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Se ~r~~~ry - Bank SM/69/67 

Room 211 
fll2 

May 22, 1969 

To: Members of the Executive Board 

From: The Secretary 

Subject : Economic Commission for Europe - Report on Twenty-Fourth 
Session 

Attached for the information of the Executive Directors is 
a report, prepared by the Fund observer, on the twenty-fourth session 
of the Economic Commission for Europe held in Geneva from April 9 
to 23, 1969. 

Att : (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



INTERNATIONAL MONETARY FUND 

Twenty-Fourth Session of the Economic Commission for Europe 

Report by the Fund Observer 

May 22, 1969 

The twenty-fourth session of the Economic Commission for Europe 
was held in Geneva from April 9 to 23 under the Chairmanship of Mr. Mateev 
from Bulgaria. One of the major items on the agenda of the session was 
the reorganization of tqe Commission's activities and the rationalization 
of its method or work.l/ Discussions of more direct i nterest to the Fund 
concerned East-West trade and the review of the economic situation in 
Europe . The Fund observer was Mr. Pierre Simonet of the Office in Geneva. 

1. Organizational matters 

At the previous session the qewly appointed Executive Secretary , 
Mr. Stanovnik, had been requeste~/to prepare a detailed report contain
ing suggestions and proposals f or the reorganization of t he Commission's 
activities and the reshaping or· its long-term work program, structure and 
method of work in the light of progress achieved by member countries in 
the f ield of industrialization, science, and technology. 

In his opening statement the Executive Secretary introduced the re
port containing his proposals. He suggested that the Commission s11ould 
give special emphasis to work in four main areas in which closer cooper 
ation would of"fer the greatest potential benefits, namely (l) application 
of science and technology, (2) environmental improvement, (3) long-term 
economic projections and pl anning and (4) promotion of trade. These sug
gest i ons were widely supported and the specific proposals concerning com
mittees and working parties were endorsed by resolution . .1 The Commission 
invited t he Executive Secretary to report to its twenty - fifth session on 
the implementation of the resolution. 

As one of the early results of this reorganization, a meeting of Gov
ernmental Experts on Probleills Relating to Environment~/will be held in 
Czechosolvakia in the spring of 1971. It is also envisaged to convene 
periodic meet ings of Senior Jl.dvisers to ECE Governments on Environmental 
Problems as one o:L' the principal subsidiary bodies of the Commission. The 

1/ See Appendix I. 
2/ See SM/68/101· 
3/ See Appendix II. 
~/ An I nternat i onal Conference on the Problems of Human Environment 

will be held in 1972 under the auspices of the United Nations. 



- 2 -

primary responsibility of the Commission in the f ield of environment will 
be the consideration of economic policy aspects and of or ganizat i onal and 
institutional problems arising in the ECE region. Long-term economic pro
jections and planning will be the topic for discussion of the next sess i on 
of Senior Economic Advisers to ECE Governments. Another group of Senior 
Advisers is to be established to deal with science and technology . 

Also as part of the reorganization process, the Annual Meeting to 
review Operations under the Multilateral Compensation Procedures will no 
longer be conducted as a separate exercise or the Committee on the Devel
opment of' Trade; instead, the relevant business will be considered in the 
normal course of the Committee's work. Since July 1957, when the compen
sation procedures began, transfers totaling about US$136 million have been 
arranged . However, t he volume of such compensation has consistently dec 
lined over tne last few years and amounted to a very small amount in 
1967/68. 

2 . East-West trade 

The report by the Executive Secretary also reviewed t he development 
of East -West trade . It noted that intra-European trade had gro•m by an 
average of about 10 per cent per year over the past f i ft een years , and 
East -West trade in Europe had snown an increase over this period averaging 
more than ll per cent per year. On the other hand, European countries' 
trade \vith the rest of the world had increased by an average of less than 
6 per cent in the period since 1952 . The growth of East-~-lest European 
trade had occurred in a context of increased industrial cooperation, but 
efforts to remove a great variety of nontariff barriers and to apply the 
principle of most - f avored -nation treatment to East-West trade have so far 
remained largely unsuccessful . Resolution I(XXIII), adopted at the last 
session of t he Commission in May 1968, noted that the Cowmittee on the 
Development of Trade had so far been unable to prepare draf t recommenda
tions on the removal of such obstacles and requested the Committee on the 
Development of Trade to continue its efforts with a vievr to the prepara
tion of mutually acceptable recommendations in this f ield. No progress 
was achieved at the eighteenth session of' the Committee on the Develop
ment ol Trade held i n July 1968. .1\t the present session of' the Commis
sion the political climate seemed more propitious and mel!lbers of the 
Commission found it possible to adopt a more specific recommendation spon
sored by Hungary, the Netherlands, Poland , and the United Kingdom . Its 
operative paragraph r equests the Executive Secretary to prepare an analyt 
ical report on t11e state of intra-European trade, which would enable mutu
ally acceptable recommendations tor the removal of economic: administrative 
and trade policy obstacles to the development ,of trade between countries 
witn different economic and social systems . 1:1 

In addition to this task of a broad policy nature, the Conrrnission 
will continue its work on practical measures contributing to the devel 
opment of trade . In particular , it will study t he use of long- term 
agreements and contracts in economic and trade r elations between countries 
of eastern and western Europe. It will prepare long- term export and i m
port forecasts for certain categories of goods, particularly manufactured 

1:_/_ See App_enqix III. 
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goods, with a view to assisting governments in obtaining more accurate 
estimates of long- term prospects for trade . It will initiate a study of 
the practices followed in the trade in machinery, equipment, patents, and 
licenses . 

3. Review of the economic situation in Europe 

For the discussion of' this item, the Commission had before it as 
background documeqts the Economic Survey of Europe in 1968 prepared by 
the secretariat .!/ Part I of the Survey deals with recent economic devel
opments in Western Europe, Part II with Eastern Europe and the Soviet 
Union, and Part III contains a study on the determinants of the labor 
supply in Europe, 196o-1980 . The Survey contains a fairly detailed ac 
count of the stage reached in the economic reforms in the socialist coun
tries and explains that further experimentation is in progress. It also 
explains the efforts by certain CMEA countries to attain in the future a 
certain measure of convertibility of their domestic currencies. In this 
respect, reference was made to a note on Institutional Developmenti in the 
Foreign Trade of the Soviet Union and Eastern European Countries .g 

In introducing the Survey, the representative of the secretariat 
noted that in Western Europe the year was marked by fairly uniform rates 
of growth of total output after the rather widespread hesitation of 1966 
and 1967. GNP in 1968 was up by between 3.5 and 5·5 per cent in most 
countries, except for the Federal Republic of Germany where it was up 
7 per cent. Current expectations were that the over-all growth rate in 
Western Europe was likely to be similar in 1969, although there might be 
some slowing down in the second half of 1969. 1968 had also been a year 
of very fast expansion of world trade, but the problem of balance of 
payments maladjustments still remained the central issue of policy on the 
international level and the central preoccupation of national policy for 
several western member governments. 

In Eastern Europe, although rates of real national income growth 
in some countries showed a certain deceleration in 1968, they were still 
between 5 per cent and 7 per cent (8 per cent in Poland). Similar, or 
slightly f aster, rates of expansion were expected for 1969 . The increase 
in total output has been accompanied by further important and widespread 
changes in the organization of the economies and in the systems of plan
ning and management. Basically the changes represented an adaption of 
socialist societies to higher living standards and the new technological 
requirements. The representative of the secretariat described as one of 
the common trends in the economic reforms in several countries the substan
tial transfer of investment decisions from central authorities to enter 
prises or to associations of enterprises. 

In the course of the discussion representatives of member countries 
commented on the economic situation and prospects in their own countries, 
and gave their views on the future orientation to be given to the Survey. 

1/ A copy of this document is on f ile in the Secretary's Department. 
~/ See Economic Bulletin for Europe, Vol. 20, No . 1, Part B. 
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The representat ive of Poland commented on the economic integration 
process among CMEA countries and recalled his Government's view that 
integration should be based not only on various forms and links of a 
planning character, but also on a wiaer use of market mechanisms. His 
Government also attached particularly great i mportance to an active use 
o.J.· monetary mechanisms which, as a matter of course, implied the intro
duction of more realistic exchange rate5,. and appropriate changes in the 
structure o · internal prices so as to provide a closer link with world 
prices. The representatives of Hungary and Czechoslovakia spoke along 
similar lines. 

Points oi' special interest to the Fund were made by the represen
tatives of the United States and France. After an expose of economic 
developments in the United States in 1968, the representative of the 
United States referred to the message of April 5 by President Nixon on 
international payments problems, and briefly outlined the measures en
visaged to restore pa~nents equilibrium, and the desire of the United 
States to find solutions in the framework of freer trade and payments. 
In his message the President had announced that the United States would 
continue to make its contribution to the strengthening and improvement 
or· t!1e international monetary system, in the conviction that an expanding 
world economy would require growing levels of trade with adequate levels 
of reserves, and with effective methods by which countries could adjust 
their payments imbalances . The President had also called for ratifica
tion by the members of the International Monetary Fund of the Special 
Drawing Rights plan and its early activation. 

The representative of France, after having described the short - and 
medium-term outlook for his country, gave his government's views on the 
improvement of the international monetary system. He stated that the 
internationa.l payments system should be based on respect for a common 
discipline by all members and should ensure respect of the Articles of 
Agreement of the Fund and the full exercise of the role of that institu
~lon. In the present circumstances, the Fund should continue to play a 
central role--though not necessarily an exclusive one--in the interna
tional monetary system . The activation of SDR's should not minimize or 
impair this role; it should be conditioned by the collective Judgement 
that there was an inadequacy in the volume of available reserves and 
should be contingent on the realization of better equilibrium in the 
balance of payments. The progress achieved lately in the latter field 
should be strengthened by actions on the causes themselves of deficits 
or of surpluses when the latter were too large . The representative oi 
France concluded that further progress, were it only in improving inter
national credit mechanisms or international cooperation, could be achieved 
in tuture international meetings provided that such meetings insist upon 
the r ole of gold and on the necessity to respect the Articles of Agreement 
of the Fund, which constitute and remain the charter. 

Concerning the Executive Secretary's proposals for the future 
orientation of the Survey, there was general agreement that the Survey 
should increasingly focus on medium- and long-term trends in the European 
economy and on the key problems of policy as they arose . The relevance of 
analyses of chansing economic structures as a basis f or increasing European 
cooperation was stressed while, at the same t .ime, the value of the 
Survey's sun~ary of current short-tenn developments was recognized. 
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APPENDIX I 

UNITED NATIONS 
ECONOMIC 
AND 

Distr . 
GENERAL 

SOCIAL COUNCIL E/ECE/718 
29 January 1969 

Original: ENGLISH 

ECONOMIC COMMISSION FOR BJROPE 

l. 

TdENTY-FOl~TH SESSION 

to be neld in the Palais des Nations, Geneva 
ber_;iruJ.ing Heonesc.c.y, 9 April 1969, at ll a .m. 

PaGVISTONAL AGENDA 

Adoption of the Agenda 

2. Election o~ Of;icers 

3. Revicu of the economic situation in Europe 

4 . Work of t_le CoYJE.tission as a -vuole , including : 

(a) viork of the subsidiary bodies of the Commiss ion]j 

E/ECE/718 

(b) Resolutions bear ing on the work of the Coi!liilission 
adopted by the Economic and Social Council and the 
General t.ssembly E/ECE/720 

(c) Commission ' s contrib1....tion to the United Nations 
Prog:;:-a:m:1eS designed to assist less-developed 
countries 

(d) Rel:1.tions and co-operation 1-1ith other inter
nat~onc..tl organizations 

5 . Lo::1g-term prograrmne ol' work and thP organization 
the activities O.J.- t~:1 e Commission (resolut ion 3(XXIII)) 

O.J.' 

6 . Follmr-vJ! action on the relevant Commiss i on resolutions 
and decisions~ 

(a) Meetings o:r Seni or Economic .Advisers to ECE 
Governments (decision H(XXIII )) 

E/ECE/721 
E/ECE/743 

E/ECE/722 

E/ECE/717 
Add.l - 5 

E/ECE/723 
E /ECE/714 

1/ For docun;entation on cnis sub - ite1:1 see the Explanatory Notes on the 
Provisional Agenda . 

and 
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(b) Scientific and technological co-operation 
(resolution 4(XXIII)) 

(c) Meeting of Governmental Experts on Problems 
Relating to Environment (decision C(XXIII)) 

(d) Application of mathematical- economic methods 
and Computer Techniques to Economic Research 
(decision B(XXIII)) 

(e) Work of the Co~nission relating to the chemical 
industry (resolution 5(XXIII)) 

(f) Industrial co-operation (resolution 6(XXIII) 

(g) Study of Long- term economic trends in the ECE 
region (decision I(XXIII)) 

(h) Energy problems in Europe (decision ~I(XXIII)) 

(i) Tourism (decision D(XXIII)) 

( j ) Activities of the Cow2ission in the field of 
standardization (decision K(XXIII)) 

(k) Problems of' air pollution (decision F(XXIII)) 

(1) Automation (decision G(XXIII)) 

(m) Mechanical and electrical engineering 
(decis ion J(XXIII)) 

(n) Implementation o ·· the Declaration on t he 
conversion to peaceful needs of the resources 
released by disarnament (project 01.2 . 3.) 

(. Programme of wor k and priorities .;:'or 1969/ 70 and long-
term programme of work and priorities lor 1970-74 

8 . Annual Report of the Commission to t he Economic 
and Social Council 

9· Any other bus i ness. 

E/ECE/ 724 
E/ECE/716 

E/ECE/725 
E/ECE/726 

E/ECE/727 
E/ECE/728 

E/ECE/729 
E/ECE/715 

E/ ECE/ 730 

E/ ECE/ 731 

E/ ECE/732 

E/ ECE/ 733 

E/ ECE/ 734 

E/ ECE/ 735 
E/ECE/736 

E/ECE/737 

E/ECE/738 

E/ECE/739 

E/ECE/740 
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APPENDIX II 

RESOLUTION 5(XXIV ) LONG-TEE<! PROGRAMME OF WORK AND 
THE ORGANIZ.~'l'ION OF THE ACTIVITIES OF THE COM..1YiiSSION 

The Economic Commission for Eucoue, 
Recalligg the Decla~ation-adopted by the Commemorative Meeting to 

celebrate the Twentieth Alli~iversary of the Economic Commission for 
Europe and in particular its operative para . 1 which called for : "active 
work and joint efforts in developing ftcrther the co- operation within the 
frame1mrk of the ECE which is in the interest of all nations and will pro
mote the turning or Europe into a poverful factor of peace and understand 
ing throughout the wcrld"; and also its operative para. 4 in which it 
decided to concentrate its work in t he most efficient way, 

Recalling: a!so th"l.t in i ts resolution 8(XXII) the Executive Secre
tary w~· inviteu ---:-to prepare a lo~F;-t.erm progrannne of work, "wi th a view 
to including suoje~ts related ~o new economic developments in the ECE 
reg.i. on as a >mole and to the problems of t he less developed member coun
tries", 

Recallh:~; further ·that in its resolution 3(XXIII) it had requested 
the Executive .'3-.:cretary. to prepare a report containing suggestions and 
proposals or .. the long-ten;1 programme, organizational structure, methods 
01' work, 2ed caler.da:c of meetings or· t~1e Commission and its subsidiary 
bodies, and c ... 1 the necessary adJustments in the existing structure , 
methods of \J::.>~k e.nd calendar of meetings of its subsidiary bodies with 
a viewto making improvement s so as to enable the Commission to meet its 
ezisting and new tasKs in a more rational manner, 

Noting ECOSOC's request to its subsidiary bodies for review of t heir 
methods or' uorL and t eir calendar of meetings contained in Council reso
lution l264(XLIII), 

~Jo_ting the constructive suggestions and proposals of the Executive 
Secretary submitted in E/ECE/717 and its Annexes to the 2l+th Session of 
the Commission in accordance Hith its resolution 3(XXIII), 

Noting f'u.rthe~ that these suggestions and proposals are an impor 
tant step in a conti~uous process of review of the Commission's programme 
and in the improvement ol' the Comrnission' s institutional machinery and 
methods of >rork, 

Considering that a long- tern programme of worh covering a period 
of 5 yea1·s 11.~-i.l. be use1·u1 for the Cornn:;.ission ' s purposes, 

Consc .i.O'l;:: oi' the para!llount need for economy throughout the United 
Nations system ar1d cor11'ident that tL...! Executive Secretary will, by a 
flexible use 01' the Com:ui3sion 's resources, achieve the maximum cost
effectivene ss Ylhen pL~tting his proposals and suggesti ons into effect, 
l. EY.-rres sc~.; .its app~~c;~iation to the Executive Secretary f or his 
report E/ECft/7'...'i'; - · - --
2. Decides to endorse the Executive Secretary's proposals and sugges -
~ionc, taking i r"to a: ::our.t the decisions of the 24th Plenary under the 
relevant itecrrs o:. t1~e agEonc.la ; 
3. Dec~9-es to pay s:v:::c-iGl attentiun to questions that are most condu 
cive to i ·nproving and expanding co-operation within the framework of the 
ECE, such as tt1e promotion of trade ; partiC'ularly East -West trade, scien
tific and technological co- operation; long- term econou ic projections and 
planning as Ylell as the problems of environ:nent; 
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4. Invites the Executive Secretary 
(a) to continue to submit to each t uture annual session of the 

Commission - in addition toihe draft short-term programme 
of work covering a period of one year - a proposal f or a 
long-term programme o i' work covering f ive years to be 
reviewed by the Commission at its annual sessions; and 

(b) to continue to incorporate the short and the long-term 
programmes of work in the Annual Report of the Commission 
to the ECOSOC; 

5· Requests its principal subsidiary bodies to review their long-term 
programllie of work in the light of the relevant proposals and suggestions 
contained in Section II of the Executive Secretary's report E/ ECE/717 
with a view to achieving the priority aims of the Commission, as set 
forth in its Declaration of 1967, and in the relevant resolutions and 
decisions; 
6. Approves, in general, the outline of modifications in the Commis-
sion's organizat ional structure , as set out in paragraphs 53-54 of 
E/ ECE/717 and expresses its willingness to follovT it when formulating 
its future policies on tnis matter; 
7. Endorses the Executive Secretary's suggestions and proposals for 
t he modif ication of the organizational structure and the calendar of 
meetings of the Commission's subsidiarJ bodies, contained in paragraphs 
1 to XV, Annex II , E/ECE/717 , and invites its principal subsidiary 
bodies to consider and to give effect to these suggestions and proposals 
and to report on measures taken in this respect to the 25th Session of 
t he Comnission; 
8 . Endorses t he Executive Secretary's proposals as suggested in 
paragraphs YYI to XXII, Annex II , E/ECE/717 , concerning new bodies and 
additional f orms of organization, decides to take them into account in 
formulating its future policies on these matters and invites the Execu
tive Secretary to make the necessary arrangements in order to implement 
them in accordance with the r elevant resolutions and decisions of the 
Commission; 
9 . Decides to set up at the Commission's annual sessions a Sessional 
Committee with the task of examining the reports of the principal sub
sidiary bodies before their consideration in the Plenary and to consider 
any other business which might be allocated to it by the Plenary; 
10. Invites the Executive Secretary to aim at the utmost economy and 
ef ficienc y in implementing t h is resolution, particularly by channelling 
into the new activities resources released as a result of the completion 
of work on other activities; and 
11. Invites the Executive Secretary to report to the 25th Session of 
the Commission on t he implementation of this resolution. 
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APPENDIX III 

RESOLUTION 3(XXIV) DEVELOPit~T OF FOREIGN TRADE 

The Economic Commission .l.·or Europe , 

Jl.ttaclling great importance to the development of economic co
operation in the ECE region, particularly to the expansion of external 
trade, 

Recognizing that mutually advantc.geous trade is one of tJ:Ie major 
for ms ol' economic ties among countries having different economic and 
social systems, contributes to b~tter understanding among nations and 
thus facilitates strcngtr1ening peace and security, 

Considering th~t, resolution l (XXIII) of the Commission consti 
tutes a positiv= contribution to the creation of an atmosphere and of 
conditions f'avot;,rable to the successful development of economic co
operation in :t<;uro1-e, 

Noting ~ith satisfaction that the Crnnmittee on the Development 
of 'l'rade at i ts Sevr.nt eenth Session agreed to include in its programmes 
of ~ork for 1968/69 e.nd :.'or 1969/72 as a continuing project and activity 
of h i gh priority the p:!:'ep3.ration of practical proposals and recommen
dations for the rs:-:1oval of the economic, administrative and trade 
policy obE t.ac .Les to the development or' trade bet\?een member countries 
of ECE, and. 

Desiring to undertake furtner steps to facilitate to tne fullest 
extent possible the i ru.p l c:nentation of its resolution l (XXIII); 

Requests the ExecuLive Secretary, taking into account operat i ve 
paragraphs l to 4 of resolution l (XXIII) and all relevant resolutions 
previously adopted by t he Corn_mission, to prepare for ihe 25th Session or· 
the Commission 1 after consultation Hith the Eighteenth Session or' the 
Committee on the Develop:..2nt of Trade, an analytical report on the state 
of intra-European trade which would enable mutually acceptable recommen
dations on the removal o .. : economic, administrative and trade -policy 
obstacles to the developm~nt ol' trade between countries with different 
economic and social systems to be prepared . 
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To : ~ilembers of the Executive Board 

From: The Secretary 

Subject : illJCTAD - Report on Second Sess i on of the Special Committee 
on Preferences 

Att ached f or the information of the Executive Director s i s a 
report by the Fund Observer on the second session of the Speci al Commit tee 
on Preferences of UNCTAD held in Geneva from April 28 to May 2 , 1969 . 

Att : (l) 

OthcT Dictribnti'Jn : 
Depurt .. ent Heutls 
Divi sion Chiefs 
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INTERNATIONAL HONETARY FUND 

UNCTAD--Second Session of the Special Committee 
on Preferences 

Report by Fund Observer 

May 20, 1969 

The Special Co~mittee on Preferences held its second session in l/ 
Geneva from April 28 to l'-Jay 2, with 79 members of UNCTAD participating .
It heard a report by prospective preference-giving COQ~tries, all mem
bers of Group B, on the progress achieved since its first session and 
considered t~e procedures for the detailed intensive consultations between 
developed and developing countries to be held at its third session in July 
and t hereafter . The Special Committee is to finalize its report for sub
mission to the ninth session of the Trade and Development Board scheduled 
for late August . The Fund observer was Mr . Pierre Simonet from the Geneva 
office . 

1. Interim nrogress report 

At the first s es sion of the Committee, the spokesman of Group B had 
announced the agreement reached in the OECD that by March 1, 1969 each 
prospective preference-giving country should be prepared to table two lists 
of products. 'rhe lists vrere to be accompanied by a clear statement of all 
the assumptions, qualifications, and conditions on which the granting of 
preferences could be cons idered, and on the basis of which the lists had 
been prepared . 

At the present session, the spokesman for Group B explained that the 
task had proven to be difficult and delicate, in spite of its nature as 
a firs~ approximation, and r eported t hat most prospective preference- giving 
cmmtries had been able to cleliver their communications to the OECD by the 
target date ,?:./ or within a few days of it . In the ensuing discussion the 
r epresentatives of t he EEC, the Nordic countries, Japan, New Zealand, 
Switzerland, and t he United Kingdom, whose countries had already submitted 
their lists to t he OECD , pointed out the preliminary nature of their offers 
and stated t hat much remained to be done, first among givi ng countries and 

- 1/-Tl-:e fi~st sess~~on >vas held in Geneva from November 29 to December 6, 
19Z8 . See SI~/69/l--UNC'l'AD--First Session of the Special Committee on 
Preferences. 

~/ See Appendix I for t he full statement by the representative of Norway . 
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subsequently in consultations with the developing countries, to set up a 
detailed scheme of preferences. The spokesman for Nordic countries re
iterated the full support of his group for the establishment of a general
ized scheme of preferences and pointed cut that it was a sine gua non that 
the scheme should give developing countries considerable advantages by way 
of substantially expanding their export opportunities. The representative 
of the United Kingdom indicated that it was his Government's objective to 
achieve the greatest possible exporting advantages for all developing coun
tries but that it would not be able to do so without regard to the efforts 
made by other developed countries. This preoccupation would ensure an 
effective distribution of efforts and was shared by the other prospective 
donors. Furthermore, his Government intended to take full account of the 
advantages that Commonwealth developing countries and territories, which 
now enjoyed free entry into the United Kingdom market for the majority of 
their expcrts,would obtain in other markets. 

The representatives of Austria and Canada stated that their authori 
ties were continuing intensive work and expected to deposit their submis
sion vri th the OECD in the near future . 

The representative of the United States indicated that, although his 
Government's studies of the preferences issue had not been concluded, the 
President had authorized the preparation of illustrative lists for submis
sion to the OECD in Paris. He was, however, unable to say now when the 
preparation of these lists wculd be completed and he indicated that his 
Gove:::-nment wished to make clear that no final decision had been taken re
garding his countr:.r' s participation in a temporary generalized system of 
preferences . The examination of this matter was continuing and would, of 
course, include analyses of the exchanges taking place in the OECD, and it 
was to contribute to the usefulness of these exchanges that his Government 
had decided to submit its lists. There would also have to be continuing 
consul tat ion -.;.ri th Congress, since his country's eventual participation would 
require legislative action. 

Representatives of developing countries expressed their disappointment 
over the delay in the presentation of lists by some prospective preference
giving countries. 'I'hey noted that the concept of burden-sharing among 
prospective donors was impeding progress within the OECD since their work 
could not start effectively until all the developed market economy countries 
had submitted their proposals. They acknowledged with satisfaction the 
statement made by t he representatives of several developed countries that 
there was no slackening of the political will to work out a meaningful sys 
tern of generalized, nonreciprocal and nondisriminatory preferences in favor 
of developing countries. They recalled that resolution 2l(II), unanimously 
adopted at New Delhi, had established the Special Committee on Preferences 
with the aim to settle the details of the arrangements in the course of 1969 
and to have the scheme operative early in 1970 and they reiterated their 
firm hope that developed countries would be able to adhere to the agreed 
timetable. 
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2. Procedure for detailed intensive consultations 

According to the conclusion reached at its first session, one of the 
tasks before the Committee was to reach "agreement on the mechanics for 
handling t he detailed intensive consultations with the developing coun
tries at the third session." These mechanics would include the establish
ment of any necessary working groups to deal with relevant aspects of the 
scheme. 

The spokesman for the developed market economy countries indicated 
that the present situation as regards the preparation for the establish
ment of a general scheme of preferences was essentially similar to that 
during the first session of the Committee in December 1968. The various 
subjects which the working groups would deal with would depend upon the 
documentation which the developed market economy countries would submit and 
it was impossible to decide on the establishment of working groups in the 
absence of this documentation. 

Following discussions in an informal contact group established by the 
Chairman, t he Committee agree~/ to establish a working group to initiate 
consultations on the technical aspects of the rules of origin and decided 
to entrust the Secretary-General of UNCTAD with the task of suggesting 
further procedural arrangements to facilitate the proceedings of the third 
session. The following are the main areas on which detailed intensive 
consultations appeared to be necessary: product coverage and extent of the 
preferences, safeguard mechanisms, duration of the scheme, special measures 
for the least advanced countries, existing and reverse preferences, in
stitutional arrangements, and measures to be taken by socialist countries 
of Eastern Europe. 

~/ See Appendi x II for the full text of the conclusions adopted by the 
Committee . 
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StateTient by the representative of Norway on behalf of 
the developed market economy countries members of the 
Special Committee on Preferences at the opening meeting 
of its second session held on 28 April 1969 

1. At the first session of the Special Committee on Preferences, last 
December, it was agreed that Member countries of Group B would present 
another interim report to the second session, explaining the progress they 
have made in elaborating their proposals. It is that report which I shall 
now attempt to give the Committee, in the name of the prospective preference 
giving countries of Group B. 

2. In their report to the Committee in December, Member countries of Group 
B stated that they were doing their best to follow up Resolution 2l(II) 
adopted oy the New Delhi Conference. During the last few months we have 
continued our intensive consideration of the possible elements of a system 
of preferences which would be mutually acceptable and which would offer real 
opportunities for the expansion of the exports of developing countries into 
the markets of developed countries. This work has been and is going forward 
mainly on the national level and also in the framework of the coordinating 
meetings in the OECD . 

3. As we indicated to the first session of the Committee, we had agreed 
in the OECD last autumn to adopt a pragmatic approach, in accordance with 
which each prospective preference-giving country would prepare--if possible 
by 1 March 1969--two illustrative lists of products: a negative list cover
ing chapters 25-99 of the Brussels nomenclature and a positive list covering 
chapters 1-24 of the nomenclature. The lists were to be accompanied by a 
clear statement of all the assumptions, qualifications, and conditions on 
which the granting of preferences could be considered, and on the basis of 
which the lists had been prepared. I should recall also that one prospec
tive donor country, a non-member of OECD but associated with the work, 
explained to the Co~ttee's first Session that it was considering a positive 
offer, and that the completion of such a list would be linked to the target 
date proposed in OECD. 
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4. This first attempt at adopting a concrete approach to the problems 
and their solutions occasioned intensive work in the capitals of all the 
countries involved. The task frequently showed itself to be difficult 
and delicate, in spite of its nature as a first approximation. However, 
real progress has been made and most of our Member countries were able to 
deliver their communications to the OECD by the target date, or within a 
few days of it. In some countries the work of preparation is still going 
on. When all the submissions have been exchanged within the OECD Ad Hoc 
Group, they will serve, as we have indicated, as the basis for detailed 
exchanges of views within the OECD, during which the various countries may, 
if they think it necessary, modify their lists and assumptions. 

5. While this work was being carried out in the capitals, we have continued 
with our common deliberations at OECD on different important aspects of the 
preference system as well in the Trade Committee as in other subordinated 
bodies. In particular, a Group of Experts on Rules of Origin has initiated 
a detailed examination of the problems with respect to rules of origin in 
the context of a generalized system of preferences . 

TD/B/ AC. 5 (II) / IIISC. 2 
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Conclusions of the Special Committee on Preferences 
in its Second Session 

1. The Committee recalled paragraph 47 of the report on its first 
session. 

2. The Committee agreed that in view of the special character of the 
subject and of the documentation available, there would be advantage in 
now establishing a Working Group to initiate consultations on the tech
nical aspects of the rules of origin. This Working Group should be con
vened by the Secretary-General of UNCTAD at an early date in consultation 
with the various groups. 

3. The Committee further agreed that there are also other aspects of 
the scheme on which detailed intensive consultations would be necessary in 
the Committee in its third session or in working groups to facilitate the 
work of the third session. It identified tentatively the following main 
areas for such co~sultations: 

product coverage and extent of the preferences 

safeguard mechanisms 

duration of the scheme 

special measures for the least advanced countries 

existing and reverse preferences 

institutional arrangements 

measures to be taken by Socialist Countries of 
Eastern Europe in light of resolution 15(II). 

4. It was generally agreed that arrangements will have to be made to deal 
with the above-mentioned aspects and in that connexion the proposals set 
forth in paragraph II of the secretariat document TD/B/AC.5/ll provided 
useful guidelines. It was further agreed that in light of the progress and 
outcome of vTOrk in the OECD, it might be necessary to have a closer look 
at the allocation of subjects by headings and subheadings to working 
groups to be set up . 

5. Due to the absence of substantive documentation, in particular from 
the prospective preference-giving countries, these areas do not lend 
themselves to the process of consultations at the present moment. In view 
of the pressure of time and of the timetable envisaged it was considered 
desirable that as much vrork E.s possible should be done to facilitate the 
proceedings of the third session when it assembles. For this purpose the 
Committee agreed to invite the Secretary-General of UNCTAD to consult in
formally with the Chairman and the Bureau of the Committee and with represen
tatives of the Member governments prior to the third session. These consulta
tions '\·Tould be aimed at facilitating decisions on procedural arrangements ., 
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in the light of paragraph 3 above, for the conduct of the detail inten
sive consultations at the third session of the Committee. They would 
also deal with substantive aspects listed above so far as the necessary 
documentation is available. 

6. It was widely recognized that it might not be possible for such con
sultations and such working groups as had been established to complete 
their work within the time schedule of the Committee's third session 
(30 June-18 J uly, 1969) and it might be necessary for them to continue 
even after t hat session. It was agreed that in such an eventuality, the 
Committee at its third ses sion would have to make appropriate arrange
ments for finalizing its report for submission to the ninth session of 
the Trade ru1d Development Board. 



-
DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE -:::J t (~ 

SM/66/55 

May 2, 1966 

To: Members of the Executive Board 

From : The Acting Secretary 

Subject: UNTAD Committee on Invisibles and Financing Related to Trade 
- Report on Resum~d First Session 

The attached report on the resumed first session of the Committee 
on . Invisibles and Financing Related to Trade, Geneva, April 13 to April 
20, 1966, is circulated for the information of the Executive Directors . 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

INTERNATIONAL MONETARY FUND 

UNTAD Committee on Invisibles and Financing 
Related to Trade: Resumed First Session 

Report by Research and Statistics Department 
and Exchange and Trade Relations Department 

Hay 2, 1966 

The Committee met in resumed session in Geneva, from April lJ to 
Ap:ril 20, 1966, for the purpose of considering the study on Supplementary 
Financial Heasures 1.vhich had been prepared by the Staff of the Inter
national Bank for Reconstruction and Development in response to Recom
mendation A-IV-18, Part A, adopted by the UNCTAD in June 1964. The Bank 
study Has distributed to the Board on :Cecember 9, 1965, and the UrJCTAD 
recow~endation is set forth at Annex A of this Report. 

The Fund was represented by 1-fessrs. Edgar Jones and Marcus J?leming . 

The essential elements in the proposal contained in the Bank study 
are that an international agency should be endowed with funds for the 
purpose of enabling it to provide residual financing to compensate short
falls in the exports of developing countries telcH reasonable expectations 
as determined by 4 or 5 year projections agreed between the country and 
the Agency, such compensation to be paid only if the country adheres to 
development programs and policies similarly agreed. 

The proposal was vlell received. . Developing countries generally 
supported it, subject to reservations regarding many of the aspects of 
the scheme, and in particular regarding the degree of conditionality . 
Industrial countries were more divided, some being strongly in support , 
others more inclined to reserve their positions pending further study of 
the scheme. 

The Committee concluded by passing the resolution contained at Annex B 
to this Report. This resolution, noting (a) the lack in the existing 
interr.o.ational finar1cial machinery of a mechanism to deal with problems 
arising from such adverse mo-rements in exports proceeds as cannot be 
d8alt with by short-term balance of payments support, (b) the desirability 
of introducing appropriate measures, and (c) the considerable support 
given in the Commit t ee to the Bar>.k study, decided to set up a small group 
of expert govern...ment representat~"les of lJ to 15 members to study and 
report on the Bank staff scheme.±! Staff representatives of the Bank and 

V Thirteen countries were nominated to provide representatives for the 
intergovernmental group: France, Germany, Japan, Sweden, United Kingdom, 
United States, Argentina, Brazil, Ceylon, Canada, India, United Arab 
Republic , Yugoslavia. THo additional places 111ere left open for countries 
from Eastern Europe, should they wish to join . 
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the Fund were invited to assist in the work of the Group, which is to 
report for consideration by the Corrmittee at its sAcond session in 
November 1966. 

It is clear from a perusal of the Bank staff scheme and from the 
terms of reference of the intergovernmental group (set forth at Annex C) 
that the proposals for Supplementary Financing now under discussion may 
have profound implications not only for the Fund's compensatory financing 
facility but for the general financial operations and other activities 
of the Fund. It is intended to issue a staff paper to the Board exploring 
some of the issues involved. 

As part of the background to the C~mmitte~'s discussion of 
Supplementary Financing, Hr. Harcus Fleming, on b~half of the .F'und staff , 
made the statement set forth at Annex D to this Report about the Fund 1 s 
Compensatory Financing Facility. · 
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ANNEX "A" 

United Nations Conference on Trade and Development 
Final Act and Report 

Annex A. IV .18 

Supplementary Financial Measures 

A 

The Conference, 

Recognizing the.t adverse movements in the export proceeds of developing 
countries can be disruptive of development, and noting tha.t the International 
Ivi:m~tary Fund ( U.1F) can make available balance -of -payments support to help 
meet the short-term effects of shortfalls in export proceeds, 

Recommends that the International Bank for Reconstruction and Develop 
ment be invitecl. to study the feasibility of a scheme vrith the objective set 
forth in section I belm1 and based on the principles set forth in section II 
belovr, and, if appropriate, to 1mrk out such a scheme . 

I. Ob,iective 

l. The new scheme should aim to deal uith problems arlslng from adverse 
movements in export proceeds i-rhich prove to be of a nature or duratlon Hhich 
cannot adequately be dealt viith by short-term balance - of-payments support . 
I ts purpose should be to provide longer term assistance to developing coun
tries, which would help them to avoid disruption of their development 
programmes . 

II. Principles 

2. The scheme should be provided with resources by contributions from 
participating countries, shared bet1-1een them on an equitable basis . 

3. Developing countries only should be eligible for assistance from 
the Gcheme; such assistance should be on concessional and flexible terms . 

4. The scheme should normally be applicable after a developinc; country 
had had recourGe to the International Monetary Fund, under its compensatory 
financing facility, and it had been possible to mal~e a full assessment of 
the nature, duration and implicat ions of any adverse movement in the export 
proceeds of the developing country concerned. 

5. An adverse movement for the purposes of the scheme should be regarded 
as a shortfall from reasonable expectations (see Note 1 below) of the level 
of export proceeds (including, in appropriate cases , invisible exports) . 
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6. A prima facie case for assistance from the scheme should be 
established by reference to shortfalls from reasonable expectations and 
to their nature and duration (see Note 2). 

7 . One a ~rima facie case has been established there should be an 
examination, under the International Development Association, of all relevant 
economic circumstances (see Note 3) in order to assess hOi.J far assistance 
from the scheme would be required and justified in order to help avoid 
disruption of development programmes . Subject to these points, assistance 
could cover a substantial proportion of a shortfall from reasonable expec 
tations . 

8. Resources for the scheme, 1-rhich Hould be administered under the 
International Development Association, should be in the form of additional 
commitments, prescribed in a.dvance, for contributions to the Association; 
all the major Part I member countries of the Association should contribute . 

NOTES 

Note 1. To the extent that these could. be prescribed in advance they 
could be taken account of by developing countries for planning purposes . 

Note 2. The follmrinc; are offered as illustrative circumstances vrhich 
night constitute a prima facie case for assistance f r om the scheme to 
a developing country: 

(i) If, f'ollOiving an ll'-'lF drawing in one year under its special 
compensatory financing facility, exports fall significantly belmv 
reasonable expeclations in the second or third year . 

( ii) If, Hhen the U1F drmvings were due to be repaid, eA.-ports 
had not recovered sufficiently for this to be possible vrithout dis 
ruption of development . 

(iii) If there vrere a significant shortfall in exports 'i·Thich the 
IHF adjudged at the outset to be other than of a short - term nature 
and the I~W had decide~ that it would be inappropriate for it to 
provide temporary balance-of-payments support. 

Note 3. Among other matters, the:::e uoulcl include adverse effects 
from significant rises in import prices. 

B 

The Conference also reeommends that the continuing machinery rccom
mendecl by this Conference be in'li ted to stuo.y and organize further dis 
cussion of the follmring concepts and proposals for financing put fonrard 
oy the delegations of the developing countries at the Conference : 
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1 . That a fund be set up, financed by contributions from developing 
countries, as required, and administered by an appropriate agency of the 
United Nations; 

2 . That only developing countries should be eligible to draw from 
the Fund; 

3. That disbursements should be in the form of non-reimbursable trans 
fers and/or contingent loans on concessional terms; 

~-. That the criteria used in deciding upon claims should be as objec 
tive as possible and shoulcl include the follmdng : 

(a) 'I'he effect of shortfalls in e).rport earnings and the 
adve1·se movements in the terms of trade; 

(b) The effect on the country's development proe;rru1une j 

5. That to complement this longer term approach, facilities be provided 
for interim financing, Hhen 1-rarranted, to assist the developing countries 
concerned while the longer tern1 problem is being assessed . 
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TRADE AND DEVE LOHlE:NT BOARD 
Conmittee on I nvi sibl es and Financing 

related to Trade 
Resumed f irst session 
Geneva, 1] - 20 April 1966 

SUPPIEI1EHTARY FINANCIAL l:.lEASURES 

ANNEX"B" 

Brazil~ Ecuador , India, S-vreden, United Arab Republic, United Kin~dom 
of Great Britain and Northern Ireland, Up;anda, Yugoslavia: 

,i oint draft resolution 

The Committee on Inv isibles and Financin~ Related to 'frade: 

TAKTNG NOTE of Recommenclation A. rJ . 18 of the f irst l!l'JCTAD and having 
r egard to the discussions o:: the Counni ttee durinr; its resumed first session, 

EXPRESSING its considerable appreciation for the study prepared by the 
staff of the IBRD, in response to the invitation of the first l!l'JCTAD under 
Part A of that Recommendation, 

NG'i:'IlTG that the existinc; international financial machinery does not 
include a mec:hanism designed to d.eal 11i th problems aris ing from adverse 
movements in export proc:eecls Hhj_ch pr ove to be of such a nature or durat i on 
that they cannot adequc:.tely be dealt 1.ri th by short- term balance of payments 
support , and to provide lonGer tern assistance to developing countries ivhich 
vmulcl help them to avoid disruption of their development programmes and that , 
accordingly, appropriate mea;:;ures should be i ntr oduced . 

Hi thout pre .judice to current and future uorl~ tmrar ds agreement on 
individual ccmmodities i n international t r ade and o"'cher practical measur es 
to ac:hieve a s"'cabilization of coumodity markets , inclucling the process of 
orcanization of markets, e:{presees the hope that the relationship of any 
measures taken under the re commendation in question l·ri th this other vrork 
-vrill be studied in the Committee on Commodities and in other competent organs 
of the UHCTAD; 

NOTIIJG the considerable measure of support in the Committee for the 
concept of supplementary financial measures elaborated in the IBRD staff 
study; 

AGREES that the scheme of supplementary financial measures set out in 
the study prepared by the staff of the Interne.t ional Bonk for Reconstruction 
and Development in ac<~-Jrd.ance Hith that R<::ccmmen<'lat ion should be further 
studied and elaboratecl i n the light of the discussions of this Committee, 
as a means of deali ne; 1ri th this question, ancl. therefore 
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DECIDES for this purpose, subject to the approval of the Board, to 
establish under Rule 63 of the Rules of Procedure of the Committee a small 
group of representatives of governments, Hith the requisite expertise, 
consisting of 13 to 15 members, to study and report on this matter to the 
second session of the Committee, with the terms of reference set out in 
the annex to this resolution; 

INVITES representatives of the staff of the IBRD and the IMF as i.rell as 
representatives of such other bodies as the Group may consider appropriate 
to assist in the work of the intergovernmental group and in particular to 
prepare such factual material as may be required to enable the group to 
accomplish its task. 



- 8 - ANNEX "C" 

TERMS OF REFZREl'JCE FOR INTERGOVEPJITI•iEIIiTAL GROUP 

1. The Group should examine the study presented to the Secretary- General 
by the staff of the IBRD, in the liGht of the discussion of it in the 
Cor:1nittee . The Group should submit a report on the study (with such modi 
fications to the S heme as it may consider appropriate) as a means of 
achievinG the objective set out in Pert A of ReccUJ.L"lendation A. IV .18 of the 
First Conference. Having regard to the timetable for the next Conference, 
the Group shot1.ld encleavour to submit the report in good time for considera
tion by the Comm.i ttee at its second session, in Nove1:1ber 1966 . 

2. The Group should pay special attention to the follmving points: 

(i) Questions affecting the scope of the Scheme, including the 
treatment of o"rerages and the regard to be p3id to import prices . 

(ii) The form, terms and con0.itions for the provision of financial 
assistance to countries participatinG in the Scheme . 

(iii) Hee.sures for establishing a relationship betHeen the resources 
avc·dlable a:n6 .. the resources required; in this connexion the Group 
should examine the implications :Lor the 3cheme of the hypothesis 
that resources on the scale suggested in the IBRD staff study 
( taldng account of any modifications uhich the Group ma.y suggest ) 
1rould be available. 

( iv) 'fhe need to establish a boundary betHeen problems of an economic 
nature and. those uhich fall within the political sphere in the 
administration of any Scheme . 

(v) Questions relating to the methodoloe;y to be applied in the 
formulation of the projections and the technical assessment of 
the policies on vhich the develop.11ent plans of individual coun
triP.s are basecl.., the circumstances 1¥h:i.ch may give rise to a 
claim on the Scheme, and the consicl..erations uhich the Agency 
should take into accou..'1t in dealing ui th such a claim. 

(vi) The appropriate period of tilne for 11hich the relevant projections 
of exports should be established ancl the concomitant obligations 
of the Ac,ency and the de~reloping country concerned respectively 
should be assurr:ed . 

(vii) The relationship bet1-reen supplementary financial measures and 
other types of econ0mic assistance, both multilateral and 
bilateral, vrith particular regard to the need to ensure com
patibility bctHeen them as regards the terms , conditions and 
criteria on 1Thich they are to be provided . 
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( 'riii) The comparative ef:fects on economic development of the scheme 
proposed_ and of other pcssible methods "'1-ihich might be employed 
for the same purpose but 't7i th due regard to the primary task 
laid dmm in the f i fth and sixth paragraphs of the resolutions 
to 1.rhich these terms of reference are annexed . 

(ix) The status, membership and functions of the Agency and its 
relations with other international bodies , havine; regard to 
paragraphs7 and 8 of Part A of Recommendation A. IV.18. 

3. The Group may also put forward suggest i ons, for fur ther cons i deration 
by governments , of \rays in lvhich the Scheme mi sht be financed . 
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Ar.1NEX "D" 

Statement by r'h" . IJJ.arcus Fleming on Compensatory Financ i ng 

It may be of some interest to the Conm1ittee, as a background to their 
study of Supplementary Financing, to have a statement from the Fund repre
sentative on the present status of the Fund's compensatory financing arrange 
ments . 

The provlslon of financial assistance to tide over temporary balance of 
payments difficulties arising from export shortfalls has ah.rays been regarded 
as a lee;itimate use of Fund resources , and where shortfalls are attributable 
to outside causes and the balance of payments poli cies of the country con
cerned are otherwise satisfactory no corrective action need be undertaken as 
a condition of such use . 

In February 1963, the Fund, vrhile continuing to affirm the right of its 
memoers to drai·7 for compensatory financing purposes under its ordinary terms 
and conditions, created a nevr facility under which countries could draw on 
special terms for this particular purpose . You are probably familiar Hith 
the main outlines of the Fund's compensatory financing scheme so I can be 
brief in enumerating its main features . 

1. It is open to all member countries, but designed in particular for 
primary producing countries. 

2 . It is designed to compensate for temporary shor tfalls in export 
receipts, not in export prices or in the terms of trade, or even in the 
importine; pouer of exports . 

3. By temporary shortfalls are meant deviations from a medium- term 
trend in export receipts . 

4. Compensation is paid in the form of a dravring subject to the normal 
conditions of repayment for FLmd drawings, including an outside li1nit of 
3 to 5 years . 

5· Compensation is paid. to the full extent of the shortfall, subject 
to the proviso that the total of compensatory dra1-1ings outstanding should 
not normally exceed 25 per cent of quota . 

6 . Ivlembers dra1Jing under the facility do not have to comply ivith all 
the conditions that would be appropriate in the case of a non- compensatory 
draving . However, they do have to satisfy the Fund that they are encounter ing 
payments difficulties , that the shortfall is of a short - ·t:.erm character and is 
largely attributable to circumstances beyond the member's control, and 
that the member Hill cooperate >·rith the Fund in an effort to find solutions 
for its payments U.ifficulties . 
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In order to ensure that the compensatory facilities are both effective 
and additional to ordinary facilities , the Fund has affirmed its readiness 
not only to >·rai ve the li.mi t of 200 per cent of quota on Fund holdings of 
a member's currency <·There this is necessary to permit compensatory drmrings 
to be made , but also to l·rai ve that limit for ordinary dravrine;s to the extent 
that ccmpensatory drawings are outstanding . 

The use that has been made of the Fund's facility during the first 
three years of opere.tion has been considerably less than Has anticipated 
when it was set up . Owing mainly to an une;~ected upturn in prices of foods 
and minerals, export earnings from 1963 to 1965 1vere relatively favorable 
for many primary exporting countries . In the aggresate, developing countries 
uere even able to set aside part of their earnings during this period touards 
raising the level of their external reserves . In the event, only three 
countries, Brazil, EBYPt and the Sudan, have thus far found it necessary to 
dravr upon the facility . Though a fevT mor e members >vould have had a prima 
facie case for using it, shortfalls I·Tere in nearly all cases very small and 
difficulties adequately met Hithout recourse to the Fund for either ordinar y 
or compensatory financine; dravrings . Those that did usc the facili ty >·Tere 
members highly dependent in their export trade on particular commodities 
Hhich suffered f r om severe crop failures, or for which the course of pri:~es 
was not typical--precisel~' the sort of situation uhich the facility 'fTas 
intended to meet . 

It vrould be prudent to assume that these circumstances have novr changed . 
n1e decline in many commodity pr ices through 1964 and most of 1965 brought 
the general level for agricultural exports a substantial part of the vray 
back to those pr eceding the bocm, making it likely that applications to use 
the facility <vill be more frequent in future --though as a matter of fact 
primary exports seem to have turned up again in the last part of 1965 and 
in 1966 . 

Though the Fund's Compensatory Facility has been, as yet, so little 
tested, suggestions for its improvement have not been lacking . Some of 
these have been incorporated in UNCTAD Recommendation A. TV . 17, lvi th ·vhich 
you are already f&ailiar; others have been put fonrard by Governors at 
the Fund's Annual Meeting in 1965 . 

Of the principal suggestions ma.c.e , t1vo have concerne"l the manner in 11:1ich 
shortfalls are computeC., namely, that in determininc; the export norm from 
vThich shortfalls are reckoned more Height should be given to earlier years, 
and that account should be tru~en not only of export proceeds but of changes 
in the terms of trade . ~vo suggestions have concerned the amount and 
character of the ~ornpensation prov ided, namely, that it should be limited 
to 50 per cent rather than 25 per cent of quota, an.:~. that the conipensatory 
facility should be so separated from other draHing facilities that its use 
would not affect policy conditions applied to subsequent non- compensatory 
dra>rinss . Finally, it has been suggested that uays be explored to secure 
refinanc ing of compensatory financing obligations in the event of persistent 
shortfalls . 
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All the proposals I have mentioned, and others that have arisen >Jithin 
the Ftmd itself, are nov under active consideration by the Fund Board, on 
the basis of a staff analysis . It is not possible for me to anticipate 
here ivhat may be the outcome of these deliberations. There are, however, 
one or t\.10 things -vrhich can perhaps be said at this point. 

In the first place, the resources of the Fund are intended to provide 
temporary assistance to meet balance of payments deficits vrhich are expected, 
irith the aid of suitable policies, to last for only a short time, and indeed 
to be succeeded 1\'ithin a fevr years time by surpluses out of which the assis 
tance can be repaid . In other words, the Fund is essentially a provider of 
short - to .medium- term balance of payments financing . 

In accordance with this general principle governing all Fund drawings , 
the compensatory facility is specifically designed to meet export shortfalls 
of a short - term character. Now, the way in 1-rhich -vre identify shortfalls of 
a short- term character is by measuring the shortfall relative to a medium
term norm, L·y vhich we mean an average of 5 years' exports centered on the 
shortfall year . In principle, therefore, we give the same vreight to each of 
the two post-shortfall years as the shortfall year itself, and each of the 
t-vro pre - shortfall years. In practice, 1ve necessarily give more weight to 
pre-shortfall than to post-shortfall years for the simple reason that He 
lmmv what the exports ivere in the shortfall and pre-shortfall years but can 
only forecast or guess at what they vrill be in post-shortfall years . If 
we 'tlere to gi ve still more weight than we do to pre-shortfall years, ive 
t.TOuld find ourselves compensating export declines rather than shortfalls 
from trend . We could no longer say that the short - term character of the 
shortfall vras ensured-- insofar as such thine;s can be ensured--by the method 
in vhich the shortfall itself Has measured . He should., therefore, be 
obliged, :l,.n addition to estimating the shortfall, to make a separate deter
mination as to its probable duration . In this way, the relative i·Teight 
gi ven to prospective as compared 1;-rith past eA.1_JOrts, though diminished in the 
definition of the norm, vTould return ae;ain in another form . In any event , 
it 1vould seem illogical to give too much of a bac}:vmrd - looking reference to 
a scheme that is intended to foster continuit;y and planning of economic 
development . 

In the actual estimation of the export norm He rely partly on an auto
matic statistical form1..1.la, and partly on a so- called. qualitative estimate . 
The statistical formula is based on the shortfall year and two previous years 
alone, vre ighted. in the manner that in the past has given the best prediction 
of the norm as defined; the qualitative estimate includes actual data for 
these years, but in addition explicit forecasts for the two post - shortfall 
years . I ·<., has been our experience that the qualitative procedure provides 
a slightly more accurate estimate of the norm than does the automatic 
formula, and we shall probably be laying some-Hhat more weight on it in 
future . 
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lf:hile I am on the question of defining what is to be compensated, I 
misht say something about the question of taking account explicitly of 
changes in the terms of trade. We have always taken the viev in Fund 
papers on compensatory financing that it is better to compensate fluctua
tions in export proceeds, thus giving equal weight to prices and to volumes, 
than to pick out price fluctuations for special compensation . On the other 
hand, vre have admitted that ideally there is a good economic case for com
pensating not the money value but the real value or importing power of 
exports. However, there are a number of severe practical problems arising 
out of the rather poor quality and late availability of import price indices 
in many of the less developed countries , ~orhich would, at the very least, 
occasion considerable delays and uncertainties in the assessment of norms 
and shortfalls. One should also bear in mind that substantial fluctuations 
in import prices occur only in a minority of cases and that these can be 
taken care of by the Fund's ordinary drawing facilities. 

I turn novr to the three matters concerning compensatory financing that 
the UNCTAD recommended for study to members. One ~oras that compensatory 
credits be placed outside the structure of Fund tranches, so that compen
satory drawings should not prejudice a member's ability to make ordinary 
dra~orings . Of course, compensatory drawings are already outside the struc
ture of Fund tranches in the sense that ordinary tranche poli~ies do not 
apply to them, while the member's ability to malce an ordinary dra\ving is 
already protected from impairment by the Fund's expressed willingness to 
waive the limit on total dra~orings to the extent of any compensatory dravrings . 
Admittedly, however, the increase in Fund holdings of a member's currency 
resulting from a compensatory dra\-ring may cause the member 's ne.>.."t ordinary 
drawing to take place in a higher credit tranche, where it is subject to a 
closer scrutiny of the member 's corrective policies than if the compensatory 
drawing had never taken place. It is this feature of the present scheme 
that the U'NCTAD resolution sought to remove. 

The U'NCTAD Resolution suggests an expansion of drawing rights under the 
facility from 25 per cent to 50 per cent of a member country's quota . There 
are several divergent considerations which have to be taken into account 
in stuuying an extens ion of this nature. Above all, it should be borne in 
mind that whatever limit may be set to the compensatory facility as such 
does not necessarily limit the total amount of assistance on which countries 
may dravT as the re sult of payments diff iculties attributable to export 
changes, since drawings Lmder the facility can be supplemented by drawings 
under ordinary facilities in shortfall circumstances . Calculations indicate 
tl1at, had the scheme been in operation over the period 1951 to 1964, an 
extension of the limit from 25 per cent to 50 per cent would have signifi
cantly improved its efficacy . Against this vTOuld have had to be set the 
cost of extension, that is, the effect on the Fund's mm liquidity, as ~orell 

as the consi deration that it Houl d involve a not inconsiderable addition to 
liquidity provided liberally, and might reduce rec ourse to facilities of a 
more conditional character. 
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As regards the third of the UNCTAD recommendations, relating to the 
possible refinancing of compensatory financing obligations in the event of 
a persistent shortfall in export receipts, it is perhaps not always 
realized that this is possible to quite a considerable extent under the 
existing system. If a country has to repay a past compensatory draHing 
at a time vlhen e:x-port shortfalls, as defined by the Fund, continue to 
exist, the repayment will restore :pro tanto the compensatory facility and 
make it possible even for a country that ·t-ras previously at its limit to 
make a ne>v compensatory drawing, lvhich will have the effect of a refinancing. 

I suspect, hov7ever, that vrhat the authors of the resolution had in 
mind was not the persistence of shortfalls on the Fund definition but the 
persistence of exports at the lovr level to which they had fallen at the time 
of the original shortfall. This case w·ould not be covered by the compen
satory facility as such. In this connection, I am bound to repeat what I 
said a feiV minutes ago, that the Fund is a provider of short- to medium
term balance of payments financing, so that any system of repurchase it may 
adopt must conform to this principle . 

It uas suggested in UNCTAD Resolution A.IV . l8, as a way of resolving 
this dilemma, that if dravlinc;s on the Fund's compensatory facility should 
fall due for repayment at a time ivhen exports had not recovered sufficiently, 
this might be an occasion for using the proposed supplementary financing 
facility. 

As I made clear from the start, the various matters I haYe been dis
cussing Hith respect to the reform of the Fund 's compensatory financing 
facility are at present under discussion . 

I hope, however, that in the not too distant future the Fund may be in 
a position to record further progress on this important matter. 
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The Problem of D~~ble Crmpensation 

At the meeting of t"he F:{ecutive Board at which the application of 
Colombia for a compensa<:ot"y fj_:1ancing drawing \vas considered (Executive 
Board Minutes 67/19,, the staff undertook to present a paper to the 
Board setting forth some of the probleres of double compensation that 
arise in the operation of the compensatory financing facility. 

As was explained in the Second Report on Compensa~ory Financing 
of Export Fluctuations (p. 15), these problems arise primarily when one 
or several "ordinary" dra~.;rings are made and/or a stand-by arrangement 
is approved after the beginning of the shortfall period for which a 
drawing under paragraph (5) of the Compensatory Financing Decision 
(i . e . , a drat·7ing under the compensatory facility) is requested, and 
before the time of the request for the paragraph (5) drawing. 

As t-ms indicat.ed in the brief treatment of th-:! problem given in 
the Second Report, t\vO possible approaches to the problem suggest them
selves, which might be termed the ex ante and the ex post approaches, 
respectively. 

The Ex Ante Approach 

The ex ante approach >muld be for the Fund, at the time of an ou t
right drawing or stand-by arrangement, to specify the manner in which 
the coopensatory element in such outright drawing or in any drat.;rings 
under such stand-by a~rangcmcnt would be taken into account, for the 
purposes of allowing for double compensation , in the event of any para
graph (5) drawing occurring within the relevant period . In the Second 
Report on Compensatory Financing it was suggested that such a statement 
would indicate the amount of the drawing or stand-by in question that 
would be regarded as granted with respect to an export shortfall, and 
the period of t~1at shortfall. If this were done, the amount of double 
compensation involved would still have to be cal culated by some such 
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prorating procedure as is discussed below in connection with the ex post 
approach. For exa'11ple, if it were stated at the time of a stand-by 
arranged en 1st September 1967 that up to $10 millions of drawings under 
this stand-by would be deemed to be in compensaticn of a (largely anti
cipated) shortfall over the period from end-June 1967 to end-June· 1968, 
then if a paragraph (5) drawing were requested with respect to a shortfall 
year ending March 1968, and $10 millicn had already been drawn under the 
stand-by, an amount of $7.5 million, corresponding to the compensatory 
element in the stand-by for the period from end-June 1967 to end-March 1968 
would be deducted from the estimated shortfall, and only the remainder 
would be compensated in the paragraph (5) drawing. 

On the single occasion in which the ex ante approach to the avoidance 
of double compensation has thus far been p~rsued, however, viz., the 
Guatemalan stand-by arrangement of 31st March 1967, the procedure adopted 
did not correspond to that described above in all respects, notably as 
regards the imputation of the compensatory element in the ordinary drawing 
o~ stand-by to a specified period. In the staff analysis of the request 
for tbis arrangenent (EBS/67/65), the following passage appeared: "As 
indicated above, the requested stand-by arrangem~nt is to a considerable 
extent mo~ivated by th~ ex?ected sharp decline in export receipts. 
Accordingly, for the purpose of avoiding double compen3ation, it is under
stood that in the event of any req~est for a drawing under the Fund's com
pensatory financing facility (paragraph (5) of Executive Board Decision 
No. 1477-(63/8) as amended) with respect to a shortfall in a period ending 
within the stand-by period, any drawings under the present stand-by prior 
to that reqaest, up to bu·;: not exceeding an a'!lount of $7 million, t-lill be 
deem~d to have been m9.de in compensation for that si1or~fall. In the event 
of any request for a compensato~y drawing with respect to a period ending 
after the stand-by period~ the normal procedure for estimating double com
pensation Hill apply." In th·i..s case, it will be seen, no attempt was made 
to determine in advance the period of the sho=tfall with respect to which 
the compensatory element in the stand-by is deemed to have arisen. This 
has the advantage, as compared with the technique outlined in the Second 
Report on Corr..pensatory Financing, of obviatiug the need for proratin::; the 
compensatory element imputed to the "ordinary" drawing in the manner 
described on P?• 1-2 above. 

t~atever precise method is adopted for determining the compensatory 
amount to be attributed to the stand-by or an outright drawing, the country 
will retain the drawing or right to draw even if the compensatory amount 
turns out to exceed the eventual shortfall, while in the opposite cas: the 
country can always S'..lpplement the "ordinary" drawing or stand-by with a 
paragraph (5) drawin2. It therefore seems necessary to en~ure that the 
amount of the "ordinary" drawing or stand-by deemed to be compensatory 
should always be estimated very much on the conservative side. This would 
presumably have implications for the total amount of the stand-by granted. 
It might even be provided in certain circumstances that none of the 
drawings under a particular stand-by (or no part of a perticular outright 
drawing) should be regarded as compensatory. 
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In addition to these cases in which a zero compensatory component is 
specified under the ex _ante approach, there will be cases in which drawings 
are clearly granted for a n·:m-compensatory purpose, e.g., drawings granted 
to mitigate the effects on reserves of making gold subscriptions at the 
time of quota increases. In these cases also, no problem of double com
pensation will be deemed to exist in the event of a later paragraph (5) 
drawing. 

A difficulty that arises in applying double compensation procedures 
to stand-by drawings, whether under the ex ante approach described above 
or under the ex post approach described below, is that any allowance for 
double compensation can apply only to such drawings as have been already 
made available to the country before the request for a paragraph (5) 
drawing. It would be inequitable as between countries entering into stand
by arrangenents and other members to take account of drawing facilities 
under stand-by that had not yet been fully utilized by the country and 
(the conditions of the stand-by not being fulfilled) might subsequently 
be unavailable. 

The ex ante approach to th2 avoidance of double compensation is at 
present in an experimental stage, and it , .. TOuld be premature to specify now 
the form it should take in future cases. It is of the essence of this 
approach that Fund and member should r2ach a common ur.derstanding in 
advance as to th~ manner in which double conpensation would be calculated 
in connection with any futu-..·e pa :;:·agraph (5) drawing; there is room for some 
variation from case to case as to the pr~ci 8 e understanding arrived at. 

The Ex Post Approach 

A. Procedures initiallv applied 

The ex post approach to dealing with the double compensation problem 
is that which is applied to the calculation of the ccmpensable shortfall 
at the time of a paragraph (5) drawing when, as is usually the case, no 
provision for dealing ~.;ith the compensable elements in previous "ordinary" 
drawings has been specified at the time of these drawings or at the time 
of the stand-by under which the drawings took place, and the dravrings or 
the stand-by arrangement have not been granted explicitly for a non
compensatory purpose. Here, as tJas indicated in page 15 of the Second 
Report on Compensatory Fir..ancing. it is obviously necessary to have "rules" 
or procedures which are the same for all countries though they may be 
altered from time to time in the light of experience. 

Such procedures have already been applied to the calculation of com
pensable shortfalls in the cases of Ghana (EBS/66/279), Ceylon (EBS/67/50), 
and Colombia (EBS/67/56). In the first two of these cases the procedure 
adopted, r~/ghly corresponding to that sketched out at pp. 11 and 12 of 
SM/65/101~~ was as follows: 

- lF-- " The Fund's Compensaro:ry Financing Fad 1 i ty Reconsidered," SM/65/101, 
December 10, 1965. 
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For each "ordinary" (i.e., non-paragraph (5)) drawing that has taken 
place in the course of the t\\1elve-month period t·!ith respect to which the 
paragraph (5) drawing is requested, a calculation is made, normally by 
means of the general ststistical fot~ula, to see whether any export short
fall had occurred during the preceding twelve months, and any shortfall 
that may have occurred is prorated to arrive at an runount to be attributed 
to the period with respect to which the paragraph (5) request is Eade. 
For example, in the case of Ghana, the twelve-month period with respect to 
which the paragraph (5) drawing was requested was that from September 1965 
to August 1966, inclusive. The stand-by drawing of June 7, 1966, was 
associated with the shortfall calculated over the twelve months ending in 
May 1966. This shortfall (of $25.7 million) was then prorated to arrive 
at the portion (viz., $19.3 million) attributable to the period from 
September 1965 to May 1966 inclusive. 

As regards the first "ordinary" dra\ving occurring in the twelve-month 
period with respect to which the paragraph (5) drawing is requested, the 
procedure is to regv.rd h;:df of the prorated shortfall or the amount of 
the "ordinary" drawing, whichever is the less, as the amount deemed to be 
already compensated by the :rordinary" drawing in question and, therefore, 
to be deductible from the shortfall for the twelve-month period for which 
the paragraph (5) drawin8 is rec:_uested. Thus, in the case of the Ghanaian 
request, $9.65 miliion or half of the prorated shortfall of $19.3 million 
was re7arded as "already compensated" by the stand--by drawing of June 7, 
1966.1. 

In the eve!lt of a second "ordinary" drawi!lg occurring within the 
twelve months with respect to which tne paragraph (5) drawing is requested, 
the same procedure is gone through except that the amount assumed to be 
"already compensated" by the first "ordinary" drawing is deducted from the 
prorated shortfall associated with the second drawing before the latter is 
halved to arrive at the amount deemed to be compensated by the second 
"ordinary" drawing. Thus, in the Ghana case, the amonnt of $9.65 million 
compensated by the drawj_ng of June 7 was subtracted from the prorated 
shortfall of $15.12 million associated with the drawing of August 12, and 
the difference halved to arrive at qn amount of $2.74 million deemed to be 
compensated by the latter drawing.~/ An analogous procedure is followed 
for subsequent "ordinary" drawings. 

B. Procedures introduced for Colombian drawin~ 

On the occasion of the Colombian drawing under paragraph (5), 
(EBS/67/56), two changes were introduced into the procedure for estimating 
double compensation to meet some of the defects that were believed to 
exist in the procedure just described. 

1/ Ghana--Use of the Fund's Resources," EBS/66/279, p. 5, Table 2. 
!:_/ Op. cit. 
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(1) Since a basic assumption of that procedure is that each "ordinary" 
drawing is potentially compensatory for 50 per cent of any shortfall 
arising over the preceding 12 months, it seems more logical to take 50 per 
cent of that shortfall or the amount of the drawing, whichever is the less, 
and prorate that amount over LWelve months to discover how much should be 
imputed to the period with respect to which the paragraph (5) drawing is 
requested, than to prorate the shor tfall only and consider half of the 
portion f a lling in the paragraph (5) period or the 'whole amount of the 
drawing, whichever is the less, as compensatory within the paragraph (5) 
period. Such a change 'Jould also bring the procedure into better accord 
with the way in which it was set forth on pages 11 and 12 of SM/65/101. 

(2) The practice of calculating shortfalls associated with "ordinary" 
drawings by the statistical formula alone (see p. 4 above) was adopted 
because of difficulties associated with retrospective forecasting. 
Assuming that no estimate of the shortfall over the preceding twelve months 
had been made at the time of such a drawing by the method involving export 
forecasts for the two years following the drawing, it would be necessary, 
if the f orecast me thod \vere to be followed, to attempt at the time of the 
request for the paragr aph (5) drawing to estimate what the export forecast 
would have been at t he time of the "ordinary" drawing. Such an attempt 
was considered inadvis~ble. 

However, the practice of using the statistical formula to estimate 
the shortfalls to be associated with the "ordinary" drawings (i.e., the 
shortfalls for the twelve-month period preceding these drawings) was found 
to lead to anomalous results "Jhcn taken in conjunction with the estimation 
of shortfall by the forecast method for the paragraph (5) drawing itself . 
Thus, in the Ghana case, the shortfall associated with the dra~ring of 
August 12 was estimated for the twelve- month period ending in July 1966 at 
$16.5 mill i on, while the shortfall associated with the paragraph (5) 
request was estimated for the twelve-month period ending in August 1966 
at $39.0 million. This was a very large difference in shortfall, con
sidering that the shortfall periods had an eleven month overlap . 

Where the "ordinary" drawing has been made shortly after the end of 
the twelve-month period with r espect to which the paragraph (5) drawing is 
requested, it is possible that the shortfall periods associated with the 
two drawings might coincide. In this case it is possible to use the same 
estimate of shortfall for the two purposes and it would be absurd to use 
differen·t estimates. It is for this reason that in the case of the stand
by· drawing of December 29 preceding Ceylon's request for a paragraph (5) 
drawing, the estimate of shortfall associated with that drawing was the 
same as that used for the paragraph (5) drawing, both being made for the 
twelve-month period ending November 1966, as determined by the export 
forecast method. 

Where, however, as is generally the case, the shortfall period asso
ciated with the "ordinary" drawing ends at an earlier date than that asso
ciated with the paragraph (5) request, the solution adopted cannot be so 
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simple. A generally applicable m~thod for calculating the shortfall asso
ciated with the "ordinary" drawing was suggested, and applied, in the 
Colombian case. The suggestion \vt:~. s t hat the t\vo-year period following the 
"ordinary" drawing should be divided into two sub-periods: 

(a) as regards the sub-period which elapsed bet~Jeen the "ordinary" 
drawing and the end of the tY.·elve-rr:on t h period with respect to which the 
paragraph (5) drawing was requested (period 1), exports would be assumed 
to take place at the annual rate implied in the statistical formula esti
mate for the two years follmving the "ordinary" drawing; .. !/ and 

(b) as regards the remainder of the two years following the "ordinary" 
drawing (sub-period 2), exports would be assumed to take place at the same 
annual rate as was estimated for the two post-shortfall years in connection 
with the paragraph (5) request. 

In other word~, in computing the shortfall associated with the 
"ordinary" drawing, the implied projection of exports at the time of the 
"ordinary" drawing and the export estimate for the two post-shortfall years 
at the time of the paragraph (5) request would be combined in a weighted 
average using weights proportional to th~ lengths of the respective sub
periods (1) und (2). 

For example, in the case of Colombia's paragraph (5) request, the 
period elapsing between the end of the shortfall year associated with the 
stand-by drat·ling of September 20, 1966, and the end of the shortfall year 
with respect to which the paragraph (5) request was made was five months 
(sub-period 1), which constituted 20.8 per cent of the two-year period. 
The remainder of the two-year period (sub-period 2) therefore constituted 
19 months or 79.2 per cent of the two-year period. The forecast rate of 
exports implied in the statistical formula for the two years following the 
stand-by drawing was $523.3 million per annum and the rate actually fore
cas t in connecti::m with tbe paragraph (5) request was $496.1 million per 
annum. The average of these two figures using the respective weights given 
above was $501.8 million and this rate of exports was imputed to the whole 
of the two years following the stand-by drawing.~/ 

This formula has the consequence that the more closely the shortfall 
year associated with the "ordinary" drawing coincides with the shortfall 
year associa~ed with the paragraph (5) drawing, the more closely the trend 
value used for measuring the "ordinary!' drawing shortfall is likely to 
approximate to the norm for measuring the paragraph (5) drawing shortfall. 

ll The statistical formula measures the export norm for year t as a 
weighted average of exports for years t-2, t-1, and t. However, it purports 
to estimate an unwcighted average of exports for years t-2~ t-1, t, t+l, and 
t+2. Therefore it implies a forecast of exports for years t+l and t+2. 
~/ "Colombia--Use of the Fund's Resources," EBS/67/56, page 4, Table 2. 
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C. Some outstanding problems 

Not all of the difficulties involved in the present method of applying 
the ex post procedure for dealing with double compensation have been 
resolved by the changes introduced at the time of the Colombian request. 

(1) Where an "ordinary" dra~:11ing takes place more than a month after 
the end of the twelve-month period with respect to which a paragraph (5) 
drawing is requested, but before the request is dealt with by the Executive 
Board, it is impossible to determine the shortfall associated with the 
"ordinary" drawing, and the amount of double compensation involved, by the 
existing proc2dure. This is chiefly because (a) the actual exports for 
the twelve-month period pre;::ediug the "ordinary" drawing cannot be 
established, and (b) there is a problem of estimating the exports for the 
two years follo-.;ving the "ordinary" drawing. This difficulty arose in the 
case of Ghana where a stand-by drawing took place on November 25, !966, 
while the twelve-month period with respect to which the paragraph (5) 
dra~·Jing \.Jas requested ended in August 1966 }J In that particular case the 
problem c-.:mld be sidestepped , since even if the whole of the drnwing in 
question had been included in the amount of the shortfall for the period 
ending in August 1966 that was deemed to have been "already compensated," 
the resid•.1al would :::till have exceeded the maximum of 25 per cent of quota 
for the amount of paragraph (5) drawings o~tstanding in any given year. 

As a provisional solution to this problem it is proposed to treat all 
"ordinary" dra'.Nings occurring between the end of the twelve-month period 
with respect to which a paragraph (5) drawing is requested and the date 
at which the Board acts on this request as if they had occurred at the end 
of the twelve- month period in question. This will mean that the short
fall associated with the "ordinary" dra~ving and the shortfall associated 
with the paragraph (5) request will be deemed to be the same, though of 
course the amount deemed to be compensated by the "ordinary" dratving will 
not in any case exceed half of that shortfall. 

(2) A more difficult problem arises with respect to the technique to 
be adopted in cases where a sequence of "ordinary" drawings takes place 
in the course of the twelve-month period with respect to vJhich the 
paragraph (5) drmving is requested. The present technique (as described 
on p. 4 above) may have results that are inconsistent with the original 
intention of the double compensation procedure, that no more than half of 
the shortfalls associated with previous "ordinary" drawings should be 
deemed to have been compensated by these drawings. 

The point can be illustrated in the two hypothetical cnses set forth 
below, in both of which it is assumed (a) that the twelve-month period 
with respect to which the paragraph (5) drawing is requested ends in 
December, (b) that the shortfall remains constant (at a level of 200 per 

1./ "Ghana--Use of the Fund's Resources," EBS/66/279, p. 4. 
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annum) throughout this twelve-month period, and (c) that the "ordinary" 
drawings ere sufficiently large not to limit the amounts thet would other
wise be imputed to export compensation • .!/ Case (1) assumes t'tl.'o "ordinary" 
drawings at six-monthly intervals, case (2) twelve "ordinary" drawings at 
monthly intervals. 

Case 1 

(Shortfall year of Paragraph (5) drawing ends in December) 

Date of 
"Ordinary" 
Drawing 

end June 
end December 

Shortfall 

200 
200 

Prorated Shortfall 

100 
200 

Amount of Drawing 
deemed Compensatory 

50 
75 

125 

In the light of assumption (c) above, it is not necessary to specify 
the amounts of the two drawings. The June drawing must be not less than 100 
which gives a prorated figure of 50. The December drauing must be not 
less than 75. 

In the case of the Ju~e drawing, an amount of the drawing equal to 
half of the prorated shortfall is regarded as compensatory. In the case 
of the December drawing, the anount "previously compensated" (i.e., 50) is 
subtracted from the prorated p~rtion of the shortfall associated with the 
December drawing (which is in this case equal to the whole of that short
fall) and an amount of the drawing equal to half of the residuum is deemed 
compensatory. The total amount deemed to be compensated by the two 
drawings is thus 125, which is more than half of the constant annual rate 
of shortfall throughout the year. 

l/ As indicated at p. 5 above, the amount of any given "ordinary" 
drawing deemed to be compensatory can never exceed the (prorated) amount of 
that drawiug. 
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Case 2 

(Shortfall year of Paragraph (5) drawi~g ends in December) 

Date of 
"Ordinary" 
Drawing 

end January 
end February 
end Harch 
end April 
end May 
end June 
end July 
end August 

Shortfall 

200 
200 
200 
200 
200 
200 
200 
200 

end September 200 
end October 200 
end November 200 
end December 200 

Prorated Shortfall 

17 
33 
50 
67 
83 

100 
117 
133 
150 
167 
183 
200 

Amount of Draw
ing Deemed 

Compensatory 

8.5 
12.0 
15.0 
16.0 
16.0 
16.0 
17.0 
16.0 
17.0 
17 ~0 
16.0 
17.0 

Cumulative 
Amount Deemed 
Compensatory 

20 . 5 
35.5 
51.5 
67.5 
83.5 

100.5 
116.5 
133.5 
150.5 
166.5 
183.5 

In this table, the amount of each drawing deemed compensatory is 
arrived at by subtracting the cumula tive amount of previous "ordinary" 
drawings deemad compen3atory. It will be seen that in Case 2, the total 
amount of "previous compensation" is as much as 183.5, not far short of 
the constant annual rate of shortfall, and far in excess of half of that 
rate. 

In order to prevent an excessive cumulation of amounts deemed to be 
compensated by a sequen..:e of uordinary" drawings, it is proposed to amend 
the procedure in the following way. The compensatory element in any 
"ordinary" drawing would no longer be estimated at (a) half of the excess 
(if any) of the prorated shortfall associated with the drawing over the 
cumulative amounts deemed to have been compensated by previous "ordinary" 
drawings, or (b) the prorated amount of the drawing in question, whichever 
is the less. Instead it would be estimated at (a) the excass (if any) of 
half the prorated shortfall associated with the drawing over the cumulative 
amounts deemed to have been compensated by previous "ordinary" drawings, 
or (b) the prorated amount of the drawing in question, whichever is the 
less. Where no excess appeared under (a), the amount of the drawing deemed 
to be compansatory would be zero . 

This would work as follows in the two hypothetical cases previously 
examined. 
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Case 1 

(Shortfall year of Paragraph (5) dratvine; ends in December) 

Date of 
"Ordinary11 

Drawing 

end June 
end December 

Shortfall 

200 
200 

(Shortfall ye~r of 

Date of 
"Ordinary" 

Prorated Shortfall 

Amount of Drawing 
deemed 

Compensatory 

C~se 

Paragraph 

2 

100 
200 

(5) 

50 
50 

100 

drawing ends in December) 

Amcunt of Draw- Cumulative 
ing Deemed Amount deemed 

Drawing Shortfall Prorated Shortfa ll CompenGatory Compensatory 

end January 200 17 8.5 8.5 
end February 200 33 8.0 16.5 
end March 200 50 8.5 25.0 
end April 200 67 8.5 33.5 
end }fay 200 83 8.0 41.5 
end June 200 100 8.5 50.0 
end July 200 117 8.5 58.5 
end August 200 133 8.0 66.5 
end September 200 150 8.5 75.0 
end October 200 167 8.5 83.5 
end November 200 183 8.0 91.5 
end December 200 200 8.5 100.0 

It may be of interest to illustrate the working of the new scheme in 
another imaginary cas e (Case (3)) in which (a) the underlying shortfall 
declines so much in the course of the twelve-month period with respect to 
which the paragraph (5) drawing is requested that even the prorated short
falls sometimes decline, and (b) the prorated amounts of the "ordinary" 
drawings are sometimes (e.g., in the March and June drawings) smaller 
than the amount that would have been r equired to compensate half of the 
(not previously compensated) shortfalls. 
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Case 3 

(Twelve-month period associated \vith paragraph (5) drawing 
ends December) 

Date of 
"Ordinary" 
Drawing 

Amount of 
"Ordinary" 
Drav7in~ 

end March 140 
end June 20 
end September 24 
end December 75 

Prorated Prorated 
Drawing Shortfall Shortfall 

35 
10 
18 
75 

300 
200 
100 

80 

75 
100 

75 
80 

Amount of Draw
ing Deemed 

Compensatory 

35.0 
10.0 

Cumulative 
1-.•.uounts 
Deemed 

Compensatory 

35.0 
45.0 
45.0 
45.0 

In this case, if a paragraph (5) drawing were made for the year ending 
December under the s~ggested method, the shortfall would be 80, the amount 
previously compensated 45, and the amount remaining to be co~pensated 35. 
Under the present method of computing double compensation for a sequence of 
drawings, the amount of compensation attributed to "ordinary" drawings would 
have cumulated to 70 and the amount renaining to be compensated by the 
paragraph (5) drawing would have been only 10. 

D. The EX Post Procedure after the Ch~nges 

If the various changes introduced for the Colomuian drawing and the 
further changes now proposed are adopted, the ex post procedure for dealing 
with double compensation will stand as follows: 

1. For e.::ch "ordinary" drawing that .has taken place in the course of the 
twelve-mon'Ch period vlith respect to which the paragraph (5) drawing is 
requested, a ca1r.ulation will be made to see whether any export shortfall 
has occurred dt:ring the twelve months preceding the "ordinary" drawing, 
and any shortfall that may have occurred will be prorated to arrive at an 
amount to be attributed to the period with respect to which the paragraph 
(5) request is made. 

2. Any "ordinary" drawing that may have occurred after the end of the 
period with respect to which the paragraph (5) drat7ing is requested and the 
date at which the Board acts on the request will be treated as if it had 
occurred at the end of the period with respect to which the paragraph (5) 
drawing is requested. 

3. The export shortfall associated with an "ordinary" drawing under (1) 
above will be measured as a shortfall from a norm equal to the average 
annual exports for the five years centered on the twelve-month period 
preceding the "ordin3ry" drawing in question. Exports for the two years 
following the "ordinary" drawing will be calculated by assuming, (a) as 
regards the interval between the "ordinary"drawing and the end of the 
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twelve-month period with respect to >vhich the paragraph (5) drawing is 
requested, that exports take place at the annual rate implied in the 
statistical formula estimate for the two years following the "ordinary" 
drawing, and (b) as regards the remainder of the two years following the 
"ordinary" drawing, that exports take place at the same annual rate as 
is estimated for the two post-shortfall years in connection with the 
paragraph (5) request. 

4. As regards the aoounts that will be deemed to be compensated by 
"ordinary" drawings, the following will apply: 

(a) In the case of the fir st "ordinary" drawing occurring in the 
twelve-month period with renpect to which the paragraph (5) drawing is 
requested, half of the prorated shortfall calculated in the manner des
cribed at (1) to (3) above , or the amount of the drawing itself, similarly 
prorated, v:hichever is the less, will be deemed to be ccmpensated by the 
drawing in question. 

(b) In the case of a second "ordinary" drawing or subsequent 11ordinary" 
drawings occurring within the twelve-month period with respect to which 
the paragraph (5) drawing is requested, an analogous procedu~e will be 
followed, except that the aroount deemzd to be compensated by any such 
dra\ving will be equal to (a) the excess (if any) of hnlf the prorated short
fall associated with the dra\·iin6 over the cumulative amount deemed to have 
been compensated by previous drawings, EL (b) the prorated amount of the 
drawing in questio~, whichever is the less. 

Ex ante versus EX post 

So long as the elements of export compensation deemed to be included 
in "ordinary" drawings are not in all cases explicitly stated at the time 
when outright dra\lings and stand-bys are concluded, it will be necessary 
to have some standard ex post procedure for the calculation of double 
compensation. 

The question remains, however, to what extent and under what circum
stances it is desirable and practicable that such explicit statements be 
made at the time when drawings and stand-bys are granted . 

It would seem premat11re to attempt to give any general answer to this 
question at this time. The ex post approach, as at present applied, rests 
on two assumptions that clearly may not correspond to the facts: (a) that 
any compensatory element included in an°ordinary" drawing is intended to 
daal with the sh0rtfall, if any, arising in th~ twelve-mor.th p~riod prior 
to the drawing in question, and (b) that it is intended to cover half the 
amount of the said shortfall. On the other hand, the ex post method has 
the great virtue of applying in a non-discriminatory way to all countries 
requesting drawings under paragraph (5). 
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The ex ante specification of the compensatory element in an 
"ordinary" drawing is not very meaningful in cases when the shortfall 
considered to be compensated relates to a period that is wholly in the 
past, unless, indeed, it is desired to ensure that in the event of a 
subsequent paragraph (5) drauing some proportion other than half of that 
shortfall should be deemed to be "previously compensated." 

When, as will normally be the case, the shortfall is an anticipated 
one, the ex ante approach involves the forecasting of a shortfall calcu
lation that itself involves the forecasting of exports in post-shortfall 
years. This is a hazardous calculation, and it would be laborious and 
time consu:ning to have to undertake it on the occas ion of each"ordinary" 
drawing and stand-by. Moreover, as already explained, it tvould seem to 
require that the compensatory amounts provided for in "ordinary" drat·li.ngs 
and specified at the time of the drawing or stand-by be conservatively 
estimated in relation to the shortfall actually anticipated. On the other 
hand, the ex ante method may at times permit a more flexible adaptation 
to the circumstances and needs of the country concerned, and makes it 
easier for the stand-by procedure to take care of balance of payments needs 
of all kinds, including those arising from export fluctuations. Moreover, 
when the shortfall is confidently predictable it seems appropriate to take 
account of it in advance. 

The provisional conclusion would seem to be that for the time being 
the ex ante approach should be followed only where the drawing is intended 
to cover all--or none--of the needs of a country with respect to a past 
shortfall, or where a substantial future shortfall is clearly anticipated 
and the drawing or the stand-by is intended to cover in advance some spe
cifiable portion of it other than would automatically be assumed by the 
ex post procedureo 
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The United Nations Conference on Trade and Development (UNCTAD) held 
its first session in Geneva from Nsrch to June 1964 . It was established 
as a permanent organ of the General Assembly of the UN on December 30, 
1964. 1/ The UNCTAD institutional reachinery suggested by the Conference 
and confirmed by the Assembly consists of a Trade and Development Board 
(hereafter referred to as the Board), three (later four) committees of 
the Board, and a permanent secretariat . ~/ 

A second Conference will be convened in New Delbi in February-March 
1968. In view of this, and the fact that UNCTAD has now completed two 
years of operations, it is thought appropriate to prepare a factual paper 
which recalls the purposes of UNCTAD, outlines its organization, and des 
cribes various work undertaken to date . 

1/ Resolution adopted by the General Assembly 1995 (XIX) : Establish
ment of the United Nations Conference on Trade and Development as an organ 
of the General Asse.r.c.bly, dated December 30, 1964 (see Appendix III) . 

2/ Some of the reports issued to the Executive Board on the establish
ment of the UNCTAD are listed in Appendix I . 
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I . The Purposes of UNCTAD 

When the General Assembly of the United Nations, in December 1961, 
designated the current decade as the "UN Development Decade" it also 
approved a resolution on international trade as the primary instrument 
for economic development, which envisaged holC.ing an international con
ference on trade proolems. Pursun~t to this, the UN Economic and Social 
Council (ECOSOC), in a resolutio~/ sponsored by Brazil, Ethio?ia , India, 
and Yugoslavia, resolved to convene a United Nations C~nference on Trade 
and Development; it also decided to convene a Preparatory Committee in 
the early Spring of 1963 to consider the agenda and documentation for the 
conference with particular reference to the problems of the developing 
countries . 'rhe resolution took note of the joint declaration of develop 
ing countries~/ and of tne proposed progrem of action of the GATT Minis 
terial meeting in N0"ember 1961, and expressed the nope that significant 
progress would continue to be made in i mplementir.:g that program of action .2./ 
Fund staff representatives attended meetings of the Prepa~atory Committee 
from January 1 963 until February 1964 . 

In December 1 962, the General Assembly of the u~ endorsed the ECOSOC 
decision to convene the Conference; subsequently , in Hovember 1963, the 
General Assembly noted wi tn appreciation the worlc already done by the Pre
paratory Committee of the Conference and \o7elcomed the Joint Declaration of 
Seventy-five Developing Countries with regard to tne UNCTAD which stated 
that: "The developing countries consider that the UNC'llAD should r epresent 
an outstanding event in international cooperation conducive to the develop 
ment of their economies and to the integrated grm·rth of the world economy 
as a whole ... International trade could become a ~ore powerful instrument 
and vehicle of economic development not only through the expansion of the 
traditional exports of the developing countries; but also through the 
development of markets for their new products and a general inc rease in 
their share of world exports under improved terms of trade . For this pur
pose, a new international division of labour, with new patterns of produc 
tion and trade , is necessary ... The existing principles and patterns of 
world trade still mainly favour the advanced parts of the world . .. the 
accelerated development of the parts of the world which are lagging behind 
requires more than the unconditional application of the most - favoured -nation 
principle and the mere r eduction of tariffs . " This resolution also called 
for "the establishment of a new machinery and methods for implementing the 
decisions of t he Conference." 

1/ Resolution 917 (XXXIV) of August 3, 1962 (see Appendix II). 
2/ The text of this resolution was later amended to Resolution l897(XVIII) 

of-the General Assembly . 
3/ In May 1963, the CONTRACTING PARTIES resolved to launch the Action Pro

gram and in February 1965 agreed on the text of a new Part IV of the General 
Agreement dealing with Trade and Development which was applied on a de facto 
basis since February 8, 1965 and which entered into force de jure for accept 
ing Contracting Parties on June 27, 1966 . For the text of this new Part IV 
see SH/66/125 . 
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l. The First Conference 

The First Conference ivas held in Geneva from. March 23 to June 15 , 
1964. Representatives of 120 countries , including the socialist coun
tries of Eastern Europe> participated and there were observEJrs from 13 
specialized agencies and 34 nongovernmental organizations.!/ The Con 
ference afforded an opportunity for a comprehensive appre.5.sal of current 
world problems in the field of trade and development and for an exchange 
of views arr:ong the participants, especially f:.oru. the point of view of the 
developi~g countries (officially designated in the Conference as Groups A 
and c) .?.J 

Five sessional committees uere established to deal respectively with 
primary co:mr::todities, manufactured and semimanufactured products_, develop 
ment finance and questions related to shipping and insurance , institutional 
matters, and principles .of international trcde . The Conference adopted many 
of the recommendations prepared by the co~mittees, some without dissent but/ 
several with varying degrees of support . The Final Act of the Conference} 
consisted of a de~;cription of its background and proceedings (First Part) , 
a consolidation of t he recommendations (Second Part) , and annexes (Third 
Part) incorporating the various recommendations. The recommendations re 
feri'ed to the permanent machinery to be established, to the substantive 
issues to be included in the proposed Trade and Development Board's pro 
gram of work, and set forth a number of general and special principles re 
commended by the Conference "to govern international trade relations and 
trade policies conducive to development." 

a . Recommendatj_ons on principles 

Considerable importance was attached , particularly by the developing 
countries, to the 15 general and 12 special principles "to govern inter
national trade relations and trade policies conducive to development., " 
adopted by the Conference . Some of the general principles ivere very broad 
in scope; (e . g . ; the sovereign equality of states, nondiscrimination on the 
basis of differences in socio-economic systems) while some special principles 
related to particular subjects (e.g . , the principle that "developing coun
tries have the right to protect their infant industries", or the principle 

1/ The Managing Director addressed the Conference on March 26, 1964 . 
2/ Group A (61 countries) includes Afro-Asian countries plus Yugoslavia; 

Group C (22 countries) includes Latin America and VJestern Antilles; Group B 
(29 countries) include s Hestern Europe, Japan and North America , Australia, 
New Zealand and South Africa; and Group D ( 9 countries) includes Eastern 
Europe and the U.S.S.R . For a ful l list of the various groups see Appendix 
IV. 

]./ See E/CONF.46/L . 28 . 
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that "all countries shall refrain from all forms of dumping"). In the 
voting on the principles, abstentions were reco~ded on all but four, and 
negative votes were cast in the voting on about half . Because of con
siderable differences within the groups of countries , no broad agreement 
could be reached and the absence of such agreement led the Conference to 
recommend that the proposed institutional machinery shculd continue efforts 
to achieve as soon as possible a broad measure of agr~er-1e~1t on a set of 
principles. 

One principle , w!1ich concerned the transit trade of land-locked states 
and their right of free access to the sea , was adopted without dissent. It 
called for the appointment of a committee to prepare a new craft convention 
dealing with the transit trade of land-locked countries . On the basis of 
the work of this committee a conference of plenipotentiaries was convened 
by the General Assembly of the UN and, on July 8, 1965 it adopted a Con
vention on Transit trade of Land-locked Countries. In mid-January 1967 , 
the Convention had been ratified by one country and , in addition, four 
countries had acceded to it; it will come into force vlhen two land-locked 
and tvro transit count!:ies have ratified it. 

b. Recommendations on particular matters 

In addition to t he 27 principles, the Conference adopted 58 more 
concrete r cco.!lmeudations v7hich related to a wide r·arrge of issues 
including: 

(i) International commodity arrange~nts . the 
price of primary commodities, and barriers obstructing 
access to the markets of developed countries for primary 
products; 

(ii) Barriers obstructing access of manufactured 
and semimanufactured products , particularly barriers 
obstructing their access to the markets of developed 
countries; the quention of the granting of preferences 
by developed countries to developing countries in re
lation to these products; 

(iii) Economic development and its financing including 
foreign aid and growth targets ; and technical cooperation; 

(iv) Monetary issues; 

(v) Invisibles, including insurance and shipping; 

(vi) International trade including East-West trade 
and long-term trade agreements. 

Recommendations of special interest to the Fund concerned debt pro
blems, compensatory and supplementary financing, and international moneta!"J 
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issues . Thus, Recommendation A.IV.l, ("Guidelines for international 
financial cooperation") ivhich was adopted without dissent . in addition to 
setting forth criteria for financ ial assistance by industrialized coun 
tries and international financial institutions, provided that : "industrial
ized countries, international institutions and individual developing coun 
tries themselves should cooperate to undertake appraisals of the external 
indebtedness of individual developing countries) with t.ie ob,jecti ve of 
promoting, vlhenever w·arranted and in appropriate conrU t:t.ons, t:le reschedul
ing or consolidation of debts with appropriate periods of grace and amorti 
zation and reasonable rates of interest . " 

More specifically, Recommendation A.IV . 5 provided that : 'United Nations 
bodies ,and/or other international financial institutions should stand ready ,, 
at the request of any developing country, to review } in cooperation with 
the creditor countries concerned, the exterral i ndebtedness of the develop 
ing country concerned . .. with a view to securing agreement, if necessary 
on the rescheduling or consolidation of debt .. . " It fnrther stated that : 
"the international financial agencies should consider the possibilities of 
adapting tt.:.eir organizations and procedures with a vie¥7 to improving the 
terms of their transactions} keeping in view the particular problems of 
developing countries.n The Conference approved this recommendation with 
no negative votes and 11 abstentions; the abstentions it1cluded countries 
with centrally planned economjes . 

A reco~~endation of special relevance to the Fund was Recommendation 
A.IV . l7 which dealt with compensatory finance . After noting that the Fund's 
scheme in operation si:cce February 1963 "constitutes a definite step to 
ward the solution of short -term financing problems"_, the Conference re
commended that Governments members of the Fund should study the following 
measures: 

. "1 . To increase, as soon as possible, the amount allocated 
by the Fund to compensatory financing over and above its current 
transactions, from 25 per cent to 50 per cent of a membe r coun 
try 's quota; 

"2 . To place compensatory credits entirely outside the 
structure of the gold and successive credit tranches, so that 
the drawing of compensatory credits would not directly or in
directly prejudice a member's ability to make an ordinary 
drawing; 

"3. To explore ways to secure possible refinancing of 
compeDsatory financing obligations of the developing countries 
in the event of a persistent shortfall in export receipts be 
yond the control of the affected country . " 
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In the same recommendation "the Conference requests that the 
International Monetary Fund, in its determination of tne shortfall in 
export receipts , consider giving greater weight to the actual expe 
rience of the three preceding years . " This r ecommendation was adopted 
by the Conference without dissent . 

I n Annex A . IV .18 the Confere1:ce recornmeu.ded tllat tc-:= IIIRD "be in 
vited to study the feasibility of a scheme" wh:l.ch "slloulJ. aim 1:0 dee.l 
with problems arising from adverse movements in export p~oc~eds which 
prove to be of a nature or duration which cannot adequ~tely be dealt with 
by short -term balance of payments suppo~t . Its purposes should be to pro 
vide longer term assistance to developing countries which should help them 
to avoid disruption of their development programs . " The princi ples re 
commended as a basis for the scheme included: 

"4 . The scheme should normally be applicable after a 
developing ccu-:1try had had recourse to the Intc:..-ns. t.ional 
~bnetary Fund under its compensatory financing faci~ity 
and it h£~d b~en rossi ble to make a full assesst:::nt of the 
nature, duration and implications of e.ny a.dve:rse movement 
in the export proceeds of the developi::1e; co:.mtry conceri.1ed . " 

This recommendation on supplementary financial measures which resulted 
from a United Kingdom/Swedish initiative, was adopted by the Conference 
with no negative votes , but with ten abstentions, which included coun
tries with centrally planned economies . 

Recommendation A.IV.l9 on international mor.etary issues called for 
the Secretary-General of the Conference, "in the light of the studies under 
way and after c::msultation with the appropriate international institutions . 
to take steps to convene a group of experts ... to consider the international 
monetary issues relating to problems of trade and development ... " The 
group was to consult with the Fund and other i nte r national and regional 
financial and monetary inst i tutions . When this recoffiQendation was adopted 
by the Conference i t was opposed by ll developed countries with market eco 
nomies; 17 countries abstained . 

Other recommendations concerned the fl01{ of private and public capital 
to the developing count~ies , interest equali~ation tax , suppliers' credit 
and East -\-lest trade . For instance, Recommendation A. IV . 2 on "Growth and 
aid," provided that each economically advanced country should endeavor to 
supply financial resources to the developing conntries of a mi nimum net 
amount approaching as nearly as possible the equivalent of l per cent of 
its national income , while in Recommendation A. IV.l2, the governments of 
capital-exporting-developed oountries were asked to take all appropriate 
steps to encourage the flow of private investments to developing countries . 
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Yet another recommendation (A.IV.4, "Terms of financing") provided 
that donor countries, in f raming their policies, should improve the terms 
of financing made available to developing countries; some part of repay 
ment of loans should be accepted in national currencies of the debtor coun 
tries and repayments should be spread over a considerably longer period, 
which normally should be not less than t"iventy years . Tlle recommendation 
also stated that interest r ates for development loans i:-:'10'-'.ld take into ac 
count the repay~c:mt capacity of the borrowing count~' an<:l u.s fc•.r as possible 
should not be tied to particular projects or, in the co.::> -~ of lo3.ns for pur
chase of capital equipment, should not ordinarily be tied to purchases in 
donor countries . It also requested aid consortia or consultative groups 
to aim at the establistunent of more consistent terms and condi tion.s among 
participants and at the liberalization of procurement procedures . 

Recomoendation A.IV.ll concerned the so-called Horowitz proposal (see 
below, page 18 ) for an interest equalization funJ and requested th~ IBBD 
to make a study covering all its aspects. 

Another rc~orr...me-;:;dation (A .IV .14) invited the IB~~D to make a study of 
the use (actuo.l and potential) and of the terms of suppliers' credits and 
credit insurance : (i) for financing exports from developed to developing 
countries; ( ii) as regards their effects on ccm:reti tion betw·een the ex
ports of developing and developed countries as well as between the developed 
countries; (iii) as a means of financing trade between the developing coun 
tries. 

Three recommendations, A.II . 5, A.III.8 and A.IV.lO were concerned with 
the steps to be taken by developing countries and the international community 
with a view to promoting trade and economic cooperation a~ong developing 
countries. 

A recommendation (A.VI.3) was adopted in which the view was expressed 
that the utilization of long-term trade agreements, particularly among 
countries with different economic and social systems and among developing 
countries, snould be expanded, but owing to lack of time, the Conference 
(Recommendation A.VI.7) decided to transmtt to the permanent organization 
the responsibility for further consideration and action on East-West trade. 

II. The illJCTAD Organization 

As mentioned above, the UNCTAD Organization comprises a periodic Con 
ference (normally to be held every three years), the Trade and Development 
Board with its various committees, and a permanent secretariat. Sub -Commit 
tees, working parties, and expert groups are appointed as necessary on an 
ad hoc basis. 



- 8 -

l. The Conference 

The United Nations Conference on Trade and Development referred to 
as "the Conference 11

, comprises the states members of the United Nations 
and of its specialized agencies and of the International Atomic Energy 
Agency (IAEA) . Each State represented at the Confe~ence has one vote 
and decisions of the Conference on matters of substanc0 ere taken by a 
tvTo-thirds majority o£' the representatives present e.nd -..oting. As the 
proceedings of the first Conference illustrated, this mcf::.nt t .hat the 
countries belonging to Groups A and C (i.e . , Africa, Asia and Latin 
America) were almost always able to muster a two -thirds majority and some 
recommendations were thus adopted without the support of the major trad
ing nations. Formal procedures were designed to provide a process of con
ciliation before voting on specific proposals . Such procedures were ini 
tiated by a small number of countries when a proposal calling for action 
was considered likely substantially to affect their eco~omic or financial 
interests . This so-called cooling-off procedure w~s extensively used dur 
ing the Conference. 

The terms of r e ference of the Conference are comprehensive (see Resolu
tion 1995 in Appendix III). It shall, inter alia, promote international 
trade, especially with a view to accelerating economic development, and 
formulate principles and policies on international trade and development 
and make proposals for putting them into effect . The Conference cooperates 
with the General Assembly and the Economic and Social Council with respect 
to the performance of the responsibilities for coordination under the char 
ter of the United Nations especially in the field of international trade 
and r elated problems of economic development . 

2. The Trade and Development Board 

The Trade and Development Board is a permanent organ of the Conference; 
it normally meets twice a year and may also be called in special session. 
It consists of 55 members elected by the Conference from among its member
ship and according to the following distribution of seats : 

22 members from Group A countries 

18 ~embers from Group B countries 

9 members from Group C countries 

6 members from Group D countries 

Full regard is also given to continuing representation of the princi 
pal trading states . The representatives of specialized agencies of the 
International Atomic Energy Authority and of selected intergovernmental 
bodies may participate, without the right to vote , i n the deliber ations of 
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the Board and its subsidiary bodies on questions 1o1i thin the scope of their 
activi~ies. Nongovernmental organizations such as the International Fed 
eration of Christian Trade Unions, the I nternational Chamber of Commerce, 
may--and do- -participate in the deliberations of the Board and its subsid 
iary bodies. 

Decisions o~ the Board are taken by a simple majo:i+,y of the representa
tives present and voting . 

Since t!.'le inception of UNCTAD, the principle of coordine.ted group ac 
tion by a n.UL'lber of countries has been applied conti'!2uously within the Con 
ference, the Board, and all the subsj_diary bodies and has spread, now, al 
so to other UN bodies. The regional economic commissions of the UN have 
provided substantial assistance in the discussion and for·mulation of joint 
polictes wtthin their respecttve regions while the OECD has assisted the 
countries, members of Group B, in tne coord "5.n3.ti::m of s·~udies and acti vi 
ties related to th~ir participation in m:C'Iiill meeti:1gs. Continuous in
formal negotiation and coordination arr;,ong the Grou:;:.s is also a feature of 
the meetings of the Board and of its committees . 

As its permanent organ, the Trade and Development Boar·d performs the 
functions of the Conference betv1een sessions . In particular, it is called 
on to keep under review the recommendations and decisions of the First Con
ference and to take app~opriate action for their implementation . It is al
so supposed to establish links with intergovernmental bodies whose activi
ties are relevant to its functions . In its relations with other UN agencies, 
the Board agreed to act in conformity with the responsibilities of the Eco 
nomic and Social Council, and with the UN relationship agreements 1-1ith the 
agencies concerned. The Board reports to the Conference and also reports 
annually on its activities to the General Assembly through the Economic 
and Social Council. The main discussion of the Board 1 s report takes place 
in Committee II of the General Assembly. 

3. Subsidiary bodies of the Trade and Deve:lop_rlen.t Board 

The Final Act reco.!T'..mended t11e establishment of the Cornmi ttees on 
Commodities, Man11fac tures, and Invisibles and Financing Related to Trade 
for the effective discharge of the Board 1 s functions. At its first ses
sion (April 1965) the Board adopted terms of reference for the 55 member 
Committee on Commodities, and the 45 member Co.!T'~ittees on Manufactures, and 
on Invisibles and Financing Related to Trade . 'l1he Boar-d also established a 
Committee on Shipping . The rules of procedure of the four committees are 
simi;Lar to those of the Board ~ori th some amendments to take care of differ
ences in membership and subject matter. Meetings of the committees and 
of the Board itself are, in general, public . The committees exercise in 
their r espective fields the basic functions that devolve upon the Confer
ence and the Board . More specifically the Committee on Commodities is re 
quired to coordinate, within the competence of the Conference and the Board 
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in this respect, tne activities of all bodies involved in the commodity 
field, and to encourage the negotiation of international stabilization 
agreements or other commodity arrangements . The Committee on Commodities 
performs the functions which used to be carried out by the Commission on 
International Commodity Trade (CITC). An Advisory Committee to the Board 
and to the Con:mittee on Commodities.' comp1·ising seven :c:embers, replaced 
the former Interim Coordinating Co~ittee for Internatic~al Commodity 
Arrange~ents (ICCICA). Because the Committee accorded t~e h~ghest prior
ity to the question of preference for exports of man~f:J~tures from develop
ing countries the Board, at its second session, decided to set up a Group 
on Preferences as a subsidiary body of the Committee. 

The Committee on Manufactures has the task of promoting general and 
consistent policies to expand and diversify the export trade of developing 
countries in manufactured and semima.nufactured :::.rticles . 

The Committee on Shipping, Q~der its terms of reference, is required 
to promote understA.uding and cooperation in the field of shipping and is 
to pn.y pa!'tic ·~~lar attention to those shipping matters i-Thich affect the 
trade and balance cf payments of developing countries . 

The Committee on Invisibles and FinanciDg Related to Trade has a wide 
range of responsibilities of direct interest to the Fundj it keeps under 
review the problems in the service of developing countries' external debt 
and is engaged in studying proposals on compensatory and supplementary fi 
nancing. It is also concerned with the adequacy of rates of gro1-Tth, for 
eign aid, and vrith questions of insurance and reinsurance . In order to 
assist in the performance of its functions, the Board and tnis Committee 
have set up a number of permanent or ad hoc subsidiary bodies or groups 
of experts, including the Expert Group on International Monetary Issues, 
the Inter-Governmental Group on Supplementary Financing, the Expert Group 
on the Horowitz Proposal, and an Expert Committee on Expansion of Trade 
Among Developing Countries and on Regional Dev8lopment . 

4. The Secretariat 

The UNCTAD is served by a permanent secretariat with offices at the 
Palais des Nations, Geneva, which is within the framework of tne United 
Nations secretariat, and is headed by the Secretary-General of the Con
ference, appointed by the Secretary-General of the United Nations . The 
secretariat comprises an Office of the Secretary-Gene1~l of the Conference, 
an Office of Administration, a New York Liaison Office and seven Divisions: 
the Division for Conference Affairs and ~xternal Relations, the Research 
Division, the Trade Policies Division, the Commodities Division, the Manu 
factures Division, the Division for Invisibles and the Division for Trade 
with Socialist Countries. The former Division of Financing Related to 
Trade has been merged with the New York Liaison Office. The expenses of 
the Conference, its subsidiary bodies and secretariat, are met from the 
regular budget of the United Nations under a separate appropriation . 
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III. Developments to Date 

1. Work load 

An indication of the vrork load is given in the attached calendar of 
meetings of the Trade and Development Board, its co.mmi ttees, sub-co.rrmi ttees, 
expert groups, and other related bodies (see Appendicc3 XI and XII). 

At the second session of the Trade and Development Board in August -
September, 1965 the Secretary -General of liT{CTAD, in his opening address, 
ex:;ressed his concern about the vrork load to be carried out by the sec 
retariat in the servicing of the many meetings of the Board and its sub
sidiary committees and groups. This pressure continued to be felt through 
out the remainder of 1965 and in 1966, and it was necessary to postpone 
some meet:1..ngs such as, for instance, the second sessions of each of the 
four committees of the Eoard, v!hich were first schedul~.:!:i in/the fall of 
1966 but will now be held in the first six .mor:ths of 1967.~ ~ore recently, 
in an address to the UN General Assembly's Committee II en November 28, 
1966, the Secretary -General again alluded to the heavy demands made on the 
secretariat by the number au.d duration of n:eetings. The Trade and Develop 
ment Board (in its second sessior1) had recomr.:1er:d.ed to the General Assembly 
that the Second Conference be convened in the first part of 1967 but sub 
sequently decided that it should be held later in 1967 in New· Delhi. As 
mentioned above, the date finally decided upon is February-~~rch 1968. 

2. Trade and Development Board 

The Trade and Development Board held its :·irst meeting in New York 
in April 1965 and dealt i.Jith such matters as the establishment of rules 
of procedure, the terms of reference and me~bership of the Four Committees, 
and the location of the Secretariat. Subsequently, it held t11ree ordinary 
and two extraordinary sessions. The next ordinary session, the fifth, is 
scheduled for August-SeptE:rnber 1567 . 

As mentioned above, the Board considers and reviews the reports ot' 
its subsidiary bodies and expert groups and takes appropriate action on 
their proposals. One task which has particularly oc:cupied the Board at 
each of its r~gular sessions, has been the review of the implementation 
of the recommendations of the Conference . 

At the second cf its two sessions each year, the Board is required 
to consider a report by the Secretary-General of the Conference as a 
backgro~~d for the review and assessment of the implementation of the Con
ference resolutions . The first such report 'IJCiS examined by t.h~ Board in 

'!:./ So far, UI-JCT.l\D has devoted over 500 'lvorking days to conferences . 
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its fourth session (in September-October 1966) Y'hen concern was ex-
pressed about the disappointing rate of gro-~ch of tte developing countries 
at the mid-point of the United Nations Developffie~t Decade, the stagnation 
of the flOiv of financial resources from the dev.-=loped to developing coun 
tries, and the existence of commercial policies of the developed coun
tries involving discrimination against products from developing countries . 
During that session a memora.ndu.:n 1ms produced by a g:::Ol':., of 31 developing 
countries which set out their vie-o;·rs on the revi.;w of tl.:ts i!n:plc-:.:;cll'i~ation 

of the recomrr.endations of the Conference. Hm;ever, an a ,::;r:~sd :recornzcnda 
tion by the Board could not be arrived at and the rrezwraudum was simply 
inclu.ded in the report of the Board's session. In th~ first part of the 
memorandum, which is reproduced as Appendix '/III, the facts which are said 
to have impeded the economic growth and developflent of the developing coun
tries are set out . In the second part, it is reccrr:..:n<Jncied : "that the 
develoved countries should, as a short-term program of ioplem2ntaticn, 
take j.J!llll.edie.te act:i.~n behre0n now and the o;e:c.lng of th2 Second CoJ:fer
ence" in several f5.eld.s. T.t1ese incl11de the conclusion of international 
commodity arrangements on cocoa and sugar; the r2a·or ;~io!l or elimination 
of tariffs on };P:'Odt'.~t:.> of interest to developing cot:,ltries; a scheme of 
general and nondisc::iminatOl'Y preferences; the iz,plemenbtion of the aid 
target of 1 per cent of national income; acti0u in r3J3.rd to the allevia
tion of the de"bt bu:;:dens of developing countries an.d, iu appropriate cases, 
their rescheduling; the softening of terms and conditions of loans and the 
formulation of a practical scheme of supplementary finance . Further dis 
cussion on implementation will take place in each of the four committees 
in 1967 with a vie1v to evolving practical schen:.es to deal with the re
levant problems and issues . 

3 . Committee on Shipp. in~ 

The first session of the Committee on Shipping was held in November 
1965 in Geneva; the second session is scheduled for February 21-March 8, 
1967 . In July 1966 the Committee held a special session. At its first 
session the Committee was meinly concern~d with organizational ~tters 
and with drawing up a prog1·am of '\Wrk. The progratl c..g!'eed uponY included 
the collection of material relating to national and regional consultation 
machinery; a secre-tariat study of consultative machinery "adaptable to the 
need of varying economic and other conditions in different parts of the 
world"; studies on the level and structure of freight rates, conference 
practices and adequacy of shipping services, and on the improverrent of 
port operations; a gP.neral review of the development of the merchant 
marines in developing countries which would inc:!.ude the exa.Llination of such 
questions e.s the relative priority of investment in shipping and the net 
effect of shipping operations on the balance of payments; al:ld revtews of 
current and certain long-term aspects of international shipping • . 

~/ See T.D/B/36. 
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Following the first session, the secretariat issued papers relating 
to the general question of the level and structure of freight rates, 
conference practices and adequacy of shipping services, which were con
sidered at the Committee's special session along with two proposals on 
the program of work--one submitted by representatives nf the developing 
countries supported by those of the socialist countries of Eastern Europe, 
another by representatives of the developed countrie9. After considerable 
discussion (and roll-call votes on one paragraph and the text as a whole) 
a research program was approved which set out the objectives of studies 
of freight rates and provided for country, commodity, route, and aggrega
tive studies. 

In December 1966, the secretariat organized a seminar on shipping 
economics: the views expressed by the participants (mainly academic eco
nomi8ts) are contained in the report (TD/B/C.4/17). 

4. Committee on Commodities 

The Committee on Commodities held its first meeti~~ in Ge?eva in 
July-August 1965. It set up a permanent group on Synthetics~/ and a 
permanent sub-committee on Commodities. From the outset, the Committee 
concentrated its attention on cocoa. In his introductory address to the 
second session of the Board, the Secretary-General of UNCTAD stressed the 
importance of action on cocoa an~ the Committee and the Board were in
strumental in the convening of .the second session of the UN Cocoa Con
ference in May-June 1966 in New York. The 1966 Conference made appreci
able progress on a number of issues but cou1q not reconcile certain di
vergent views and failed to reach agreement.~ At the fourth session of 
the Board, the developing countries which are members of the Board, sub
mitted a joint declaration in which they expressed their unanimous de-
sire to reach a cocoa agreement before the Second Conference. Subsequently, 
meetings were held in New York in early December 1966 and further meetings 
are planned for ' this year. 

The UN General Assembly, on December 17, 1966 adopted a resolution 
expressing "deep disappointment at the failure of the 1966 UN Cocoa Con
ference" and affirming "the need for reaching an international cocoa agree
ment at an early date and in any case not later than the beginning of the 
1967-68 cocoa season. " 

5. Committee on Manufactures 

The first session of the Committee on Manufactures was held in Geneva 
in August 1965 and resumed in March 1966. The Committee created subsidiary 
bodies on preferences and proposed the establishment of a joint UNCTAD/FAO 
Working Party on Forest and Timber Products. 

1/ The permanent group on Synthetics has not yet met. 
~~See DM/66/53, pp. 7 and 8. 
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The first report of the Committee on Manufactures together with the 
first report of the Group on Preferences, was considered by the Board at 
its fotrrth se ssion. The issue of reverse preferences (i .e . , higher tar
iff rates applied to manufactures exported by developing countries than 
those applied in general to manufactures exported by developed countries) 
was considered by a number of representatives from developing countries as 
the most important one to be studied by the UNCTAD bodies concerned with 
manufactures . Draft resolutions were i ntroduced by developing countries 
on tariff differentials, nondiscriminatory preferences, the Kennedy Round, 
and trade expansion of manufactures of developing countries : these resolu
tions £~ve been held over for reconsi deration at the fifth session of the 
Board.~ At the special session of the Board on December 21, 1966 the 
Secretary -General reported that, in the light of the work in progress in 
the OECD and the EEC, good prospects now existed for a break-through on 
the question of preferences. 

At its fourth session in September-Oct ober 1966; the Board approved 
the proposal by the Corrndttee on Manufactures to establish the joint UNCTAD/ 
FAO Working Party on Forest and Timber Products; the Working Party held its 
first session in early November 1966 in Geneva . 

6 . Committee on Invisibles and Financing Related to Trade 

The Committee on Invisibles and Financing Related to Trade held its 
first session in Geneva in December 1965 . Staff representatives have at
tended the meetings of the Committee and its sub-groups such as the Expert 
Group on International Monetary Issues, the Expert Group on the Horowitz 
Proposal and the Intergovernmental Group on Supplementary Financing . 

a. Compensatory financing 

Recommendation A. IV.l7 on 'measures related to the compensatory credit 
system of the International Monetary Fund" had been adopted by the Confer
ence without dissent. The question was discussed again at the third sessi on 
of the Board (January -February 1 966) when a resolution sponsored by 30 
developing countries was adopted by 44 votes to none, with two abstentions . 
This recommendation stated that, "considering that the availability of a 
study on the improvement of the Compensatory Credit System of· the Inter
national Monetary Fund would facilitate the consideration of the IBRD staff 

1/ Work on preferences has also been undertaken in the GATT, the OECD and 
the EEC. For example, in July 1966 the GATT issued a report which concluded 
that the question of preferences should pose an important problem after the 
Kennedy Round, while on December 17, 1965 the OECD Council created a special 
group to study problems regarding trade between developed and developing 
countries . The group consists of senior trade officials from France, Germany, 
the United Kingdom and the United States . In December 1966 the EEC issued a 
report proposing that a system of nonreciprocal preferences should be es 
tablished in favor of developing countries . 
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report on Supplementary Financial Measures invitas each Government member 
of the IMF to endeavor to ensure that the study is made available as soon 
as possible." 

The Fund report, published on September 26, 1966, refers to this Re 
commendation A.IV.l7. Neither the Trade and Development Board nor the Com
mittee on Invisibles and Financing Related to Trade have met since the pub
lication of the Fund report, but it was referred to favorably by some dele
gations at ECOSOC during the recent discussion (December 1966) of the Fund's 
Annual Report for 1 966. 

b. Supplementary financial measures 

As mentioned earlier , the recommendation in Annex A.IV . l8 on supple
mentary financial measures had been adopted by the Conference by 106 votes 
to none, with 10 abstentions and invited the IBRD to study the feasibility 
of a scheme the objectives and principles of which were set forth in the re 
commendation, and, if appropriate, to work out such a scheme . In December 
1965, the IBRD published a staff report on "Supplementary Financial Mea
sures" ,,mich was transmitted to UNCTAD in response to their request. 

The Committee on Invisibles and Financing met in April 1966 to consider 
the Bank staff study. The Committee noted ''the considerable measure of 
support in the Committee for the concept of supplementary financial mea
sures elaborated in the Bank staff study" and decided, subject to the ap
proval of the Trade and Development Board , to set up a small group of repre
sentatives of governments consisting of 13 to 15 members, to study and re 
port on this matter to the second session of the Committee. This UNCT.AD 
Intergovernmental Group on Supplementary Financing met in Geneva in mid
October 1 966 with observers from the IBRD, the IMF and the OECD attending. 
As mentioned in the report of the Fund staff representative at that meet
ing (SM/66/112) the discussions of the Group ranged over a wide field but 
were essentially of a preliminary character . The Group met again in Feb 
ruary 1 967 to consider various studies prepared by the IBRD staff (see 
Appendix VII and also SM/66/112, page 6). 

c. International monetary issues 

The Conference had adopted Recommendation A.IV. l9 on "International 
Monetary Issues" by a roll -call vote of 87 to 11, with 17 abstentions . In 
its preamble the recomreendation emphasized the necessity to ensure ... 
"that any arrangement for the solution of the currency problems of the 
major trading countries should take fully into account the needs of develop
ing nations." It added that "further study is needed of the possibility 
of payments arrangements for developing countries on both a regional and 
an extra -regional basis that might facilitate the liberalization of trade 
among them." It recommended that "the Secretary-General of the Confer 
ence ... convene a group of experts ... to consider the international mone 
tary issues relating to problems of trade and development." 
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Such a group of 12 experts!/ from developed and developing coun
tries ·Has accordingly established, met twice, in October 1965 and July 
1966, and issued two reports on international monetary issues . Fund 
staff members participated as observers in both sessions . 

The first of these reportsg/ mainly dealt with international liquidi 
ty and set out a plan for liquidity creation in which an important feature 
was a link between reserve creation and development finance . It was first 
considered by the Committee on Invisibles and Financing Related to Trade 
in December 1965 and later by both that Committee and the Trade and De 
velopment Board . 

At the special session of the Committee and at the third session of 
the Trade and Development Board, both of which were held in January-Feb 
ruary 1966, it was widely agreed that the interests of all countries 
should be taken into account in any reform of the international monetary 
system . Developing countries submitted a "Joint Memorandum on Inter 
national Liquidity"ll in which it was stated, inter alia, that "no coun
try that wishes to pursue independent economic policies, to provide for 
continuity in them, and to ensure that they are protected against unfore 
seen disturbances, can afford to be without adequate reserves." The Board 
took note of the memorandum and adopted a resolution that the Comnittee's 
report, together with the documents relating to international monetary 
issues, should be transmitted to the international monetary institutions 
for their due consideration . However, representatives of socialist coun
tries of Eastern Europe were of the opinion that UNCTAD, as the most uni 
versal international body, should be the central agency in which to con
sider a reform of the system . 

At the fourth session of the Trade and Development Board, in September
October 1966, there was no discussion on this topic . However, it is re
ferred to in a resolution by the UN General Assembly adopted on December 17, 
1966 the text of which is reproduced in Appendix rx .~/ The resolution which 
had been introduced by the Ceylonese delegation, inter alia "requests the 
Secretary-General of UNCTAD to consult with the Managing Director of the 
Fund on the progress of activity relating to international reonetary re-
form and to report to the Trade and Development Board at its fifth session 
through the Committee on Invisibles and Financing Related to Trade . " 

1/ See Appendix VI for the composition of the group . The report of the 
group on regional payments arrangements among developing countries 1vill be 
considered at the second session of the Committee to be held in New York in 
April 1967. 

2/ See TD/B/32 and Appendix I . 
3/ See TD/B/57 and Appendix I . 
~/ See also EBD/66/184 . 
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d . Trade expansion and economic cooperation among 
developing co_u_n~t_r_ie __ s ________________________ ___ 

Two Recommendations A .II. 5 and A .III .8 conce1·ning the rromotion of 
trade among developing countries, and Recommendation A.JV.lO on regional 
development, had been adopted without dissent. They call on developing 
countries to liberalize and strengthen their trade and monetary relations, 
to encourage the establishment of regional financial and payments arrange
ments, and to cooperate in regional or subregional groupings. 

In compliance with the program of work adopted by the Board in its 
first session the Secretary-General of the UNCTAD appointed an expert com
mittee to examine measures for the expansion of trade among developing 
countries and to study the problems of regional development. This expert 
committee met in New York in February/March 1966 and issued a report on 
"Trade Expansion and Economic Cooperation Among Developing Countries" 
which describes policy implications and issues raised by measures of trade 
liberalization among developing countries and by the coordination of in
vestment and production programsand also by the regional integration of 
national markets. 

This report vdll be discussed by the Committee on Invisibles and 
Financing Related to Trade in its second session in April 1967. It will 
also be considered at the fifth sAssion of the Board "with special regard 
to the international action to be taken in support of the efforts of the 
developing countries." The subject of trade expansion among developing 
countries was also on the agenda of t~e GATT Committee on Trade and De
velopment which met in January 1967 .Y 

The monetary and payments aspects of trade expansion and economic 
cooperation among developing countries were tackled by the expert group 
on international monetary issues in its second session (see paragraph (c) 
above). 

e. Growth and aid targets 

Recommendation A .D!.2 on "Growth and A.id" had been adopted by the 
Conference by 107 votes to none, i·Ti th 9 abstentions. 

In response to this recommendation, the Development Assistance Com
mittee of the OECD at its 58th meeting on July 23, 1965 adopted a recom
mendation on assistance and development efforts, to the effect that "Mem
ber-Governments take appropriate steps to ••• attain and if possible ex
ceed the UNCTAD target of l per cent of national income, as defined in 

~~ See SM/67/16. 
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the UNCTAD recommendation on Growth and aid." This recommendation was 
passed in an eff9rt to reverse the unfavorable trend manifest in the 
past few years.!/ 

This question v1as discussed in the Com.111ittee and a:.so at the third 
and fourth sessions of the Board. At the latter session a resolution 
on the urgency of increasing the volume of developmental assistance was 
adopted without a vote . The resolution includes a reference to the find
ing of the World Balli': in its annual report for 1964-65, "that the capa
bility of developing countries to make productive use of resources has 
now increased so that they can effectively use, on an average over the 
next five years, some $3 billion to $4 billion per year more than they 
actually received in the recent past." 

f. Terms and conditions of aid 

nvo Recommendations, A.IV.l and A.IV.5, adopted by the Conference 
requested member countries and international institutions to appraise 
the external indebtedness of individual countries with a vieu to securing 
agreement, if necessary, on the rescheduling or consolidation of debt. 
These resolutions bad mustered wide support. 

The matter was discussed in the third Board session in January-Feb
ruary 1966 when representatives cf both developed and developing countries 
stressed the need for more assistance on concessional terms. In this con
nection, the representatives of some developing countries referred to the 
Horowitz proposal as a concrete 'eans of attaining this objective. No 
formal resolution was proposed.~ 

g . The Horowitz Proposal 

The Conference had adopted w·ithout dissent Recommendation A .IV .11 re
questing the IBRD to prepare a study on a scheme for increasing capital 
flows to developing countries through an interest equalization fund. 

!f As shmm in Table 6 in OECD, Development Assistance Efforts · and Poli
cies 1966 Review, (Paris, 1966 ) the flow of official financial resources 
as a percentage of national income has progressively decreased from 0 .74 
per cent in 1962 to 0 .61 per cent in 1965 . However~ if one takes also 
into account the flow of private capital, the percentage has remained 
stable at about 1 per cent of national income. 

2/ In the meantime, on July 23, 1965 the Development Assistance Com
mittee of the OECD had adopted a recommendation on finaucial terms and 
conditions which refers in its preamble to Recommendation A.IV.l of the 
Conference. The OECD text has provisions on the recognition of circum
stances of individual recipient countries, harmonization of terms in 
particular developing countries, general softening of financial terms, aid 
tying, need for non-project assistance and local cost financing, need for 
adopting legislative, institutional and budgetary prov1s1ons and regular 
review of implementation. (See OECD, Development Assistance Efforts and 
Policies, 1965 Review (Paris, 1965) p. 117. 



- 19 - DM/67/12: Corrected 3/28/67 

The Bank report was discussed in December 1965 by the Committee on 
Invisibles and Financing Related to Trade which decided to convene a 
group of experts to consider the economic and financial problems involved 
in the Horowitz Proposal. The group met in APril 1966 in New York and 
reported to the Secretary-General of UNCTAD: see TD/B/C.3/23 • . 

The matter is now on the agenda of the April 1967 meet
ing of the Committee on Invisibles and Financing Related to Trade. 

h. Suppliers' credit 

Recoi!lDlendation A .IV .14 on "Suppliers' credit and credit insurance in 
developed and developing countries" bad been adopted by the Conference 
without dissent. It requested the IBRD to make a study of suppliers' credit 
and credit insurance, and to submit the study to the United Nations. A 
paper entitled "Suppliers' Credits f;-om Industrialized and Developing Coun
tries" was recently issued by the IBRD. 

1· East-West Trade 

Owing to lack of time the Conference bad decided to leave to the Trade 
and Development Board the responsibility for further consideration and ac
tion on problems arising out of trade relations between countries having 
different economic and social systems. The Board considered these problems 
in its second and third sessions. The socialist countries of Eastern Eur
ope did not succeed in mustering sufficient support for a recommendation on 
this topic, and some representatives of Group B countries argued that this 
matter fell within the competence of the UN Economic Commission for Europe. 
It was finally decided that the Secretary-General of UNCTAD should prepare 
periodic reports on these problems, paying particular attention to the 
trade interests of developing countries. 

8. Work program for 1967 and preparation for the Second Conference 

As mentioned, the UN General Assembly has decided that the second ses
sion of the United Nations Conference on Trade and Development should be 
held in New Delhi from February 1 to March 25, 1968. The Trade and De
velopment Board, which will act as a preparatory committee for the Confer
ence, met. ~n New York on December 21 to revise its calendar of meetings 
for 1967-~ Committee meetings were moved to a later date and were more 
evenly distributed within the year in order to enable the committees to 
carry out more effectively their functions as preparatory committees to 
the Board for the Conference. In addition to the work involved in prepar
ing the coming Conference, the Trade and Development Board 8.Ild its com
mittees will be occupied in bringing to a conclusion work undertaken since 
the inception of UNCTAD and in taking stock of achievements to date. Pro
vision is also made in the revised schedule of meetings for two commodity 
conferences on cocoa and sugar. 

fJ See Appendix XII for the calendar of meetings adopted for 1967. 
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rv. Appendices 

Selected reports on · ~c~p i~s~ed to the Execut~ve 
Board. 

,. : ' . 

Resolution of ECOSOC deciding to convene the Con
ference--Resolution 917(XXXIV) of August 2, 1962. 

Resolution of the UN General Assembly establishing 
UNCTAD--Resolution 1995(XIX) of December 30, 1964. 

Composition of. ·Groups A, B, c, and D in UNCTAD. 

Organizational Chart of the UNCTAJj • . 

Composition of the Group of Experts on International 
Monetary Issues. 

Studies requested by the Intergovernmental Group on 
Supplementary Financing at its session of October 1966. 

Memorandum of Developing Countries on the iroplementa
tion of the recommendations of the First Conference. 

Resolution of the General Assembly on International 
Monetary Reform (Decem~r 17, 1966). 

Resolution of the General Assembly on the Second 
Session of the Conference (December 17, 1966). 

Meetings held by UNCTAD Bodies or under UNC~4D aus
pices up to the end of December,l966. 

Calendar of UNCTAD Meetings for 1967. 



No. 

SH/64/40 

SM/64/54 

SM/64/71 

SM/65/40 

SM/65/81 

SM/66/3 

. EBD/66/42 

SM/66/38 

SM/66/55 
and Sup. 1 

SM/66/112 

SM/66/116 

APPENDIX I 

Selected Reports Issued to the Executive Board~ 

Title 

UN Conference on Trade and Development 

It II II 

" II tr 

Date 

May 4, 1964 

June 10, 1964 

July 23, 1964 

Report on the First Session of the UN May 13, 1965 
Trade and Development Board 

Report on the Second Session of the UN Sept. 24, 1965 
Trade and Development Board 

UNCTAD - Report on the First Session of Jan. 7, 1966 
the Committee on Invisibles and Financing 
Related to Trade 

Report of UNCTAD Committee on Invisibles Mar. 11, 1966 
and Financing Related to Trade 

Report on the Third Session of the Trade Mar. 24, 1966 
and Development Board, and Special 
Session of Committee on Invisibles and 
Financing related to Trade 

UNCTAD Committee on Invisibles and 
Financing Related to Trade - Report 
on Resumed First Session 

UNCTAD Intergovernmental Group on 
Supplementary Financing - Report by 
Fund Observers 

Report on the Fourth Session on the UN 
Trade and Development Board 

May 2 and 20, 
1966 

Nov. 3, 1966 

Nov. 4, 1966 

~/ This list is not meant to be comprehensive. 



1. The Economic and Social C01mcil Decides 
to Convene the Conference 

APPENDIX ll 

·On 3 August 1962, the Economic and Social Council of the United 
Nations, at its 34th session, by its resolution 917 (XXXIV), convened 
a United Nations Conference on Trade and Development, and decided that 
its agenda and documentation should be considered by a Preparatory Com
mittee. 

Below is the full text of this resolution: 

The Economic and Social Council, 

Recalling General Assembly resolution 1707 (XVI) on inter
national trade as the primary instrument for economic develop
ment, 

Further recalling General Assembly resolutions 623 (VII), 
1028 (XI), 1322, 1324 (XIII), 1421 (XIV), 1422 (XIV), 1519 (XV) 
and 1520 (XV). 

Proceeding from the aims of the "United Nations Develop
ment Decade" in which both the developed and the less developed 
countries are to intensify their efforts in order to ensure a 
self-sustaining growth of the economics of the individual na
tions so as to attain in the developing countries, by 1970, a 
minimum annual rate of growth of the aggregate national income 
of 5 per cent, 

Recognizing the importance of the economic development 
particularly of the less developed countries for the stability 
of the world economy and the maintenance of international 
peace and security, 

Noting t he difficulties which hamper the development of 
international trade in general and trade among less developed 
countries and industrially developed countries in particular, 

Bearing in mind the vital importance of the rapid growth 
of exports and export earnings of developing countries, of 
primary products and manufactures, for promoting their econom
ic development, 

Recognizing that the developing countries have in recent 
years suffered from t he drop in prices of primary products 
and the worsening of their terms of trade with industrialized 
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countries and that the losses ar1s1ng therefrom have hampered 
and delayed the implementation of their long-term development 
programmes and that measures to import stability in inter
national commodity markets at remunerative levels are vital 
for the development of less developed countries, 

Considering the importance of all countries and all re
gional and sub-regional economic groupings pursuing trade 
policies designed to facilitate the necessary expansion of 
trade of developing countries and encouraging the indispens
able growth of their economies, 

Bearing in mind the importance of increasing the net in
flow of long-term capital to developing countries and improv
ing its terms and conditions so as to take account of their 
special requirements and problems, 

Noting the Declaration on promotion of trade of less 
developed countries and the proposed programme of action of 
the last Ministerial meeting of the contracting parties to 
the General Agreement on Tariffs and Trade in November 1961 
and expressing the hope that significant progress will con
tinue to be made in implementing the above programme of ac~ 
tion, 

Considering the numerous replies of the Governments of 
Member States to the questionnaire of the Secretary-General 
on the desirability of convening an international conference 
on international trade problems relating particularly to com
modity markets and on the agenda of such a conference, 

l. Resolves to convene a United Nations Conference on 
Trade and Development; 

2. Decides to convene, by the early spring of 1963, 
a Preparatory Committee consisting of expert representatives 
designated, not later than November 1962, by Governments 
represented on the Council to consider the agenda and docu~ 
mentation for the Conference with particular reference to 
the problems of the developing countries; 

3. Requests the Secretary-General, with the assis
tance of the regional economic commissions, the specialized 
agencies and other related interuat.i.onal organizations con
.cerned with internat.ional trade such as the International 
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Monetary Fund, the General Agreement on Tariffs and Trade 
and the International Bank for Reconstruction and Develop
ment, to prepare, for consideration by the Preparatory Com
mittee, appropriate documentation and proposals for such a 
Conference; 

4. Requests further the Preparatory Committee to sub
mit its report in time for consideration by the Council at 
its thirty-sixth session. 

l236th plenary meeting, 
3 August 1962. 
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Di.str. 
Lil<ITTED GENERAL 

ASSEMBLY A/P.ES /1995 (XIX) 
8 January 1965 

Nineteenth sess ion 

RESOLUTION ADOPTED BY THE GEHEPAL ASSEMBLY 

1995 (XIX). Establishment of the United nations Conference on Trc>.de and 
Develot:-ment as an organ of the General Asser:ibly* 

The General Assembly, 

Convinced that suste.ined efforts are necessary to raise the standards of 

living in all countri es and to accelerate the ecor.om.ic growth of the developing 

countries, 

Considering that international trade is an important ins tl·umect for econcrnic 

development, 

Recognizing that the United Nations Conference OD Trade and Developnent ha.s 

provided a unique opportunity to make a comprehensive review of the problems of 
trade and of trade in relation to econcmic developmeP.t, particularly those probler.,s 

affecting the developing countries, 

Convinced that adequate and effectively fQ~ctioning organizational 

arrangements are essential if the full contribution of international trade tc the 

accelerated economic grmvth cf the developing countries is to be successfull:r· 

realized through the formulation and implementatic•n of the necessary policies, 

Ta}~ng into account that the operation of existing international institutions 

Has examined by the United Nations Conference on 'l'rade and Develo:r,;:r::1ent, Hhich 

recognized both their contributic.ns and their limitations ir:. dealing \-.ri th all the 

problems of trade and related prcblems of develor:ment, 

Believing that all States par~~cipating in the United Nations Conference on 

Trade and Develo~r.J.er..t shou2.r'l. mak2 the n:ost effective use of insti tuticms and 

arrar.gements tc. ':1:1ir"r L:ey are or may beccr.:e pe.!:ties, 

* Iterr.. 32 of the pr~·.risionsl agenda. . 

65-00312 I . .. 
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Con1rinced that, at the same time, there should be a further review of both 

the pr~sent and the pro~osed institutional arrangements, in the light of the 

experience of their work and activities, 

Taking note of the widespread desire among developing countries for a 

comprehensive trade organization, 

Recognizing that further institutional arrangements are necessary in order to 

continue the work initiated by the Conference and to implement its recorr®endations 

and conclusions, 

I 

Establishes the United Nations Conference on Trade and Development as an organ 

of the General Assembly in accordance vrrth the provisions set forth in section II 

below; 

II 

1. The members of the United Nations Conference on Trade and Development 

(hereinafter referred to as the C~nference) shall be those States which are Members 

of the United Nations or members of the specialized agencies or of the 

International Atomic Energy Agency. 

2. The Conference shall be convened at intervals of not more than three years. 

The General Assembly shall determine the date and location of the sessions of the 

Conference, taking into accoQnt the recommendations of the Conference or of the 

Trade and Develorment Board, established under paragraph 4 below.· 

3. The principal functions of the Conference shall be: 

(~) To prcmote international trade, especially with a view to accelerating 

economic development, particularly trade between countries at different stages of 

development, between developing countries and between countries with different 

systems of economic and social organization, taking into account the functions 

performed by existing international organizations; 

(£) To formulate principles and policies on international trade and related 

problems of econcmic development; 

(~) To make proposals for putting the said principles and policies into 

effect and to take such other steps vdthin its competence as may be relevant to this 

end, having regard to differences in economic systems and stages of development; 

/ ... 
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(~) Generally, to review and facilitate the co-ordination of activities of 

other institutions -vri thin the United Nations system in the field of international 

trade and related proble~s of economic developrrent, and in this regard to 

co-operate with the General Assembly and the Economic and Social Council with 

respect to the perforn~nce of their responsibilities for co-ordination under the 

Charter of the United Nations; 

(!:) To initiate action, vrhere appropriate, in co-ope:::-ation vith the competent 

organs of the United Nations for the negotiation and adoption of multilateral 

legal instruments in the field of trade, with due regard to the adequacy of 

existing organs of negotiation and without duplication of their activities; 

(.f) To be available as a centre for harmonizing the trade and related 

development policies of Goverr~ents and regional economic groupings in pursuance 

of Article 1 of the Charter; 

(g) To deal iv"i th any other matters -.;.rithin the scope of its competence. 

TRADE AND DEv'EiOPNEI~T EOARD 

Composition 

4. A pern:anent organ of the Conference, the Trade and Developn:ent Eoard 

(hereinafter referred to as the Eoard), shall be established as part of the United 

Nations n:achinery in the economic field. 

5. The Board shall consist of fifty-five members elected by the Conference 

from among its membership. In electing the members of the Board, the Conference 

shall have full regard for toth equitable geographical distribution and the 

desirability of continuing representation for the principal trading States, and 

shall accordingly observe the follOi.'ing distribution of ses.ts: 

(~) Twenty-t>m from the States listed in part A of th<2 annex to the present 

resolution; 

(E) Eighteen fro:r.:t the States listed in part B of the annex; 

(~) Nine froo the States listed in part C of the annex; 

(~) Six fro:::1 the States listed in part D of the annex. 

6. The lists of States containe1 in the annex shall be reviei:-ed periodically 

by the Conference in the light of changes ir: rr.embership of the Conference an<l. 

other factors. 

; ... 
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1. The members of the Eoard shall be elected at each regular session of 

the Conference. They shall hold office until the election of their successors . 

8. Retiring members shall be eligible for re - election. 

9. Each member of the Eoard shall have one representative with such 

alternates and advisers as may be required. 

10. The Bof!.rd shall invite ar.y rr.ember of the Conference to participate, 

without vote, in its deliberations on any matter of particular concern to that 

member. 

11. The Board may ~ake arrangerr.ents for representatives of the inter

governmental bodies referred to in paragra:phs 18 and 19 belQ'I.·r to participate, 

without vote, in its deliberations and in those of the subsidiary bodies and 

working groups established by it . Such participation rray also be offered to 

non- governrr.ental organizations concerned with matters of trade and of trade as 

related to develop~.ent. 

12. The Board shall adopt its 01m rules of procedure. 

13. The Board shall meet as required in accordance with its rules. It shall 

normally meet twice in any particular year . 

Functions 

14. ~·lhen the Conference is not in session, the Boa:!.-d shall carry out the 

functions that fall within the competence of the Confererce. 

15. In particular, the Board shall keep under revie\r and take appropriate 

action within its competence for the impler-entatio~ of the reco~enda~ions, 

declarations, resolutions and other decisions of the Conference and to ensure 

the continuity of its work . 

16. The Board may make or initiate studies and reports in the field of 

trade and related problems of development . 

17. The.Board may request the Secretary- General of ~he United Nations to 

prepare such reports, studies or other documents as it ~E deem appropriate . 

18. The Board shall, as required, ~ake arrangements to obtain reports from 

and establish links with inter- governffiental bodies 1<hose activities are relevant 

to its functions . In order to avoid duplication it shall 3.vail itself, Hhenever 

possible, of the relevant reports made to the Econonic and Social Council and 

other United !rations bodies . 

/ ... 
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19. The Board shall establish close and continuous links with the rebional 

economic commissions of the United nations and it may establish such links with 

other relevant regional inter-governmental bodies. 

20. In its relations ,.n_ th organs and abencies 1-rithin the United Nations 

system, the Board shall act in conformity 1-rith the responsibilities of the Economic 

and Sucial Council under the Charter, particularly those of co-ordination, and 

with the relationship aGreements 1-1ith the agencies concerner1. 

21 . The Board shall serve as a preparatory corrmittee for future sessions of 

the Conference. To that end, it shall initiate the preiaration of documents, 

including a provisional agenda, · for consideration by the Conference, as 1vell as 

make reco~~endations as to the appropriate date and place for its convening. 

22. The Board shall rer:ort to the Conference and it shall also report 

annually on its activities to the General Assenbly through the Economic and 

Social Council. The Council may transmit to the Asser:tbly such comments on the 

reports as it may deem necessary. 

23. The Board shall establish such subsidiary organs as w~y be necessary to 

the effective discharge of its functions. It shall establish, in particular, the 

follm·ring comrni ttees: 

ll 

(~) A commit tee on cowJtodities 1-rhich, ir.ter alia, -vrill carry out the 

functions lvhich are nm.,r performed by the Commission on International 

Comrr.odity Trade and the Interim Co-ordinating Cor:rmittee for International 

Comrrodity Arrangements. In this connexion, the Interim Co-ordinatir.c 

Committee shall be maintained as an advisory body of the Eoard; 

(~) A committee on ~anufactures; 

(~) A committee on invisibles and financing relate'i to trade. The Eoard 

shall give special consif eration to the appropriate institutional means 

for dealing -w-ith problems of shippine;, and shall take into account the 

recommendations contained in annexes A.IV.21 and A.IV.22 of the Final Act 

of thE Conference.l/ 

See Proceedin.r;s of the U!1ited !rations Conference on Tr::Lde and 'Ce'leloprr.ent, 
Vol. I, Fir.=.l Act and Rc::ort (United I':3.t ions :publi ~ at ion, 
Sales !~o . : 6[;: . II . B .11 ) . 

; ... 
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The terms of reference of the latter hro subsidiary bodies and any other subsidiary 

organs established by the Board shall be adopted after consultation with the 

appropriate organs of the United Nations and shall take fully into account the 

desirability of avoiding duplication and overlapping of resronsibilities. In 

determining the size of the stilisidiary organs and in electing their members, the 

Board shall take fQlly into account the desirability of including in the membership 

of these bodies member States with a special interest in the subject-matter to 

be dealt with by them. It may include any State member of the Conference, whether 

or not that State i~ represented on the Board. The Board will determine the terms 

of reference and rules of procedure of its subsidiary organs. 

VOTING 

24. Each State represented at the Conference shall have one vote. Decisions 

of the Conference on matters of substance shall be taken by a two-thirds majority 

of the representatives present and voting. Decisions of the Conference on matters 

of procedure shall be taken by a majority of the representatives present and 

voting. Decisions of the Board shall be taken by a simple majority of the 

representatives present and voting. 

PROCEDURES 

25. The procedures set ~orth in the present paragraph are designed to 

provide a _ process of conciliation to take place before voting and to provide an 

adequate basis for the adoption of recomrr.endations with regard to proposals of a 

specific nature for action substantially affecting the economic or financial 

interests of particular countries. 

(a) Levels of conciliation 

The process of conciliation within the meaning of the present raragraph may 

take place under the conditions stated with regard to prorosals which are before 

the Conference, the Board or Committees of the Board. In the case of Committees 

of the Board, the process of conciliation shall apply only to those matters, 

if any, with resrect to vrhich a Committee has been authorized to submit, without 

further approval, recorr~£ndations for action. 
. 

I ... 
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A request for conciliation within the meaning of the present paragraph may 

be made: 

(i) In the case of proposals before the Conference, by at least ten members 

of the Conference; 

(ii) In the case of proposals before the Board, by at least five members 

of the Conference, vrhether or not they are members of the Board; 

(iii) In the case of proposals before CcEmittees of the Board, by 

three members of the Committee. 

The request for conciliation under the present paragraph shall be submitted, as 

appropriate, to the President of the Conference or to the Chairman of the Board. 

In the case of a request relating to a proposal before a Committee of the Board, 

the Chairman of the Comndttee concerned shall submit the request to the Chairman 

of the Board. 

(c) Initiation of conciliation by the President or Chai~n 

The process of conciliation ivithin the meaning of the present paragraph may 

also be initiated i.Jhenever the President of the Conference, the Chairman of the 

Board or the Chairman of the Corrmittee concerned is satisfied that the required 

number of countries as specified in sub-paragraph (E) above are in favour of such 

conciliation. In cases where the process of conciliation is initiated at the 

level of a Cow~ittee, the Chairman of the Committee concerned shall refer the 

matter to the Chairman of the Board for action to be takE:n in accordance i.Ji th 

sub-paragraph (!) below. 

(d) Time for request or initiation of conciliation 

The request for conciliation (or the initiation of conciliation by the 

President or the Chairman, as the case may be) may be made only after the debate 

on the proposal has been concluded iv~thin the organ conce~ned and prior to the 

vote on that proposal. For the purposes of this provisionJ the Chairman of the 

organ concerned shall, at the conclusion of the debate on any proposal, afford 

an appro!Jriate interval for the submission of requests for conciliat-ion before 

I . .. 
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proceeding to the vote on the proposal in question. In the event that conciliation 

is requested or initiated, voting on the proposal in question shall be suspended 

and the procedures provided 1or below shall be followed. 

(e) Subjects in regard to which conciliation is appropriate or excluded 

The institution of the process of conciliation shall be automatic under the 

conditions stated in sub-paragraphs (E) and (~) above. The categories in (i) 

and (ii) below shall serve as guidelines: 

(i) Appropriate for conciliation shall be proposals of a specific nature 

for action substantially affecting the economic or financial interests 

of particular countries in the follmring fields: 

Economic plans or programmes or economic or social readjustmentG; 

Trade, ~onetary or tariff policies, or balance of payments; 

Policies of economic assistance or transfer of resources; 

levels of emplo~ent, income, revenue or investment; 

Rights or obligations under international agreements or treaties. 

(ii) Proposals in the follo,nng fields shall not require conciliation: 

Any procedural matter; 

Any proposal for study or investigation, including such pro~osals 

related to the preparation of legal instr~ents in the field of trade; 

Establishment of subsidiary bodies of the Board within the scope 

of its competence; 

Recomrr.endations and declarations of a general character not calling 

for specific action; 

Proposals involving action proposed in ~ursuance of recommendations 

which were unanimously adopted by the Conference. 

(f) Nominat ion of a conciliation committee 

When a request for conciliation is made or initiated, the presiding officer 

of the organ concerned shall immediately inform the or gan. The President of the 

Conference or the Chairman of the Board shall, as soou as possible, after 

consult at ion with the n;embers of the organ concerned,. nor1inate the menbers of a 

conciliat ion committee and submit the nominations for the approval of the 

Conference or the Board, as appropriate. 

; ... 
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The conciliation committee shall, as a rule, be swAll in size. Its members 

shall include countries especially interested in the matter i·Tith respect to which 

such conciliation was initiated and shall be selected on an equitable geographical 

basis. 

(h) Procedure vrithin the conciliation corrmittee and subnission of its report 

The conciliation committee shall begin its \·rork as soon as possible and it 

shall endeavour to reach agreement during the sarre session of the Conference or 

the Board. No vote shall take place in the conciliation committee . In the event 

that the conciliation committee is unable to conclude its work or fails to reach 

agreement at the same session of the Conference or the Eoard, it shall report to 

the next session of the Eoard or to the next session of the Conference, whichever 

me~ts earlier. HOI·rever, the Conference t:!ay instruct the conciliation committee 

appointed by it to submit its report to the follmring session of the Conference 

in the event that the committee shall not have concluded its YTork or shall have 

failed to reach agreement during the same session of the Conference. 

(i) Extension of the rr-andate of the conciliation committee 

A proposal to continue a conciliation comnittee beyond the session ~t which 

it is required to report shall be decided by a simple majority. 

(j) Report of the conciliation co~Jrrittee 

The report of the conciliation committee shall indicate ivhether or not the 

committee was able to reach an agreement and whether or not the committee 

recommends a further period of conciliation . The report of the committee shall be 

made available to the members of the Conference. 

(k) Action on the report of the conciliation committee 

The report of the conciliation committee shall have priority on the agenda of 

the organ to l<hich it is submitted . If the organ adopts a resolution on the 

proposal -w-hich vas the subject of the report of the conciliation cor.u:ri.ttee, that 

I ... 
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resolution shall refer explicitly tn the report of the conciliation committee and 

to the conclusion , reached by the conciliation committee in the following form, as 

appropriate: 

"Noting t he report of the Conciliation Con:mittee appointed on 
(date) (document number), 

"Noting also that the Conciliation Corunittee fwas able to reach an 
agreement/ lrecomrr~nds a further period of conciliatioE7 LWas unable to 
reach agreemen!:_]," 

(l) Re~orts of the Board and the Conference 

The reports of the Board to the Conference and to the General Assembly and 

the reports of the Conference to the Assembly shall. include, inter alia: 

(i) The texts of all reco~endations, resolutions and declarations adopted 

by the Board or the Conference during the period covered by the reportj 

(ii) In respect of recomrrendations and resolutions which are adopted after 

a process of conciliation, there shall also be included a record of the 

voting on each recomrr£ndation or resolution 1 together with the texts of 

the reports of the conciliation committees concerned. In the report, 

the record of voting and the texts of the reports shall normally 

follow the resolutions to which they pertain. 

(m) Good offices of the Secretary-General of the Conference 

( 

The good offices of the Secretary-General of the Conference shall be utilized 

as fully as practicable in connexion with the process of conciliation. 

(n) Proposals involving changes in the fundamental provisions of the 
present resolution 

A process of conciliation shall also be applied under the terms and conditions 

laid down above in regard to any proposal for a recomrrendation to the General 

Assembly -vrhich would involve changes in the fundamental provisions of the present 

resolution. Any que~tion as to whether a particular provision shall be considered 

fundamental for the purposes of the present sub-paragraph shall be deternined by 

a 3imple majority of the Conference or the Eoard. 

I .. . 



SECRETAP.IAT 

APPENDIX III 

A/RES/1995 (XIX) 
Page 11 

26. Arrange~ents shall be made, in accordance with Article 101 of the Charter, 

for the iwmediate establishment of an adequate, permanent and full-time 

secretariat within the United Nations Secretariat for the proper servicing of the 

Conference, the Board and its subsidiary bodies. 

27. The secretariat shall be headed by the Secretary-General of the 

Confer ence, who shall be apJ:oir.t.ed by the Secretary-General of t he United Nations 

and confi rmed by the General Assembly. 

28. Adequate arrangements shall be made by the Secretary-General of the 

United Nations for close co-OJ:eration and co-ordination between the secretariat 

of the Conference and the Department of Economic and Soc:al Affairs, including 

the secretariats of the regional economic commissions and other appropriate 

units of the United !·!ations Secretariat as ;.rell as with the secretariats of the 

specialized agencies. 

FINANCIAL ARRANGENEI\"TS 

29. The expenses of the Conference, its subsidiary bodies and secretariat 

shall be borne by the regular budget of the United I-rations, which shall include 

a separate budgetary provision for such expenses. In accordance with the _practice 

follo~•ed by the United Nations in similar cases, arrangements shall be made for 

assessments on States not members of the United Nations which participate in the 

Conference. 

FU'IURE INSTI'IUTIONAL ARFANGEr.lE~'TS 

30. The Conference ;nll review, in the light of experience, the 

effectiveness and further evolution of institutional arr.ange~ents with a view to 

recommending such changes and improvements as might be necessary. 

31. To this end it will study all relevant subjects , including matters 

relating to the establishment of a comprehensive organization based on the entire 

reembership of the United Nations system of organizat ions t o dea l with trade and 

with trade in relation to developnent. 

32. The General Assembly expresses its intention to seek advice from the 

Conference before reeking changes in the fundawental prov~sions of the present 

resolution. 

l3l4th ~lenary meeting, 
30 December 1964. 

I . .. 
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List of State~ in Group A 

Afghanistan 

Algeria 

Burma 

Burundi 

Cambodia 

Cameroon 

Central African Republic 

Ceylon 

Chad 

China 

Congo (Brazzav:.i. l l e) 

Congo (Democrat ic Rerublic of) 

Dahomey 

Ethiopia 

Gabon 

Ghana 

Guinea 

India 

Indonesia 

Iran 

Iraq 

Israel 

Ivory Coast 

Jordan 

Kenya 

Kuwait 

Laos 

Lebanon 

Liberia 

Libya 

Madagascar 

Malaysia 

Mali 

Mauritania 

Mongolia 

Morocco 

Nepal 

Niger 

Nigeria 

Pakistan 

Philippines 

Republic of Korea 

Republic of Viet-Nam 

Rwanda 

Saudi Arabi'i 

Senegal 

Sierra Leone 

Somalia 

South Africa 

Sudan 

Syria 

Thailand 

Togo 

Tunisia 

Uganda 

United Arab Republic 

United Republic of Tanzania 

Upper Volta 

Western Samoa 

Yemen 

Yue:osla\'ia 

I . .. 
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List of States in Group B 

Australia 

Austria 

Belgium 

Canada 

Cyprus 

Denmark 

Federal Republic of Germany 

Finland 

France 

Greece 

Holy See 

Iceland 

Ireland 

Italy 

Japan 

Liechtenstein 

Luxembourg 

Monaco 

Netherlands 

New Zealand 

Norway 

Portugal 

San Marino 

Spain 

Sweden 

Switzerland 

Turkey 

United Kingdom of Great Britain 
and Northern Ireland 

United States of Ameri ca 

APPENDIX IV 

I .. . 
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List o1' States in Group C 

Argentina 

Bolivia 

Brazil 

Chile 

Colombia 

Costa Rica 

Cuba 

Dominican Republic 

Ecuador 

El Salvador 

Guatemala 

Haiti . 

Honduras 

Jamaica 

Mexico 

Nicaragua 

Panama 

Paraguay 

Peru 

Trinidad and Tobago 

Uruguay 

Venezuela 

APPENDIX IV 

I ... 
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List of' States in Group D 

Albania 

Bulgaria 

APPENDIX IV 

Byelorussian Soviet Socialist Republic 

Czechoslovakia 

Hungary 

Poland 

Romania 

Ukrainian Soviet Socialist Republic 

Union of Soviet Socialist Republics 
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Composition of the Group of Experts on 
International Monetary Issues 

APPENDIX VI 

The members of the group originally appointed were: 

V. S. Alkhimov, Head, Foreign Currency Department, Ministry 
of Foreign Trade of the USSR. 

Gamani Corea, Permanent Secretary, Ministry of National 
Planning and Economic Affairs , Ceylon. 

Octavio A. Dias Carneiro, formerly Chief of Economic Depart
ment of the Foreign Ministry, Brazil . 

Jorge Gonzalez del Valle, Alternate Executive Director , 
I nternational Monetary Fund . 

Julius Hajek, Director of the Foreign Exchange Department 
of the Ministry of Finance, Czechoslovakia, and Associate Member of 
the Prague Research Institute . of Finance. 

Lord Kahn, Fellow of King's College and Professor of 
Economics in the University of Cambridge, England. 

Amon Nikoi, Executive Director, International Monetary Fund. 

I . G. Patel, Chief Economic Adviser, Ministry of Finance, 
India. 

Pierre Sanner, Director of Studies, Banque Centrale des 
Etats de l'Afrique de l'Ouest; 

Tiber Scitovsky, Professor of Economics, University of 
California. 

T. W. Swan, Professor of Economics, Research School of 
Social Sciences, Australian National University. 

Owing to the inability of Dr. I. G. Patel to be present 
throughout the group's meetings, K. N. Raj, Professor of Monetary 
Economics, Delhi School of Economics, University of Delhi, was 
appointed as an additional member. 
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UNCTAD Intergovernmental Group on Supplementary Financing 

Studies Requested by the Group ~/ 

1. The relative importance of export shortfalls and other causes of 
instability in the external financing of development ~nd, to the 
extent possible, estimates of the effects of these causes on 
selected countries . 

2 . The Group invites the Bank and the Fund to communicate to the Group 
any views they may feel able to express on how supplementary 
finance would fit into the existing international financial system. 

3. A revis.ion (to include data as recent as possible) of Table I, 
"Adequacy of External Liquidity to Finance Fluctuations in Exports 
of Some Fund Members" (page 19) of the study produced in 1963 by 
the International Monetary Fund "Compensatory Financing of Export 
Fluctuations." 

4. A study of the differences between and the respective merits of 
the methods used for the determination of export shortfalls. 

5. A presentation of the methods used by the Bank staff in arriving 
at its estimates of the annual cost of the Scheme (in quantitative 
terms). 

6 . An estimate of the effects of recent changes in the Fund's com
pensatory financing facility on the annual cost of the Scheme . 

~/ First session October 1966. 
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R~VI2. J OF' Tr;': L~PL.i.IL~ . .i.·:T.:.'i'ION OF T:i.:: ;:rsccr. ~ "SND.tTIOi.:S 
OF TH?. co; :FER.ZI•, CE 

1-iez::!.~~~:~_r=.r~q._e __ i:rg_1_-;:E".:.~nt::-.t~Jn of th_e __ r~_q_R·"iend --=-tions -, . ;-:· 
of the First Unit~::.. ; ,- tio!ls Co:1fcre:1c8 on Tr::- c~e -n0 Da~~1opnent 
Present ee. b~r the Grou .. ) oi: 31 ·'av:::lo:;in;::; cotL!.tri es !LCEl~ers of 

the -:l'r~ :1.e .~ncl De;alo::~2£~}a :. r_:t1/J_--to tb~;-;n-a-::.~ers . -;r-thr; 3o.-.rd 

l. The Revi<n of t;13 Im:J1:=uent .··ticn of th.; Recor;nenc~:- tions o.f the first United 

Nations Conf8rence on Tr.~G.e o.nd Deve1o-:i:..;nt on t!1 0 b< sis of the First R.:nort of t.he 

Sccrete.ry- Gen.::r=>.1 ll"' s thrOi-m into sh? r~J r e1i:].f tn.c fo11ot-dr: . ~ , ;;.I:tOnJ othar! f <'cts 

rel~tin.; to the ~co~!OE1ic .:;rm.rt h ."nd C:Gv-elo::::1.cnt of the develo?ing countriss :

(i) the econoric grm·rth r ::- te of th0 ~~. eva1ol'in:; cou:1trie s .,.t the mid-point 

tha min~~~~ 5~ - t.-r:;et for the Dacccle; 

(ii) the sh:: re of the c.~eve1o~;in . .; countries in ".ror1d tr.:-.(e h"s C.ec1ined; 

(iii) the racor-u .-.en~.-tions of the First C';onfercnce h~ve not 0-Jen inpl ~'TI.entecl. 

either ;:c',ac;l..~ ·=--t el;}r or in ". concentr~teG. rr...:>.mNr ,"'nc'. ~1::-vc; so fe.r resultec: 

only in iso1~t:Jc, "-1:-' 1i:·.1ite :~ me.- sures 'jy indi v:'due.1 countri es; 

(ii!) the t-riff .:>.nd non-t:'.riff b."rriers in devdo~;cd countries to exports of 

ma.nuf:: ctures <'n::i sGP.i-r-rnuf .:> ctures of th e clevelo?int; countries h:::t.ve 

substa ntie.1ly r ~C;nF.ined unch:::~_n~aC. since tl1e ~irst Conference ~nc1. in sot:1.e 

CC'.ses h".Ve even b-..:en rr is&c: C'nJ. tariff differenti£'.1 on ~ri"'k".ry s.nd 

~recessed for.i'!!s of th t:se ;~roducts existins ;-t tl1 3 tine of the Conference 

l/ Ar~entir.e, 3clivi;-, J r ,".z il, 8 -u..; r oon , C c~rlo~1, Chile, Con. ·o (D.:;o.ocr~tic 
Re;:ru'olic), D..,_:'lO:-.wy, : cu. :- :cr, :::a S"'lv ... · c~or, St:1io:_-- in, C-f'.:>.n.:l, Guine" , Hon2.urn.s, 
In::i <·, In~~ onesi·,, Ir.'.n, Ir::..q , L .. ;l :'non : ~·-i1..:;2.sc~r, =·> li, ~ ·~exico, ;1orccco, 

. Ni.:...~ ri::., P<'-kisb.n, P!"ili~ _-in .:; s, United ;,r .... ;J ite:·.ub1ic, unite::', Re?ub1ic of 
Tc.nZ"'ni-", Uru ,:;ue.y :-.nc~ Yu~;oslc-.. via 

TD . 66-3393 
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is bein~ continued ; ti1us f ailin . .; to ,~ive the hi~h ~riority recol"iU".1enclcc 

to the el:L:1in::tion or reduction of t::-riff c-.nd non-t~riff b<'rriers to the 

tr.1de of develo::~in:; countries. 

(v) the many intensive efforts to concluc~e ::n intern~tion~l coDmodity arran.:;e

ment for Coco2. or to renew t~1e intern<'.tion"l su:;-"'r C'.:;reenent h "'.Ve not been 

successful e.lthou .:,;h th~ t\-ro ce:::c·,lOcities h~ve "u~en ·identified c>s those in 

>mich the mc.r ket situ.:-.tion gives rise to serious concern .~ n~l rec;uires 

r>riority 2.tte11tion; 

(vi) the ..:~_ evelop'3c~ countries still continue to tdce l:leasurcs for stil:tul~tii1g 

ttneconcr:dc c.or.1estic c..;ricultur!l.l ;>rocluct ·~on .<Jnd corrrpetin~ nr.turrli prcxi:.1cts 

thus, d epriV:in::; develo~"'in.:;, countries' or' the· .. · ;-p~o!'t~ity to, obtain ' a f ;: ir D.nd 

reasonr.':Jle share of ~Torlc',· n<:-.rkets rnd'the :~rm-rth · of · these m:-rkets in these 

can.";l.ol1.ities; 

(vii) the syst ~c. of t;ener.:-.1 £>.nc1
. non- 0.iscrinin.:>.tory pr~Jforence in favc•1r of products 

frm the clevelopil1:; countries h;cs not :Jeen inplc:-~ente~l . Only on.; develo~d 

country hi.s p.::rt i ..... ll~r res:)onded to the ;;Jro?os:-l of develo;;in::; countries; 

(viii) the flm-r of fin <"· nci.:l e.ssist::nce from (evelo:-='cc~ to t~1e devalo;:>in::; cou11tri8s 

h< s levelled off in r~cent ;:re.:1rs 2.nd ~1-"S c~eclincc. frou 0. 85~~ of the n:>tional 

income of th.;) clev0lol)ed countries in 1961 to 0.63;; of the n:>tion?.l incOT!le 

of ti1ese countri0s in 1964 thus del:-.yin:; still further the re :1..lis .<:tion 

of the 1~~ t. :· r .:_:et for the United i.f .,_tions Develo~~n .. mt Dcc;•de; 

(ix) the ;l.J"'vy burc' eri of d,;!:)t servicing in ~:avelopin:; countries h-:.. s incre"'.sed 

co~sicter .. "'bly .~n;:'. , in f.'!."'.ny C"scs, hc s r~.,.checl s,r.·wc pro~')ortions rnd 

P.ccounts for ·'"'· consic:er:~.)le ~lA. rt of tha fint'.:'.cinl nssist<'lncc tht:se 

countries currently receive; 

(x) the t urn s <nd. conc'.i tions of intcrn-:.tio~- 1 fin?.ncial .... ssistrnce h;-:ve, vTith 

very f e\v exceptio<'1 s, sho~m no !:'lr"'.ri\:c~l iR:>rove:-"tlent ~jr lm·r;:;r int .;rest r.:1t es 

<1nd lon.;cr W'..turity p.Jrio<.is to hel:' ?.li.;)Vi.:cte ti1 ~ de'.)t ~urclen of rlevclo~1inG 

collrl.tries . ~ . s •-rell C"S by untied c-ssist<'.nce to iil:'ke its utilisC'tion more 

effective. 
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2. To strengthen further the international co- operation in trade and developnent 

which began so hopefully v-Ii th the establishment of. UNCTAD and to accelerate the rate 

of economic growth of the developing countries nor.:: intensive and concerted measures 

are needed to im.plenel'lt · thG' rzcom1:1endations of the First Conference. It is therefore, 

recommended that the developed countries should, as a short term prograr.me of 

imple!!lentati-:-n, take · bm~edh.te action bet\·reen now and the . opening of th13 Second 

Conference as follO\vs: 

(i) urgent action to conclude int ernational cor.r·1~d.ity e.rrang8P1.ents on cocoa 

and sugar; 

{ii) strict observance of the standstill recomende.tion; 

(iii) the highest priority be 6iven to the reduction or elimine.tion of tariff 

and non-tariff barriers to the trade of products in their natural, seni

proce~sed or processed. fonn and in semi--nanufactures and 2anufactures ; 

such action should accord priority to products of interest to developing 

countrie~'>, and include the immediate r..pplication of tariff cuts on these 

products, e.nd the consolidation of tel!"'.para!"'J suspensions on a parr..1anent 

basis; 

(iv) an affinnation of the iQportance to the trade of developing countries of a 

schene of general and non-ciiscriminatory preferences .:nd ir:unediate act:.on 

to co-operati ::m in taking p:r;:actical steps to institute such a scheme taldr1g 

into account the existing tr~~sitory arrangements ; 

(v) take positive neasures to i rnpl ement the Growth of Aid Reconunendation and 

thus augment the flo\·r of finand.al assistance to the developin~ countries 

up ta tho 1;~ te.rget; 

(vi) :immediate step s be ta!f.en to allevie.te cebt burdens of :izveloping countries, 

and particula rly of those co~tries where debt s ervicing accounts for a 

consider~blc proportion of the current ~nflow of :oreign financial 

assistanc e by, in appropriate cases, · rc-sch 8dulin~ thzse debts ; 
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(vii) 
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instituting a syste~ of non-project and untied loans at low interest 

rate with long period of ne.turity and where possible , intarest free loans 

\dth long period of maturity; 

(viii) ·co-operatin6 in fc~~l&ting a practical schene of suppleMentary Finance 

on the basis of the scheme worked out by the I. B .R.D. and taking into 

account the) discussi0ns in thG Cor:1r:1ittee on Invisibles and FinP.~Ci~ · 
related t0 Tr2.C'.c . 

3. The Sccretary~Gener~l is requGsted to bring to the attention of the Cor.mdttecs 

established by the Trade anc1. Dcvelopi:lcnt Board of UNCT AD the r~levant S€ctions of his 

Review on L1'!1plementation and the discussions 0n tho Review at this Sassion of the 

Board so th?.t these matters r.J.<>.y be considered in detail by the Co.lil.i ·ri.tte~s C:)ncerned 

and practical scher.1es be evolvGd t c deal with the P3levant prcblens and issues, 

Studies shoulcl. bo r.:ade on (i) tariff r 8-structuring (ii) structural ad just1:1e.nt s 

(iii) assur·~d offtakes (iv) grot-rth and nssist2.nce targets for the 70's. 
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UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT: 
REPORT OF THE TRADE AND DEVELOPMENT BOARD 

Afghanistan, Algeria, Bolivia, Brazil, Burma, Cameroon, Ceylon, 
Chad, Chile, Dominican Republic, Ecuador, Ghana, Guinea, India, 
Indonesia, Iran, Iraq, Jordan, Kenya, Kuwait, Lebanon, Libya, 
Malaysia, Mali, Morocco, Nigeria, Pakistan, Peru, Philippines, 
Senegal, Sudan, Syria, Thailand, Trinidad and Tobago, Uganda, 
United Arab Republic, United Republic of Tanzania, Yugoslavia, 

and Zambia: revised draft resolution 

International monetary reform 

The General Assembly, 

Taking note of the report of the Group of Experts on International 
Monetary Issues in the Developing Countries of the United Nations Con
ference on Trade and Development (TD/B/32) and the comments thereon by 
the members of the United Nations Conference on Trade and Development, 
including the Memorandum on International Liquidity presented by the 
developing countries to the Committee on Invisibles and Financing re
lated to Trade of the United Nations Conference on Trade and Develop
ment at its special session in January-February 1966 (TD/B/57 and 
A/6351, part I), 

Bearing in mind The Annual Report of the International Monetary 
Fund for 1966 (E/4282), 

Recognizing the need for a reform of the international monetary 
system that would make it more responsive to the requirements of the 
economic gro-vth of both developed and developing countries , 

Noting the initiatives taken in promoting the informal meetings 
novr being held between the Executive Directors of the International 
Monetary Fund and the deputies of t.he Gov·ernments participating in 
the General Arrangements to Borrow, 
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l . Endorses the need for both developed and developing countries 
which so desire to be fully represented in the discussions and decisions 
leading to any new international monetary reform arrangements including 
those relating to the problems of international liquidity, and to par
ticipate fully in the operation of such arrangements as may be made; 

2 . Reguests the Secretary-General of the United Nations Confer
ence on Trade and Development to consult with the Managing Director of 
the International Monetary Fund on the progress of activity relating to 
international monetary reform and to report to the Trade and Development 
Board at its fifth session through the Committee on Invisibles and 
Financing related to Trade . 

This draft resolution was adopted on December 17 by the General 
Assembly. 

; 



UNITED NATIONS 

GENERAL ASSEMBLY 

December 17, 1966 

RESOLUTION 

Second session of the United Nations Conference 
on Trade and Development 

The General Assembly, 

APPENDIX X 

Considering that the second session of the United Nations Confe+ence 
on Trade and Development would provide a forum for the further examina
tion of major issues of trade and development, including the considera
tion ·of further action for the implementation of the recommendations 
adopted at the first session, 

Emphasizing the need for the Conference, at its second session, to 
concentrate in particular on a limited number of fundamental and specific 
subjects with a view to achieving practical and concrete results by means 
of negotiation aimed at securing the greatest measure of agreement, 

Stressing the need for adequate preparatory work to ensure the suc
cess of the second session of the Conference, 

Expressing the hope that the preparation for the second session of 
the Conference will result in new and determined efforts on the part of 
all States members of the Conference to achieve substantial progress both 
in the implementation and in the further elaboration ." of international 
policy for development, 

Noting vnth interest the recommendation of the Conference of Heads 
of States and Governments of the Organization of African Unity at its 
third session, held at Addis Ababa from 5 to 9 November 1966, that a 
meeting of the developing countries should be held at the ministerial 
level to prepare for their participation in the second session of the 
United Nations Conference on Trade and Development, 

1. Decides to convene the second session of the United Nations 
Conference on Trade and Development at New Delhi from 1 February to 25 
March 1968; 

2 . Calls upon the Trade and Development Board and its subsidiary 
bodies to take into account the objectives outlined in the first three 
paragraphs of the preamble of the present resolution in their prepara-
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tions for the second session of the Conference, and to attempt to 
identify the issues on which preparatory work would have progressed 
sufficiently to enable specific programmes of action to be drawn up 
at the Conference by means of negotiation aimed at securing the great 
est possible measure of agreement; 

3. Urges the Governments of the States members of the Conference 
to ensure effective participation in the Conference and to exert maximum 
efforts, both in their preparations for the Conference and during its 
deliberations, to ensure the success of the Conference, bearing in mind 
the objectives referred to above; 

4. Invites the specialized agencies; · the International Atomic 
Energy Agency, the United Nations Development Programme, the United Nations 
Industrial Development Organization, the regional economic commissions 
and the Economic and Social Office in Beirut to pay special attention, in 
their programmes, to preparations for the second session of the Confer
ence and to take such steps as may be feasible to extend their full co
operation in ensuring its success; 

5. Requests the Secretary-General of the Conference to begin 
forthwith the preparatory work for the second session in the light of 
the guidance given by the Trade and Development Board and its subsidiary 
bodies, which will me~t in ·tpe interim, in co- operation wherever possible 
with the regional economic commissions, the Economic and Social Office 
in Beirut and appropriate international organizations. 

Source: UN General Assembly 
A/6567/Add.l 
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Meetings held by UNCTAD Bodies or 
under UNCTAD Auspices up to the end of December l9b6 

United Nations Conference 
on Trade and Development 

Trade and Development Board 
first session 

Special Committee on 
Preferences 

UN Ad Hoc Committee on 
Tungsten 

UN Cocoa Conference -- Working 
Party on Prices and Quotas 

Special Working Group of the 
International Lead and Zinc 
Study Group 

Ad Hoc Working Party on Inter
national Organization of 
Commodity Trade 

Committee on Commodities 
first session 

Committee on Manufactures 
first session 

Trade and Development Board 
second session 

United Nations Sugar Conference 

Expert Group on International 
Monetary Issues 

United Nations Cocoa Conference 
(Working Party on Prices and 
Quotas) 

International Lead and Zinc 
Study Group 

l965 

March 23 - June l6 Geneva 

April 5 - April 30 New York 

May lO - May 28 New York 

May ll - May l4 New York 

June 2l - June 25 New York 

June 28 - July 2 Geneva 

July 6 - July l3 Geneva 

July l9 - August 7 Geneva 

August lO - August 20 Geneva 

August 24 - September l5 Geneva 

September 20 - October l5 Geneva 

October ll - October 28 New York 

October l8 - October 25 Geneva 

October 25 - November 5 Tokyo 



Trade and Development Board 
first special session 

Committee on Shipping 
firs t session 

Committee on Invisibles and 
Financing related to Trade 
first session 

UN Cocoa Conference -- Working 
Party on Prices and Quotas 

vlorking Group of UN Committee 
on Tungsten 

Trade and Development Board 
third session 

Committee on Invisibles and 
Financing related to Trade 
special session 

Expert Committee on Expansion 
of Trade Among Developing 
Countries and on Regional 
Development 

Committee on Manu.facture.s 
resumed first session 

United Nations Sugar Conference 
consultative committee 

United Nations Cocoa Conference 
Working Party on Prices and 
Quotas 

Committee on Invisibles and 
Financing related to Trade 
resumed first session 

- 2 -

1966 

Advisory Committee to the Board 
and to the Committee on Commodities 

APPENDIX XI 

October 28 - October 29 New York 

November 8 - November 23 Geneva 

December 6 - December 22 Geneva 

January 10 - January 12 New York 

January 24 - January 28 New York 

January 25 - February 17 . New York 

January 27 - February 4 New York 

February 16 - March 7 New York 

February 28 - March 8 Geneva 

March 7 - March 10 Geneva 

March 14 - March 29 Geneva 

April 13 - April 20 Geneva 

April 14 - April 20 Geneva 



Expert Group on the Horowitz 
Proposal 

United Nations Sugar Conference 
Consultative Committee 
second session 

United Nations Cocoa Conference 
second session 

United Nations Committee on 
Tungsten 

Expert Group on International 
Monetary Issues 
second session 

Permanent Sub -Committee on 
Commodities 
first session 

Committee on Shipping 
special session 

Group on Preferences 
first session 

Trade and Development Board 
fourth session 

Expert Group on Reinsurance 
first session 

Advisory Committee to the Board 
and to the Committee on Commodi
ties 

Intergovernmental Group on 
Supplementary Financing 
first session 

FAO/UNCTAD Working Party on 
Timber and Forest Products 
first session 

Sugar Consultations 

Multilateral Consultations on 
Cocoa 

Trade and Development Board 
special session 

- 3 - APPENDIX XI 

April 18 - April 26 New York 

April 21 - April 29 Geneva 

May 23 - June 23 New York 

June 7 - June 10 New York 

June 20 - July l New York 

June 27 - July 15 Geneva 

July 18 - July 22 Geneva 

July 26 - August 12 Geneva 

August 30 - September 25 Geneva 

September 26 - October 8 Geneva 

Sept. 27 - $ept. 30 Geneva 

October 10 - October 14 Geneva 

October 31 - November 7 Geneva 

November 21 - November 26 Geneva 

November 29 - December 7 New York 

December 21 New York 



CALENDAR OF UNCTAD MEETINGS FOR 1967 

Intergovernmental 
Group on Supple
mentary Financing, 

Date 

second session 6- 17 February 

Committee on Shipping, 
second session 21 Feb.-8 March 

Conference on Olive 
Oil 28 Mar.-1 April 

Committee on Invisi
bles and Financing 
related to Trade 
second session 

Permanent Sub
Committee on 
Commodities, 
resumed first 

4-19 April 

session 9-12 May 

Committee on Commodi-
ties, second session 9-26 May 

Group on Preferences, 
second session 4- 14 July 

Committee on Manu
factures , second 
session 4-21 July 

Trade and Development 
Board, fifth session 15 Aug .-8 Sept . 

Advisory Committee 
to the Board and 
to the Committee 
on Commodities, 
second session to be determined 

Duration 

2 weeks 

2 1/2 weeks 

1 week 

2 1/2 weeks 

1 week 

3 weeks 

2 weeks 

3 weeks 

4 weeks 

2 weeks 

APPENDDC XTI 

Location 

Geneva 

Geneva 

Geneva 

. New York 

Geneva 

Geneva 

Geneva 

Geneva 

Geneva 

To be deter
mined 



Permanent Group 
on Synthetics 
and Substitutes 

Date 

- 2 -

first session to be determined 

Intergovernmental 
Group on Supple
mentary Financing, 
third session to be determined 

Consultation on 
Cocoa 

Consultation on 
Sugar 

Two Commodity 
Conferences 

Horking Group 
on Tungsten 

~Exploratory Meeting 

to be determined 

to be determined 

to be determined 

to be determined 

on Copper to be determined 

Eight Expert 
Groups 

Trade and Develop
ment Board, sixth 
session 

UNCTAD, second 
session 

to be determined 

to be determined** 

1968 

1 Feb . -25 March 

APPENDIX XII 

Duration Location 

9 days to be determined 

to be determined to be determined 

5 - 6 weeks to be determined 

5 - 6 weeks to be determined 

5 - 6 weeks each to be determined 

1 week to be determined 

to be determin~ 

2 weeks each to be determined 

to be determined* 

7 weeks Nei-r Delhi 

* These decisions will be made by the Trade and Development Board at 
its fifth session. 
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INTETINATIONAL J:lONETARY FUND 

UNCTAD Intergovernmental Group on Supplementa:::-y Financing: 
Second Session.!/ 

Report by Fund Observers 

Narch 1, 1967 

The second session of the Group was held in G.::neva from February 6 
to 17 inclusive. Ur. Uermo!ja, Yugoslavia, was elec~:!d chairman of the 
Group and t1r. Saxe (U.S.A.) vice- chairman and rappo::t ·~ur. As at the first 
session, there wet·e r.l&Lly observers from member court:ries of the UNCTAD as 
well as obsenrers fro;a the Fund, Bank and OECD. Tt.e Fund observers were 
Mr. Marcus Fle!lling, Hr. Edgar Jones and ~1r. Asahiko Iscbe. The Bank dele
gation of observers was led by Hr. Irving S. Friedman. 

The Group discussions were based en a numbe r of studies by the UNCTAD 
Secretariat, the Fund and Bank staffs. These studies are listed in Annex A. 
Initially, the discussions were a repetition of the argQ~ents at the first 
session, but during t he proceedings the represe•.tative of the Federal 
Republic of Germany introduced a paper containing a critique of the Bank 
scheme and an outlihe of a new system of supplementary financine of export 
shortfalls (Annex B). The Group was not inclined to accept the positive 
suggestions contained in the German paper, but the paper gave rise to a more 
pointed examination o£ the Bank staff scheme. Towards the end of the debate 
the member for France expressed a general criticism of that scheme as a 
whole. 

General l.ttitude to t' e Scheme 

The discuss ions,which were intensive, succeeded in identifying basic 
issues and clarifying differences of view on these issues. Since, however , 
members of the Group adopted varying attitudes on particular issues, it 
is difficult to judge country positions in rep,ard to the scheme as a whole . 
However, the attitude of certain countries beca;-ne much more clearly def::i.ned 
than at the first meeting of the Group. France and Germany showed themselves , 
particularly in the former case, to be opposed to basic features of the 
scheme. The United States remained noncommittal. Japan appeared more 
sceptical than at the first meeting . Both Sweden and the United Kingdom 

l/ See SM/66/112 for details of membership, te~s of reference , etc . 
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continued to support the scheme, though the latter emphasized the scheme's 
discretionary aspects and seemed willing to consider modification. The 
developing country members, notably the representatives of Ceylon, India 
and Brazil, were generally in support of the scheme though their comments 
on particular features showed a desire to make it more flexible , less 
extensive in scope and less conditional. 

The Policy Pa~kage 

There Has a long debate on the policy package which 'tJas considered to 
be a crucial element in the Bank staff scheme. The deb~te shewed wide 
differences of opinion on the content of the proposed package. Many members 
felt that there would be undue interference by the Agency in member country 
affairs, and that the policy package was too complex and ccmprehensive. 
Others considered that it should not go beyond the scope of the consultations 
\.Jhich countries alrea::ly undertake with international financial institutions. 
The member for Ceylon, beariug in mind policy considG~atio~e, suggested that 
the initial policy pcckage, insofar as it wan public, should specify only 
macroeconomic taree·;:s end that the country itself should decide which poli
cies to follow in re.::· ching these tarc;ets. The B~nk observer end some others 
expressed sympathy with this v!ew . India sugg~st~d thEt the agreed policy 
package should be related to the export sector onl y enrl that any other under
standings should be arrived at in connection with the provision of basic 
finance. There were conflicting opinions on whether development programs 
and thus the initial policy prescriptions should be revised, and if so how, 
during the course of the planning period. 

There were objections to the inclusion of monetary and financial policies 
in the package on the grounds that these matters were beyond the appropriate 
scope of the sche~e . Tr.e representatives of the IBRD and IMF were asked for 
views on the policy package . The Fund observer made a statement which drew 
attention to some problems that might arise in applying the proposed policy 
package to matters of concern to the Fund (Annex C) . The comprehecsive 
replies given by the Bank observer to the various points raised were sum
marized in Conference Room Papers 27 and 39 (Annex D) . 

An important question raised during the discussions was under w·hat cir
cumstances a development program should be revised in the course of the 
planning period, and 't-1I1ether such revisions should include the over-all size 
of the program as well as a reallocation of resources among sectors. 

Export Projections 

There was considerable discussion on the reliab~lity of export projec
tions. The Bank observer said that the technique of export projections at 
the Bank in relation to development programs was constantly improving and 
the same methods could be applied to the supplementary financing scheme. 
Several representatives, however, expressed serious doubts about the depen
dability of export projections over a period of five years and, tnerefore, 
about their appropriateness as a basis for financial commitments. Some 
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members favored revisions of projections during the course of a development 
program to allow of greater degree of responsiveness to internal and external 
changes. A contrary view was that revisions would defeat the basic objec
tive of the scheme. 

Shortfalls and Overages 

The difference between Fund and Bank methods of calc~lating shortfalls 
was clearly explained in an UNCTAD Secretariat paper. Its main conclusion 
was that no systematic relation could be made petween the calculation of 
shortfalls for CFF purposes and SF purposes because the export norms of the 
two schemes were defined according to different objectives-- the Fund aiming 
at stabilization of export earnings and the Bank at remedying the unpredic
tability of export earnings. It concluded, however, that the objectives of 
the two schemes were compatible. Asked to comment on the paper, the Fund 
representative made the observations contained in Conference Room Papers 15 
and 20 (Annex E). 

A change of some importance in the relationship between the two schemes 
is that the Bank staff now suggest that the supplementary financing scheme 
refinance repurchases on compensatory drawings to the extent that the latter 
have assisted in the financing of supplementary financing shortfalls. 

The use of export overages under the supplementary financing scheme to 
offset export shortfalls within a projection period was criticized, 
especially but not exclusively, by members from developing countries . It 
was maintained that overages accumulated during the early years of a planning 
period might well be absorbed in meeting a drain on foreign exchange reserves 
arising on items other than exports, and might, therefore, not be .available 
for offsetting later export shortfalls. It was said also that arrangements 
for the purpose of recapturing overages might require surveillance by the 
Agency of the foreign exchange policy and operations of ·the coun~y con
cerned, and might encounter administrative difficulty. Several ~embers from 
developing countries argued that overages should be used to increase invest
ment or reconstitute reserves, thus strengthening the country against future 
shortfalls and reducing the cost of the scheme. It ~as pointed out also that 
UNCTAD recommendation A.IV.l8 provided for long- term assistance, which 
requirement would not be met if such assistance was repaid out of overages. 

Administration of the Scheme 

The debate on this question was relatively short because most members 
of the Group felt its discussion to be premature. However, the Group reached 
the conclusion that the creation of a new Agency for the administration of 
the scheme would be unnecessary, uneconomic and create considerable compli
cations, and that among the existing agencies the IBP~ group, more speci
fically the IDA, would be the most appropriate. It was agreed also that the 
scheme should be administered in close cooperation with the I~1F. It was 
further suggested that countries not members of the Fund or Bank should be 
eligible for membership and that the Group should seek legal advice on this 
question. 
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Cost of the Scheme 

Although the Group had requested of the Bank staff at its first session 
a quantitative breakdown of the difference between the gross calculat ed 
shortfalls of $1,600 million per annum and the net (of other sources of 
finance , includi~g Fund drawings) figure of $300 to $400 ~illion, no such 
breakdo~~ had been received at the start of the session. L11e Bank observer 
argued that the figures were based on historical data and could be mis
leading in regard to future outlay. There w~s renewed pL~ssure for a sub
stantiation of the net cost to the scheme and the Bank delegation produced 
a breakdown for purposes of discussion but not for the record. The Bank 
representative regarded the figures as a safe cost basis on which to initiate 
the scheme's operation and some members cf the Group agreed with this view. 
However, some questions were raised as to the assumptions behind the calcu
lation as well as to the amount. It was genera.lly agreed, even by members 
from less developed countries • that the s chema could 1~ot be an open- ended · 
one, but must be based on a fixed sum acceptable to d:,1Jor countrie!". It ~vas 
r ecognized that this might entail rationing of availn~Jle finance thcugh 
doubts were exp=esEed as to the feasibility of rationiag. 

Form and Terms o:f Assistar.ce 

It was generally agreed that there should be considerable flexibility i n 
deciding on the form of assistance, i . e . , whether it should go toward 
f i nancing imports or development ( the Bank staff study proposes that the 
choice should be left to the Agency) . As regards the terms of assistance, 
it was left undecided as to whether it should be the same as for basic finance 
or more lenient or rr.ore stringent according to the causes and effects of a 
shortfall in exports below expectations . 

Import Prices and Invisibles 

There were renewed attempts to bring import prices into the f ormulation 
of a supplementary financing scheme so us to calculate export shortfalls in 
real terms. Tr.e impression gained from the discussion was that such an 
inclusion is unlikely to take place in any scheme of supplementary financing 
owing to the unreliability of basic data . 

There seerr.ed to be general agreement that the inclusion or exclusion 
of invisibles in export projections would depend on their significance i n 
a country's balance of payments. The problem would probably be decided, 
therefore, on a country- by-country basis as suggested in the Bank staff 
study . 

It is unlikely that import prices and invisibles will become a subject 
of discussion again in future meetings of the Group. 
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The German Note 

In summary, the note submitted by the representat ive of the Federal 
Republic of Germany (Annex B) regards the Bank scheme as an open-ended 
scheme because compensation for export shortfalls would be virtually auto
matic once the requirements of the :policy package had been complied with. 
Since export projections, especially for a period of up to six years, are 
unreliable, there would be no way of knmdng what the m.ag1.~ .1.tude of the 
shortfalls lvould be. · Such projections, therefore, could not be made the 
basis for financial claims and commitments. 

The note suggests :a new procedure for meeting the problem of export 
shortfalls which aims ·at greater flexibility than the Eank staff supplemen
tary financing scheme. It suggests a Joint Committee of the IMF and the 
Agency administering SF which would examine cases o£ export shortfall on an 
ad hoc basis~ consider the performance of the country iu question, and 
decide lvhether such ca.s _s should be refer-red to t he F<.:!l.d ft;.cility or to the 
Agency for suppleme:1tary financing. A limite.d fur.-d for Sl!pplementary 
financing ~tJoulu be set up and the amcunt and terms of financing would be 
determined on the meri~:s of each case. 

The .Group recognized that the note had been submitted in a constructive 
spirit and had help·ed to identify basic problems. A number of members found 
something to ag·ree with in the critical parts of the report. Some members 
c~~t~nded, · however, that the note misinterpreted the Eank staff scheme, 
especially in stating that it was open- ended and autooatic in character . 
Some criticized the disr.retion permitted to the Ageucy in the proposed 
German system. There· tJas little support for the syst:et.l of supplementary 
financing proposed in Part III of the note. The setting up of a ne\v body 
to coordinate compensatory and supplementary financing was regarded as 
unrealistic and likely to entail legal difficulties. The Fund observer in 
referring to Part III, pointed out that the Fund's compensatory financing 
system was an already exis ting facility for short--term balance-of-payments 
assistance using Fuud resource s made available under its Articles of Agree
ment. It should not be assumed that the Executive Board of the Fund would 
be willing to share responsibility for the operation of such a facility. 
Moreover, si~ce developing countries attached gre~t isportance to automati
city, he doubted that they would welcome the procedures contemplated in the 
German paper, which might involve a more elaborate scrutiny of applications 
for drawings than under the existing CF scheme. · 

The member for Germany , replying to the criticisms, reiterated the 
arguments advanced in Parts I and II of the note, adding that the policy 
package of the Bank scheme went far beyond what had been actually observed 
in the practices of existing f inancial institutions . 
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The French Attitude 

The French statement, delivered with considerable vigor , attacked the 
supplementary financing scheme from a variety of angles. Being designed to 
compensate not declines in exports but deviations from "reasonable expec
tations , " it ei!lbodied an inequitable principle of allocP..tion of inter
national assista~1ce . It protected countries against unforeseen developments 
within projection per iods at the cos.t of promotL1g undu.a ~.i.gidity in the 
economies of developing countries and thus nccessitut i!1g abrupt adjustments 
between one projection period and the next . It covered cnly one of the many 
causes for which investment plans might fail, and there was no agreement to 
what extent financing should be made available to meet the original plan 
if other cause s made the realization of that plan ~possible or undesirable. 
The scheme could not be implemented without ~ide-ranging and burdensome 
surveillance of policies. In particular, the use of overages wculd necessi
tate control over pulic ies on imports, reserve usc, and exchange rates. On 
the other hand, without assu~ances from donoT countries regarding basic as 
well as supplementary ~inancing, the sche~e would be haili~ered frow the start. 
The trouble arose ::::-em an overambitious at"tempi: to l:.n~~ export compensation 
with development , uulil~e the Fund 's compensatory fina.:1cing facility, vlhich 
was logical in its co~ception of automatic compensation for fluctuations 
round a realistic trend. No clear methodology wa3 provided for deciding 
how much of any disorganization of development plans should be imputed . to a 
shortfall f rom projected exports. The scheme '"oulc lead to a redirection 
of, rather than an addition to, international assistar.ce. Generally, it 
would be more realist ic to step up the global amount of basic aid for develop
ment, and to introduce a system of stabilizing the prices of primary products . 

As the statement •1as delivered late in the proceedings, there was little 
time for fur ther debat~. 

Future vJork 

The Group agre~d th<it no further studies should be requested and that 
it should concentrate at i t s next meet ing on the basic issues l·7hich had 
emerged fro~ the s econd session. These would require further consideration 
by members. It was agreed that te!ltatively the next session might be in 
June 1967, and a final decision on this date could be made during the 
course of the next session of the Committee on Invisibles and Financing 
Related to Trade to be held in New York next April . If no meeting were 
arranged for June, the earliest possible date for the Group to meet after
wards would be late October, given the UNCTAD ti~etable and the individual 
ti~e~ables of members of the Group. 
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ANNEX A 

A comparison of methods used for the calculation 
of export shortfalls in the IBRD staff scheae for 
supplementary finance and the revised IMF facility 
for compensatory finance - Note qy the UNCTAD 
Secretariat 

The policy paokage of the supplementary finance 
scheme - Paper prepared qy the staff of the 
International Bank for Reconstruction and Development 

Shortfalls and "overages" in the supplementary 
finance scheme - Paper prepared qy the staff of the 
International Bank for Reconstruction and Development 

Supplementary finance: "Form and terms of assistance" 
- Paper prepared qy the staff of the International 
Bank for Reconstruction and Development 

Information note b,y the UNCTAD Secretariat 

Adequacy of external liquidity - Tables submitted 
b,y the staff of the International Monetary Fund 

Export projections in the Vorld Bank - Paper prepared 
b,y the staff ot the International Bank for Reconstruc
tion and Development 

The contribution of "invisibles" to foreign exchange 
earnings - Paper prepared b,y the staff of the 
International Bank for Reconstruction and Development 

Supplementary finance: Consideration of import prices 
- Paper prepared by staff of the International Bank 
for Reconstruction and Development 
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Original: ENGLISH 

. Supplementary financial measures 

. Note by the delegation of the Federal Republic of Germany 

The Delegation of the Federal Republic of Germany to the Intergovernmental Group 

on Supplementary Financing followed with great attention the course of the deliberations 

of this Group at its October meeting last year and expressed, on that occasion, its 

views on a number of the problems which arise in co.nnexion with the scheme for 

Supplementary Fin~icial Measures proposed by the staff of the IBRD. 

In the meantime., we have studied the problems before us anew in the light of what 

has been said by the participants in the first meeting of the Group. Since, as is 

well known to the members of this Group, we have certain doubts with r egard to some 

of the salient aspects of the scheme proposed by thP. IBRD stAff, w~ have considered 

the question whether one could not find other and, as we f eel, more realistic ways 

of implementing recommendation A.IV.l8. The result of these considerations which, 

of course, are still of a rather preliminary character, was that an attempt should be 

made to develop a scheme more closely along the lines already indicated in the 

recommendation itself and, in doing so, to avoid some of the complexities of the 

proposal of the staff of the IBRD. 

We have tried to set out in this note the starting point of our deliberations, 

and- in part III- to lay down some thought~ about how a f easible solution could 

perhaps be found. We would be grateful if our note which we have formulated in a 

constructive spirit found the attention of members of the Group. 

GE.67-1758 
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I. 

ANNEX B 

1. The present discussion on supplementary financing is based on UNCTAD 

r ecommendation A.IV.lB. This r ecommendation sets forth in rather general terms, 

yet with r egard to some aspects in a quite distinct manner, a number of ideas as 

to how a scheme for supplementary financial measures could be instituted~ The 

International Bank was asked to study the feasibility of a scheme on the basis of 

the objectives and principles embodied -in th~ recommendation. 

The study by the IBRD staff is now before us; and it is our task to discuss it 

thoroughly from all relevant points . of view. The study proposes a highly elaborate 

and comprehensive scheme with many interesting features. All of us have paid it 

the tribute it deserves. Nevertheless, the proposed scheme raises many questions 

which up to now, in our opinion, are not yet answered, and there are serious 

doubts as to whether it can be carried out in practice. 

2. It is important to note that with r egard to some essential aspects of supplementary 

financing the IBRD staff proposes solutions or procedures which are not entirely the 

same as those which ar e outlined in r ecommendation A.IV.lB. The authors of the 

scheme , apparently, thought it advi sabl e to interpret some of the guidelines given 

in recommendation A.IV.lB r athar extensively in order to arrive at a more comprehensive 

scheme, which was, of course, a l egitimate approach. Nevertheless, it is interesting 

to list the points in which ther e are distinctions between the IBRD staff study and 

the guidelines given in the recommendation: 

(a) The recommendation provides that the scheme should normally be applicable 

after a developing country had had r ecourse to the International Monetary 

Fund after its compensatory financing facility. 

The IBRD staff scheme contains no such close connexion between 

supplementary financing and IMF compensatory financing; recourse to 

the IMF is only a possibility. 

(b) The r ecommendation envisages , once a prima facie case has been 

established , an examination of all r el evant economic circumstances 

in order to assess how far assistance from the scheme could be required 

and justified in order to help avoid disruption of development programmes. 
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The IBRD staff scheme provides for prior agreement -between the 

country concerned and the Agoncy on export projections·, on development 

programmes and policies, as well as on feasible adjustments . If the 

country acts within the framework ·of such agr eement and if actual 

exports fall behind the agreed projections assistance couid be granted 

quasi-automatically. 

(c) The recommendation sets forth that assistance could cover a substantial 

portion of any -shortfall. This means, in our opinion, that the amount 

will be fixed according to the merits of each case and in the light of 

what financial r esources are available. 

The .IBRD staff scheno envisages complete or nearly complete 

compensation (after adjustments have been taken as agreed ·upon) inasmuch 

.as other sources af financing arc ·not forthcoming. 

(d) The recommendation · ~uvisages that the resources for the scheme are 

prescribed _in advance . 

The IBRD staff scheme provides for open-end financial obligations 

of donor countries. The financial requirements of the scheme are 

determined by its working criteria and are , ther efor e , theoretically 

unlimited. 

Certainly, there might be differences of opinion about the respective merits 
. . 

of the various f eatures mentioned above. At any rate , it should be obvious that 

our comments o'n certain ideas, that have been introduced by the IBRD staff, do not 
I 

. ' 

imply any criticism of the basic concept of or a retreat from recommendation A.IV.l8. 
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II. 

ANNEX B 

The doubts we feel as to the feasibility of the Scheme proposed by the IBRD staff 

may be summed up as follows: 

1. The basis of the scheme is determined by the agreed export projections. In 

our view, export fot'ecast·s for a period of up to six years cannot be made with 

any ' satisfactory degr~e of accuracy. This is due · to the impossibility of making 
. r 

dependable forecasts on the atuation of supply and demand for a multitude of 

products in a multitude of countries, as well as to the lack of reliable 

information and statistics. While it is certainly appropriate to use export 

forecasts as guidelines for deve l opment planning - forecasts whi~h, of course, 

r equire continuous ad justment as circumstances change - it is not . possible to 

make them t ·he basis of valid financial cla ims and commitments. By the way, 

such rigid projections could, after some years, have lost any economic 

significance and any connexion with reality. They might, therefore , tend to 

lead to misallocation of valuable r esources of the country concerned. 

In addition, ~o base financial assistance upon deyiations f.r~m export 

projections made long ago would have the strange consequence that a country 

whose export development had been forecast in a precise manner would receive 

nothing at all even if its exports were to fall dramatically, whereas a country 

whose export deve l opment was judged unduly opt~stically would receive large 

amounts even if there were no re.~ly adverse movement in export earnings. 

The basic idea of r ecommendation A.IV. l8 is to give assistance to countries 

which ~xperience export setbacks , as in the case of a natural disaster or a 

sudden deterioration of market conditions. We do nat understand the 

recommendation to imply t hat its pur pose is to establish a system of insurance 

against the uncertainti es of pr ojections. In our view, after a country has 

suffered a shortfall in exports by re asons beyond its control and has presented 

its case, the Agency must examine all r elevant circumstances, and will surely 

be able to rGcognize and determine shortfalls as such - taking into account 

the development of export pr oceeds in the current and in the preceding years. 

2. Another essential feature of the IBRD staff proposal is the policy package. Its 

basic concept is sound and constructive. However, the question is whether it is 

f easible . To conclude agreements of the scope envisaged in the study with 

perhaps 50 - 70 developing countries in any meaningful way would necessitate a 
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tremendous amount of work and, therefore, require a gigantic administ~ative . . 
' . 

machipery. · Jn addition; it ·fias to be considered by developing countries 

whether they would be prepared to bind themselves with regard to their 

economic and_ development policy· to such a degree and fo'!' such a long period 

unless they were assured that supplementary financing woUld cover the whole or 

alrr.ost the whole of a possible shortfall . However, whether that assuvance can 

he given must appear doubtful · (see paragraph 5 below). And eve~ if 

supplementary finance is forthcoming in a substantial way no guarante~ could 

be .given with regard to basic financing on which development financing must 

rely in the first placE:: as far as · external resources are '·concerned. 

J. The degree of automaticity which is embodied 'in the IBRD .staff study is 

questionable. . If a. count':r'y is assured of full or neariy full compensation 

its will to adjust - beyond the adjustments agreed upon in the policy package -
' . 

to changing circumstances could be weakened. Efforts t owards diversification 

might be . ,impaired. In addition, ·there is a financial problem involved 

(see paragraph 5 below). 

4. The IBRD staff scheme does not expressly providE:: for co-operation between the 

~d facility for compensatory financing and supplentary financing. Admittedly, 

both schemes are defined in a somewhat different way and their basic purposes 

are not quite identical. However, it is obvious that th~y both try to give 

help to those countries which experience a shortfall in export r eceipts and 

therefore adlortfall in foreign exchange availabilities . It is only natural 

ru1d indeed necessary to c onnect both schemes and to find a reasonable wo'!'king 

arrangement between the two. The Bank r epresentative has already, in the course 

of the October meeting, indicated a certain r eadiness to consider such 

a possibility. 

5. Because of the quasi-automatic f eatures of the scheme its financial requirements 

are, theor etically, unlimited. The financial estimates presented inthe IBRD 

staff study are very global and based on uncertain assumptions. In particular, 

it is not known how exactly the authors of the study arrived at an annual 

figure of $300 - 400 million, aftbr having established by extrapolation of 
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ANNEX B 

statistical data that the average annual shortfall would be of the order 

of $1~2 billion, after d~duction of IMF drawings and overages. It does 

not appear appropriate to base the cost estimate to a considerable 

extent on the assumption, as may perhaps have been don~ , that only a 

limited numb7r of developing countrie s would participate in the Soheme. 

Clearly, it was intended by r ecommendation A.IV.l8 that assistance should 

be given, in principl e , to all developing countries which experience 

export shortfalls and meet the presuppositions set forth in the recommend

ation . Therefore, the amount needed would probably be much higher than 

the figure given in the study. By obvious r easons of sound b~dgetary 

principles there would be but few prospective donor countries, if any, 

able to ·subscribe to an open- end fund. However, if, on the other hand, 

the financ1al iesources were limited to a fixed amount it would not be 

possible to implement a scheme so far-reaching and entailing quasi

automatic features . 
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These difficulties involved in the IBRD staff scheme require caraful examination. 

vJe doubt that they can be ove ... ~coru.;:. Therefore, v:c believe that a possible solution 

to this dilernroa might be to go back to recommendation A.IV.l8 and to try to work out 
.,. 

a system complying mo r e closely with its wording. Such a system would certainly be 

less elaborate but it might perhaps have the advantage of being realistic and 
. . 

feasible. The fcllov:ing ideas, which are not entir ely new ones but are already 
, ' r ' • • 

embodied largely in the recommendation , are sub1ritted for consideration by the members 

of this Gr vup . 

l. In accordance with what has been said above, a realistic plan ought to be 

based on the following principles : 
. · i.. 

(a) Adequate co- ordination between the compensatory financing facility of tha 

D1F and the supplementary financing so that the latter truly "supplements" 

the existing facilities in cases where this is required. This means that 

nornally supplementary financing should be used only after recourse to 

compensatory financing in the IMF. There would have to be a body 

·co- ordinating the two institutions, the IMF and the Agency administering 

supplementary financing. It might be called the "Joint Committee 11 • The 

Joint Commit tee would re.cei ve end consider applications both for 

compensator.f and supplementary financing. In addition, the IB.i.ID and 

n~ country studies and reports might conceivably be co-ordinated for 

the purposes of the scheme within that Committee. 

(b) Careful examination of the shortfalls at the time they arise . and .of .all 

r el evant . circumstances incJ_uding performar,ce. of the country. Determination 

·of ainount and t erms of assistance according to the merits of each case. 
' 

(c) Establishment of a limited fund on the basis of contributions by donor 

countries aDd, if possible, other r esources. Ad@inistration by the 

Agency. This should be one of the existing institutions with wide 

experience and authority, pref erably IBnD/IDA. 

(d) Consultation between th~ country concerned and the Agency in order 

to make the necessary adjust@ents, t o encourage diversification, and to 

facilitate the decision of the Agency to be taken at the time of the 

shortfall. These consultations could be largely based on the ones already 

conducted by IBRD/IDA. 
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2. The following procedure might be conceivable: 

ANNEX B 

(a) A country wishing to avail itself of the scheme undertakes to consult 

fairly regularly with the Agency about its development and economic policy. 

(b) If , at some point of time, the country suffers a serious shortfall in its 

export proceeds it will approach the Joint Committee, of which the Agency 

and the ll~ are members, and will present its case. 

(c) The Joint Committee will examine t he cause of the shortfall and in doing 

so analyse past export developments and their probable development in 

the future, as well as the eco nonic perfor mance of the country in gen~ral. 

This exrurination should be spe~dy in order not to delay financial 

assistance; a r easonably fast procedure could be assured since conditions 

in the country are known to the Agency from previous consultations . 

(d) If the Joint Committee det ermin0s that there is an ~xport shortfall of 

short duration and that the presuppositions of coffipensatory financing 

are met it will then normally r ef er the application t o the IMF for 

compensatory financing. However, if the Joint Committee come s to the 

conclusion that th~ shortfall is definitely of a long- term nature (e.g. 

destruction of plantations by natural disaster , or significant change of 

th0 mar ket situation due t o the appear~ce· of substitutes), it would 

r~fer the application to the Agency f0r supplementary financing. The 

Agency would then decide upon ar.ount and conditions of supplementary 

financing, taking into account the need of the country (possible disruption 

of development progranme s) ~ its general performance and all relevant 

circumstances as well as the availability of the Agency's r esources. 

(e ) Supplementary financing .could also be provided if, after a drawing on the 

Fund's conpensatory financing f acility, it ware t o turn out that the 

shortfall was not of a short-tern nature . This would be the case if 

e .g. also in the years f oll owing a drawing export r eceipts r emain below 

e xpect~tions and if , as a consequence thereof, the danger of an 

interruption of the d~velopmant process persists. Another example would 

be if ~ at the time of the r epurchas0 falling due, the country wer e 

unabl e t o effec t r~payment or could only do so by sacrificing investments 

important t o development as a r esult of a persist ent shortfall in 

export proceeds beyond the countrf's control. 
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(f) The terBs of suppletlentary financing should be flexibl8 and correspond 

to the stage of dcv0lop@~nt of thd country concerned as wall as to its 

particular situation. Nor mally, supplenantary financing would be 

axtended in a form not tiec to particular projects. However, if the 

Agency wer0 t o determine that, e .g. for purposes of diversification or 

for earning foreign exchangd, it is essential and urgent to promote 

spacific proj ects it could tid its assistance to such projects and 

thereby assur_; maximurJ eff0cti veness. 
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Observations by Mr. Fleming (International Monetary Fund) on 9 February 1967 

· 1. The "policy package" to which countries participating in the Supplementary 

Financing Scheme are expected to subscribe at the beginning of planning periods 

includes several matters with which the Fund is closely connected, such as exchange 

policies, trade policies (in their balance of payments aspect) and domestic financial 

policies. 

2. In section 4 of the Bank staff paper on the policy package (TD/B/C .J/AC.J/6) it 

is said that "In reaching an understanding with a member country, the Agency could 

avail itself of the e~erience and advice of the I~W on matters within the field of the 

Fund's responsibilities." In discussions during its first session (TD/B/C.J/AC.J/3/ 

Add.l) this Group concluded that "The IMF is the responsible agency in matters of 

adjustment arising from balance of payments difficulties. Close co-operation between 

the Fund and the Agency would therefore be necessary in providing measures of adjustment 

to be adopted in connexion with the utilization of supplementary finance.'' In any 

event, I am confident that the Agent of the Supplementary Financing Scheme, if the Bank 

has anything to do with its management , will in fact consult the Fund about the initial 

agreement and will try t o act on its advice. The Fund for .its part, would c~rtainly 

seek to co-operate to the best of its ability with any scheme that might be set up as a 

result of the deliberations of this body, though as I pointed out yesterday the success 

of this co-operation is bound to be influenced to some extent by the nature of the 

scheme that emerges. However, I will not conceal the point that the Fund staff has 

some difficulty in envisaging the modalities and content of this co-ope~ation, 

particularly as regards the "policy package". 

). What is to be the content as far as Fund matters are concerned of the initial 

agreement regarding the policies to be followed by the country concerned over the five 

year planning period? In the first place it seems clear that it cannot cont~in 

concrete prescriptions as to monetary, fiscal and exchange poli~ies to be adopted in 

various possible contingencies over the planning period as a,whole though it might do 

GE .67-22"6 
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so with respect to the initial year of that period. 

ANNEX C 

The Fund, in making stand-by 

agreements, does not attempt to prescribe policies for more than a year at a time for 

the simple reason that the balance of payments situations to which these policies 

have to be adapted cannot be predicted f0r more than about a year ahead, if as much. 

4. Certain broad policy objectives could, no doubt, be laid down, which countries 

might seek to attain over the five-year period. For example, that there should be no 

inflation, no balance of payments restriction, realistic exchange rates , etc. etc., but 

countries could scarcely undertake to succeed in attaining such objectives, where 

success depends as much on circumstances as on the good intentions of governments . 

5. Another possibility that has been suggested is that countries be asked in the 

initial agreement to bind themselves to follow such recommendations as the Fund might 

make subsequently during the lifetime of the Plan, provided that these were compatible 

with the agreed investment programme . However, there are two problems here. In the 

first place one wonders whether countries would in fact be willing to give the Fund as 

much of a blank cheque as this solution would r equire . In the second place, could the 

Fund on its side accept the proviso that its policy r ecommendations should always be 

compatible with the scale and timetable of the investment programme envisaged in the 

initial agreement . In certain circumstances, for example in the event of a failure of 

aid on basic financing t o materialize on the scale originally expected, the Fund would 

be bound t o recommend sane curtailnent of aggr egate domestic expenditur e, including 

investment expenditur e, in orde: r t o ruake r coru for the im.provement in the balance of 

current payments that would . then become necessary . Admittedly, wher e the only cause 

of.difficulty in financing the investmGnt progr~mne arose from an export shortfall, such 

a decline in investnent expenditure would not in general be appropriate, though, if the 

shortfall threatened t o persist other m2ans of adaptation might be called for . But a 

pure case of this sort is rBther seldom found . In most situations there are multiple 

causes of difficulty . A~other possible case is where an investment programme that 

looked perfectly r easonable at the tine of the initial agr eement turns out to be 

inflationary - perhaps because of a rise in unplanned investment despi te the best 

efforts of the country concerned - and as a result the country becomes less competitive, 

and its exports fall below expectations . In such a case the Fund might went to 

reco~end some stretching out or slowing down of planned investment expenditure . 

6. I would conclude by saying that, while I have no ready solution for these 

difficulties, they are likely to be mor e easily overcome if the scheme itself is such 

as to encour age and r eward the maximum flexibility in the development process . 
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Summary of the remarks made by lir. Irving S. Friedman (International Bank) 
.. in the context of the discussions about' the "policy package 11 

1. For th~ sake of clarity and taking into account the number of questions· dealt 

with, it seems useful and convenient to group the problems in broad categories. 

Nature of the policy package 

2. The policy package, which can be understood as an agreement between the Agency 

administering the scheme and a member country about the development programme 

and policies which are objectively ~egarded as appropriate by the international 

community, is a key feature of the scheme. The IBRD proposal rests ·on this : 

concept, which is essentially based on actual experience. Export projections 

are related to the policy package. In the setting up of such a policy package 

it is possible and advisable to make use of procedures already existing in 

international organizations like IBRD/IDA, IMF, CIAP, etc. 

3. Virtually ~1 developing countries have comprehensive or partial d.evelopment 

programmes and these contain ·export projections, frequently of a detailed 

cha·acter. The scheme is intended to be universal, but some countries tmay not be 

in a position initially to participate in a few cases, because of th~ !a?~ .. of . even 

!rl.ntwum development programmes, and in others, because of their inability at 
the time to pursue economic policies appropriate to development. The situation 

in this respect is bound to improve, among other things because oJ t~~ advisory 

assistance of international organizations. The policy package propos.al assumes 

that as economic devGlopment will increasingly assume the highest priority for 

de7eloping countries, the successful implementation of this approach may help 

r e'l'[love some of the existing constraints. on the flows of development f:i,pance into 

th.ese countries. 
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Elements to be embodied in the policy package 

ANNEX D 

4. As the representatives of several donor countries pointed out, questions do arise 

about the availability of foreign assistcnce in development programmes. The policy 

package does not involve the enforcement of any contractual commitments for bilateral 

aid over a number of years, but it is clear that estimates about the foreign exchange 

needs of the programmes have to be made and that the developing country must also have 

some reason to believe that the basic development finance requirements are regarded 

as reasonable by the donor countries. In order to assess thct a shortfall is beyond 

the control of a count~, the policy package cannot be restricted to the export 

sector only. The factors and policies affecting exports arise in all sectors of the · 

economy. 

The problems of flexibility and revisions in development programmes 

5. Development programmes are set up for a number of years, but some of their 

implementing policies cannot be rigid. Nobody vmuld, for example, "lrgue that monetary 

or fisc8~ policies can be fixed over time. Flexibility is necessary, but it has to be 

within a certain framework - that of an agreed development programme. "Rolling" 

plans, whatever be their theoretical merits, have been impracticable thus far. 

Continuing consultation and discussion may be expected to keep down areas of disagree

ment; however, when a disagreement arises between a country and the Agency about the 

revision of a development prograrrme, the Agency 1 s vie\Js should prevail in the ultimate, 

if the country wishes assistance from the ~gency. In practice, these problems are 

solved by consultation and investigation assisted by informed and objective 

technicians eager to find the best practical solution. 

Limits to the Agency 1s role 

6. The policy package requirements under the supplementary finance scheme may con

stitute an extension of -but do not go significantly beyond what is already in 

practice presently. However, the forms may be different and it lrill be applicable to 

all member countries. The existence of permanent control of the Agency by the 

representatives of the national governments constitutes a safeguard against excessive 

intervention. A certain confidence in international agencies, which are created by 

governments and ultimately run by them, is of course needed in order to provide them 

with the necessary authority to carry out their task of judging economic performance. 

Assessment of economic performance has to be according to economic criteria. Political 

and social aspects are inevitably involved but economic criteria ,should rule in 

judging economic performance. The ;~ency has one prime objective - to assist in the 

achievement of sound development. 
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7. Sometimes development programmes of different developing countries may to a certain 

extent be in conflict with one another. In this ca se the Agency may well perform a 

kind of economic arbitration r ole . To some extent this sort of arbitration is already 

going on in international financial organizati ons . The attempt should be made to deal 

with this problem in collaboration with r egi onal economic organizations and on the basis 

of economic criteria. As to the co-ordination with the r equirements of other 

organizations, it can be a sswned that these requirements fit into a reasonabl e 

development pr ogramme . So far as mon~t~ and exchange policies are concerned, the 

views of the IMF would presumably gui de the Agency. In general, the policy package 

represents what a country discus ses with and agr ees upon with donor countries and 

inter nati onal o re~mizations about its devuloprnent progrrunmr:) when it seeks basic finance. 

The Agency, in such cases, would not <1uplicate these effort s or arrive at separate and 

different understandings . Thus , ther e i s no need for duplication involved in several 

agencies going over the same gr ound concurrently. 

8. Questions arose about actions of other countries affecting the exports of developing 

countries . The Agency can only take account of change s in commercial policies that 

countries have already agr eed to in judging the export outlook . 

Feasibility 

9. The policy package canpot aim at precise enumerati on but all the time should seek 

reconciliation of the sovereignty of a nation wit h the needs of inter national co-operation . 

Therefor e , the proposal made by the r epr esentative of Ceylon seems a very constructive one, 

that the public policy uncler stanJine,s would bt: in broad !lk'1.C r o - economic terms, including in 

par t icular export earnings, puhlic ancl private investment , dom<~stic savings etc . , while 

i mplomuntati on would bt.: l eft to wo rking r elati0ns between the country and Agency . The 

policy package anu the scheme in general would certainly not be "easy" t o operate since it 

was not automatic, but this is t r ue of any nun-auton1atic scheme of international finance . 

Given the co-operation of member countries, and with the application of obj ective 

standards, the administering Agency, with the necessary degree of t echnical competence, 

should however be in a position to implement the schernc successfully. Dealing with the 

more difficult aspects is already part of the going activities in development finance. 
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Sunun.ary of the Remarks made by Mr. Friedman (International Bank) during further 

discussion of the policy package on 15 February 1967 

1. General remarks 

The following attempts to summarize the remarks made during the further discussion 

on the Policy Package on Wednesday , February 15, 1967, it does not however attempt to 

summarize remarks which were already made in the previous discussions ·and have been 

circulated to the Group. 

2. It i s very difficult to predict in advance the future v;orking of ru1 international 

financial mechanism. It should be noted that the Group was considering and trying to 

answer how the Scheme might work including future policies and procedures rather than 

what might be included in an international understanding on the Scheme . Procedures and 

policies of. international financial organizations were adapted in the light of 

exPerience and changing ~ircumstances . In this respect a number of questions which were 

raised on the Policy Package collid not be answered definitively at this time. The 

Scheme was not expected to even begin until 1969 or 1970. One cannot possibly predict 

with any precision what the Policy Package will be like five ·or ten years from·now . 

However, it seems safe to say that whatever policy packages prevail at the time for 

basic finance will also be suitable for Supplementary Finance . 
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ANNEX D 

J. As to the influence of international institutions, there is no question of 

changing the authority of existing international organizations , particularly there is 

no question of the Scheme exercising authority which has been entrusted by international 

agreement s to existing international organizations . It has been suggested that the 

choice of policy alternatives in the adjustment process should be left to the countries. 

There is no objection t o such a procedur e as l ong as it conforms with obligations under 

international agreements ond that it is recognized that a cr:>untry cannot unilaterally 

decide that it is fulfilling the policy programmes and still be entitled to assistance 

froo t he international community. It should be emphasized that no ' International 

organization wants t o run the economy of a part icular country. All c'ountries live 

w:i.th the problem of reconciliation of development o,bjectives with the need· for day· ·to 

day ohort-term policies. Horeover, f or a great many countries and for all of the 

?eveloping countries, short term policies had normally to operate within the framework 

of de7elopment objectives because of their overwhelming importance for these countries. 

In certain circumstances changes in the development pl~s cannot be avoided. 

4. Specific questions 

(:",). Ho\v comprehensive ehould a Policy Package be? 

On t he basis of present practices, in certain cases it may be fairly comprehensive 

and in other ~ases only embody the critical points .such as, for example, fiscal policy 

or manegement of public utili~ies. Thus sometimes you may go deeply into a particular 

question, but the coverage may not be "ride. There will, of course, be no need to 

look in detail into elements which are satisfactory from the development viewpoint. 

( ii ) Formality 

Here again, the attitude will be dictated by the c~rcumstances ; at present, these 

problems are dealt with privately end on a country by country basis. The Ceylon 
' ., 

Representative had made a useful distinction between what might be~·publicized and what 

nhould be kept private. What is needed is that the mandate to the Agency should be 

clear. The additional workload involved will not be too hsavy as most of the Policy 

Package elements are already co~ered by existing activities. Completely new procedure s 

":ill only have to be set up f or those occasional countries which had no previous 

arranga~ents with existing institutions. Most probably, there will be more formality 

in the future not only because of Supplementary Finance, but as a general trend. Due 

t o the special circumstances of each country, there cannot be a unique type of Policy 

Packaee. It would be possible, if requested, to describe some of the different 

policy packages now in use, eliminating, of course, names of countries involved. 
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(iii) Criteria 

In this respect one cannot have very simple ones, such as growth rates. Others like 

investment pattern, domestic savings~ export effort, need to be considered. The real 

quest.::.o.::1 is whether H coUiltry is making satisfactory efforts for its economic development. 

A blend of targets and policies could be worked out . 

(iv) The nature of the claim 

It should be stressed again that the Scheme elaborated by the IBRD Staff is not an 

automatic one. The Agency will have to make judgements and decisions and the performance 

of the country will be checked at the time of the unexpec~ed shortfall. However, the 

Scheme does aim to deal with the serious problem of unnartainty arising out of unexpected 

export shortfalls. One should make a clear distinction between greater · ~ertainty 

and automaticity. 

(v) Will Supplementary Finance be an addition to basic financ e or a 
substitute for the latter? 

Supplementary Finance should be considered as additi onal . 

(vi) Is there a danger that the very poor countries who badly 
need additional resources will not be eligible for participation ~ ·. 
in this Scheme? 

The vast majority of countries now have some form of development programme, including 

the poorest countries. One cannJ t expect the same behaviour in every country, but what 

is being sought is determination by each country tJ give ecJn0mic development primary 

emphasis, and clear evidence of this. The Scheme itself is designed to serve needs 

of several categories of countries. 

(vii) Does it underwrite basic aiQ? 

The procedures suggested in the Schefle would lead t) a greater degree of comprehension 

by creditors and donors of the external aid requirements of countries . !qere would, 

however, be no legal c0mmitments for the pr0jection periods. It is hoped that the 

careful examination of development programmes internationally might facilitate the 

required flows of development capital. 
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Observations of ~. Fleming, representative of the International Monetary Fund, in 
the course of the discussiomof the Intergovernmental Group on Supplementary 
Financing_on 6 February 1967. 

Mr. Chairman, I would like to congratulate the UNCTAD secretariat, if I may, on 

this paper which very clearly and very succintly explains the differences between 

compensatory financing and supplementary financing as proposed. 

I t!J.ink tha·c the exposition is particularly useful in that it should put an end 

to an idea to which expression has occasionally been given in previous meetings of 

this body that one scheme is intended to deal with short- term fluctuations and the 

other with persistent or long-term fluctuations. This is quite clearly not the 

distinction between the two schemes, as they stand at present. 

There is only one ~cntence of the paper about which I would have some 

reservations and that is the penultimate sentence which says that the objectives of 

the tvro schemes are compatible. Now there is probably a sense in which that state

reent is, or could be made to be, true, but I do not think it is true in the obvious 

sense in which it is likely to be taken, namely, that if the two schemes were put into 

practice, as they are, each of them could achieve its respeGtive objective as 

described in the paper. B:r and large the object of a scheme of compensation or of 

a schem.3 of ::mpplementary financing - is to enable the economy of the country affected 

to be carried on as ii it had a level of exports corresponding to the norm from which 

the shortfa12 io ~easured. In the case of the supplementary financing scheme, that 

norm is an export projection taken at discontinuous intervals, whereas in the case of 

the Fund scheme, it is a medium-term trend continuously recalculated. Now, since the 

norms themselves are different, countries cannot possibly behave as if their exports 

were simultaneously on both norms. I do not think therefore, that in this particular 

sense, the objectives of the two schemes can be said to be compatible. 

My conclusion is that if the broad objectives of smoothing out export availabilities 

fu~d of obtaining enough export income to maintain developmen~ on a desirable scale are 

to be reconciled, changes might have to be considered in one or other of the schemes. 

GE.67-1746 
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Observations b'L_Mr ~Fleming (Intarnaticne.l t{onctary Fund) 
·on 8 Februan: 1967 

A~ regards the first passeg8 in ny earlier reoarks that has been subject to 

some questioning, I believe that our discussions. are in danger of being confused by 

the rathe: r vagu8 or . inconsi~tent _use of tems such as 11 sho:r;t-tern and long-tern 

fluctuati :)I":s and shortfalls" and "persistent" and "non-persistan~ 11 s.po:r-tfa;ns. 

In our conpcnsat?ry fin~ncin~ _sch~ne ore have taken short-tern fluctuations 

to nean fluctuatisns of a..:tu.al expC?rts round a mcdiu'l-t:::rn trend, or moving avarag8, 

and. ,.,.e _have taken short-tern s!'"tortfalls to mean negative deviations fron such a trend . 
. . 

By analogy medim·1-tern fluctuations would mt::an fluctuaticms round e long-t<::rn tre:nd 

end so _on. It should oe noted t~at even short-terp shcrtfalls, as we have defined 

then, though in genera~ . thay would be short-lived, rd.ght on occasion persist for a 

longer time tha~ would be confortablc, and _in this sense, nay b~ _ pcrsistent, though 

short-term, shortfalls; ~n _any evc~t , it is clear thet the type of shortfall .. 
considered in connexion vith the supplementary financing schem~ .does not fall under 

_any o~ th~se heedings. It is a shortfall not fr0n an export trend but fran a five-
" 

year export projection. 

The difference beb.reen a shortfa~l fr:on_ a five-year p.coje.~tion and a shortfall. 

fron a five-year moving ave rage doe's not seer1 to ne to be one vhi.ch can be described 

as the difference betveen a long-ten~ and a short-tern shortfall . ... 
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As regards the second passe.ge \-Thich has given rise to difficulty, perhaps I could 

put·my point in a somewhat different way. If the compensatory financing scheme and the 

supplementary financing scheme as presented in the Bank study were i n existence 

simultaneously, during certain periods it would be only the compensatory financing 

scheme, and during other periods only the supplementary financing scheme that would be 

effective. During projection periods for which projections had been pessimistic, the 

suppler>.lEmtary fina.."lcing sch·3me Hould ce out of operation so far as financing is concerned., 

and the compansatori i'inancirig . scheme coul_d go _· ahea~ doing . \-That it is supposed to do, that 

is, evening out short-term fluctuations. On the other hand, during projection periods 

for which projactions had been optimistic , the compensatory financing scheme might still 

be pay~ng out money and taking it bacK, but it could be se~lng not its otvn purposes, 

but rather those of the supplementary financing schema for which it would be helping 

to provide rasona~es. 

I \.rill admit that the supplement~ry financing scheme does cont!lin an element of 

smoothing out· · ~,.ri thin th3. projection period. The fact that ov::rages are offset against 

· shortfalls means that, if the projections for the individu~l years are themselves sm~othly 

distributed 6ver . the period, the export availabilities of the count~J will b~ smoothed 

out also, so that one'of the objectives of the conpens~tory financine scheme will, to 

some degree, be fulfilled though not' by.the compensatory financing scheme itself. Ho1,1ever, 

the other main objective of the compe~satory financing scheme, which is to keep ·export 

availabilities from getting t~o far away from actual exports, will not necessarily d8 

fulfilled. · The effects of this ' will show up at the end of such~ projecti~n period, 

~hen there may ~e a rather abrupt transition from a level of exPort a~ailabilities which 

is ~Upported by large amounts Of supplementary financing back t .O 9.. level at \-Thich 

projected and actual exports coincida. In other words, ther~ rna~ be an abrupt fall 

in e:xP~rt availabilities at the end of such a period, the very s~rt" of thing t.Jhic~ 
... 

comp~se~ory financing is supposed to trf to smooth out. nut the compensatory financing 

scheme is in no position eithar to prevent this taking place, or to mitigate it.·. I 

would say that in such a situation, the objectives of the supplementary financing schema 

would not ~e i mplemented . 
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There is still some reluctance to b9lieve that the distinction between the 

supplementr,ry finance scheme as contained in the Bank study and the basic financing 

arrangements d<?es not correspond to_a distinction bet\,een lone-term and short-term 

shortfalls. To bring out the point more clearly, let us suppose a country has the 

sort of fluctuations in its exports that everybody t..TOuld recognize as being long-term 

fluctuations, say a regular ten-year cycle or something like that. Not..r; if a 

cyclical decline were correctly anticipated at. the timP- the export projections were 

made, 1 there t..rould be no shortfall whatever under the supplementary financing scheme, 

~~hseems to show that tha~ scheme, as presented, is not intended to deal with long

term shortfalls in any normal sense. 

At this point perhaps, I should make it clear .that I have ·not been di~cussing 

the _question of c~mpatibili ty as between the UNCTAD recommendation Otf supplemen~ary 

financing and the compensatory financing scheme. Frankly I believe that .the ·~ 
. . . .. . 

recommendation con.tained t\o:o separate and possibly not quite consistent . trends of 

thought; on the one han-1, it dealt with persistent shortfalls and seemed to asswne 

that these were the same type of shortfalls as the Fund was dealing with, except that 

they went on for a long time. On the other hand, it also suggested a new definition 

of shortfall in terms of reasonable expectation. Now as I understand it, the B~~, 

in its st~dy, has essentially followed up the second strand of thought rather th~~ 

the first, and has made it into a consistent system. Therefore, my remexks about 

problems of reconciliation do not relate to that part of the original resolution 

which deals with the persistence of shortfalls of the Fund type. 

Coming back to what the distinguished representative .of the United Kin_gdom was 

saying, I would certainly agree that technically the hro schemes are completely 

compatible, but teclmically you can have a ~ooling mechanism and a heater operating 

simultaneously in the same room. That would be technically ~ompatible but it would 

not make sense. This is an exaggerated analogy, but it brings out the point. The 

whole questiou is not whether the two schemes in their present form could run together 

but whether, if they did so, they would attain their respective objectives. However, 

I would like to say that there is no~ the slightest doubt in my ffiind that the 

objective of smoothing out export availabilities and the objective of providing for 

adequate finance for sound development are as such, entirely compatible. 
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I would be inclined to agree 1.ri th the distinguished representative of Ceylon 

that the main diffiGul ties are thos e •rhich arise over the policy packc::.gc - the 

.difficulties we have been discussing, though important, are not the most important. 

But the difficulties 1.-ri th regard to policy packages arise more on ordinary Fund 

dra~.-rings, or F\Ll""Jd advice to its members, than on the compensatory financing scheme 

because that scheme is .to a consid e:: r ahle e:xtont automatic in its application; the 

.P~licy conditions are lighter than those that are normaJJ.y applied to Fund drawings 

in the credit tr anches . I also agree \.ri th him very much that the Bank and Fund 

have al•mys managed in the past to co-ordinate their activities and I am sure 

they will do their best to do so under all circumstances, but clearly the closer 

the principles of the scheme of supplementary financing are to the principles of 

· which t he Fund is the guardian internationally the easier such co-ordination vtill be. 
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UNCTAD - Fourth Session of the Trade and Development Board 

The fourth session of the Trade and D~velopment Board of the UNCTAD 
was held in Geneva from August 30 to September 25 , 1966 . In addition to 
a special session of the Committee on Invisibles and Financing Related to 
Trade held during the third session of the TDB in New York last January/ 
February, the fourth session was preceded by the Permanent Sub-Committee 
on Commodities (June 27-July 15), the special session of the Committee on 
Shipping (July 18-22) , and the first session of the Group on Preferences 
(July 26-August 12) , which held their meetings in Geneva . 

Of the 55 members of the Board, 54 were represented . There were ob 
servers from 32 governments, 20 spec~alized agencies and intergovernmental 
organizations, 4 UN regional economic commissions, and 9 nongovernmental 
organizations. The president, vice president and rapporteur were the same 
as at the third session (SM/66/38, p.l) . Early in its proceedings the TDB 
set up two Sessional Co~0tees of the Whole, the first to consider the 
agenda, date, location and general preparations for the next Conference, 
and the second to consider the reports of the Committees on Invisibles and 
Financing Related to Trade , Manufactures and Shipping. Sessional Committee I 
elected Mi· . Franzi (Italy) and Sessional Co~ttee II Mr . Kola (Nigeria) as 
Chairmen . The main actions taken by the Board are summarized in Appendix I. 

1. Supplementary Financial Measures 

The Corumittee on Invisibles and Financing Re l ated to Trade at its 
resumed first session in mid -April 1966 passed a resolution concerning the 
establishment of a small intergovernmental group of experts to study and 
report on the IBRD staff scheme of supplementary financial measures (TD/B/43, 
SM/66/55) . Thirteen countries were nominated to pr.:.vi.dc re:presc:ntatives for 
the group : Argentina, Brazil, Ceylon, Federal Republic of Germany, France, 
Ghana, India, Japan, Sweden, United Arab Republ ic , United Kingdom, United 
States, and Yugoslavia . Two additional places were left open for countr.ies 
from Eastern Europe, if they wished to join . Poland expressed its intention 
to do so . Staff representatives of the I BRD and the IMF were invited to 
assist in the work of the group . 

The Board approved the setting up of the expert group mentioned above, 
and that the group should meet on October 10-14, 1966 in Geneva . In speeches 
that followed, great hopes were placed on the evolution of a report by the 
group which would lead to an agreed scheme at the Second Conference next year. 
No mention, however, was made of the Fund ' s compensatory financing arrange 
ments which had been explained by a Fund representative , at the resumed first 
sess i on of the Committee l ast April as being under active consideration by 
the Fund Board ( SM/66/55, Appendix 11D11

). 
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2 . Review of the Implementation of the Recommendations of the Conference 

The Board had before it a report by the Secretariat .entitled "Review 
of International Trade and Development 1966" (TD/B/82, Add . 1 and 2) in
troduced by the Secretary General, Dr . R. Prebisch, at the beginning of the 
session . ~e main theme of the report is the disappointing rates of growth 
of the developing countries at the mid-point of the United Nations Develop
ment Decade, caused mainly by the lack of import availability of these coun
tries due, in turn, to stagnation of inflow of financial resources from the 
developed countries and to the failure to increase exports from the devel
oping countries. The existence of discriminatory commercial policies of the 
developed countries against products from developing countries is stressed . 
The report also mentions the importance of such financial measures as the 
supplementary financial measures, proposed by the IBRD staff, and buffer 
stock financing for primary products . 

The report , being the first review of the implementation of the rec 
ommendations of the first Conference, was regarded as an important contri 
bution to the UNCTAD activities. The developing countries held that, al
though two years had elapsed since the first Conference, there was no evi
dence of any universal readiness to act on the r ecommendations; attempts 
so far to negotiate agreements on sugar and cocoa had failed; the recommen
dations concerning removal of obstacles to trade had been disregarded by a 
number of developed countries . There was a general expression of hope that 
any future reform of the international monetary system should be carried out 
on a truly international basis. Hopes were also expressed for the elabora
tion of the supplementary financial measures at the meeting of the inter
governmental group of experts . 

There was some general criticism of the staff report by the representa 
tives of some developed countries to the effect that the report gave the 
impression that the main cause of the economic stagnation of the developing 
countries was the failure on the part of developed countries to implement 
fully the recommendations of the first Conference though this was not really 
in keeping with the facts. While expressing a concern about the slowness 
of improvement in the position of the developing co~~tries, they emphasized 
the importance of measures so far taken by the developed countries in line 
with the recommendations of the first Conference . The direct cause -and 
effect relationship between import needs and the economic development ~.n 

developing countries, as expounded in the Secretariat report, gave another 
basis for a wide-ranging discussion; a number of developed countries did not 
consider that the failure of imports to grow sufficiently was the most im
portant reason for general stagnation. The recent agricultural crisis in a 
number of developing countries was pointed out as one of the main factors 
which had slowed down the growth of national income in these countries. There 
was some criticism of the form and content of the Secretariat report that it 
was too lengthy and the topics for discussion too broad and wide ; that some 
of the use of statistical data in the report was erroneous, especially the use 
of averages; and that using conglomerate statistics for all developing coun
tires was too misleading . In general, the discussion , al though it occupied 



- 3 -

many plenary meetings, was inconclusive and had not seemed to offer any 
guidance for the Second Conference as seemed to be its intention. There 
was little discussion of questions of direct concern to the Fund's operations, 
such as the compensatory financing of export fluctuations. 

At the end of the debate, a memorandum on the implementation of the 
recommendations of the first Conference (TD/B/108) was presented to the Board 
by the group of Thirty-One representing the developing countries. According 
to the request made in the memorandum, the Board decided that the Secretariat 
report as well as the summary records of the discussions on the implementation 
at the fourth session of the Board and the report of the Board on that session 
be submitted to the four comnittees of the Board for further review, in order 
that they could consider the line of future action necessary to facilitate 
their task in the preparation of the Second Conference. 

3. Preparations for the Second Conference 

a . Agenda 

The Board was presented with a draft agenda for the second Con 
ference drawn up by the Secretary-General after earlier consQltation by mai l 
with member governments of the UNCTAD . Discussion in the Board on the agenda 
as a whole and other preparations for the next Conference was prolonged--
41 speeches altogether . Just before discussion of the agenda item by item 
the grou~ of Thirty-One (developing countries) produced a new agenda and the 
Eastern European group also presented a revised agenda. The agenda of the 
group of Thirty-One contains several new items bringing the total main items 
to ten compared with six in the Secretary-General's agenda. The agenda of 
t he socialist countries of Eastern Europe was more in line with the original 
draft agenda. Of inter est to the Fund was the £act that in all three agenda 
there appeared a sub- item relating to international monetary issues. The 
agenda of the Thirty-One also included a separate sub-item on "Compensatory 
Financing . rr Concerning the item on technical assistance vThich appeared in 
all three agenda, there was a suggestion that such assistance in the field 
of finance and banking techniques should be included (see Section 6 below) . 

Several representatives pointed out that the lengthened agenda of 
the Thirty-One would make it impossible to complete the Conference in the 
6 to 8 weeks contemplated. In this situation, Sessional Committee I decided 
to set up a drafting group to produce a single agenda. The drafting group 
produced a draft provisional agenda with a dozen controversial points in 
square brackets including "Reform of the International Monetary System-
measures for international reserve creation and their relation to develop
ment finance and trade of developing countries" (Item IV (e)). The chairman 
of the drafting group explained that these brackets did not necessarily mean 
that the members of the drafting group had not been able to come to an 
agreement on the inclusion in the agenda of those points enclosed in brackets; 
instead, it meant that by the fifth session of the Board more suitable wording 
for them could be produced as the result of further discussions between dif 
ferent country groups . 
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The Sessional Committee subsequently approved the above draft pro
visional agenda and agreed to transmit it to the Board. The Board adopted 
it without further comments, with an agreement that it be forwarded to al l 
States members of the UNCTAD, the subsidiary bodies of the Board, the UN 
regional economic commissions and the UN Economic and Social Office in Beirut , 
as a basis for the preparation of the Second Conference and for such comments , 
observations or recommendations as they might wish to submit to the fifth 
session of the Trade and Development Board . The draft provisional agenda is 
reproduced in Appendix II of this report . 

b . Time and Location 

The UN General Assembly had decided (Resolution 2085 (XX) , 
December 20, 1965) to convene the Second Conference in the first part of 
1967 , preferably in a developing country . At its third session, the trade 
and Development Board passed a resolution requesting governments to make 
offers to act as host, not later than May 1, 1966 (SM/66/38, p.7 ). Only one 
invitation, from the Government of India, was received by that time . 

There were little discussions of substance at Sessional Committee I 
on this subject . During the session of the Board, however, the group of 
Thirty-One held several private meetings and decided, only a few days before 
the closure of the plenary meetings, · that the Second Conference be held in 
September/October 1967 in New Delhi . At the end of the session, the Board 
decided tmanimous l y that the Second Conference be held in New Delhi during 
the period September/October 1967, its exact dates subject to a decision by 
the UN General Assembly at its present session in New York. The text of 
the decision by the Board is contained in Appendix III of this repo:ct. 

c. Other Preparations 

Regarding the program of preparatory work, a number of representa 
tives from developing countries stressed that there should be no "action gap" 
between the present session of the Board and the Second Conference . To this 
end, an immediate start should be made among member countries, ~oth at the 
national level and through bilateral and regional intergovernmental discussion 
among developing and developed countries . It was also stressed that the 
Secretariat should begin its preparatory work ·at once in cooperation wherever 
possible with the UN regional economic commissions and other appropriate in 
ternational organizations . 

The Board decided that at its fifth session it should carry on a 
comprehensive review of the program of preparatory work, rules of procedure 
and organizat i onal structure of the Second Conference (see Appendix IV : 
draft provisional agenda for the fifth session of the Board) . So as to 
provide time to finalize the preparations for the Second Conference, the 
Board decided to postpone the date of the fifth session from Jenuary/Feb 
ruary 1967 until May 4-30, 1967 and also to finish al l the preparatory work 
of its four committees before that time, so that they could bring their re 
sults to the Board for final consideration and decision (see cal endar of 
meetings for 1967 i n Section 9 below ). 
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4. Committee Reports 

a . Report of the Committee on Invisibles and Financing Related to 
Trade 

Sessional Committee II took up a report of the Committee on In
visibles and Financing Related to Trade on this Committee's resumed first 
session in April 1966 (TD/B/73) dealing with the study of supplementar y 
financing measures prepared by the IBRD staff . Some developing countr i es 
stressed that the measures now under cons i deration might be a useful way 
to complement existing compensatory financing arrangements and commodity 
price stabilization schemes. As an i ntergovernmental group of experts had 
been appr oved by the Board at the present session (see Section 1 above) to 
meet soon in October to discuss the subject technically, the Sessional Com
mittee and the Board adopted the report without further discussion. 

The Board also had before it a draft resolution concerning the "urgency 
of increasing the volume of developmental assistance" (TD/B/66, para. 59, 
reproduced in TD/B/L .85), consideration of which had been deferred from the 
third to the f ourth session of the Board . An informal working group appointed 
by the Sessional. Committee worked out a more generally acceptable text of a 
draft resolution (reproduced in Appendix V) and the Board adopted it without 
voting . 

b . Report of the Committee on I··1anufactures 

A fairly wide - ranging discussion took place at Sessional Committee II 
on the reporL. of the Committee on Manufactures on its resumed first session 
i n February and March 1966 (TD/B/69) and the report of the Group on Prefer 
ences (a sub - group of the Committee on Manufactures) on its first session i n 
July and August 1966 (TD/B/84). 

The main topic of discussion was the problem of preferential treat
ment to the exports of developing countries . The phenomenon of "reverse 
preferences" as the representative of India put it, i.e . higher tariff rates 
applied to manufactures and semi-manufactures exported by developing countries 
than those applied in general to those exported by developed countries, was 
regarded by a number of representatives from developing countries as the most 
important issue to be studied by the UNCTAD bodies in charge of the problem 
of manufactures . They urged again an early application by developed countries 
of trade preferences in favor of developing countries because they considered 
that this was the first indispensable step for the diversification of their 
export industries and thus for economic development . As for the sector studies 
being initiated by the Committee on Manufactures (see TD/B/69, para . 20 ) 
on forest and timber products, there was general consensus on the importance 
of such studies . Some representatives from developing countries suggested a 
wider scope for such studies so as to benefit those countries whose chief 
concern now was the diversification of infant export industries. As regards 
measures for promotion of exports from devel oping countries, the .importance 
of creating regional trade information center was stressed by some repre 
sentatives . 
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The developed countries in the Committee discussion emphasized 
briefly their efforts so far taken to increase imports from developing coun
tries; they supported the sector studies but expressed dissent to the idea 
of establishing new trade information center for both technical and financial 
reasons. 

Sessional Committee II had before it four outstanding draft re
solutions bearing on the work of the Committee on Manufactures and the Group 
on Preferences consisting of three draft resolutions annexed to the report 
of the Committee on Manufactures on tariff differentials, nondiscriminatory 
preferences and the Kennedy Ro~~d (TD/B/69 Annex, reproduced in documents 
TD/B/C.2/L.2l, L.22 and L.23) and a draft resolution on the expansion of ex
ports of manufactures and semimanufactures of developing countries (TD/B/L.53) . 
The consideration of the latter had been carried over from the second to the 
fourth session of the Board. Since general consensus could not be reached on 
these four draft resolutions, the Committee agreed that they should be recon
sidered at the fifth session of the Board. With regard to the sector study, 
the Committee recommended and the Board decided to establish a joint UNCTAD/ 
FAO ad hoc intersessional working party to deal with forest and timber products 
.as proposed in the report of the Committee on Manufactures. 

c . Report of the Committee on Shipping 

The report of the Committee on Shipping on its special session 
held in July 1966 (TD/B/83) was adopted by the Board following a short dis
cussion at the Sessional Ccmmittee. The Board also approved the recommenda
tions contained in the report with regard to the work program to be initiated 
by the Committee on Shipping, such as studies concerning the level and 
structure of freight rates. 

Most of the representatives both from developing and developed 
countries who spoke regretted that a unanimous agreement had not been reached 
at the special session of the Committee on Shipping on some specific points 
in its work program. Although representatives from developed maritime coun
tries did not want to restate their positions expressed in the report, some 
of them stressed that, while agreeing with the program of work as a whole, 
they could not find any significance in the route studies proposed there and 
that they should be carried out carefully to avoid all the technical diffi
culties. One such representative said that his government could hardly endorse 
the idea of agreeing to any additional financial resources for the purpose of 
such studies. 

5. Cocoa 

The Secretary-General regretted in his opening speech that the Cocoa 
Conference held in New Yorl~ last May and June under the UNCTAD sponsorship 
had not been successful, since agreement had been lacking on a number of 
points, particularly on such questions as the price range within which cocoa 
prices should be stabilized, the operation and prefinancing of a buffer stock, 
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and the control and supervision of the cocoa agreement . A short debate fol
lowed on this subject at the plenary meeting of the Board . During the session, 
however, an inf·ormal group of consumers and producers, cons i sting of 12 coun
tries and FAO, discussed the possibil ity of reconvening the cocoa conference . 
At a pl enary meeting toward the end of the session it was announced by the 
president that this informal group would continue i ts work to narrow the gap 
between the two parties and to search for the possibility of reconvening the 
conference in the near future . The Board decided to i nclude i n its report 
of the fourth session a joint declaration presented by 30 developing countries 
urging, in particular, the efforts of large consuming countries in the re 
duction of barriers to the trade in cocoa and to its consumption . The joint 
declaration is reproduced in Appendix VI of this report . 

6. Technical Assistance 

The Board had before it a Note by the Secretary-General entitled "Uni ted 
Nations Technical Assistance Activities in Trade and Related Fields" (TD/B/97 
and Add . 1) . Several recommendations of the first Conference call for the 
provision or expansion of the United Nations technical assistance in support 
of the Conference's objectives. In this connection, the Secretary-General 
thought it necessary for the Trade and Development Board to determine, together 
with other United Nations agencies and intergovernmental organizations con
cerned, the most effecti're means and perhaps new methods of rendering assist 
ance in the fields of international trade and invisibles, particularly export 
promotion so that the UNCTAD could render substantive support to the United 
Nations technical assistance efforts in the fields of UNCTAD's competence . 

During the course of discussion, the view was expressed by some re 
presentatives from developing countries that the Secretary-General of ID~CTAD 
should become a member of the Inter-Agency Consult ative Board of the United 
Nations Development Programme . Several representatives from developed coun 
tries stressed that full use should be made of the existing administrative 
and operational facilities of the United Nations, that no new machiner y be 
created within the UNCTAD and that unnecessary duplication of the work pursued 
by United Nations specialized agencies and other intergovernmental organiza
tions in the fields of export promotion and invisibles be avoided . At the end 
of the debate, a draft resolution entitled "Technical assistance in trede and 
related fields" was introduced by India on behalf of 31 devel oping countries 
(TD/B/L . 99, reproduced in Appendix VII of this report ). The Board adopted the 
draft resolution unanimously . 

There was also an item on t echnical assistance in the draft agenda f or 
the Second Conference submitted to Sessional Committee I . The representative 
of one socialist country proposed the inclusion in the agenda of an item con
cerning technical and specialized assistance in the field of foreign trade, 
including trade techniques, export promotion, trade publicity, finance and 
banking techniques, and international transport and insurance . Although the 
draft provisional agenda approved by the Board does not refer to these 
specific points, it is anticipated that they will again be topics for dis 
cussion at the fifth session of the Board . 
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7 . Trade Expansion and Economic Integration among Developing Countries 

The Board had before it a report by an expert committee appointed by 
the Secretary- General of the UNCTAD entitled "Trade Expansion and Economic 
Cooperation among Developing Countries" (TD/B/68 and Add . 1, 2 and 3) and a 
report by the Secretariat "Trade Expansion and Economic Integration Among 
Developing Countries (TD/B/85) . The general view expressed at the plenary 
meetings seemed to support the basic idea maintained by the two reports that 
regional or subregional cooperation among devel oping co.untries was an im
portant .step toward their economic development . Little discussion of direct 
interest to the Fund took place during the short debate, except that the re 
presentatives of some developing countries referred to the favorable effects 
which bilateral payments agreements in general ·might have in the course of 
trade expansion among these countries . 

The Board adopted a draft resolution (TD/B/L.97) sponsored by 30 devel 
oping countries to the effect that the discussion on this matter would take 
place at the fifth session of the Board with special regard to the action to 
be taken by developing countries, the internat ional action to be taken in 
support of the efforts of the developing countries, and the further steps for 
preparing the programs to be consider ed in this respect at the Second Con
ference. In the meantime, it Has requested that the Secretary-General of 
UNCTJ.l.D should submit the two reports to the UN regional economic commissions, 
international and regional financial institutions, and appropriate intergovern
mental organizations for comments and suggestions. The resolution appears in 
Appendix VIII of this report . 

8 . Designation of Nongovernmental and Intergovernmental Organizations 

Lengthy discussions took place at the plenary meetings on the application 
for observership in the Board sessions of eight nongovernmental organizations 
including the U. S. Chamber of Commerce. 

The application submitted by the U.S . Chamber of Commerce had been a 
pending matter carried over from the previous session of the Board . The 
Secretary-General made a statement explaining his view on this matter that 
in view of the large influence which the applying organization had on the 
formation of U.S . foreign policy, it would be to the common benefit of ~he 
member countries to seek its cooperation. Some countries s trongly objected 
to its obse1~ership, saying that the criteria for nongovernmental organizations 
stipulated in rule 79 of rules of procedure were ambiguous and that they did 
not want to see UNCTAD meetings flooded with observers . The Board decided to 
review at its fifth session the arrangements for the participation of non
governmental organizations, particularly the criteria for these organizations 
provided for in r ule 79 of the rules of procedure. For the purpose of this 
review, the Secretary-General was requested to submit proposals concerning the 
criteria ment ioned above to the Board at that session and to ensure that 
governments would have sufficient time to consider these proposals beforehand . 
The Board further decided to defer its consideration of the eight applications 
including that of the U. S. Chamber of Commerce, pending the review of the 
arrangements . 
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A similar discussion took place with regard to the designation of inter 
governmental bodies. In this case, a consensus seemed to exist among the 
representatives as they decided to designate the Council of Arab Economic 
Unity for the purpose of participation in the deliberations of the Board and 
its subsidiary bodies under rule 78 of the rules of pr ocedure ('I'D/B/76). 
vJhen the Board took up another application for designation, ::-.o\·;reve:r, the 
representative of the country which had supported the designation of the U. S. 
Chamber of Commerce as a nongovernmental organization proposed to defer the 
discussion until the fifth session of the Board, pending the Secretariat's 
study on new criteria for intergovernmental bodies which should go along with 
the similar study proposed on nongovernmental organizations . The Board decided 
to postpone its deliberations u..YJ.til its fifth session, pending the examination 
by the Board, based on the studies by the Secretariat, of the application of 
the provisions of rule 78 regarding the participation of intergovernmental 
bodies in the work of the Board, taking into account the character and field 
of interest and competence of such bodies . 

9. Work Program for 1966 and 1967 

Several changes in t~e work program for the remainder of 1966 and the 
first nine months of 1967 were approved by the Board in order to facilitate 
the work by the member governments and the Secretariat in their preparation 
of the Second Conference Echeduled for September/October 1967 . The meetings 
of four committees of the Board were transferred from the end of 1966 to the 
first four months of 1967 so that the fifth session of the Board, in May 1967, 
could make bes~ use of their results for the purpose of the preparation of 
the Conference. The calendar of meetings approved by the Board is as follows : 

Expert Group on Reinsurance 

Advisory Committee to the 
Board and to the Committee 
on Commodities 

Intergovernmental Group on 
Supplementary Fin~YJ.cing 

Preparatory meetings on Cocoa 

FAOjUNCTAD Working Party on 
Timber and Forest Products 

Sugar Consultations 

Exploratory meeting on Copper 

1966 

Sept 26 - Oct 8 

Sept 27 - 30 

Oct 10 - 14 

October/November 

Oct 31 - Nov 7 

to be determined 

to be determined 

Duration Location 

2 weeks Geneva 

4 days Geneva 

1 week Geneva 

to be determined 

1 week Geneva 

to be determined 

to be determined 
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Committee on Commod:i.ties, Jan 10 - 27 
second session, and Permanent 
Sub-Committee on Commodities, 
resumed first session 

Committee on Manufactures, Jan 31 - Feb 15 
second session 

Group on Preferences, second 
session 

Jan 31 - Feb 8 

Duration Location 

3 weeks Geneva 

2-1/2 weeks Geneva 

9 days Geneva 

Commodity Conference to be determined 5 weeks to be determined 

Intergovernmental Group on 
Supplementary Financing, 
second session 

Committee on Shipping, second 
session 

Feb 6 - Feb 24 3 weeks Geneva 

Feb 21 - Mar 8 2-1/2 weeks Geneva 

Permanent Group on Synthetics to be determined 9 days to be determined 
and Substitutes, first session 

Committee on Invisibles and April 4 - 19 2-1/2 weeks New York 
Financing Related to Trade, 
second session 

Trade and Development Board May 4 - 30 4 weeks Geneva, or if 
impossible, 
New York 

fifth session 

Commodity Conference to be determined 7 weeks to be determined 

Second Conference 

Advisory Committee to the 
Board 5nd to the Committee 
on Commodities, second 
session 

Eight Expert Groups~/ 

September/October 7 weeks 

to be determined 2 weeks 

to be determined 16 weeks 

New Delhi 

to be determined 

to be determined 

Note: All meetings for the remainder of 1967 to be determined in the light 
of decisions taken at the Second Conference. 

y The 19b"7"budgetestlmates provide $115,000 for eight sessions of ad hoc 
expert meetings and of the Advisory Committee to the Board and to the Committee 
on Commodities. These were intended to provide expert advice to the continuing 
machinery of UNCTAD. A number of similar meetings have already taken place 
during 1966. It would be the Secretary-General's i ntention during 1967 to use 
this sum to provide for further meetings of some of the expert groups that had 
already met, and possibly for such groups as might prove useful in connection 
with the preparations for the Second Conference . It would be envisaged that 
any new groups concerned with the Conference would arise from meetings of the 
main committees or the Board that would be held during the first part of 1967. 
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Main Actions taken by the Board during its Fourth Session 

The Board adopted the following resolutions and decision: 

Technical Assistance in Trade and Related Fields (TD/B/1.99, reproduced 
in Appendix VII of this report). 

Trade Expansion, Economic Cooperation and Integration Among Developing 
Countries (TD/B/1.97, reproduced in Appendix VIII of this 
report) . 

Urgency of Increasing the Volume of Developmental Assistance (TD/B/1 . 92, 
A~Dex, reproduced in Appendix V of this report) 

Venue, Date and Duration of t~e Second Conference (TD/B/L -93 Add . 2(A), 
reproduced in Appendix III of this report) 

The Board approved: 

The establishment of an intergovernmental group of experts to consider 
the supplementary financial measures (see Section 1 of this 
report) 

The establishment of a joint Ul~CTAD/FAO working party to deal with 
forest and timber products (see Section 4 .b . of this report) 

The work program of the Committee on Shipping (see Section 4.c . of this 
report) 

The work program of the Secretariat on the cr1~ eria for nongovernmental 
and intergovernmental observers in the UNCTAD meetings (see 
Section 8 of this report) 

Calendar of meetings for the reoainder of 1966 and the first nine months 
of 1967 (see Section 9 of this report) 

Draft provisional agenda for the Second Conference (TD/B/SC.5/L.5/Rev .l, 
reproduced in Appendix II of this report) 

Draft provisional agenda for the fifth session of the Board (TD/B/L-96, 
reproduced in Appendix IV of this report) 
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The Board agreed to include in its report to the General Assembly the 
following documents: 

A joint declaration on negotiation of a cocoa agreement (TD/B/106, 
reproduced in Appendix VI of this report) 

A memorandum on the implementation of the recommendations of the 
first Conference (TD/B/108) 

The Board decided to defer until its fifth session its consideration on the 
following draft resolutions: 

Progressive development of the law of i nternational trade (TD/B/L.98) 

Tariff differentials (TD/B/C .2/L . 21, see Section 4.b. of this report) 

Nondiscriminatory preferences (TD/B/C .2/L.22, see Section 4.b . of this 
report) 

Kennedy Round Negotiations (TD/B/C . 2/L . 23, see Section 4 .b . of this 
repor t) 

The expansion of exports of manufactures and semimanufactures of devel 
oping countries (TD/ B/L.53, see Section 4.b . of this report) 

Steps to be taken to achieve agreement on principles governing inter
national trade relations and trade policies conducive to 
development (TD/B/L. r4) 

The Board elect ed for a term of three years, expiring December 31, 1969, 
one thir d of the members of its four committees . 
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UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT 

TRJI.DE AND DEVELOPME:r.J'"T BOARD 
Fourth session 
First sessional Committee 

DRAFT PROVISIONAL AGENDA FOR THE SECOND CONFERENCE 

Submitted by: Contact Group of First Sessional Committee 

I. Trends and problemp. in world trade and development 

(a) Review of recent developments and long-term trends, implemen
tation of the recommendations and other provisions of the 
Final Act of the first conference - consideration of further 
action. 

(b) Steps to achieve a greater measure of agreereent on principles 
governing international trade relations and trade policies 
conducive to development (see Annexes A.I . l; A.I.2 and A.I. 3 
of the Final Act of UNCTAD, 1964). 

(c) Trade relations among countries having different economic and 
social systems including problems of East-West trade, paying 
attention particularly to the trade interests of developing 
countries and taking into account the work in this field of 
ot'J.er Un:..ted Nations organs, including the regional economic 
commissions. 

(d) Impact of the regional economic groupings of the developed 
countries on international trade including the trade of the 
developing countries. 

II. Commodity Problems and Policies 

(a) Review of recent developments and long-te rm trends in commodity 
trade including activities of commodity groups and other com
modity bodies in the light of recommendations and other provi
sions of the Final Act of the first conference . 

(b) Main elements of commodity policy including international 
commodity arrangeme

7
nts and other techniques of -commodity mar

ket stabilization! • 

!/ It was emphasized by a number of countries that these matters would 
need to be examined in relation to the situation in particular commodities . 
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(i) 
(ii) 
(iii) 

operation and financing of buffer stocks; 
role and financing of diversification programmes; 
basic principles and guidelines for pricing policy 
designed to Lffiaximiz~? receipts from export of 
primary commodities. 

(c) Programme for the liberalization and expansion of trade in 
commodities of interest to developing countries. 

III. Expansion and diversification of export of JJlanufactures and semi
manufactures of developing countries 

(a) Review of recent developments and long-term trends in trade in 
manufactures and semi-manufactures in the light of recommenda
tions and other provisions of the Final Act of the first con
ference . 

(b) Preferential or free entry of exports of manufactures and semi
manufactures of developing countries to the developed countries. 

(c) Programme for the liberalization and expansion of trade in 
t'1.anufactures and semi-manufactures of interest to developing 
countries. 

(d) Measures for the promotion, expansion and diversification of 
exports of manufactures and semi-manufactures from developing 
countries; cooperation with UNOID aimed at the establishment 
and expansion of export oriented industries in developing coun
tries; other forms of economic, industrial and technical coop
eration. 

(e) [Arrangements leading to the reshaping of the existing interna
. tional division of labo~?· 

IV. Growth, development finance and aid (synchronization of international 
and national policies) 

(a) Review of recent developments and long-term trends in the light 
of recommendations and other provisions of the Final Act of the 
first conference. 

(b) Financial ~esources an~/ requirements of developing countries. 

(i) Lffieasures for increasin~? the flow of international public 
and private capital to developing countries 

(ii) Lffieasures for improvinE7 the terms and conditions of aid 

(iii) Lffieasures for dealing with? the problem of international 
indebtedness 

~/ Reservation entered by Group of 31. 



(c) Supplementary financial measures . 

(d) Compensatory financing~:/. 
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(e) LReform of the International Monetary System- measures for 
international reserve creation and their relation to devel
opment finance and trade of developing countrie~7 · 

V. Problems of developing countries in regard to invisibles including 
shipping 

(a) Review of recent developments and long-term trends in the field 
of invisibles including shipping in the light of the recommenda
tions and other provisions of the Final Act of the First Con
ference . 

(b) Level and structure of freight rates, Conference Practices and 
adequacy of shipping services - progress report on studies by 
the Secretariat. 

(c) Shipping Industry in developing countries including expansion 
of merchant marines of developing countries . 

(d) Consultation Machinery in Shipping . 

(e) Port Improvements . ProgreRs report on studies by the Secretariat . 

(f) Linternational legislation on shipping?. 

(g) Transfer of technology, i ncluding know-how and patents . 

VI . Trade expansion and economic integration among developing countries, 
measures to be taken by developing and developed countries - including 
regional, sub - regional and inter regional arrangements . 

VII . Special measures to be taken in favor of the least developed among 
the developing countries aimed at expanding their trade and improving 
their economic and soci al development 

VIII .General review of the '\>Tork of UNCTAD 

(a) A~tivities of the organs of the Conferenc~. 

(b) Technical assistance activities relating to trade including 
training of technical and special staff of developing countries . 

~/ Reservation entered by Group B concerning the need for a s·pecific 
sub-item on this subject . 



APPENDIX III 

• 

Decision by the Board at its Fourth Session on the Venue, 
Date and Duration of the Second Conference 

The Board considered the report of the S~cretary-General of 
the Conference (TD/B/79) regarding the venue, date and duration of 
the Second Conference in the light of General Assembly resolution 
2085 (XX) of 20 December 1965 and its o>in resolution 27 (III). It 
decided to accept the Government of India's offer of host facilities 
for the Second Conference and to recommend to the General Assembly 
that the Conference be held in New Delhi for a period of seven weeks 
beginning in September 1967, the exact date in that month to be 
decided by the General Assembly in the context of the calendar of 
United Nations meetings. 
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DRAFT PROVISIONAL AGENDA FOR THE FIFTH SESSION!/ 

Submitted by·· the Se.cretary-General of UNCTAD 

1. Election of officers 

2. Adoption of the agenda 

3. Adoption of the report on credentials 

4. Second session of the United Nations Conference on Trade and 
Development: objectives, provisional agenda and progr~e of 
preparat ory work, rules of procedure and organizational structure. 

5. Report of the Committee on Commodities 

6. Report of the Committee on Manufactures 

1· Report of the Corrmittee en Invisibles and Financing re l nt ed to Trade 

8. Report of the Committee on Shipping 

9· Problems arising in ~rade relations between countries having different 
economic and social systems. 

10. Steps to be taken to achieve complete agreement on principles govern
ing international trade relations and trade policies conducive to 
development (see annexes A.I.l, A.I.2 and A.I.3 of the Final Act of 
UNCTAD, 1964) 

11. Trade expansion, economic cooperation and integration among developing 
countries 

12. Reports on negotiations or consultations on individual commodities 

!,/ Subject to modifications in the light of further decisions which might 
be taken by the Board at its present session. 
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13. Designation of inter-governmental bodies in accordance with rule 78 
of the rules of procedure 

14. Designation of non-governmental organizations in accordance with rule 79 
of the rules of procedure 

15. Review of the calendar of meetings 

16. Provisional agenda for the sixth session of the Board 

17. Financial implications of the actions of the Board 

18. Other business 

19. Adoption of the report of the Board on its fifth session. 
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Utgency of increasing the volume of developmental assistance 

Afghanistan, Argentina, Bolivia, Brazil, Cameroon, Ceylon, Chile, Dem
ocratic Republic of the Congo, Dahomey, Ecuador, El Salvador, Ethiopia, 
Ghana, Guinea, Honduras, India, Iran, Iraq, Lebanon, Madagascar, Mali, 
Mexico, Morocco, Nigeria, Pakistan, Philippines, United Arab Republic, 
United Republic of Tanzania, Uruguay, Yugoslavia: joint draft reso·lution 

The Trade and Development Board 

Recalling the recommendation contained in annex A.IV . 2 of the Final 
Act of the United Nations Conference on Trade and Development in which 
Geveloped countries were c~lled upon to endeavor to supply, in the light 
of the principles laid .down in recommendation A.IV.l, financial resources 
to developing countries of a minimum net amount approaching, as nearly as 
possible, l per cent of their national income. 

Noting that the Development Assistance Committee of the OECD recognized 
that the requirements of developing countries were large and expanding, and 
that continued efforts were needed to elicit a larger volume of assistance, 

Noting also the finding of the World Bank, in its annual report for 
1964-65 that the capability of developing countries to make productive use 
of resources has now increased so that they can effectively use, on an 
average over t~e next five years, some $3,000 million to $4,000 million 
per year more than they have actually received in the recent past, 

Recalling the concern expressed in General Assembly resolution 2088 (XX) 
about the fall in the quantum of assistance to developing countries in recent 
years and the consequent reiteration of the request to the developed coun
tries to take urgent measures to ensure and accelerate the flow of interna
tional assistance and long-term capital to developing countries in the 
required measure. 

Welcoming;, however, that the flow of financial resources to developing 
countries increased in 1965, 

Bearing in mind the Secretary-General 's conclusion in his report 
(TD/B/82) that the rate of growth of the developing countries as a whole was 
well below the 5 per cent per annum specified for the U.N . Development 
Decade, 
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Recognizing that on account of the rapid increase in the population 
of the developing countries, the decline in the rate of growth in per 
capita income has been even steeper than in aggregate national incomes, 

Recognizing that the developing countries and the economically 
advanced countries are involved in a common effort to accelerate the rate 
of economic and social progress in the developing countries; and that the 
achievement of this goal depends inter-alia upon the effective mobiliza
tion and use by the developing countries of their resources, the degree 
and nature of financial support and technical cooperation made available 
by the more economically advanced countries, and the relationship of one 
with the other, 

Invites developed countries to provide urgently for suitable in
creases in the net flow of their developmental assistance in order to 
attain the UNCTAD target as defined in Recommendation A.IV.2, having re
gard, however, to the special position of certain countries' which are 
net importers of capital, 

Invites developing countries urgently to make all possible efforts 
to increase the mobilization of their domestic resources to the fullest 
extent possible. 
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REPORT ON THE m]'~ NATIONS COCOA CONFERENCE 

Negotiation of a cocoa agreement 

Ar entine, Bolivia · Brazil Cameroon Ce lon Congo 
Democratic Republic , Chile, Dahomey, Ecuador, 

El Salvador, Ethiopia, Ghana, Guinea, Honduras, India, 
Indonesia, Iraq, Iran, Lebanon, Madagascar, Mali, Morocco, 
Mexico, Nigeria, · Pakistan , Philippines, United Arab Republic, 
United Republic of Tanzani&, Uruguay and Yugoslavia: 
Joint declaration 

The developing countries members of the Trade and Development Board, 
present at its fourth session in Geneva, having studied the report of the 
Secretary-General of UNCTAD and the statements of delegations on the re 
sults of the United Nations Cocoa Conference of 1966, have decided to 
make public their unanimous position on the failure of the New York Con
ference and on the possibilities of speedily reaching an agreement . 

1. The deve~oping countries express their deep disappointment at the 
failure of the New York Cocoa Conference; 

Regret to note that many developed countries signatories of the Final 
Act of the first UNCTftn Conference have not yet demonstrated their polit
ical will to implement the recommendations to ¥Thich they subscribed in 
Geneva in 1964; 

Regret in particular that a minority of the devPloped countries have 
not been able to accept the proposal for a remunerative minimum price put 
forward by the producing countries. 

2. The developing countries reiterate their unanimous will to reach a 
cocoa agreement speedily and before the second session of UNCTAD, and hope 
that fresh efforts may be directed to the conclusion of an agreement which 
will answer their needs in conformity with the recommendations o~the first 
UNCTAD Conference, especially the following : 
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(a) stable and remunerative prices; 

(b) effective buffer-stock machinery for the maintenance of the 
minimum price; 

(c) pre-financing of the first buffer stock on favorable terms by 
international finance institutions or by the governments of 
developed countries; 

(d) effective means of control; 

(e) adoption of measures for the reduction of barriers to the trade 
in cocoa and to its consumption, with due regard to the 
recommendat ions of Annex A.II.l of the Final Act of the first 
UNCTAD Conference. 

3. The developing countries have taken note of the statements made by 
the developed countries during the discussion on item 9 in plenary meeting 
to the effect that they would make every effort to meet the wishes of the 
producing countries. 

4. The c'.eveloping countries consider that future negotiations must take 
account of the substantial concessions made by the producing countries 
during the negotiations in New York, and feel that a similar effort by 
the developed countries would make an effective contribution to the 
achievement of an international cocoa agreement . 
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TECHNICAL ASSISTANCE IN TRADE AND RELATED FIELDS 

Congo Democratic Republic , Dahomey, Ecuador, El Salvador, 
Ethio9ia, Ghana, Guinea, Honduras, India, Indonesia, Iran, 
Iraq, Lebanon, Madagascar, Mali, Mexico, Morncco, Ni geria, 
Pakistan, Philippines, United Arab Republic, United Republic 
of Tanzania, Uruguay and Yugoslavia: 
Joint draft resolution 

The Trade and Development Board, 

~ecognizin~ the particular needs of the developing countries for 
international assistance in promoting their exports and raising their in
come from invisible transactions; 

Taking Account of existing Technical Assistance facilities of the 
United Nations and other Inter-Governmental Organizations in the fields 
of export promotion and invisibles, and having regard to the need to 
avoid unnecessary duplication of efforts; 

Having considered the Note by the Secretary-General of UNCTAD on 
United Nations technical assistance activities in trade and related fields 
(TD/B/97 and Addendum l of 15 August 1966). 

Bearing in mind General Assembly resolution 1995 (XX) which provides 
that one of the principal functions of UNCTAD is "to promote international 
trade, especially -vlith a vie\.r to accelerating economic development"; 

Considering that several recorrmendations of the first Conference call 
for the provision of expansion of United Nations technical assistance in 
support of the Conference's objectives (in particular recommendations 
A.II.4, A.II.5, A.III.3? A.III.4, A.III.8 and A.IV.24); 
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Noting paragraphs 32 and 77 of the report of the Governing Council 
of the UNDP on its second session (E/4219), referring to the opportunities 
for extending UNDP assistance to marketing services, export promotion and 
tourism, and to UNDP's readiness to be actively associated with UNCTAD 
in its endeavors to improve the trading position of the developing coun
tries; 

1. Invites the United Nations Development Programme and the Secretary
General of the United Nations to give all due consideration to requests 
from the developing countries for technical assistance in the fields of 
export promotion and invisibles, including shipping, insurance and tourism. 

2. Welcomes the statements of the Secretary-General of UNCT.AD that 
the Secretariat is ready to play an effective role in Technical Assist ance 
activities by providing substantive support to such activities and not by 
adding further machinery to what already exists . 

3 . Recommends to the Secretary-General of United Nations and to the 
UNDP, to ensure that the services available in UNCTAD are so utilized in 
the consideration of requests from developing countries, and in the execu
tion of such requests, in the field of export promotion and invisibles, 
including ~hipping, insurance and tourism. 

4. Invites the Secretary-General of UNCTAD to report to the 5th 
Session of the Board on the arrangements made under paragraph 3 above. 

5. Recommends further to the General Assembly to provide that the 
Secretary-General of UNCTAD shall be a member of the Inter-Agency Consul
tativP. Board of UNDP. 
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TRADE EXPANSION, ECONOMIC COOPERATION AND INTEGRATION 
AMONG DEVELOPING COilll"TRIES 

Trade expansion and economic integration among developing countries 

Argentina, Bolivia, Brazil, Cameroon, Ceylon, Chile, 
Congo (Democratic Republic), Dahomey, Ecuador, El Salvador, 
Ethiopia, Ghana, Guinea, Honduras, India, Indonesia, Iran, 
Iraq, lebanon, if~dagascar, Mali, Morocco, Mexico, Nigeria, 
Pakistan, Philippines, United Arab Republic, United 
Republic o'f Tanzania, Uruguay and Yugoslavia: Joint draft 
resolution 

The Trade and Development Board 

Recalling the recommendations of the First Conference regarding the 
necessity of expanding trade and promoting economic cooperation and 
integration among developing countries on a mutually beneficial basis; 

Conscious of the significant contribution which collective self-help 
efforts among developing countries could make for accelerating development ; 

Taking note of the efforts undertaken by developing countries to 
expand trade among themselves, to establish regional or sub- regional mar
kets and to plan development on an integrated basis; 

Appreciating the sustained efforts undertaken by the Regional Economic 
Commissions and the Economic and Social Office in Bei~ut in this field; 

Considering that the reports submitted to the Board (report of the 
group of experts on "Trade Expansion and Economic Cooperation among Devel
oping Countries," TD/B/68; report of the UNCTAD Secretariat on "Trade 
Expansion and Economic Integration among Developing Countries," TD/B/85); 
require detailed study and discussion with a view to defining the action 
programmes that might be adopted by the time of the Second Conference; 
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l. Requests the Secretary-General of UNCTAD to transmit the two reports 
to the Regional Economic Commissions, the Economic and Social Office 
in Beirut and the existing economic groupings of the developing coun
tries for their consideration, comments and suggestions; 

2. Requests the Secretary-General of UNCTAD to transmit the reports to 
the international and regional financial institutions and appropriate 
intergovernmental organizations offering them the opportunity to 
comment on the suggestions contained therein that relate to them; 

3. Decides that a discussion on trade expansion, economic cooperation 
and integration, on a regional, sub-regional and inter-regional basis, 
among developing countries will take place at its 5th session with 
special regard to the following points, such as; 

(a) the action to be taken by developing countries 

(b) the international action to be taken in support of the 
efforts of the developing countries 

(c) the further steps for preparing the programmes to be considered 
in this respect at the Second Conference. 

4 . Invites the Secretary-General of UNCTAD to assist, as may be requested, 
existing economic groupings of the developing countries in the consid
eration and preparation of this subject matter. 
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Members of the Executive Board 

The Acting Secretary 

SM/66/77 
Revision 1 
Supplement l 

August 26, 1966 

Subject: Compensatory Financing of Export Fluctuations: Draft Decision 

The attached redraft of the proposed decision on Compensatory 
Financing reflects the changes discussed at Executive Board Meeting 66/73, 
on August 19, 1966. It omits the paragraph on the repurchase provision 
which is the subject of a separate paper, SM/66/104. 

It is anticipated that this topic will be brought to the Board 
Agenda during the first week after the recess. 

Att: (1) 

Other Distribution: 
Department Heads 
Division Chiefs 



Compensatory Financing of Export Fluctuations 

Draft Decision 

(To replace Section XII, pages 28-30, in SM/66/77, Revision 1) 

In the light of the foregoing considerations, Decision No. 1477-(63/8) 
of February 27, 1963, on Compensatory Financing of Export Fluctuations is 
hereby amended by the deletion of paragraphs (5) through (8) and the sub
stitution of the following paragraphs: 

(5) The Fund has reviewed its policies to determine how it could more 
readily assist members, particularly primary exporters, encountering pay
ments difficulties produced by temporary export shortfalls, and has decided 
that such members can expect that their requests for drawings will be met 
where the Fund is satisfied that 

(a) the shortfall is of a short-term character and is largely 
attributable to circumstances beyond the control of the member; 
and 

(b) the member will cooperate with the Fund in an effort to find, 
where required, appropriate solutions for its balance of payments 
difficulties. 

Drawings outstanding under this paragraph (5) may amount to 50 per cent of 
the member's quota provided that (i) except in the case of shortfalls 
resulting from disasters or major emergencies, such drawings will not be 
increased by a net amount of more than 25 per cent of the member's quota 
in any 12-month period, and (ii) requests for drawings which would increase 
the drawings outstanding under this paragraph (5) beyond 25 per cent of the 
member's quota will be met only if the Fund is satisfied that the member 
has been cooperating with the Fund in an effort to find, where required, 
appropriate solutions for its balance of payments difficulties. 

The existence and amount of an export shortfall for the purpose of any 
drawing under this paragraph (5) shall be determined with respect to the 
latest 12-month period preceding the drawing request for which the F~d has 
sufficient statistical data, and any excess of a shortfall over the drawing 
made under this paragraph (5) in respect to that shortfall cannot be carried 
forward and covered by a later drawing under this paragraph (5). 

(6) In order to identify more clearly what are to be regarded as 
export shortfalls of a short-term character, the Fund, in conjunction with 
the member concerned, will seek to establish reasonable estimates regarding 
the medium-term trend of the member's exports based partly on statistical 
calculation and partly on appraisal of export prospects. 

(7) [A repurchase provision is not included at this time. Alter
native repurchase schemes in the .light of the discussion at last ,Friday's 
Executive Board meeting are described in SM/66/104.] 
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(8) Whenever the Fund's holdiiigs of a member's currency resulting from 
an outstanding compensatory drawing under paragraph (5) are reduced, by the 
member's repurchase or otherwise, this will restore pro tanto the member's 
facility to make a further compensatory drawing under that paragraph, should 
the need arise. 

( 9) When drawings are made under paragraph ( 5), the Fund will so in
dicate in an appropriate manner. Within six months from the date of any 
drawing which is not under paragraph (5) and to the extent that it is still 
outstanding, a member may request that all or part of the drawing be re
classified and treated, for all purposes of this decision, as a drawing made 
under paragraph ( 5.}. The Fund will agree to such a request if at the time 
of the request the member meets the requirements for a drawing of an equal 
amount under paragraph (5) and makes the representation as to repurchase ap
propriate to such drawings, which representation will then be substituted 
for the original repurchase representation. 

(10) In order to implement the Fund's policies in connection with com
pensatory financing of export shortfalls, the Fund will be prepared to waive 
the limit on Fund holdings of 200 per cent of quota, where appropriate. In 
particular, the Fund will be prepared- to waive this limit (i) where a waiver 
is necessary to permit compensatory drawings to be made under paragraphs (4) 
and (5) above, or (ii) to the 'extent that drawings . in accordance with para
graph (5) are still outstanding. 

Moreover, the Fund will apply its tranche policies to drawing requests 
by a member as if the Fund's holdings of the member's currency were less than 
its actual holdings of that currency by the amount of any drawings outstanding 
under paragraph (5). 

(11) The provision of credit to deal with the balance of payments effects 
of export fluctuations provides immediate relief for a country's short-term 
difficulties. In many cases, however; it will also be necessary to introduce 
measures of a policy character in order to attain a satisfactory and lasting 
solution to a country's balance of payments problems. Members generally have 
actively cooperated with the 7und to find and adopt the measures necessary to 
this end. Beyond immediate balance of payments difficulties, the primary ex
porting countries ·are, in many instances, facing unfavorable long-term export 
trends, and all are trying to neet the challenge of achieving more rapid and 
sustained development through a strengthening and broadening of their economies. 
The last-mentioned problem will require action in many fields and over many 
years by both the primary exporting countries and the industrial countries, 
separately .and in concert, including readier access to the markets of the 
developed countries for the products of the developing countries and an appro
priate and sustained flow of technical and financial assistance to the de
veloping countries. The Fund considers that its activities can provide 
valuable assistance in helping to establish a climate within which longer-term 
measures can be more effectively pursued. 

(12) The Fund will review this decision in the light of experience and 
developing circumstances. 
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INTERNATIONAL 1110NETARY FUND 

Compensa.to;y Financing: More Systems of Repurchase 

Prepared by the Research and Statistics Department 

August 4, 1966 

The discussion, which took place at Executive Board ~eeting No . 66/62 
of Ju'ly 20, of the various alternative systems of repurchase set forth in 
SM/66/86 gave rise to a number· of suggestions for new or modified systems. 
These are discussed below and t heir performance evaluated in the light of 
tables and charts . 

On page 1 of SM/66/86 five systems were listed and described. In the 
present paper three additional systems are considered, as follows : 

(6) A variant of system (5) of SM/66/86. Repurchase would take place 
in five annual instalment&. However, a member, in applying for _a drawing 
under the compensatory facility could, if it so desired, request that half 
of any repurchases of compensatory drawings taking place over the pr~ceding 
year should be subtracted from exports for the purpose of cal~ulating the 
export shortfall . Such a request would be granted only where condition (c) 
described at page 25 of SM/66/77 (or Mr. Lieftinck's alternative condition 
described below) was met , and only where the resulting shortfall· exceeded 
2 per cent of the member's quota. (The lastmentioned feature is referred to 
in what follows as " the 2 per cent cut-off. " ) 

(7) A combination of systems (2) and (5) of S~'!/66/86, as suggested by 
Mr. ·o ' Donnell. As in the "mixed system" of Sl'-/65/101 (system 2) , any export 
excesses occurring in the first three years after a shortfall for which a 
compensatory drawing had been made would be used to repay the drawing ; any 
amount remaining unpaid three years after the drawing would be repaid in 
equal instalments in the fourth and fifth years. However , in applying for 
any new compensatory drawing, the member could, if it wished, .request that 
any instalment repayments occurring in the year preceding the drawing be 
subtracted from exports· i n computing the shortfall , subject to the same 
2 per cent cut-o'ff and the same conditions as under system (6). 

(8) A modification of system (2) that has been suggested~ · under which 
half of any export excess occurring in the first three years following a 
shortfall for which a drawing had been made would be used for repurchase, 
while in the fourth year either half the amount still outstanding or half 
the excess, whichever is· the greater, would be used for repurchase, the 
remainder being paid in the fifth year. 
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The tabl es and gr aphs appended to this paper are based either on the 
actual export experience of 48 countries over the period 1951 to· 1964 , or 
else on the hypothetical export experience of two notional countries A and 
B, introduced in Sti/66/ 86. In country A, exports are assumed to fall 
suddenly from a plateau of 1,000 per annum to a plateau of 900 per annum . 
In country B, exports are assumed to develop, over a 29 year period, with 
the sort of fluctuations and growth trends typically found to exist in the 
actual experience of primary producing countries (though probably with 
fewer periods of rel ative calre t han in t he average country . ) 

In Table 1, the performance of repurchase systems (1) , (6), (7) and (8) , 
as measured by the usual statistical t ests, is considered in relation to 
(a) the export experience of the 48 countries over the period 1951- 64 and 
(b) that of notional country B. 

In Table 2, t he same sort of data r elat i ng to notional countries A and 
B t hat was given in Table 2 o.f SN/ 66 / 86 for systems (1) to (5) are given for 
syst~ms (6) to (8). 

In Table 3, data on drawings outstanding for country B are given for 
systems (1) to (8) . 

In Charts 1 to 3, data rel ating to systems (6) to (8) are given for 
notional count ries A and B. Chart l il l ustrates systems (6) and (7) for 
country A; sys tem (8) i s not shown for country A since the chart would be 
i dentical to the top panel of Chart 1 in S 1/66/86 . Charts 2 and 3 show data 
relating to systems (7) and (8), respectively, for country B; system '6) is 
not shown for country B, since export availabili t i e s differ only minutely 
from those f or system (5), gi ven in Chart 7 of SN/ 66/86 . 

Re System (6} 

The introduction of the 2 per cent cut- off , while it makes no perceptible 
dttference to the approxi~ation ratio or the smoothness ratio for t he 48 
countries, shortens the period of continuously outstandinP. drawings sub
stantially in the case of country A and slightly also in t he case of 
country B. 

At the I:xecutive Board meeting of July 20 the poi nt was made, on t he 
basis of Table 2 of SM/66/86 , that system (5) had t he disadvantage, illus
trated in the case of country B, of leaving drawings outstanding for a long 
period. From Table 3 of t he present paper it can be seen that in sys tem (6) , 
(i.e., ·system (5) with the 2 per cent cut-off) the period of continuous use 
is not s i gnificantly longer t han i n system (1) (the present 3 to 5 years 
repurchase system), while the amounts outstanding are i n most years signi
ficantly lower. From Table 1 it can be seen that the approximation and 
smoothness ratios are somewhat lower for system (6) than for systems (7) or 
(8) (though higher than fo·r system (1)) \vhen these systems are applied to 
the 48 countries, but that the contrary is true when the systems are applied 
to the case of country B. Thoup.h country B is only a notional country, this 
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result is noJ wi·thout significance since the length of the period covered 
(29 ye~rs-) allows the effects of repurchase systems to work themselves out 
more f~lly than the period of 14 years for which the data for 48 countries 
are available. 

Re System (7.) 

This system, as already indicated, gives relatively good results on the 
statistical criteria for the 48 countries. However, the staff consider it 
should be rejected partly because it involves superimposing the complica
tions of the refinancing procedure on an already somewhat complicated system 
of repurchase, and partly because it does nothing to meet the objection to 
fully compensatory repurchases that was mentioned on page 23 of SM/66/77. 
There it was sta~ed that "Countries might occasionally find it difficult to 
.repurchase compensatory drawings to the full extent of any excess of actual 
over· trend value of exports, partly because an e~~ansion in exports would 
probably entail some increase in import requirements, and partly because the 
obligation to repay would not be known with certainty until after the event." 

Re System (8) 

This system also gives relatively good statistical results for the 48 
countries--slightly better results, indeed, than the mixed system of SM/65/101, 
of which it is a modification, as can be seen by comparing Table 1 of the 
present paper and Table 1 of SM/66/86 . It also does something to meet the 
objection to fully compensatory repurchase set forth above. On the other 
hand, it gives less predictability than system (6) and does nothing to meet 
the considerations underlying the UNCTAD resolution mentioned at page 21 of 
SM/66/77. 

Taking into account a wide variety of considerations, Loth those men
tioned in SM/66/77 and those which have arisen in discussions at Executive 
Board meetings, the staff would recorunend system (6) as on the whole most 
suitable for adoption , with system (8) as a second choice. Either would 
actually be preferable to the present system (system (1)). The compensatory 
facility is intended to assist countries to maintain their economies on an 
even keel, and this objective is promoted by bringing the principle of 
compensation into the treatment of export excesses as well as shortfalls. 
While the existence of a three years period of grace for repurchase under
takings has its justification in relation to payments deficits that arise 
from maladjustments that take time to correct, it has little justification 
in relation to short-term export fluctuations. Yet the temptation to with
hold repurchase till it becomes inevitable may often be too strong to be 
resisted. 

The last-mentioned consideration is of importance also in considering 
the suggestion made at the Executive Board Meetings of July 6 and July 20 
that members making use of the compensatory drawing facility should be 
allowed to choose whether they should make repurchases in accord?nce with 
a system chosen especially for compensatory drawings or under the 3 to 5 
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year system applicable to ordinary drawings. This obviously cannot mean 
that a member would be allowed to switch from one repurchase system to 
another according to its current advantage during the lifetime of a compen
satory drawing. For example , it cannot mean that a member, though it had 
export excesses, could refrain from making repurchases during the first 
three years after such a drawing under system (1), and then in the fourth 
and fifth year move over to system (6) so as to take advantage of its 
smaller instalments or its refinancing privileges. If the proposal is under
stood in the sense that, at the moment of the drawing the member could choose 
irrevocably which repurchase system it would apply, then it is doubtless 
feasible in a technical sense. It is, however, open to the objection that 
just those members t hat experience the greatest difficulty in keeping their 
economies on an even keel would be most tempted to postpone repurchases as 
long as possible by adopting system (1). The proposals now under considera
tion for reforming the compensatory facility are ·best regarded as a package . 
The additional scope for drawings afforded by the extension of the limit to 
50 per cent of quota strengthens the case for a system of repurchase that 
ensures that part at least of export excesses are devoted to repurchase. 

At the Executive Board He eting of July 20 , it was suggested that the 
phrase "is found to have been following policies reasonably conducive to 
the development of its exports " in sub-paragraph (iv) of page 20 of 
SM/66/77 , which deals wit~ the conditions for making compensatory drawings 
in the second 25 per cent of quota, should be replaced by so~e phrase 
referring to the balance of payments as a whole and closer to the present 
terms of drawing in the first credit tranche. If this were done, analogous 
substitutions would presumably be made in sub- paragraph (c) of page 25 and 
in paragraph 6 on page 29 of that paper, and would be applicable to 
repurchase systems (3) , (5) and (6). 

It is i mportant in both contexts that in any rephrasing the condition 
should remain one with respect to~ rather than to prospective policies, 
so that requests for compensatory drawings could be handled without the 
delays involved in special consult~tions or missions. If, therefore, it 
is decided to adopt a phr?se relating to the balance of payments as a whole 
rather than to exports alone, it might run as follows: "is found to have 
been making reasonable efforts to solve its balance of payments problems." 



Table 1 . 

Approx~tion 
rati 2 

System 1§) .035 

System 61/ .041 

System 7§./ .042 

System f2/ .043 

Compensatory Financing : Effect of Various Repurc£~se Systems, 
48 Countries (1951- 64) and Hypothetical Country~ 

(Qualified 50 Per Cent of Quota Limit) 

48 Countries Hypothetical Country B 
Smoothn7ss 
ratiol 

Average draw~gs 
outstanding 

Approxiytion 
ratio2 

Smoot~ss 
ratio3 

Average drawifgs 
outstanding.2. 

.047 . 45 .123 .148 6 .2 

.060 . 38 .135 .160 4 .5 

.068 . 28 .120 .137 2 . 5 

.071 -32 .120 .141 3 .1 

1/ Weights of . 50, .25 and .25 applied to year s t, t - 1, and t - 2, respectively, for estimating 
calculated norm . 100 per cent compensation of calculated shortfall . 

2/ Proportionate decline in root mean square percentage deviation of export availabilities from trend ~ 
value of exports . 

1/ Proportionate decline in root mean square percentage deviation of export availabilities from trend 
value of such availabilities . 

k/ Average for all years of total amounts outstanding, in billions of U. S. dollars. 
5/ Average for all years of total amounts outstanding, in units. (Exports of country B vary between 

100 and 238 units, and its quota is assumed to rise in quinquennial steps from 20 to 40 units.) 
6/ Amounts outstanding at end of three years are assumed to be repaid one half in the fourth and one 

half in the fifth year after drawing, regardless of level of exports. 
7/ Repayment in five equal instalments, beginning in the year following the shortfall year : one half 

of- repayments on past drawings is deducted from exports for the purpose of computing shortfalls, provided 
that the resulting shortfall exceeds 2 per cent of quota . 

§_/ 100 per cent of export excesses applied to repayment in the first three years; remaining amounts to 
be repaid in two equal instalments in the fourth and f i fth years . One half of any fourth-year or fifth 
year repayment is deducted from exports for the purpose of computing shortfalls, provided that the 
r esulting shortfall exceeds 2 per cent of quota . 

2/ 50 per cent of export excesses applied to repayment in the first three years . In the fourth year 
either half the amount outstanding at the end of the third year or half of the export excess (whichever 
is the greater ) applied to repayment . In the fifth year any amount outstanding at the end of the fourth 
year repaid . 
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Table 2 . Compensatory Financing : Effect of Various Repurchase Systems for Two Hypothedcal Countries 

Year 

1 
2 
3 
4 
5 

6 
7 
8 
9 

10 

11 
12 
13 
14 
15 

16 
17 
18 
19 

1 
2 
3 
4 
5 

6 
7 
8 
9 

10 

11 
12 
13 
14 
15 

16 
17 
18 
19 
20 

21 
22 
23 
24 
25 

26 
27 
28 
29 

Exports 

1 ,000 
1,000 
1,000 

900 
900 

900 
900 
900 
900 
900 

900 
900 
900 
900 
900 

900 
900 
900 
900 

105 
109 
100 
101 
115 

120 
135 
100 
135 
125 

120 
140 
160 
170 
100 

130 
115 
125 
130 
130 

144 
160 
192 . 
218 
218 

200 
232 
208 
238 

Standard 
Norm.V 

1,000 
1,000 
1,000 

950 
925 

900 
900 
900 
900 
900 

900 
900 
900 
900 
900 

900 
900 
900 
900 

101.2 
105.7 
103 . 5 
102 . 7 
107.7 

114.0 
126.2 
113.7 
126 . 2 
121.2 

125 . 0 
131.2 
145.0 
160.0 
132 0 5 

132 . 5 
115.0 
123.7 
125.0 
128 . 7 

137.0 
148.5 
172 . 0 
197 .0 
211.5 

209.0 
220 .5 
212.0 
229 .0 

Drawings 

50.0 
30.0 

8.0 
8.8 
9 .7 

10 . 6 
6 .7 

4.4 
4.0 

3.5 
2.1 

6.9 

5 . 7 

8 . 6 

3.9 
1.3 

9 .0 

4 . 9 

System 6 "D System 7J/ 
Repur- Avail- Repur-
chases 

10.0 

16 .0 
17.6 
19.4 
21.3 
13.4 

8.8 
8.0 
7.1 
5.2 
3 .0 

1.7 
0 .8 

0. 7 
1.1 

1.1 
1.1 
1.1 
1.8 
1.4 

1.4 
2 . 5 
2.5 
1.1 
1.1 

2 . 9 
2.5 
2.8 
2.8 
2.8 

J.O 
0.3 

1.8 
1.8 
2.8 

abilities Drawings chases 

Hypothetical Country A 
1 ,000.0 
1 ,000.0 
1,000 . 0 

950 . 0 50.0 
920 .0 25 .0 

892.0 
891. 2 
890 . 3 
889 .4 
893.3 

895.6 
896 . 0 
892.9 
894 . 8 
897 .0 

898.3 
899.2 
900.0 
900.0 

12.5 
18 .7 

6 . 2 

7 . 8 
6.2 

Hypothetical Coun try B 

105 .0 
109.0 
103.5 
102.4 
113.9 

118.9 
133.9 
105.7 
133 . 2 
123 . 6 

124 . 3 
137.5 
157.5 
168 . 9 
107 .5 

131.1 
113 . 7 
122 . 2 
127 . 2 
127 . 2 

143.0 
159.7 
192 .0 
218.0 
218.0 

209.0 
230 . 2 
211.1 
235.2 

3.5 
1.7 

5 .7 

5.0 

7.5 

2 .5 

0 . 3 

9 .0 

4.0 

25.0 
37.5 
12 .5 

6 . 2 
15 . 6 
12.5 

3 . 1 

3 .9 
7.0 
3 .1 

5.2 

5.7 

5 .0 

1.2 
5 .6 
3.1 

0 . 3 

9 . 0 

4 .0 

Avail
abilities 

1,000.0 
1,000.0 
1,000.0 

950.0 
925 . 0 

900 . 0 
900.0 
887.5 
881 . 2 
893 .7 

900.0 
893 . 7 
892 . 2 
893 . 7 
896.9 

900.0 
896.1 
893 . 0 
896.9 

105.0 
109 . 0 
103.5 
102 .7 
109.7 

120.0 
135 . 0 
105 . 7 
129.2 
125.0 

125 . 0 
135 .0 
160.0 
170.0 
107 . 5 

132 .5 
115.0 
123.7 
124.4 
127.2 

143 .7 
160 .0 
192.0 
218.0 
218.0 

209.0 
223.0 
212 .0 
234 .0 

System 8!7 
Repur- Avail-

Drawings chases abilities 

50 . 0 
25.0 

3.5 
1.7 

5.7 

5.0 

7.5 

2 .5 

9 .0 

4 .0 

25 .0 
37 . 5 
12 . 5 

3.6 

1.6 

4.4 
1.4 

4.4 
0.6 

0 . 6 
3.4 
4 .7 

1.2 

5.7 

4 . 5 

1,000 . 0 
1,000 . 0 
1,000.0 

950 .0 
925.0 

900.0 
900 .0 
875 . 0 
862.5 
887.5 

900.0 
900.0 
900.0 
900.0 
900.0 

900.0 
900.0 
900.0 
900.0 

105.0 
109 .0 
103. 5 
102.7 
111.4 

118 .4 
135 .0 
105.7 
130.6 
123 . 6 

125 .o 
135.6 
159.4 
170 . 0 
107 . 5 

132 . 5 
115.0 
124.4 
126.6 
125.3 

142 . 7 
160 . 0 
192.0 
218.0 
218.0 

209.0 
226 . 2 
212.0 
233.5 

1/ Weights of 0.50, 0 . 25, and 0.25 applied to years t, t -1, and t-2, respectively . 
2/ Repayment tn five equal instalments, beginning in the year following the shor tfall year: one half of ' repayment s on past 

drawings is deducted from exports for the purp ose of computing shortfal ls, provided that the resul ting shortfall exceeds 2 per 
cent of quota. 

3/ 100 per cent of expor t excesses applied to repayment in the first three years; remaining amounts to be repaid i n two 
eq;a1 instalments in the fourth and fifth years . One half of any fourth-year or fifth-year repayment is deducted from exports 
for the purpose of computing short falls, provided that t he resulting shortfall exceeds 2 per cent of quota. 

4/ SO per cent of export excesses applied to repayment in the first three years. I n the four th year either half the amount 
outstanding at the end of the third year or half of the export exces s (whichever is the greater) applied to repayment. In the 
fifth year any amount outstanding at the end of the fourth year repaid. 
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Table 3. Hypothetical Country B: Amounts Outstanding 
Under Various Repurchase Systems 

~' ••"" I • -

Year srvem s~g;em Sy3yem s[!Jem S~_Vem swem Sy7lem swem 
3- 7-

1 
2 
3 3-5 3-5 'J.5 3-5 3-5 . 3· 5 3-5 3·5 
4 5.2 5.2 5-3 4.8 4.9 4. 9 5-2 5-2 
5 5.2 4.1 3-7 3.8 3.8 1. 6 

6 5.2 2.9 2.6 2.7 2.7 
7 3-5 1.7 1.5 1.5 1.5 
8 9.2 5-7 7.4 7.3 7·3 7-3 5.7 5-7 
9 8 .4 5.6 5.5 5.5 5.5 1.4 

10 8.4 4.1 4.1 4 .1 4.1 

ll 13.0 5.0 9-2 7.7 8 .4 8 .4 5.0 5.0 
l2 8 .8 6.5 5- 3 5·9 5. 9 0.6 
13 4.6 3.8 2.9 3.4 3:4 
14 4.6 2 .6 1.9 2.3 2. 3 
15 12 .1 7-5 10 .1 9.4 9.8 9.8 7.5 7.5 

16 12.3 10.0 12.6 10 .3 10.8 10.8 10.0 10.0 
17 12.3 10.0 12.6 8.5 9.6 9~6 10.0 10.0 
18 12.3 8.7 '11.3 6.0 7.0 6.8 8 .7 9.4 
19 7.4 3·7 7.4 3·5 4.2 4.1 3.1 5-9 
20 1.2 1.2 6.2 1.0 1.5 1.3 0 .3 1.2 

21 3·5 .2 0 .4 0 .3 
22 2.0 .1 0.1 
23 1.0 0.1 
24 0.5 
25 

26 9.0 9.0 9 .0 9.0 9.0 9.0 9.0 9.0 
27 9.0 7.2 7-2 7.2 7.2 3.2 
28 13 .0 4.0 11.2 9.8 10.3 10 .3 4.0 7.2 
29 13.0 8 .2 7.4 7·5 7-5 2.7 

1/ Amounts outstanding at end of three years are assumed to be repaid 
one half in t he fourth and one half in the fifth year after drawing, 
regardless of level of exports . 

gj 100 per cent of export excesses applied to repayment in the first 
three years. In the fourth year either half the amount outstanding at 
end of the third year or the export excess (whichever is the greater) 
applied to repayment. In the fifth year any amount outstanding at t he 
end of the fourth year repaid. 
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Table 3 (concluded) . Hypothetical Country B: Amounts Outstanding 
Under Various Repurchase Systems 

1/ Repayment in five equal instalments, beginning in the year 
follo~ing the shortfall year: repayments on past drawings are deducted 
from exports for the purpose of computing shortfalls . 

4/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: for purposes of computing shortfalls, 
repayments on past drawings are deducted from exports, and average 
repayments (over the five - year period on which the norm is based) 
arising from these past drawings are deducted from the practical norm. 

2/ Repayment in five equal instalments, beginning in the year 
following the shortfall year: one half of repayments on past dravrings 
is deducted from exports for the purpose of computing shortfalls . 
~ Repayment in five equal instalments, beginning in the year 

following the shortfall year : one half of ' repayments on past drawings 
is deducted from exports for the purpose of computing shortfalls, 
provided that the resulting shortfall exceeds 2 per cent of quota . 

1/ 100 per cent of export excesses applied to repayment in the first 
three years; remaining amounts to be repaid in two equal instalments in 
the fourth and fifth years . One half of any fourth- year or fifth- year 
repayment is deducted from exports for the purpose of computing short
falls, ptovided that the resulting shortfall exceeds 2 per cent of quota . 

8/ 50 per cent of export excesses applied to repayment in the first 
three years. In the fourth year either half the amount outstanding at 
the end of the third year or half of the export excess (whichever is 
the greater) applied to repayment . In the fifth year any amount out
standing at the end of the fourth year repaid . 
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INTERNATIONAL MONETARY FUND 

Supplementary Financing and the Fund 

Prepared by the Research and Statistics Department 
in Consultation with the Exchange and Trade Relations 

Department, the Area Departments, and the Legal Department 

August 4, 1966 

Introduction 

The staff report (StM66 /55) on the meeting of the illJTAD Committee on 
Invisibles and Financing Related to Trade held in April of this year pointed 
out that the proposals made in the IBRD staff study on Supplementary 
Financing Measures, which had been discussed in the UNTJW COlili!littee on 
Invisibles and are to be examined by a group of government experts set up 
by that Committee, "have profound implications not only for the Fund's 
compensatory financing facility but for the general financial operations 
and other activities of the Fund.''!/ 

The present paper is designed to explore briefly some of these impli
cations. It is not designed to review the over-all merits of the proposals. 
Any exploration of their i mplications for the Fund, hoJeyer, necessarily 
involves touching on a t·Iide range of problems. Attention to these problems 
should in no way be allowed to obscure the difficulties faced by the 
developing countries at this time, and , in particular, should in no way 

/detract from the recognition of their need for increased amounts and easier 
terms of assistance. 

UNCTAD Resolution on Supplementary Financial Measures 

The Study by the Bank staff took its start from Recommendation A-IV-18, 
which, having been originally proposed by the United Kingdom and Sweden, was 
adopted by the United Nations Conference on Trade and Development in June 
1964. A copy of this Recommendation is attached at Annex I. 

As will be seen, the Recommendation invited the Bank to study the 
feasibility of a scheme under which the IDA , using additional resources, 
would provide longer-term assistance to developing countries in the form 

ll SM/66/55, page 2. 
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of non-reimbursable transfers or of contingent loans on concessional 
terms to the extent necessary to avoid disruption of development programs 
on occasions when : 

(a) export proceeds (including, where appropriate, invisibles) had 
fallen below 11reasonable expectations ," and 

(b) there had been actual or attempted recourse ·to the IMF's compen
satory facility but t his had, for some reason, proved inadequate. 

Illustrative reasons for possible inadequacy of the Fund's facility 
under (b) above are cited in the Recommendation. They are : 

(i) that following a compensatory drawi ng in one year exports 
might fall below reasonable expectations in subsequent years ; 

(ii) that ,.;rhen drawings had to be repaid, exports might not have 
recovered sufficiently for this to be possible without dis
rupt i on of development ; 

(iii) that there might be a significant shortfall in exports which 
the IMF judged to be not of a short-term nature and which it, 
therefore, refused to finance. 

These illustrations, especially (i) and (iii), appear to assume that 
the Fund e~ploys a definition of export shortfall similar to that suggested 

· in the Recommendation, but might be unable to pro~e adequate finance 
because the shortfalls, so defined , were expected to, or did in fact, go 
on too long. In reality , however , as will · become clearer below; the Fund's 

I 
concept of shortfall from medium-term trend as · at present defined is sub
stantially different f:tom ' that of "shortfall from reasonable expectations" 
however interpreted , and ' very 'different from the latter concept as inter
preted in the Study. 

The Bank Staff Scheme 

Executive Directors have received copies of the printed version of 
the Study, Supplementary Financial Measures~ produced by the Bank staff in 
response to the foregoing Recommendation, Such of the features of the 
scheme proposed in that study as · appear most relevant to the operations of 
the Fund are set forth below. Page references are to the printed document, 
henceforth referred to as the "Study. " 

A. Purpose· . I 

' . 

In harmony with the UNCTAD Recommendation A-IV-18 , the objective to 
which the Study addresses itself is that of "preventing the disruption of 
sound development programs or policies by unexpected shortfalls in export 
earnings which are of a nature or duration which cannot adequately be 
dealt with by short-term balance of payments support," or, more precisely, 
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that of providing developing countries 11with a ready source of long-term 
assistance to enable them to maintain internationally approved development 
programs in the face of unforeseen adverse export movements that are beyond 
their control and beyond their ability to offset from reserves or to finance 
on a short-term repayable basis." (p. 2) The emphasis on "programs" is 
important. While "development" is a continuous and continuously adjusted 
process , "development programs," partly for reasons of publicity and 
legislative convenience, are made at discrete intervals covering a number 
of years at a time, and their frequent adjustment is difficult. 

B. Administration 

The scheme is to be administered by an (unspecified) international 
agency (hereinafter referred to as the "Agency" ), working in close 
cooperation with the IBRD and the IMF. 

C. Nature of Export Shortfalls to be Financed 

The scheme is one for the prompt, partial and conditional financing of 
J the export shortfalls of the developing countries. The first question is 

how these shortfalls are defined. The UNCTAD Recommendation had defined 

I them as \, shortfalls from reasonable expectations." This i rnplied _that the 
shortfall would be measured not, as in the Fund scheme, from some currently 
estimated export trend but from some expected level of actual expotts. 
The Recommendation left it vague how far prior to the time of the shortfall 
the expectation was to have been formed, and .tq whom it was to appear 
nreasonable. " The interpretation adopted in the Study is that export pro
jections covering a four or five year period should be made simultaneously 
with and as part of. a development program which, with its associated 
policies, would be agreed. petween the country and the Agency. This implies 

1that the export proj ect.ions from which the shortfalls are measured lolould be 
such as had appeared reasonable at a point of time preceding the shortfall 
by anything from a few months tc more than five years. By contrast, the 
compensatory financing shortfall of the Fund is measured from a trend value 
consisting of the average· exports over a five-year period centered on the 
shortfall year, as estimated afte~ the end of that shortfall year. The 

/

estimation of the Fund shortfall ~hus involves forecasting exports less than 
two years ahead, and the influence on the trend estimate of such forecast 
data is reduced by the inclusion i~ the trend of figures for past exports. 

I An important feature of the Supplementary Financing Scheme is its 
cumulative aspect. Strictly speaking, what is to be financed (to the extent 
appropriate) is not the shortfall for any particular year but the net cumu-
lative shortfall for the projection period as a whole. Before any assistance 
was provided with respect to a shortfall for any particular year, an 
allowance for any "overages" or excesses of actual over projected exports 
that might have occurred earlier in the projection period would be subtracted 
from the shortfall, and any overages occurring later would entail repayments 
of assistance provided earlier. Overages would not, however, be .carried 
over from one projection period to another. · 
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On the assumption that projected exports would probably follow a less 
uneven course wlthin the projection period than would actual exports, this 
arrangement would lead to some smoothing out of current export avail
abilities (export receipts plus financing) within that period provided 
that shortfalls accrued throughout the period or in its early years; it 
would , however, have little or no effect of this kind if overages occurred 
throughout the period or in its early years. 

Moreover, if export availabilities· are made to approximate projected 
exports--whether by financing of shortfalls or repayment of overages--in 
the last years of one projection period, they may change abruptly between 
then and the first years of the next projection period. 

D. Degree of Compensation of Shortfalls 

I It is not envisaged that the scheme would compensate export shortfalls, 
even on the cumulative basis described above, in full. In the first place, 
as discussed below, there would be some sort of prior agreement between 
Agency and country as to "how much of a shortfall in expected earnings 
could be experienced without disrupting the development program. " (p. 7) 
Secondly, "It would be expected that as far as possible a part or even all 
of the shortfall would be offset by use of the country's own reserves or by 
d.rawings on the IMP. To the extent that export shortfalls, as defined under 
the Scheme, were to overlap shortfalls under the IMP compensatory financing 
facility, the IMF should, if possible, be the source of help. Fu~thermore, 
the member might well be in a position to combine drawings under the com
pensatory financing facility with drawings under the ordinary tranche 
policy of the Fund. " (p. 7) "In addition, the Agency would take into 
account the possibilities of using other sources--for example, the 
emergency foreign trade loans of the U.S. Export-Import Bank, the program 
loans and the Food for Peace Programof the U.S. Agency for International 
Development , the ,._J"orld Food Program, etc .. --for offsetting shortfa~.ls," (p. 8) 

I 
It will be seen that the Scheme is intended to provide only residual 

1 financing of shortfalls as defined in the proposal . 11After other sources 
of finance had been taken into account, ~he Agency would provide the 
remaining amount needed to prevent disruption of the development program, 
according to the prior agreement with the country." (p. 8) Given the 
need to explore all other sources of finance, the scheme could not indicate 
what proportion of net shortfalls countries would be expected normally to 
leave uncompensated or to meet out of their own resources or out of 
national or international financial assistance that would have been 
available to them in any case. On p. 64 of the Study, it is estimated that 
total gross shortfalls for all developing countries over the 1959-63 period 
may have amounted to $1.6 billion per annum, which is equivalent, net of 
overages, to $1.4 billion per annum. However, it is suggested (p. 13) 
that the net financial requirement for an initial experimental period of 
5 years might be $300-$400 million per annum. Part of this difference is 
accounted for by the assumption that the projections on which the shortfalls 
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are based would impr .ve, and that some developing countt·ies would be unable 
to qualify under the Scheme ~ however ·, t11~ allowance for non-financing of ? 
shortfalls or their financing with existing resources is presumably sub
stantial. 

E. Nature of Performance Criteria 

It is an important characteristic of the arrangements for Supplementary I 
Financing put forward in the Study that they attempt to combine conditionality 
in the provision of assistance with some degree of assurance to the recipient 
that assistance will in fact be .forthcoming. this object is to be accom
plished by providing that assistance from the Agency will be conditional 
on the member's implementation of "an agreement on development policies" to 
be concluded with the Agency in advance of · the occurrence of the shortfall. 
"A member would qualify for assistance under 'the Scheme as long as its 
agreement with the Agency on development policies was being carried out. 
In c~se a member were not living up ' to agreed policies, it would be 
,infotmed by .the Agency that it would no longer be entitled under the Scheme 
· to assistance in case of subsequent export shortfalls." (p. 12) 

. ·The scope of this prior agreement is exceedingly wide. It is intended 
to cover: 

(i) tha country's export expectations, 

(ii) projections of all the other principal elements in its balance 
of payments including imports, reserve use, and external 
financing, 

(iii) its development program, with particular reference to the public 
sector. 

Ori all these issues the agreement would cover not only projections but the 
policies required to implement ' them. This is explicit with respect to 
exports and development planning and is strongly suggested (see p. 9)' fdr 
balance of payments matters also, at least as regards "major criteria and 
policies." 

The agreement would also cover:· 

(iv) a judgment' on how much of a :(hypothetical) shortfall in 
exp~cted earnings could be experienced without disrupting 
th'e · develo.pment program, and 

I . 

(v) 'the 'feasible adjustments to unexpected shortfalls without 
' ·'di'stupting the agreed development program, including use of 

available resources and other sources of external credit." (p. 8) 
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It appears t~ be .envisaged that all of these topics would be dealt 
with, to some extent, in an initial agreement be~ween the country and the 
Agency at (or before) the beginning of each projection (planning) period, 
though it is difficult to see how policies on (ii), (iv) and (v), appli
cable to the period as a whole, could be established at that time in other 
than vague terrns. Since, however, it is accepted that "Economic policies 
require revisions in response to changing circumstances and no agreement 
on specific issues can remain valid for the duration of a five - year plan," 
it is envisaged that "the policy package would not be frozen at the time of 
the initial con~ultation" and it is proposed that consultations should take 
place at appropriate intervals (probably annually) between the member and 
the Agency, "each having the right to initiate discussions looking to a 
new agreement on appropriate policies and each remaining bound by an out
standing agreement if no such discussion is underway. The financing plan 
and balance of payments projection agreed on at the start of the period would 
also have to be reviewed at these times." (p. 10) This formulation leaves it 

'

unclear whether the obligations incurred in consideration of the initial 
agreement, including the obligation to compensate shortfalls from the 
initial projection, remain effective only until one of the parties has asked 
for a new agreement, or until discusSbns to this end have got underway, or , 

1 finally, until a new agreement has been reached. The wording on p. 12, 
however, ( "A member would qualify for assistance under the Scheme as long 
as its agreement with the Agency on development policies was being carried 
out") would support the lastmentioned interpretation. Horeover, from what is 
said on pages 42 and 52 of the Study , it would appear that revis~on3 in 
export expectations would be of somewhat infrequent occurrence.ll On the 
other hand, it is envisaged that the adjustment measures (point (v) above) 
would be adapted from time to time, and the point is made that "a rolling 
plan, that is, a plan revised every two or three years but each time for a 
period of four or five years ahead--may be the most effective type of 
planning in the right circumstances." (p. 43) 

Finally , it is proposed that there would be consultations at the time 
of the shortfall 11only ••• to ensure that other available sources of 
financing were being used and that feasible adjustment measures not endan
gering the development program were being taken. " (p. 10) 

1/ e.g •' II • • • the duratiOn Of eXpOrt pr0j e .CtiOnS dependS On the duratiOn 
of-the plan or program of which they are an integral part, which, in turn, 
depends on a large variety of factors including structural changes in 
export demand. " (p. 42) "Adverse export movements reduce the capacity to 
import and depress incomes with the consequent depression of savings or 
government revenues, but generally do not invalidate the planned pattern 
of resource allocation." " .•. it is generally not possible to judge 
whether a particular export shortfall is a temporary event or the beginning 
of a new trend. (See pages 40-41.) So long as there is such uncertainty; 
it will be more sensible to adhere to the carefully prepared development 
program than to undertake quick alterations." (p . 52) 
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F. Terms of (Residual) Financing 

As is stated on p. 59 of the Study ~ "Under the Scheme, the Agency should 
base the terms of its finance--the rate of interest as well as maturities-
on the over-all financial and economic position of the member. The Agency 
should take account of factors similar to those considered by the existing 
international financing agencies. :~ Greater precision is given to this state
ment by the following sentence from p. 60 of the Study : "By and large, it 
may prove reasonable to extend assistance under the Scheme on about the same 
terms at which the country is obtaining development finance for other pur
poses. " 

G. Relationship to Certain Points in the UNCTAD Recommendation 

The Study emphasizes, and gives a particular interpretation t~ certain 
key features of the UNCTAD Recommendation while giving lesser weight to other 
features. The features emphasized include the ·gearing of assistance to 
(a) shortfalls in exports from "reasonable expectations, " and (b) the 
avoidance of "disruption of development programs." The special interpretation 
given to .. these. concepts consists in the use made of discrete projection or 
planning ·periods, each covering a term of year~ though the Recommendation 
might not have precluded a scheme based on a more continuous process of 

1 projection and policy formation • 
•.. ;.I 

1 
The elem~nt·s in the UNCTAD Recommendation given less weight are those 

which envisage (i) the 1,.1.s~ ~.f the scheme t,o .. f.i,nance shortfalls too persis
tent for the Fund to handle under its compensatory financing facility, and 
(ii) , t~e .refinancing of < Fund assistance w~ch falls due for repayment when 
exports a:r:e unsatisfactory. The not:io.n .un.der (i) is larg.ely inapplicable, as 
a res\,llt of the difference in the dejf~n,ition of "shortfall" presently 
used in Fund practice and in the Study respectively , though on the Study's 
own definition of shortfall some account of. the element of "persistLnce" 
is, taken through t4e provision for using "overages" to offset shortfalls 
within a given projection period. 

Interrelati.on with the .. Activities of ._!:he Fund 

From the descript.:i,on given above it would seem that many problems may 
1arise in reconciling the .supplementary financing scheme as set forth in 

/ the .Study, with the func~ions of the Fund in the balance of payments sphere, 

/
and w:i,th the principles: on . which the Fund has , until now, exercised these 

I 
functions. These problems r.elate to the Fund's activity as a whole, 
including its regulatory and consultative functions as well as its financing 
functions. . . 

I 
The Agency, as alr~ady explained, is to make agreements wit~ and apply 

conditions to, count.rie!? .. desi:rous of qualifying for supplementary financing 7 assistance on sueh matters as ·basic export policies and balance o~ payments 
I policies in general, and, in the event of unexpected export developments, 

the measures of · balance of- payments adjustment to be adopted and the use to 
be made of the country's reserves and borrowing potential. 

,_ n ( r~ I 
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All these are matters which fall within the purview of the Fund, and 
are, indeed, at the center of its concern-. Unless the Agency and the Fund 
in dealing with such questions were able to achieve a reconciliation in 
thei~riteria and ~olicies, undesirable consequences could easily arise. ~ 
For example, in the absence of such reconciliation, a member, in dealing \ 
with a given export shortfall, might well receive dis£arate advice from the 
two international organizations. To the extent that Fund resources were 

- used to finance part of the shortfall, a part being financed by the resources 
of the Agency, the member might even be faced with two different sets of 
conditions for financing. Moreover, since the Agency would provide the 
residual financing, the country would know that any decline in Fund financing 
due to failure to adhere to Fund terms could be made good by the Agency, 
provided the .Agency's terms were adhered to. 

Again, it has to be borne in mind that the supplementary financing 
proposal is intended to cover only disequilibria arising from shortfalls in 
exports, including current invisibles, while the Fund's financial assistance 
covers disequilibria arising from any and all elements in the balance of 
payments. This would lead to the anomalous situation that whereas in the 
event of -unexpected declines in exports the Agency, being the residual 
lender, would often be in a position to secure the adoption of its prescrip-
tio~s regarding the appropriate adjustment policies, in the event of I 
unexpected changes in other elements, e.g., declines in capital inflows or 
in import-co~peting production, the Fund, which in that case would be the 
residua~ lender, might be in a position to secure the adoption of its-
possibly 'rather different- -prescriptions for adjustment. 

The Study shows an qWareness of the problem of reconciliation referred 
to above by providing that, in preparing the policy package , "full colla- · 
boration would be required with existing international agencies including 
the IBRD and the U1F. 11 (p. 10) "As a consequence," it is believed, "the 
financing plan would normally be consistent with the financial policy targets 
and criteria agreed upon between the country and the international financing 
agencies~" 

The extent to which this expectation would be realized so far as the 
Fund is concerned clearly depends on the precise relationship that would 
be established between the Fund and the Agency, and on the extent to which 
the Fund's views as to appropriate adjustment policies would be accepted by 
the Agency. At the very least, there would be need for a very high degree 
of coordination between the prescriptions of the Agency--or of the Bank-
with respect to appropriate development policies and the prescriptions of 
the Fund with respect to appropriate balance of payments adjustment policies. 

Consideration of certain of the features of the proposed scheme--its 
emphasis on periodic planning, its procedures for arriving at the policy 
package, and to a lesser extent its p~ovisions as to the terms of lending-
imply an attitude towards the balance of payments adjustment process which 
differs to some extent from that so far adopted by the Fund. No implication 
is intended that the Fund's attit~de is necessarily right and that -of the 
scheme necessarily wrong, but merely that the marriage of minds described 
above may not be easily arrived at. 

I 

') 
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In the first place~ while the injunction laid upon the Fund in 
Article 1 of its Articles of Agreement to "shorten the duration and lessen 
the degree of ~isequilibria in the international balances of payments of 

.members" is to be read together with the acknowledgement, in the same 
Article, of "the develop~ent of the productive resources of all members" 
as a primary objective of .policy, it has been the Fund's practice to urge 
its members to begin the process of adjusting their claims on resources, 
whether for investment or for consumption, to unexpected trends in outs~de 
forces affecting the balance of payments, as so~n as these trends can b~ 
recognized and distinguished from temporary fluctuations. The Fund's 
facility for the compensatory financing ot' export fluctuations is a par-
ticular .. example of this general policy expressed, because of its semi-
automatic nature, in a more formal manner than usual. The aim of t.4~s 
facility is to keep export availabilities {i.e., export receipts E.ius compen-
satory drawings minus repurchases) as close as possible to the m~dium-term 
trend of export receipts, as currently estimated. The scheme presented in 

I i ~ 

the Study, on the other hand, aims at providing countries with expor.t avail
abilities that are related to levels largely determined one to five .years in 
advance~ and though there is provision for annual consultations in which the 

1 
)~ 

country could be urged to hew to some more realistic line~ it is not clear " . 
that a country reluctant , .to. adopt this advice could be faulted or denied its 
right to export availabili.ties on the scale originally envisaged so long as 
the ·Country was follm-1ing the .,policies agreed upon. Again, while the Fund 
lays emphasis on smoothness and continuity of adjustment, the Study lays 
greater emphasis on fulfilment of predetermined programs. Perhaps the Fund 
appro.~ch could be criticized for taking too little account of the time lag 
req':l.ired for the adjustment of development programs to emergent realities, 
and .that of . the Study for laying too much emphasis on long-term forecast,s ~ 
in the balance of payments field and too little emphasis on the dangers of / 
persistence in adhering to a development plan which export · developments have { 1 (' 

shown not to be permanently sustainable. 

The longer the time given to adjust to adverse changes in the balance ;·) ( 
of payments the more substantial must be the financial assistance provided . 
for meeting such adverse trends. ~fuile all causes of disequilibria will 
affect the ability of a country to sustain its development program 9 there 
is a clear possibility, under the Supplementary Financing Scheme~ es eciallY.} , ~ ~ 
if the Fund and the Agency operate under different criteria of adjustment, ~ ~ 
that too much financial support will be given to development programs in ' ~ . ( 

one contingency (export shortfalls) compared with what is given in others. 

Differences of approach between the Fund and the Agency as to the ~ 
policy aims to be negotiated with member countries are likely to involve ~ 

1 differences in charact.er of the negotiations themselves. Even if the policy 
package, which is the central feature of the Supplementary Financing Scheme, 
were entrusted entirely to the Fund, so far as balance of payments policies / 
are concerned, it is difficult to see how the Fund could commit itself to 
quantitative precision regarding the financial and exchange policies required ' 
to implement balance of payments projections over a five year period, or 
could make advance prescriptions as to the appropriate method of adjustment 
in the face of any of the thousand and one events that might tend to falsify 
the projections. It is understood that the Bank staff, being aware that 
quantitative precision in such matters could not be achieved over a five-
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year period, had envisaged, in making their proposals~ that the initial 
policy package might include undertakings on the part of the country con
cerned to follow such recommendations as the Fund might make in subsequent 
years in consultation with that country ·with respect to exchange policies 
and internal financial policies, provided that these were compatible with 
the objective of maintaining the development progr·am as o·riginally agreed. 
Quite · apart from the problems, already discussed, of re·conciling the objec
tive of flexible balance of payments adjustment with the implementation of 
a p'redetermined development program, however~ countries on their side might 
well hesftate to commit themselves in advance to adopting whatever methods 
of adjustment the Fund might later ··.recommend to deal with ' unforeseen balance 
of paymen~s difficulties. 

So far as balance of payments policies are · concerned ~ therefore, it is 
ot easy _to see how the two principal features of the scheme, (a) advance 

assurance for the countries concerned regarding prospective export avail
abilities, and (b) assurance for the Agency (and for the c·ountries providing 
the funds) that suitable policies will be adopted by countries ·drawing upon 
the resources of the Scheme, are to be reconciled. It is no accident that, 
in the Fund's current practice, both advance assurance of financing--by way 
of standby arrangements--and agreements as to balance of payments policies 
to be pursued as a condition of such assistance are confined to periods 'of 
one, or at most two, years ahead. 

It has been a principle of Fund operation not only that Fund resources 
should be confined to the financing of temporary deficits but also that 
drawings should be repaid in the mediun1 term, ioe., the deficit should be 
not only temporary but also reversible. An essential feature of the 
Supplementary Financing Scheme is that assistance provided to developing 
countries should ·be provided on a more or less long-term basis. Clearly 
there is a much better case for saying that countries should aim to eliminate 
their deficits in a relatively short period of years than that they should 

. aim thereafter at producing an (equally ternporary) surplus in order to 
permit early repayment. While the Fund does not provide long-term balance 
of -payments financing) it does not follow that balance of payments financing 
should never have a long repayment period. For example, the conception 
contained in the UNCTAD Recommendation that compensatory financing that 
cannot be repaid to the Fund in the short run out of export surpluses might 
be refinanced on a long-term basis is one that deserves serious con
sideration. 

It should be clear~ however~ that this conception could not ·be extended 
to the proposition that all Fund drawings by developing countries should be 
repayable, if at all, only over a very long period without bringing into 
question the rationale of the membership of these countries in the Fund. 
This rationale, as well as the proposition that the developing countries 
have an important need for reserves~ is founded in the belief that these 
countries are not only in need of long-term capital but are also subject 
to reversible fluctuations which they can properly meet by short-term credit 
and short-run fluctuations in their reserves. Many of the developing coun
tries have built up their reserves over time~ with short-term fluctuations, 
and have either never used the Fund or used the Fund as it was intended to 
be used, for periods of a few years only. 

I 
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Given the various discrepancies between the principles of balance of 
payments adjustm~nt t~at have traditionally been applied by the Fund and 
those explicit and implicit in the supplementary financing scheme:; a system 
under which the proposed new Agency would urge the member to finance as · 
large a part as possible of any shortfall--as defined in the Scheme--and 
would itself provide residual financing also calls for a certain amount of 
examination. It is the residual financing which is 'in a sense decisive for 
the policy to be followed by a country, and it is for · this reason that the 
Fund, as the international agency bearing primary responsibility in the 
sphere of balance of payments equilibrations has normally itself played the 
role of residual financier. 

:· :Where shor~falls in terms of the Fund's compensatory : financing scheme 
happened to ' coihcide in time, though not in magnitude, with shortfalls under 
the supplementary f .. in~inc:1ng proposal, it might no doubt be possible for a 
country to . draw under the terms of the Fund's facility and then draw further 
amounts under the s~Pplementary financing scheme. Even in this case, however~ 
the compensatory financing scheme would have missed part of its intention-
that of encouraging countries to adjust to the mediun1-term trend of their 
exports-~and would be serving a . purpose other tha~ _it~ own. Still greater 
.difficulties-WOUld-obviously arise ~f1the Fun~were asked to allow an J 

· or~ina.t:;y drawing, i~ the credit t~aildhes? to help finance · a. shortfall u~~er 

1 
the supplementary f~nancing scheme ·~ in the knowledge that the residua]~ · · 
financing provided under the scheme ' would enable the country to disregard 
the policy conditions of the drawing. 

In conclusion, it may perhaps be instructive to su~marize some of the 

I 
observations made above by asking the question in what essential respects 

\ 

the supplementary financing scheme would differ from the Fund. Both the 
scheme and the Fund are intended to give countries protection from te~porary 
difficulties in order to enable them to pursue their policy objectives with 
a minimum of unnecessary disturbance. 

1. Perhaps the most striking differ~nce between the supplementary financing 
scheme and the Fund is that the scheme concentrates on one kind of distur
bance--export shortfalls--whereas the Fund's resources are available to 
members to meet temporary disequilibria arising from disturbances in any or 
all of the items in the balance of payments, including irregularities in the 
supply of capital or in the need for imports. The latter may often be due 
to inappropriate financial policies. The Fund will$ in that event, reach 

, understandings with the countries concerned as to the policy measures J 
necessary to overcome these payments difficulties but will~ assuming these 
understandings are satisfactory, assist the country in maintaining a 
reasonable level of imports until the payments difficulties have been over-
come. The Fund's compensatory financing facility is only a minor part of the 
Fund's total assistance to countries within this general framework. 
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2~ The supplementary financing scheme is based on different criteria of 
balance of paymencs adjustment than those applied by the Fund. Many of t~e 
difficulties described in this paper would , disappear if the criteria of 
balance of payments adjustment applied by the Fund and the supplementary 
financing agency were brought into; harmony. To the extent that modifications 
to this end are made in the Fund'~ bwn policies . however, they should extend 
across the whole field of Fund operations. It would be illogical for the 
Fund to facilitate the maintenance of development programs in the event of 
unexpected export declines to any greater extent than it is prepared to 

·facilitate their maintenance in the event of other unexpected adversities 
in the balance of payments. 

3. Supplementary financing, primarily because it is based on different 
criteria of adjustment, is likely to be much larger in scale than the Fund. 
Net Fund drawings by less developed countries have averaged $120 million 
a year over the last 10 years for payments difficulties of any kind • . 
Supplementary financing, which addresses· itself only to -payments .difficulties 
arising from export shortfalls, is expected to amount, ·on ·a residual basis, 
to $300 to $400 million a year. 

4. Fund drawings are repayable within a 5-year period, although members 
can make new drawings when their situation and their policies justify such 
drawings under Fund criteria. Supplementary financing drawings would be 
repayable on terms similar to those applicable to development finance. 
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Uni ted Nations Conference on Trade and Development 
Final Act and Report 

Annex A.IV.l8 

Supplementary Financial Measures 

A 

The Conference , 

MlNEX I 

Recognizing that adverse movements in the export proceeds of developing 
countries can be disruptive of development, and noting that the International 
Monetary Fund (IMF) can make available balance-of-payments support to help 
meet the short-term effects of shortfalls in export proceeds, 

Recommends that the International Bank for Reconstruction and Develop
ment be invited to study the feasibility of a scheme with the objective set 
forth in Section I below and based on the principles set forth in section II 
below, and, if appropriate . to work out such a scheme. 

I. ob;ective 

1. The new scheme should aim to deal with problems arising frvm 
adverse movements in export proceeds which prove to be of a nature or dura
tion which cannot adequately be dealt with by short-term balance-of-payments 
support. Its purpose should be to provide longer term assistance to 
developing countries which would help them to avoid disruption of their 
development programmes.' 

II. Principles 

2. The scheme should be provided lvith resources by contributions from 
participating countries, shared between them on an equitable basis. 

3. Developing countries only should be eligible for assistance from 
the scheme : such assistan~e should be on concessional and flexible terms. 

4. The scheme should normally be applicable after a developing country 
had had recourse to the International Monetary Fund, under its compensatory 
financing facility, and it had been possible to make a full assessment of 
the nature, duration and implications of any adverse movement in the export 
proceeds of the developing country concerned. 

5. An adverse movement for the purposes of the scheme should be 
regarded as a shortfall from reasonable expectations (see Note 1 below) of 
the level of export proceeds (including, in appropriate cases, invisible 
exports). 
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6. A prima facie case for assistance ft:om the scheme should be 
established by reference to shortfalls from reasonable expectations and 
to their nature and duration (see Note 2). 

7. Once a prima facie case has been established there should be an 
examination, under the International Development Association , of all relevant 
economic circumstances (see Note 3) in order to assess how far assistance 
from the scheme would be required and justified in order to help avoid dis
ruption of development programmes. Subject to these points, assistance could 
cover a substantial proportion of a shortfall from reasonable expectations. 

8. Resources for the scheme , which would be administered under the 
International Development Association, should be in the form of additional 
commitments, prescribed in advance, for contributions to the Association; 
all major Part I member countries of the Association should contribute. 

NOTES 

Note 1. To the extent that these could be~escribed in advance they 
could be taken account of by developing countries for planning purposes. 

Note 2. The following are offered as illustrative circumstances which 
might constitute a prima facie case for assistance from the scheme to a 
developing country : 

(i) If, following an I.MF drawing in one year imder its special · 
compensatory financing facility, ' exports fall significantly 
below reasonable expectations in the second or third year. 

(ii) If, when the IMF drawings were due to be repaid, exports had 
not recovered sufficiently for this to be possible wi thout 
disruption of development. 

(iii) If there were a significant shortfall in exports which the 
U1F adjudged at the outset to be other than of a short- term 
nature and the I~ff had decided that it would be inappropriate 
for it to provide temporary balance-of-payments support . 

Note 3. Among other matters, these could include adverse effects from 
significant rises in import prices. 
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B 

The Conference also recommends that the continuing machinery recom
mended by this Conference be invited to study and organize further dis
cussion of the following concepts and proposals for financing put forward 
by the delegations of the developing countries at the Conference: 

1. That a fund be set up, financed by contributions f rom developed 
countries, as required, and administered by an appropriate agency of the 
United Nations: 

2. That only developing countries should be eligible to draw from the 
Fund ; 

3. That disbursements should be in the form of non-reimbursable trans
fers and/or contingent loans on concessional terms ; 

4. That the criteria used in deciding upon claims should be as objective 
as possible and should include the following : 

(a) The effect of shortfalls in export earnings and the 
adverse movements in the terms of trade ; 

(b) The effect on the country's development programme ~ 

5. That to complement this longer term approach, facilities be provided 
for interim financing , when warranted, to assist the developing countries 
concerned while the longer term problem is being assessed. 




