. The Government of Malaysia will contribute $1 million to
the Technical Assistance Special Fund.

32. Nepal. The Governor stated that Nepal would have difficulty in
accepting, as a matter of principle, the idea of sharing of development costs
by DMCs through the utilization of 6.2(b) funds.

33. Pakistan. The Govermor called for ADB to increase the share of
local cost financing or alternmatively to make enhanced provision for program
lending. In addition, it was suggested that ADB consider allowing a
preferential margin for domestic supplies and services under ICB.
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34. Sri Lanka. The Governor called for more program loans and a review
of local cost financing needs.

35. Sweden. A call for the resumption of lending to Viet Nam was made
by the Governor for Sweden.

36. Switzerland. The Governor indicated his Government”s satisfaction
with ADB“s initiatives in sectoral and program lending.

37. Thailand. Regarding cofinancing, the Governor expressed the view
that ADB must not impose services not useful to its members. Cofinancing must
be voluntary and additional.

38. Tonga. The Governor detailed the devastation caused by a cyclone on
Tonga in March 1982. He estimated that an additional $27 milliom will be
required to rehabilitate the economy and requested that ADB consider assisting
in this area.

39. United Kingdom. Mr. Buist strongly endorsed the activities of the
Technical Assistance Special Fund and pledged an additional contribution of
£ 210,000 to be spent by March 31, 1983.

40. United States. Mr. McNamar called for more stringent maturation/
graduation policies and a tightening of conditionality. In addition, the US
supported improving the MDBs as financial catalysts and strengthening the
private sector focus of ADB. An executive summary of the US Treasury Depart-
ment”s study of the MDBs was provided to each delegation. Mr. McNamar noted
that in this study ADB was singled out as ranking highest in institutional
efficiency. Finally, Mr. McNamar announced support for a proposal to create _
a budget committee of the Board of Directors and offered a suggestion that the =
Chief of the Post Evaluation Office report directly to the Board rather than
the Bank management.

41. Viet Nam. The Governor called for ADB to pursue an evenhanded,
nondiscriminatory approach in lending to Viet Nam. A request was made to
resume implementation of two projects which have been suspended and to
continue studies for future project possibilities.

Closing Remarks

42, Chairman U Tun Tin stated that both the formal and informal
exchanges of the Annual Meeting had been useful and constructive. 1In his
closing remarks, he noted that despite the great difficulties which lie
ahead - economic, social and political, it is evident that ADB possesses the
will and resourcefulness to respond to these challenges. The Chairman
concluded by offering his sincere congratulations to the Governor for Nepal
on his election as Chairman of the Board.
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Next Meeting

43. The next ADB Annual Meeting will be held in Manila under the
chairmanship of the Governor for Nepal.

ce: Messrs. Clausen, Stern, Hopper, Jaycox, Kirmani, Wiehen, Geli, Taylor,

0“Brien
Mss. Ogawa, Cooke

East Asia and Pacific Division Chiefs
South Asia Division Chiefs

NCooke:mpd (D56)
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m Excludas regional projects.

Page 1
AT A GLANCE
ADD AT A GLANUGX
(As of 31 March 1982)
DATE OF FORMAL OPENING FOR BUSINESS:
19 Decembar 1966 Water Supply 7.8 8.45
Urban Development 1.8 2.44
ADDRESS: Education a7 3.02
ASIAN DEVELOPMENT BANK :‘97["“ & Poponiien ;: ;';3
P.O. Box 789, Manila ) istarasmot 4 g -3
ﬁ?ﬁpﬁ?::: Boulevard, Metro Manils . {I) Estimated Total Cost of
Projects directly financed
: (S Million) 20,366.57
MEMBERS: () Share of Bank loans In E
Total Membership 45° (1) par cent 418
(I} Regional N (i) Daveloping 28 (lil) Cost of projects Indirectly
Non-Reglonal 14 Developed 17 financed through National
Development Finance
4. RESOURCES _ Instltutions 4,257.6
Amount {lv) Shars of Bank loans (based
A. Ordinary Capital Resources (USS Miilion) on subloans approved/
() Authorized Capital 8,037.1° credited) In E (lii) In per cent 24
(i) Subscribed Capltal 7.977.8° ,
(ill) Capital Pald-in (subscription F. Co-Financing with other sources'
instaliments matured) 1,541.1° () No. of projacts 112
{iv) Total Borrowings Oulstanding 2,174.1° (i) Amount of Bank loans ($ Million) 2,977.1
(v) Ordinary Reserve 512.0¢ (Il Amount of co-financing( Million) 25423
B. Speclal Funds Resources 3,458.7° TECHNICAL ASSISTANCE ACTIVITIES
(i) AslanDevelopment Fund (ADF) 3,444.0' Amount
(i} Technical Assistance Speclal Numbar  (USS Million)
Fund Contributions A. Total T.A. Projects® 524 105.9
Committed 52.3 () T.A.to Member Countries 434% 929
Amount Utilized are 14.7 () Reglonal Activities 90 13.0
6. BANK STAFF: . Countries Assisted 24
Number
A. Total 1,282¢ C. T.A. by Type of Service to DMCs ~ Number!
() Professional Stafi 479 Advisory & Opsrational 141
(i) Supporting Staff 803 Project Preparation 294
B. Nationalitles a3 Loans which have resulted
trom Bank T.A. 196 3,626
6. LENDING ACTIVITIES
Amount Cumulative Sectoral % of Total Projects Approved
Number  (USS Million) Distribution of T.A™ Number  Amount
A. Total Loans Approved” 568 9,616.3 Agriculture & Agro-Industry 50.2 54.98
() Crdinary Loans 18 8,833.4 Energy 1.3 13.45
(i) ADF Loans 248 2,8829 Industry & Non-Fuel Minerals 48 4.16
. Developmant Banks 53 225
B. Number of Projects Financed 512 Transport & Communications 12.9 10.71
Water Supply 6.0 5.38
C. Number of Countries Assisted 25 Urban Development 1.2 1.70
Education 4.1 353
D. Cumulative Lending by Sector % of Total Projects Approved Health & Population 1.4 1.15
Mumber  Amount Multiproject 0.5 0.15
Agriculture & Agro-Industry 34.0 29.03 Others 25 1.56
Energy 18.3 24.89
Industry & Non-Fuel Minarals 4.1 382 . T.A. Approvals funded from
Development Banks 12.7 13.36 other sources
Transport & Communications 15.8 13.79 (} Amount 4129
a Includes Bhutan, which became a member of the Bank on 15 April 1982,
b Valued In 1arms of SDA &t the rate of USS1.11309 per SOR.
€ The Bank has borrowad funds in capiial L ding Austiria, gl Fedaral Republic of Garmany, Italy, Japan, Kuwait, Luxembourg. Natheriands,
Saudi Arabla, Swiizeriand, United Arab Emirales and United States. in addilion, the Sank has borruwed tuncs by lssuing two-ysar dnllar-denominated bonds 1o cantral
banks or ¥ of its
d Bllll\c: as of 31 Dacember 1881,
& Equivaient 1o USS st rztes of axchange adopted by the Bank as of 31 March 1982, L
t Including capltal set-aside, estimaled accumulated net income, acc. and olher a8 of 31 March 1982, but exciuding contributions
to ADF which are not for toan
g ding P and Vice P
h I ioans later d In sub t loans.
I  Comgarising oflic:al both bl and and sxport credit and private sources.
| Of tnis amount $2.3 miliion was subisaguantly cancelled as & resull of co-linancing,
® T.A projects with projact pregaration snd sdvisory and o I p are ted as cna.
| Including projects financed lrom spurces gther than the Bank.

Issued by the INFORMATION OFFICE
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TO: Mr. H. Golsong, Vice President and Ceneral Counsel DATE: May 3: 1982
_ b 3
FROM: John L. Taylor (30Zn f/-dﬂ-am

SUBJECT: Back to Office Report: Asian Development Bank, Workshop on Co-Financing,

Manila, April 27, 19082

1. I visited Maonila, Philippines, from April 24 to April 30, 1982.
The principal purpose of my visit was to act as the Bank's observer to the
"Workshop on Co-Financing with Commercial and Export Credit Sources" (the
Workshop) convened by the Asian Development Bank (ADD) on Tuesday April 27,

©1982. At the request of ADB, I arrived sufficiently in advance of the

Co-Financing Workshop to exchange views on co-financing with ADB officials
from April 24 to 26. I also attended a substantial part of ADB's Fifteenth
Annual Mceting (April 28-30) and held consultations with some of the country
and commercial banking/export credit agency delegations to that meeting.

This memerandum will summarize the Co-Financing Workshop. Separate memoranda
will describe the consultations held with ADB and others.

I. GENERAL
2. The Workshop was attended by about 140 representatives of

commercial banks, 12 representatives of export credit zgencies, 22 partici-
pants from ADB's developing member countries, 23 cbservers from ADB's
developed member countries, the Bank and the Inter-American Developmernt
Pank and a number of press representatives.  The Progran for the YWorkshop,
which includes a list of persons attending, is attached.

3. Materials distributed at the Workshop included an attractively
prepared brochure entitled "Asian Development Bank - Co-Financing with
Commercial and Export-Credit Sources' (copy attached) and a compendium of

. the Statements prepared for the Workshop by the 11 guest speakers and

commentators (also attached).

4. The Workshop began with an opening statement by ADB's new President
(Mr. M. Fujioka) in which he stressed the need for ADD to substantially
expand co-financing with commercial banks and export-credit agencies. 1In
this connection, he contrasted the growth rates in ODA to ADB's developing
member countries (from $9.4 billion in 1973 to $26.8 billion in 1980 or a
270% increase) with the growth rates in private capital inflows to those
countries (from 34.7 billion in 1973 to $31.7 billion in 1980 or a 670%
increcasc). He predicted that CDA was unlikely to expand further in the
1980's. Mr. Fujioka emphasized (as did other ADD officials throughout the
day) the establishment by ADB of a new Co-Financing Unit within the Country
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Department to coordinate and promote co-financing, and to serve as

the contact point for all co-financiers. lleading this Unit is

Mr, Eiichi Watanabe (at Manager, i.e., Assistant Director level) who

has been with ADB for about six years after several years' experience

as a commercial banker with the Sumitomo Bank, Ltd., Japan. -

3. Speakers and commentators kept largely to their prepared texts.
Highlights of the statements made at the Workshop are indicated below.
While some speakers described their understanding of new techniques being
developed by the World Bank, I was not invited to comment upon World Bank
procedures (existing or planned) nor did I volunteer to comment, in view
of the public nature of the Workshop and the Managing Committee's decision
to delay issuance of the Board Paper on Co-Financing with Commercial Banks.
-I did however speak privately with some commercial bankers who expressed

an interest in the current status of the World Bank's co-financing proposals.
In response to specific questions posed privately to me (for example from
Robert Owen, Executive Director cf Lloyds Bank International London), I
-assured bankers that the delays in presenting proposals to the Bank's Board
were for procedural reasons and not because managerment had decided to
reject the proposed new techniques. :

6. At the end of the Workshop,Mr.R.T. McNamar, Deputy Secretary

U.S. Treasury, gave a short, unscheduled address in which he: (a) encouraged i
ADB and other nmultilateral development banks to develop new mechanisms of

co-financing ("along the lines of the World Bank's staff paper'); (b) stated

that regulations nust be revised to reflect the "lower risks to comuercial

banks" .when co-financing with multilateral development banks; and (c)

urged that metheds be found to tap fiduciary sources, such as pension

- funds and insurance companies, for development lending.

II. COMMERCIAL BAMK CO-FINANCIN

A. New Approaches Under Consideration By ADB

T Mr. Song Chil Lee, Deputy Director of the Country Department,
referred to the past practices of ADD, such as assisting borrowers in the
sclection of commercial bank co-financiers, the use of optional cross-default
clauses (vhich will not be made mandatory) and the provision of billing
services and information exchanges. He added that ADB is actively considering
(a) the introduction of the IDB/IFC type complementary financing scheme and
(b) an "early maturity arrangement’ under which ADB would adjust the
amortization schedule of its own loan so that the borrower's cash flow
requirements arc not strained during the repayment period of thée commercial
loan, Mr, Lee expressly rejected use by ADB of its guarantee power.
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8. The "new" approaches suggéstcd by Mr. Lee are more fully
. described in paragraphs 26 through 34 of the attached ADB Working Paper

1-82, dated March 22, 1982, a copy of which was given to me privately
by ADB staff. The proposals discussed in the Working Paper are due to
be considered by ADB's Board later this month.

B. Comments by Bankers

9. ' Mr. Yoh Kurosawa, Managing Director, The Industrial Bank
of Japan, Ltd., in a positive statement, summarized four advantages in
the ADB co-financing program namely, availability of information, pre-
ferential repayment scheduling, "management—-agency" role through ADB
billing and the optional cross default clause. He mentioned that although
IDB's complementary scheme results in any default involving a default
against the IDB itself, "it leaves something to be desired in terms of
possible contacts between private lenders and the borrower." He added,
however, that any declaration of default under any scheme would probably
not assist commercial banks since, "if a borrower cannot repay then all
roads lead to rescheduling!"

10. Mr. Kurosawa then gave a summary of "the new World Bank
scheme" of A and B loans (see pp. 7-8 of Mr. Kurosawa's paper) which he
mentioned had been described to him by Mr. Stern last September.

While Mr. Kurosawa's description of the Bank's position

i{s somewhat outdated, the description of the Bank's recent thinking
provided to the Workshop by Mr. Robert Owen (Lloyds Bank Imternmational
Limited, London)(at page 5 of his paper) is more accurate. Mr. Owen
commented that he was "personally considerably attracted to the A and B

_ loan scheme". He added that the complementary financing scheme also

* had advantages, the "only disadvantage being that there is no direct
contact between commercial banks and the borrowers'. Mr. Owen commented
that it was now time for developed country bank regulators to treat
co-financed credits differently frem normal credits by commercial banks
to developing countries, "if the governments of developed countries are
serious about encouraging co-financing". '

11, Mr. Jonathan Colby (Vice President, First Boston (International)
Ltd., New York) spoke about First Boston's proposal for a new, private-

sector managed international Fund to utilise institutional investor funds
_particularly in the U.S. This proposal which was made to the Bank by

First Boston in December 1981 is still under consideration. In response

to questions, Mr. Colby confirmed that (a) the proposed Fund was intended

to be an IFC-type body which would tap private sector sources not currently
tapped by IFC; (b) the Fund would act world-wide, but be targetted on

middle and upper income countries; and (c) the proposal was preliminary only.
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32, Mr. Llovd Bankson, Senior Vice President, Citibank -
(lfong Kong) made a very forceful statement to the Workshop in which
he indicated:

(a) Citibank is not interested in "soft loans" -
"“"faced with today's financial problems, we
have enough of them already"; ) -

(b) Citibank is interested in co-financing, but
only on commercial terms. Most Asian syndications
are arranged in Hong Kong - "ADB should use its
Hong Kong counsel to develop co-firancing

documentation which is familiar to us ";

(c) Citibank would welcorme ADB using its power to
guarantee part of commercial bank credits, so as
to make co-financing more attractive;

(d) Margins, which have been very low in Asia due to
intense competition, "are headed up". In private
conversations with me, Mr. Bankson cormmented that
difficulties faced by some U.S. barks' customers in
the U.S. dcomestic economy and in certain international
lending (e.g., Poland and .Romania) will "undoubtedly"
lead to an increase in margins "soon'. =

13. Mr. Marcel Cassou, Ingenicur-Conseil, Socidté G&nérale, commented
that co-financing will become more attractive when margins improve and when

other types of co-financing (including the World Bank "B" loans and the
iy~

‘.provisions of guaranteces) are instituted. "We prefer to work with mechanisms

like export credits where we are assured of our normal profits", he added.

C. Comments by Borrowers.

14, Mr. T. Y. Hahm, President, Korea Long Term Credit Bank, commented
upon the recent experience of KLB's co-financing with ADB and commercial sources.
He suggested that ADB's procedures for the borrower's selection of commercial
lenders be simplificd. (ADB requested KLB to solicit bids from wmore than 30
potential lenders). He also commented that ADB and co-financiers should

consult and attempt to agree upon covenants before negotiations were held with
- borrovers, with a view to ensuring consistency. In private discussions with

me, Mr. Hahm stated that some competition among commercial lenders was beneficial
to borrowers, but ADL's insistence that KLB scek solicitations from so many
commercial banks was overly burdensome.
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15. Mr. XK. Chatilavanij, Ceneral Manager, Electricity Cenerating
Authority of Thailand, considered that co-financing along the lines suggested
by ADB would be useful. Both Mr. Hahm and Mr. Chatikavanij remarked that
they would like to sce lower rates/margins, to the laughter of commercial
bankers attending the Workshop.

16. Dato Sallehuddin Bin Mohamed, Deputy Secretary-General, "=
Ministry of Finance, Malaysia, also suggested that co-financing should

result in softer comnercial co-financing terms (rates and maturities) and

that ADB should increase co-financing by using new techinques.

17. Mr. Federico Puno, Vice President (Finance), Mational Power
Corporation, Philippines, also considered that some "cwecteners' were
needed to encourage more cormercial bank co-financing. However, he stated
that NPA was more interested in appropriate maturity scheduling rather than

seeking any dramatic reduction in rates.

18. Mr. Vicente R. Javre, President, Private Development Corporation
of the Philippines, suggestad that the increased costs resulting from
co-financing with commercial sources night be reduced by changes in tax
laws, especially by redvction in withholding taxes on interest payments.

YII. CO-FINANCIXG WITH EY.PORT CREDIT AGEUNCIES

A. Approaches Being Tza%en Bv ADB S

19. Mr. Sono Chil Lee emphasized that ADB "would take a flexible
and positive approach' by: (a) continuing to identify suitable projects

. and components for parallel financing: (b) offering standby cr unbrella
financing, to be cancelled if cuport eredit funding became available; and
(c) considering the use of lines of ecredit from export credit sources, if
available.

20. The flexibility which ADB is prepared to adopt in the case of
parallel {inancing is confirmed by the text of paragraphs 36 and 37 of the
attached ADB Working Paper 1-82, dated March 22, 1982. Those paragraphs
indicate that ADB will encourage developing member countries to arrange
export credit co-financing on a parallel basis either before or soon after
the ADB {inancing is approved, and that arrangements for the export credit
co-financing be left to be made by the country concerned, "provided that
the project!s viabiliry w intained and this approach did not lcad to

significant delays in the rojeet's implementation schedule".
B! b
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L Mr. Jean Arés, Senior Vice President, Export Development

Corporation, Canada, welcormed ADL's flexible approach and described the
"island of equipment arrangement' favored by EDC.

22, Mr. Robert Cwen, Executive Director, Lloyds Bank International Lon-

don, strongly urged ADB to tap export credit co-financing wherever possible. e
He explaired that in his experience, export credit agencies were prepared

to set up "Project Lines of Credit" independently of, and in advance of,

particular supply contracts. Competitive tendering could then be undertaken

between suppliers whose countries were prepared to offer such lines of credit

and the terms of the export creditscould be taken into account in bid

evaluaticn.

23, " Mr. Jacgues Delmen, Vice President, BFCE, France, also
welcomed ADB's suggested approaches. In addition, he indicated that ADEB
might consider refinancing its loans by the sale of early maturities to
commercial banks and later maturities to export credit agencies.

.

24. Mr. W. Tsvji, Executive Director, The Export-Import Bank of
Japan, cormented that he expects an increasing use of preliminary commitments
or early indications of availability of export credits., He also thought that
the use by ADB of urmbrella financing would be attractive.

25, Mr. R. T. Kemp, Under-Secretary, Export Cradits Guarantece =

Department, U.K., in an excellent summary, made the following points, among
others:

- (a) Past attempts to arrange cxport credit co-financing
’ had been limited due to insufficient motivation;

(b) Export credit agencies can provide early indications
of intcrest (followed by firm commitments when contracts
are awarded) ;

(¢) Although export credits are tied, "the bulk of our
financing is made available after international
competitive bidding". ''Negotiated contracts are the
_exception"; d

(d) _Export credits are now generally offered in optional
currencies; '

(e) General lines of export credit "have no future", but
project-oriented lines may be workable.
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26. Mr. Sardjono, President Director, PLN, Indonesia, commented

that PLN (a) preferred parallel financing: (b) would like to see greater

coordination among co-financiers; and (c) suggested the removal of

cross-reference and cross-default clauses.

Attachments

cc: Messrs,

Ms.

Scott

Asser -
Cancio

Heininger

Vibert

Lizauskas

Strombon
Zachrich

Co-Financing Coordinators:

Messrs.

JLTaylor:sm

Ludvik
Richardson

El Rifai
pognon

Seung Hong Choi
Takahashi
Adams -
Woodford
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Current

Policy No. 388

Secretary Haig

American Power and
American Purpose

April 27, 1982

United States Department of State
Bureau of Public Affairs
Washington, D.C.

Following is an address by Secretary
Huig before the U. Jom-
merce, Washington, D.C., April 27, 1982.

A French philosopher captured the ex-
perience of the 20th century when he
wrote that “a modern man—and this is
what makes him modern—lives with
many contraries.” Modern science has
enlightened us ahout ourselves and the
universe as never before. It has also
given us an unprecedented capacity for
self-destruction. Modern technology has
offered mankind a life of comfort and
prosperity unknown to previous genera-
tions. But the same industrial processes
harnessed to aggression have been used
twice to plunge the world into the abyss
of war.

The American people have par-

ticipated to the full in these changes. We

have known depression and prosperity,
the ordeal of war and the tranquillity of
peace. Long ago, Alexis de Tocqueville
wrote that a “perpetual stir” prevailed in
our society. Perhaps as Americans we
were unusually well-suited to thrive in a
century of “contraries,” for our ex-
Jperiences have dulled neither our en-
thusiasm nor our desire for quick
results.

Observers have questioned, however,
whether this “perpetual stir” makes for
sound international relations. Americans
do not like to believe that problems are
intractable or that achievements can
only be very modest, despite the effort.
It has been argued that the resulting na-
tional impatienee makes American
foreign policy @ series of cycles, of
strenuous engagements followed by
disillusioned withdrawals,

In this century, we have lived
through two such major periods of impa-
tience in foreign affairs. For 20 years
after the First World War, we pre-
tended to be immune-from.the suffering
of an interdependent world. The cost to
other nations and to ourselves was enor-
mous. Determined to avoid this mistake
again, we threw ourselves eagerly after
the Second World War into the creation
of a new international order. As Dean
Acheson described it, the task was “to
create half a world, a free half . . .
without blowing the whole to pieces in
the process.”

The successful application of
American power to this purpose created
the basic security framework within
which we and our allies have prospered.
Western Europe and Japan have
recovered their economic health and
political stability. A multitude of in-
dependent countries, free to pursue their
own development, have emerged from
the Western colonial empires. And the
U.S.-Soviet rivalry had led neither to
war nor to the yielding of essential
Western interests.

American resources, American
perseverance, and American wisdom
provided the crucial underpinning of this
internatignal order. But our involvement
in Southeast Asia and the denigration or
executive authority in the Watergate
scandal raised questions about our will
and leadership. American foreign policy
appeared beset by uncertainty, doubt,
and division.



As a consequence, the United States
found it difficult to deal with the com-
plex international situation that has
emerged over the past decade. The
economic growth of Western Europe
and Japan, the Sino-Soviet conflict, and
the transfer of wealth to the oil pro-
ducers have softencd the sharp edges of
American ‘and Soviet dominance over
the postwar world. The global military
balance, however, is still the province of
the superpowers.

The Need for American Leadership

Today it has become essential for the
United States and its allics to deal with
the new realities.Three trends in par-
ticular raise crucial quéstions about the
prospects for Western security—and in-
ternational peace—for the remainder of
the century.

First, lagging Western strength.
The United States has gradually lost
many of the military advantages over
the Soviet Union that once provided a
margin of safety for the West—in some
cases by choice, in others through
neglect and error. Meanwhile, the
Western alliance has suffered increasing
political and economic strain. The
cooperative impulse still exists, but it
would be severely strained by another
decade of relative military decline or
sterile economic rivalry.

Second, the increasing inter-
dependence of the West and the
developing countries, many of which
adopt a strident public stance against
Western interests and ideals. The
Third World has emerged, in all of its
diversity, with its fragile unity already
fragmented by regional contlict and
global rivalry. At the same time, many
developing nations are threatened by the
increasing strain of sudden social,
political, and economic change.

Third, the emergence of the Soviet
Union as a global military power, in-
creasingly bold in the use of its might
to promote violence, notably in areas
of strategic significance to the West.
This trend has developed even as the
Communist bloe, once the instrument of
Soviet purposes, has been shaken by the
Sino-Soviet schism and growing internal
problems. Chronie economic failure has
eroded the appeal of Marxist-Leninist
ideology.

Let us ask ourselves, as others are
surely asking about us, whether we can
change these trends.

e Can we increase our strength and
improve our collaboration with our
alhes?

¢ Can the West and the developing
countries find common interests?

e (Can we create a more construc-
tive relationship with the Soviet Union
marked by greater Soviet restraint?

I believe that we can do these
things. We can safeguard the legacy of
Western values and achievements, And
we can go beyond the postwar vision of
half a world free toward a whole world
of greater liberty, more peaceful change,
and increasing economie progress.

The American people have emerged
from their recent experiences convinced
anew that there is no substitute for
American leadership if we are to live in
a world hospitable to our society and our
values. In the 1980s, this new American
consensus for a more vigorous defense
of our interests demand a new balance
in the style of our foreign policy. If we
forsake ideals to manipulate interests,
then America’s sense of right will be of-
fended. If we forsake power in order to
pursue pieties, then America’s sense of
reality will be challenged.

Atlantic Alliance

A balanced American foreign policy, sus-
tained by this consensus, will enable
America to lead once again. But we
must understand the complexities of our
time if we are to move with the sureness
and sensitivity that befits our historic
responsibilities. There are opportunities
to act, to navigate the sea of troubles to
a safer and calmer water.

First, our relationship with our

allies. We cannot pretend to lead unless

we rally to our side those societies that
share our values. The foundation of
American foreign policy throughout the
postwar era has been our partnership
with the Atlantic alliance and Japan.
Sheltered by common security arrange-
ments and nourished by demoeratic
values, we and our allies have created
the most prosperous societies known to
mankind. These historic achievements
are the product of our joint labors, our
sense of unity, and our strength.

We must recognize, however, that
the trends of the past decade have con-
tributed to a rising sense of frustration
between the United States and its part-
ners. U.S.-European relations, in par-

“ ticular, have been distressed by the con-

vergence of several events:

* The loss of American strategic
superiority and questions about the role
of nuclear weapons in NATO strategy;

* Increasing European political and
economic stakes in detente and East-
West trade, despite aggressive Soviet
actions in Afghanistan, Poland, and
elsewhere;

® The recent record of low growth
and high inflation among the industrial
democracies leading to pressure for pro-
Lectionist measures.

Angered by what they sce as Euro-
pean reluctance to face the Soviet
challenge, some Americans have been
tempted to argue for withdrawal of
American forces. Others, disturbed by
persistent economic problems, have
thought to retaliate by erecting protec-
tionist barriers,

Those who advocate such actions
ignore Churchill's admonition that “the-
only thing worse than fighting with
allies is fighting witheut them.” Not a
single problem in the Atlantic relation-
ship—diplomatic, military, or
economic—can be resolved by unilateral
American action. Let us ask ourselves—
on both sides of the Atlantic—some fun-
damental questions. Does our alliance
strengthen our security or weaken it?
Do our ties increase our prosperity or
diminish it? Do we improve the pros-
pects for democracy and freedom in the
world by working together or by going
our separate ways?

Foundation of Our Security. The
answer to these questions today is the
same as that given over three decades
ago by the generation whose lives were
blighted by world war. The-Atlantic
alliance. is.the foundation of our security.
It is still the basic building block of a
more peaceful and prosperous world.
And its breakdown would make disaster
for the industrial democracies inevitable,

These are the stakes—and our op-
portunity—for the 1980s. Either the
alliance goes forward together toward
greater cooperation or the prospects of
all its members will be darkened. But if
we are to advance, it is high time that
our dialogue proceeded on the basis of
fact, especially the fact of who is doing
what to sustain the common defense.

Arguments over burdensharing are
second nature to any large alliance of
sovereign nations. The current trans-
Atlantic exchanges, however, must be
put in historical perspective. Americans
should not forget that our NATO allies
substantially increased their defense
spending over the past decade, while the
United States was reducing its defense
effort. Nor should we ignore that the
European members of NATO supply a
high percentage of the air, ground, and
naval forces that constitute the conven-
tional portion of deterrence in Europe.
Even worldwide, the contributions of
NATO allies and Japan are an important
and growing component of defense.



This is not to underestimate the
very serious problems we face. We all
need to do more together. But our joint
concern for the common defense, rather
than fingrer pointing, should dominate
the dialogue.

In the days ahead, as we and our
allies discuss outstanding issues, the
United States must exert not only
strong but coherent leadership. The
allies must know where we are going if
we expect them to go with us. Their
go]icies, especially in dealing with the

oviet Union, reflect not only differing
perspectives of Soviet actions but also a
tendency to hedge their bets against
American swings between detente and
confrontation.

The allies, for their part, must
develop a broader vision and a sense of
responsibility consonant with their in-
terests and strength. They cannot ex-
pect the United States to carry the same
share of the burden when our respective
capabilities have changed and their own
desire for influence has grown.

Relations With the East. Much of
our agenda will be dominated by the
search for more constructive relations
with the East. This search, arms con-
trol, and the military balance are all
interrelated, not independent and
sometimes competing objectives. It is
esséntial that we carry out NATO's two-
track decision of 1979 to go forward
with the modernization of intermediate-
range nuclear systems while simul-
taneously pursuing arms control nego-
tiations with the Soviet Union designed
to limit these systems.

For too long, we have pretended
that a relaxation of tensions in Europe
would be immune to Soviet attempts to
change the balance of power. For too
long, we have imagined that the arms
control process, in and of itself, could
preserve that balance. Deterrence in the
1980s will require painful sacrifices by
every member of the alliance; but if we
fail to pay the price now, we shall have
neither a lasting improvement of rela-
tions with the East nor a meaningful
reduction of arms.

Economic Well-being. Our collec-
tive economic well-being also demands
sacrifices from each nation. We eannot
afford a repetition of those unresolved
quarrels that so damaged the interna-
tional ‘economic system in the 1930s. In
this area, as in others, if we do not pro-
gress together we shall each suffer
separately.

Our Historic Responsibilities.
Finally, we should be conscious of our
historic responsibilities as free societies
in a world where individual liberty is too
often suppressed. There is a tendency in
the West to use a double standard in our
judgment of international behavior. The
advocates of freedom and democracy are
subjected to a supereritical standard
while the advocates of totalitarianism
are given the benefit of the doubt. How
much energy is spent eriticizing and im-
pugning the democratic revolution while
rationalizing and forgiving the assaults
of its enemies. Let us be clear about the
consequences of this attitude. An
alliance divided in its moral purposes
and corroded by distrust of its own
motivations cannot long endure.

A stronger, more cooperative alli-
ance is an objective surely within our
reach. Over the past 30 years, we have
grappled successfully with numerous
political, economic, military, and moral
problems. Our cooperative institutions
still exist. But it is time for the United
States and its allies to grasp the nettles
that obstruct the future.

Relations With Developing Nations

Let me turn now to another major area
where we have a great opportunity for
change: our relations with the develop-
ing nations. It is one of the ironies of
our age that as nations have become
more powerful their destinies have
grown more interdependent. Together,
we and the leaders of the developing
countries have an opportunity to-make
sure that-this-interdependence.is a
source of mutual benefit, founded on the
solid ground of common interest. The
consequences of failure to cooperate
would be disastrous for both America
and the Third World. But such coopera-
tion must be based on the diverse
realities of the present not the slogans
of the past.

The so-called Third World includes
the oil-rich OPEC [Organization of
Petroleum Exporting Countries] nations,
the miracle growth rate Singapores,
numerous countries utterly impover-
ished, and many that fit no category.
Neither the fading memory of the strug-
gle against imperialism nor the anti-
Western tinge of many Third World
pronouncements can suppress numerous
differences in interests and perspectives.
Beneath the surface, new opportunities
for economic and political cooperation
with the West are being seized by in-
dividual Third World states in ever more

© practical ways.

Such a situation calls for sensitivity
and sophistication on our part if we are
to expand our links with developing
countries. We hold all sovereign states
responsible for what they say and do.
But we also must recognize the complex
equations of economic and political sur-
vival in developing nations. Neither we
nor they can afford ideological
?_t.ereotypcs in cases where they do not

it.

The Illusion of the Quick Fix.
Another dimension of the Third World’s
diversity is violent conflict. Kthnic
rivalries and territorial divisions,
themselves potent sources of trouble,
are being exploited by the Soviets and
their allies. The United States, working
with our Western and regional partners,
can do much to help resolve such con-
flicts. But we should not succumb to the
illusion that quick fixes are ready to
hand.

The.illusion.of the quick fix is
especially irrelevant to the vast
economic erisis and tremendous
economic Eotential that characterize so
many of the developing nations. Both we
and the nations of the Third World have
learned that progress cannot simply be
imported. Ultimately the productive
forces of each society will make the dif-
ference between success and failure.

The leaders of the developing coun-
tries are, therefore, challenged today to
deal with economic crises in the midst of
economic potential by different and
more pragmatic methods. The domestic
economy, the international economic
system, and political purposes must be
brought into greater harmony. In part,
this means that many leaders wedded to
particular ideologies will have to
recognize that their prescriptions are
suffocating the chances for self-reliance
and broad-based growth. But we in the
developed world should also realize that
growing economie insecurity is hardly
conducive to either political stability or
the fostering of democratie-institutions,

The realities of diversity, conflict,
and great potential are bringing about a
crucial shift in the attitudes of many
Third World nations. Their leaders face
excruciating choices. Marxist-Lenirnist
ideology has often been the locomotive
that brought them to power, but it has
not become an engine for progress. The
challenges of economic and social change
cannot be overcome perpetually by the
resort to archaic slogans and brutal
coercion.



An Opportunity for the West. As a
consequence, many countries with direct
experience of the Soviet embrace are
quietly attempting to broaden their rela-
tions, to encourage foreign investment,
and to reduce dependence on a patron
who has little to offer but the tools and
techniques of violence. There is growing
awareness among erstwhile skeptices in
the developing world that it is the West
which holds the best hope of negotiat-
ing—and the most incentive to nego-
tiate—peaceful solutions to regional con-
flicts.

Such a convergence of interests of-
fers a unique opportunity to create more
constructive and beneficial ties between
the West and the developing countries.
If we do not seize this opportunity, to-
day’s leaders in the search for better
relations with the West could well
become tomorrow's victims in a more
poisonous atmosphere of recrimination,
economic slide, and armed conflict. Only
our adversaries would be the
beneficiaries.

U.S.-U.S.S.R. Relations

Finally, our country faces an historie op-
portunity in dealing with the Soviet
Union. The necessity to grasp the “con-
traries” and complexities of our era,
even as we seek to pursue our purposes,
is nowhere more critical than in rela-
tions between the two superpowers. This
is nothing less than a challenge to our
national survival—to the values that
make life worth living as well as to our
physical existence.

The politics of the late 20th century
are still dominated by the struggle be-
tween two philosophies of justice and na-
tional power. In the name of a utopian
ideal, Soviet totalitarianism imposes a
single social model not only on its own
people but on an expanding empire. In
contrast, the forces of democracy seek
to build national and international in-
stitutions based on diversity, individual
choice, and peaceful change. The com-
petition between these two approaches
will continue.

This rivalry, however, is constrained
by another central fact of our time—
nuclear weapons. Total victory by
military means has become a formula for
mutual catastrophe. Even the use of
conventional force risks unpredictable
consequences,

Our enduring challenge is, therefore,
to develop and to sustain a relationship
with the Soviet Union which recognizes
that the competition will proceed but
constrains the use or threat of force. We
can develop a lasting framework for this
relationship if we avoid the extremes
that have distorted American foreign
policy over the postwar period:

First, that expressions of American
goodwill and readiness.to negotiate
could somehow substitute for American
strength and would move U.S.-Soviet
relations from competition to coopera-
tion;

Second, that a posture of confronta-
tion, a refusal to negotiate would
somehow lead to capitulation by the
other superpower.

Legacy of the Past. We are living
today with the consequences of this im-
balanced approach, in particular, the
legacy of a decade when negotiations
often seemed to be a substitute for
strength. Dominated by the psychology
of Vietnam and rising domestic
resistance to military programs, we fell
into the easy belief that negotiations
were not only an alternative to the
balance of power but were also proof, in
and of themselves, of an expanding com-
munity of interests with the U.S.S.R.
Too few noticed and understood that
detente did not alter Soviet priorities.
Even as the West sought a reduction in
tensions, the Soviet Union expanded its
military forces.

The result of America’s wishful
thinking and profound national in-
trospection has been swift and sure.
Moscow has acted foreibly to expand its
dominions. In Vietnam, in Kampuchea,
in southern Africa and Ethiopia, in
Afghanistan, and now in Central
America, we have reaped the grim
harvest of self-delusion.

As we rebuild our strength and seek
onee more to convince the Soviet Union
that restraint is in our mutual interest,
we must not allow ourselves the error of
another extreme. We cannot claim that
we are too weak to negotiate and at the
same time insist that we are strong
enough for a policy of all-out confronta-
tion. Nothing is gained by appearing to
fear diplomatic discussions—neither
leverage over the Soviets nor the
respect and confidence of our allies. We
can no more solve our problems by
avoiding the negotiating table than by
resting our hopes upon it alone.

A Balanced U.S. Approach. An
American approach to the Soviet Union
that balances strength and negotiations
offers the best hope of significant ac-
complishment. We must place our policy
in the context of important changes that
are taking place in the world and in the
Soviet empire that may make Moscow
more amenable to the virtues of
restraint. The Soviet attempt to change
the balance of power has produced a
backlash of increasing international
resistance. The American people have
shown that they will not accept military
inferiority. Moscow has earned the fear
and enmity of many nonaligned states
through aggression in Afghanistan and
support for Vietnam’s subjugation of
Kampuchea.

This backlash comes when Soviet
prospects have dimmed. Moscow's allies
are in deep economic trouble and the
Soviet growth rate itself is declining.
Agricultural shortfalls persist. Above all,
as Poland has shown, the Soviet model
and Soviet ideology are increasingly re-
jected by the workers themselves.

Over the decade of the 1980s as the
Soviet Union experiences a transition in
leadership, it is likely to face greater
economic difficulties and growing inter-
national isolation—a marked change
from &n era of unusual stability and ex-
pansion. This reality will contrast even
more sharply than before with Moscow’s
carefully cultivated image of a pro-
gressive and peace-loving regime. The
Soviet people themselves cannot remain
entirely unaffected by the calls for peace
and disarmament so avidly aimed by the
Kremlin at the West. As a consequence,
the Soviet leaders may find it increas-
ingly difficult to sustain the status quo
at home while exporting a failed
ideology abroad.

During this sensitive and dangerous
period of changing superpower relation-
ships, the United States must make
clear to the Soviet Union that there are
penalties for aggression and incentives
for restraint. We cannot conduct
business as usual in the face of Soviet
adventurism in Afghanistan or Soviet-
instigated repression in Poland. But we
have also held out the prospect of
significant help for Poland if the reform
process is renewed. And we are
prepared to show Soviet leaders that in-
ternational moderation can help them
face painful domestic dilemmas through
broader relations with the United States
and other Western countries.




We must also create new realities in
the military balance and in regions of
erisis to encourage the Soviet Union to
accept the need for moderation in its
own interest. This is the objective of our
new defense programs and of our diplo-
matic initiatives in areas such as
southern Africa, the Middle East, and
the Caribbean. Meanwhile, we will con-
tinue to probe Soviet willingness to
engage in negotiations geared to achieve
concrete results, recognizing that prog-
ress in all of these areas and arms con-
trol is inevitably affected by Soviet
conduct and the climate of Bast-West
relations.

An essential part of our strategy is
to continue to differentiate among Com-
munist countries themselves. This is a
longstanding American policy that en-
courages autonomy and diversity. It
responds not only to a natural sense of
national independence but also the
evolution of political pluralism.

Finally, just as the Soviet Union
gives active support to Marxist-Leninist
forces in the West and South, we must
give vigorous support to democratic
forces wherever they are located—
including countries which are now Com-
munist. We should not hesitate to pro-
mote our own values, knowing that the
freedom and dignity of man are the
ideals that motivate the quest for social
justice. A free press, free trade unions,
free political parties, freedom to travel,
and freedom to create are the ingre-
dients of the democratic revolution of
the future, not the status quo of a failed
past. We want the competition of
democracy and communism to be con-
ducted in peaceful and political terms,
but we will provide other means if the
Soviet Union insists upon violent
methods of struggle. There must be a
single standard.

In sum, the facts do not support the
belief that there can be an early, sudden,

or dramatic reconciliation of Soviet and
American interests. The competition will
continue. But we can make the Soviets
more cautious by our action. And as a
new generation of Soviet leaders
emerges, we can signal the benefits of
greater restraint. A balanced and per-
sistent American policy, cognizant of
both Soviet strengths and weaknesses,
can gradually reduce the dangers in-
herent in the struggle between the two
SUDErpowers.

As the end of the 20th century ap-
proaches, let us ask ourselves about the
direction of events. Over the past
decade, have we moved closer to our
goal of a {reer and more peaceful world?
Unfortunately, many would answer no.
Do we have the means, the will, and the
skill to shape one? Surely the answer is
yes.
To reach our goal is not only a mat-
ter of arms, though we need them. It is
not only a matter of interests to defend,
though defend them we must. And it
cannot only be a matter of one
framework or another, though our
power must be disciplined. The most
brilliant conception counts for little
without the persistence to pursue it.

Foreign Policy and the
Nation's Character

Ultimately, a foreign policy is the test of
a nation’s character. Today, the test of
our character is whether we care enough
about the values that make life worth
living, the inner beliefs that have sus-
tained Western civilization. Over the
centuries, a certain idea of man has
taken hold in our societies. The right of
the individual, the responsibility of
government to the governed, and the
rule of law have distinguished our way
of life. These ideals are the true source
of our strength and the true source of
the weakness of our adversaries.

A society where men are not free to
speak their minds, where the dignity of
the worker is denied, where the com-
munity’s effort is poured into the
weapons of war, is both unnatural and
repugnant. In contrast, free expression
by the one or by the many keeps our
governments flexible and alert. Words,
thoughts, and votes are the foundation
of consent, not the police power of the
state. And the resources reluctantly
devoted to defense are subjected rightly
to the most stringent examination and
justification,

These ideals are by no means ours
alone. They have universal appeal. Our
material achievements are admired and
emulated. But the power of Western
science and technology comes from the
Eower of ideas. The people of the world

unger for our ideas even as they seek
the benefits of our machines. Yet if we
do not care for our own values, we can-
not expect others to respect them or to
respect us.

History teaches us that progress is
not inevitable. Liberty and democracy
have often been denied, and peoples
have been forcibly regimented to the dic-
tates of mistaken philosophies. But if we
have learned anything from this troubled
century, it is, as Churchill declared, that
only the swift gathering of forces to con-
front military and moral aggression can
presarve the peace. Such a swift gather-
ing of forces will enable us to create a
whole world, a free world, without blow-
ing it to pieces in the process. American
power must be bent to this purpose.&
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ASTAN DEVELOPMENT BANK

The Asian Development Bank Group is composed of the
Bank (AsDB), and the Fund (AsDF). The Bank, established
in 1966, administers a Technical Assistance Special Fund.

I. Comparative Lending Terms (as of July 31, 1982)

AsDB IBRD
(Fixed at Commitment (Variable)
Current Lending Rate (%) 11.00 1143 &/
Commitment Fee (%) 0:75 0.75
Other Service Charge (%) - 1.50
Maturity (years) 13-27 15-20
Grace Period (years) 3-7 =3

a/ Applicable for the period July 1 - December 31, 1982.

IT. AsDB

(1) "'Third General Capital. Increase (GCI)

The subject of AsDB”s prospective third GCI might come up. By
next year the current subscribed capital base of $8.4 billion will need to
be more than doubled. The third GCI is to cover OCR (Ordinary Capital
Resources) lending requirements during 1983-87, estimated to be about $12
billion.

(ii) Co—financing

As of July 1982, AsDB has contributed a total of $729.80 of
cofinancing for 16 Bank group projects.

You may wish to discuss with Mr. Fujioka his views on putting
into effect his desire to substantially increase the cofinancing activities
of the AsDB.

III. AsDF

(i) Fourth Replenishment

The AsDF concluded negotiations of its Fourth Replenishment this
last April. The AsDF donor countries agreed to a replenishment of $3.2
billion in July 1982 which will just maintain, in real terms, its current
level of ADF concessional lending during the four year period 1983-1986.
This is against the originally envisaged $4.1 billion. 1In an attempt to
compensate for this shortfall caused by the US administration cuts and the
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reluctance of the United Kingdom and Germany to maintain or increase their
traditional percentage shares of contributions to the AsDF, increased
contributions were provided by Japan, Australia and France.

Current Policy Reviews

The Asian Development Bank and its concessional loan window, the
Asian Development Fund, are undergoing changes in organizational and
operational structure. Although past policy reviews were directed towards
capital increases and replenishments or external events, the current
President, Masao Fujioka, recognizes that the internal structure and
methodology for responding to marketplace changes may be inefficient.

In late April, the US Executive Director postulated that several
policy issues in the financial management of AsDB need to be highlighted.
In respect of this, AsDB has been undertaking a major review of their
financial policies with the use of an external consultant. In particular,
the World Bank Group has been solicited for ideas, comments and advice in
the area of financial policy. The Controller”s Department of AsDB has
asked to send a representative to FPA to discuss the organizational system
used in the World Bank”s functional delineation in the area of overall
financial policies. The representative is expected in mid-September.



