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r For MC information
THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION "" R E C 0 R D E-1 227"

OFFICE MEMORANDUM
EXC/MC86-02-'

DATE: July 30, 1986

'TO: The Members of the Managing Conittee

FROM: Barber B. Conable

EXT: 72001

SUBJECr: President's Travel in FY87

1. I wanted to keep you informed as to my tentative travel plans
for FY87. I was most appreciative of your suggestions on this matter, and
hope you will continue to give me the benefit of your counsel in the
months ahead.

2. I am planning a European trip in late October or early
November. I hope to visit the United Kingdom, Germany, France, and
probably Italy. I also hope to make a brief trip to one or two Latin
American countries before the end of the calendar year. I will make a -
one-day visit to Ottawa in early September, on a Friday.

3. In February or March of next year, I am tentatively planning to
visit Japan and China. I expect that a trip to Africa will be scheduled
for some time later in the spring or early summer.

4. If a clear need for a special trip (as, for instance, to Mexico)
is indicated by the march of events, please do not hesitate to urge it on
me. Regardless of plans, I intend to do what is necessary.

5. I was pleased that almost everyone recognized that these visits
must have a very clear purpose in mind.

6. In the near future I will be asking the appropriate Vice
Presidents concerned and External Relations to begin making the necessary
arrangements for these trips.

P-1 867



THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION F For MC information

OFFICE MEMORANDUM R OD E-1227-

EXC/MC86-28

DATE: July 29, 1986

'IO: The Members of the Managing Committee

FROM: J. William Stanton, Counselor to the President

EXTENSION: 72173

SUBJECT: ForthcominQ Managing Committee Meetings

During the month of August, there will be no formal meetings of the
Managing Camittee.

The President's office will distribute papers "for information" only
in the usual way. Please withhold any papers "for consideration" until
further notice.

P-1 867
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EXP, PARIS 1986-07-17 12:18 F-R E C O R D E-1227 --

FACSIMILE TRANSMITTAL FORM
EXC/MC86-26

CABLE C

INTMAFRAD PARIS Date: oily 17, 1986

NUMBER OF MESSAGE:

NUMBER OF PAGES:

TO: Mr. Coilable

FROM. Moeen A. Qureshi

SU8JECT: 1DA 8th Replenishment - Meeting of Deputies, Paris, July 15-16, 1986

Attached are 5 pages of the Chairman's Summary Note issued during

the above-mentioncd meeting.

Please Distribute tu:

Managing Committee

Mr. Timothy Tbahane/SECCE (to be distributed to all ED offices)

Mr. Bhan, Acting Chief/TTAFSD, Financial Policy and Analysis Dept.,
Finance Studies Division
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IDA EIGHTH REPLENISHMENT

Meeting of Deputies SaAIONVOXm

Paris, July 15 - 16, 1986 Z AVNI

Chairman's Summary Note

1. The third meeting to negotiate the Eiqhth

Replenishment of the International Development Association

(IDAD) was held in Paris on July 15 and 16, 1986, under the

chairmanship of Mr. Moeen A. Qureshi, Senior Vice President -

Finance, of the World Bank. The Deputies discussed some of the

outstanding issues as a package -- IDA8 size, terms, and

allocations.

2. With respect to size, Deputies were prepared '-o

indieatle on the .asis of tha proSd zco4UL-JuLiva Ly sJl

United States, and Deputies' burden-sharing concerns, that a

basic IDA8 replenishment of $11.5 billion was attainable.

However, they were generally of the view that a larger amount

of resources would better facilitate the adjustment cftorts and

long-term investments that were required in many IDA

countries. They agreed, therefore, to explore all possible

ways of providing the Association with additional resources
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so that the total amount available to the Association for lending

during the period FY88-90 would amount to $12 billion ur more.

They agreed to work to achieve this objective by the time of the

next meeting in September 1986.

3. Deputies reaffirmed their earlier agreement that high

priority in IDA8 allocations should be given to Africa. They

noted that the establishment of the African Facility, which was

intended to be temporary, had raised the share of Africa in the

combined total of IDA7 plus the African Facility to over 44

percent, cornpared to 34 percent in IDA7 itself. Recognizing that

the problems faced by African countries were of a protrcted

nature and in need of sustained support by the donor community,

Deputies agreed that all efforts should be made for the share of

countries in Sub-Saharan Africa in IDA8 to be 50 percent it

warranted by progress with their economic adjustment programs,

and be as a minimum 45 percent. Deputies reiterated their

concern that nominal allocations to the major blend countries not

be reduced and agreed that the share of these countries in IDA$

should to the extent compatible with other objectives be around

30 percent. Recognizing the importance of individual country

circumstances in determining the amount and character of IDA'4;

lending program, they agreed that the Association's Board and

management should continue to apply the necessary flexibility in

determining actual allocations among various country groups.
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4. The Deputies reiterated that financing of investment

should continue to be the mainstay of IDA's lending activity.

liowever, they gave strong recognition to the need for adjustment

support and agreed that increased emphasis should be given to the

use of IDA8 resources for adjustment lending. Accordingly, the

Deputies noted that $3 to $3.5 billion of total IDA8 resources

for lending might be used for adjustment support lending. They

also agreed that enhanced collaboration between the Bank Group

and the IMF should be actively pursued and that IDA8 resources in

support of adjustment programs should, to the extent feasible, be

used in conjunction with the IMF's Structural Adjustment Facility

in eligible countries.

5. On the understanding that a change in IDA's credit

terms would enhance the likely success of the IDAS replenishment,

Deputies agreed that they were prepared to recommend to the

Association's Board of Executive Directors that the maturities of

IDA credits in IDAB and beyond be reduced to 40 years, but that

grace periods be maintained at 10 years, and that provisions be

introduced into the agreements for such credits that would make

it possible to adjust the repayment terms along the lines set out

in the Major Issues paper. While a number of Deputies were

prepared to accept a reduction in maturities to 35 years, others

felt that this would not be appropriate. Deputies agreed to

consider this possibility again at their next meeting.
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6. Deputies also discussed the environmental aspects of

TDA's lending program. They urged that enhancied attention by

management should be paid to environmental concerns, They

welcomed the current initiatives being taken by management to

address this situation, including the emphasis the Association

was placing on the management of natural resources, i.e.,

ensuring that the environmental questions were fully considered

in projects financed by IDA and that the issues of the marnaqement

of natural resources would be integrated into country economic

work.

7. On burdon sharing, as indicated in the previous

meeting, a Chairman's proposal was circulated on eliminating the

unallocated gap in IDA7. Deputies whose IDA8 shares would be

affected by these proposals generally reacted constructively to

them; some had reservations about.the extent of the suggested

increases, but others were in favor of taking up at least their

pro rata share of the unallocated gap. They agreed to submit

these proposals to their authorities for consideration. Yost

Deputies noted that their positions on share increases would be

affected by the willingness of other donors to maintain or

increase their shares in a collective effort. Deputies noted

that their positions could only be finalized when other

outstanding issues concerning size, exchange rates, allocations,

terms and conditions of IDA, had been clearly resolved.
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8. Noting that a major issue from the previous meeting
remained open that of accomodating Japan's objective of
achieving a harmonization in Bank and IDA shares as a condition
for maintaining its IDA7 share in IDA8 - Deputies recognized that

until this issue could be resolved the IDA8 negotiations wouli
not be completed. It was agreed, therefore, that every effort
would be made, with the assistance of management, to discuss this
matter among governments and to resolve the harmonization issue,
including procedural matters, by the time of the next meeting.
The Deputy for Italy also indicated that her authorities would be
prepared to consider 4 substantially larger share in IDA8 if an
adjustment in Italy's IBRD share could be achieved.

9. On the question of the applicable exchange rdte,
Deputies generally favored continuing the practice adopted in
IDA7 of using an average exchange rate. It was agreed that they
would consider this again at the next meeting, focusing on
averages over periods of three and six months ending on AuguSt

31, 1986.

10. Deputies stressed the importance of adhering to the
timetable set for negotiations and concluding negotiations by the
time of the Annual Meetings. It was agreed that the next meeting
would be held on September 23-25, 1986, in Washington, D.C.
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Despina Seal never left her desk when she joined the Bank May 17, 1946. Mrs. Seal was Secretary to Emilio Collado,
Director of the Office of Financial and Development Policy and Deputy to the Assistant Secretary for Economic Affairs at
the U.S. State Department. Their office was on the 10th floor of 1818 H Street, and when Mr. Collado became the first U.S.
Executive Director for the Bank in March 1946, he arranged for the Bank to get space in the A building. Though Mr. Collado
left in 1947, Mrs. Seal stayed for 34 years, retiring in May 1980. "1 was always so proud to be part of the Bank," she says.
Mrs. Seal was also Secretary to Robert L. Garner while he was President of IFC and for many years worked for the Executive
Vice Presidents of the Corporation.Phtbywlamsie
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40th Anniversary Report

Introduction

The Mount Washington Hotel, Bretton Woods, New Harnpshire, in 1944. A community is surrounded by the scenic White Mountain National Forest,
pre-conference document advised delegates: "Bretton Woods Consists which covers nearly one million acres and is dominated by Mount
solely ot the Mount Washington Hotel and its appendages. The hotel Washington, highest peak in the Presidential Range.

Photo courtesy 01 worid Banh Archives

T he proposals to found an international monetary fund cy depreciation, blocked currencies, multiple currency dev-
and a world bank were radical ideas for the 1 940s. ices (currencies that had different uses and values depending

Nothing like them had been tried before. The United upon who owned them), and bilateral clearing agreements
Nations had a model for political cooperation in the League (a country's exports were paid for only as it imported
of Nations, but never before had organized international commodities from the other country).
cooperation in trade and finance been attempted. The total of exports and imports for all countries plum-

When the Bank opened for business June 25, 1946, the meted from $65 billion in 1929 to $26 billion in 1932 and
stage had been set for its emergence by two world wars for most of the 1 930s remained at a level of $45 billion or
separated by years of worldwide depression and financial less, the Treasury brochure explained.
chaos. Thoughtful individuals in Britain, the United States and

The United Nations Monetary and Financial Conference the Allied nations agreed that new institutions would be
held at Bretton Woods, New Hampshire, July 1 to 22, 1944 needed after the war, but their views diverged on how an
was called to prevent a recurrence of a Great Depression international monetary system should be organized.
and to avoid a renewed breakdown in the international More than two years of discussion preceded the presen-
payments system after World War II. tation of a proposal to establish an International Monetary

According to a U.S. Treasury brochure written in 1945 Fund. In the fall of 1941, John Maynard Keynes, then
explaining why the Bretton Woods institutions were needed, serving as a member of a Consultative Council formed to
at the end of World War I most leading currencies in the advise the Chancellor of the Exchequer on policy questions,
world except the dollar were depreciated in terms of gold, circulated within the British Treasury a draft proposal to
and, by 1938, only eight countries were still on the gold establish an "International Clearing Union," but the pro-
standard, and most of these were using the dollar as curren- posal was not published until April 1943. Meanwhile, in
cy. 1942, Harry Dexter White, Assistant to the U.S. Secretary

During the Depression, many countries entered into of the Treasury, prepared the first draft of a "Suggested
restrictive currency practices, including competitive curren- Plan for a United Nations Stabilization Fund and a Bank

2 SPECIAL REPORT



for Reconstruction of the United and Associated Nations."
But, the Bank received scant attention. The first proposal

for an "International Bank for Reconstruction and Devel- o rld a n k
opment" was not put forward until November 1943, when
the Secretary of the U.S. Treasury, Henry Morgenthau, sent
a memorandum to the Allied and Associated governments Pre sid e n ts
entitled "Preliminary Draft Outline for a Proposal for a
United Nations Bank for Reconstruction and Develop-
ment." The draft engendered so little comment that, had
the British not turned their attention to the proposal, it
might never have been put on the Conference agenda.

Summing up Bretton Woods, the editors of Fortune wrote
in the July 1945 issue of the magazine: "Bargain No. I was
the fund... Yet most of the advantages of the fund lay with
foreign nations and most of the disadvantages with the U.S.
From the viewpoint of the U.S. the White Mountains (in
New Hampshire) would have labored to bring forth a
monetary mouse had it not been for Bargain No. 2. Eugene Meyer John J. McCloy

June 18-December 18, 1948 March 17, 1947-June 30, 1949

"That was the creation of the World Bank. The U.S.
advantage here was that, though the U.S. was to finance the
bank heavily, the member nations were to cover the bank's
loans with generous guarantees. In other words, the bank
was the long-term collateral offered to the U.S. in return

for the liquidity that the U.S. was introducing into the
money markets of the world through the fund."

Recollections of First Staff Members

To commemorate the Bank's 40th anniversary, The

Bank's World presents pictures, original writings, and July 1, 1949c January 1, 1963--

speeches of some of the officials who attended the Bretton December 31, 1962 March 31, 1968

Woods Conference and who were responsible for the cre-

ation of these institutions. We also present recollections of

some of the first staff members.
For those of you who are interested in further reading,

these articles and speeches are excerpted from material in
the Bretton Woods Collection in the Joint Library and in
the Bank's archives. The Bretton Woods Collection is a

compilation of material relating to the histories, policies
and operations of the International Monetary Fund and
The World Bank. The coverage extends from 1932 to the

present. Robert S. McNamara A.W. Clausen

We recommend also the comprehensive study of the April 1, 1968-June 30,1981 July 1, 1981-June 30, 1986

Bank, The World Bank Since Bretton Woods, by Edward S.
Mason and Robert E. Asher, published by The Brookings
Institution.

We are grateful to Blanche Moore of the Joint Library,
who organized and catalogued the Bretton Woods Collec-
tion; Bogomir Chokel, Archivist, in the Information, Tech-
nology and Facilities Department's Records Management
Division; and to the staff of the Records Division, Interna-
tional Monetary Fund, for their assistance in gathering
material for this issue. M

(Editor's note: Marjorie Messiter, with Morallina George's assistance, Barber B. Conable
produced this special section. A limited number of copies are available on July 1, 1986-
request. Contact The Bank's World, Room D-839.for copies.)

SPECIAL REPORT 3



Message from A.W. Clausen

"'Reconstruction' occupies the front seat in our formal adapting our resources and skills to the changing global
title, yet for all but the first few years of our history it has environment.
been development that has come first. In fact, The World "The World Bank is privileged to have a frontline posi-
Bank has been continuously adjusting to the changing needs tion in helping to meet the challenges of development.
of its membership in ways that could never have been Despite harrowing problems and much unfinished business,
imagined when we opened for business in June 1946 with the past 40 years have been marked by great advances
38 member countries. Perhaps what this tells us most of all -advances that are attributable, in the final analysis, to the
is that The World Bank-once a single institution, now a efforts of the people in the developing world and their
family of three-has never stood still. governments. It is this human element, of course, which is

"Foresight and flexibility must remain our watchwords. the most important resource of any country. If we are to
Much has been achieved in the developing countries, but see even greater economic and social progress in the next 40
there are still far too many people living in intolerable years, then we in The World Bank and the rest of the
deprivation. As we continue our assault on poverty, we international community must focus our efforts on this vital
must as always remain guided by principles of sound eco- resource by helping citizens of the developing world realize
nomic and financial management, while energetically their full potential."

Message from Robert S. McNamara

"Four decades ago a handful of wise men met at Bretton time being a socially responsible development institution,
Woods in the midst of the most destructive and widespread sensitive to the imperatives of fundamental human dignity.
war ever waged. Their task was to set about restoring and "Development is, in the final analysis, about human
developing a world still in flames. The unique Bank they aspiration, and the individual's realization of his or her own
created was to be a key instrument in that effort. These men potential. What the billions of people throughout the devel-
could not read the future, but they were clear about the kind oping world need and want is what everyone everywhere
of world they wanted: a more rational world, a more needs and wants: the well-being of those they love; a better
equitable world, a more prosperous world, a more decent future for their children; an end to injustice; and a beginning
world. of hope.

"That task continues today. And what the Bank's 40 "The World Bank-given the support of its member
years of experience confirms is this: that there is no inherent countries-can continue to be an invaluable catalytic source
contradiction between its being a careful, hard-headed, and of that essential hope."
prudent investor of other people's savings, and at the same

Message from Eugene R. Black

"When we of many nationalities and cultures were getting achieved. My hope is that this early spirit of inquiry and
to know one another, staff and borrowers alike, there was cooperation can be sustained with the much greater pres-
a quiet excitement in the air; we felt we were pioneers in a sure for volume activity that exists today. The Bank is only
new kind of cooperative enterprise. What we did was just as good as the people who work at it and the relationships
as important as how much we did. And by "we" I mean the they develop with those who put the Bank's money to
borrowers' people as well as the new and often wide-eyed work."
Bank staff, for we achieved only as much as our borrowers

4 SPECIAL REPORT



Harry Dexter White's Role in Founding the Bank and Fund

The White Plan

Harry Dexter White served in various Normandy landings lay, therefore, the
positions in the U.S. Treasuryfrom frequently unspectacular work on
1934 until 1946. He was appointed Spe- these financial institutions which their
cial Assistant to the Secretary of the authors assumed would have a con-
Treasury in 1942, then Assistant to the siderable effect on the state of the
Secretary from 1943 to 1945. In 1945 postwar world.
he became Assistant Secretary, and in As we have seen, White's career had
1946 became the first U.S. Executive in many ways been a preparation for
Director of the International Monetary this central part of his work in the
Fund. He resignedfrom the Fund April Treasury. Fully aware of the wider
8, 1947 and spent the last year of his life implications of the Depression, his ini-
defending himself against charges that tial report to Professor Jacob Viner in
he was a spy. He diedAugust 17, 1948 1934 had emphasized the "ultimate
of a heart attack. He was 56. goal" of the maintenance and promo-

Thefollowing are excerptsfrom his tion of prosperity. Later, White's part
biography, Harry Dexter White by in the events which led to the "Tripar-
David Rees (Coward, McCann and Ge- tite Declaration" of 1936 had involved
oghegan, 1973). Reprinted with per- him in the broader international as-
missionfrom the Putnam Publishing pects of recovery with this Anglo- Harry Dexter White (left), Assistant to the Secre-
Group. French-American stabilization agree- tary of the U.S. Treasury, with John Maynard

ment. Keynes (right), Lord Keynes of Tilton, Chair-

A week after Pearl Harbor, on De- White's subsequent work in connec- man of the United Kingdom delegation.
cember 14, 1941, Harry Dexter tion with the operations of the Amer- Photo courtesy of Worid eank Archives

White was directed by Morgenthau to ican Exchange Stabilization Fund, the
prepare a memorandum on the estab- abortive Inter-American Bank, and bankers, should therefore direct

lishment of an inter-Allied stabiliza- the Cuban Financial Mission all monetary policy.
tion fund. That fund, Morgenthau pointed toward his being given re- In his biography of Morgenthau,
said, "should provide the basis for sponsibility for the "inter-Allied sta- John Morton Blum remarks that the

postwar international monetary ar- bilization fund." His own remarkable Secretary of the Treasury was proud
rangements." talent, as some saw it, for acquiring of his role in the framing of the 1936

This directive, which put White in and retaining responsibility inside the Tripartite Declaration. He visualized a

charge of Treasury planning for post- Treasury would not have been a bar to broader and wider international fi-

war international financial policy, in the added duties of preparing the draft nancial accord which would preclude

addition to his other responsibilities, of a new international stabilization competitive devaluations and ex-

led directly to the framing of the fund. change controls. Moreover, Morgen-

White Plan. In London, John May- thau looked forward to the continuing

nard Keynes and the British Treasury, Gyrations of Economy cooperation of the wartime allies and

as we shall see, were also working on assumed that the United States, as the

proposed postwar financial arrange- Yet the underlying inspiration of the richest of the three wartime allies,
ments. Eventually the planning that White Plan, as it soon came to be would benevolently exercise the larg-
was begun in London and Washington known, was one of more than merely est influence in the proposed new in-

during 1941-42 led to the twin institu- rationalizing international financial stitutions. From the first, Professor

tions of the Bretton Woods Confer- arrangements for the postwar world. Blum writes, Morgenthau "envisaged

ence of July, 1944, the International White and Morgenthau hoped to eli- a kind of New Deal for a new world."

Monetary Fund and the International minate the gyrations of the interna- Such a view, as we see, was implicit in

Bank for Reconstruction and Devel- tional economy which, they held, had the White Plan.

opment. Behind the upheavals of helped to lead to the Depression and In a letter to President Truman in

global war from Pearl Harbor to the in its train, the war. Governments, not March, 1946, Morgenthau remarked

SPECIAL REPORT 5



Some members of U.S. and USSR delegations. Standing (left to right): E.M. explanations offered why the Soviet Union did not ratify the Articles of
Bernstein, USA; A.P. Morozov, USSR; Dean Acheson, USA; A.A. Arutiunian, Agreement: "No veto power was given to any member, and the Fund
USSR; Harry D. White, USA; Jesse P. Wolcott, USA; N.F. Chechulin, USSR; quota relegated the Soviet Union to third place in number of votes in both
F.P. Bystrov, USSR; I.D. Zolbin, USSR; M.M. Idashkin, USSR; Ansel F. the Fund and the Bank, after the United States and the United Kingdom.
Luxford, USA. Seated (left to right): Mabel Newcomer, USA; Edward E. Fund membership required making available a substantial amount of
Brown, USA; Fred M. Vinson, USA; Henry Morgenthau Jr., USA; M.S. information hitherto undivulged, and borrowing from the Bank involved
Stepanov, USSR; Brent Spence, USA; P.A. Maletin, USSR; and Charles W. exacting investigations. Furthermore, a general purpose of the Bank and
Tobey, USA. In their study of the Bank, The World Bank Since Bretton Fund to promote private trade within freer markets was of little interest to
Woods, Edward S. Mason and Robert E. Asher indicate some of the the Soviet Union..."

Photo courtesy of IMF Records Division

that his primary objective during his striking and idealistic, forming an un- with voting in proportion to national
years as Secretary of the Treasury was mistakable departure from prewar fi- quota. National domestic financial
to "move the financial center of the nancial practices. The White Plan politics would be subordinate to the
world from London and Wall Street to hoped to prevent "the disruption of operations of the proposed interna-
the United States Treasury and to cre- foreign exchanges and the collapse of tional institutions, as the Fund's re-
ate a new concept between the nations the monetary and credit systems; to sources would become available for
of international finance." The Bretton assure the restoration of foreign trade; countries facing temporary balance-
Woods agreements, Morgenthau and to supply the huge volume of of-payments difficulties.
wrote to Truman, were to have been capital that will be needed virtually In return for this added interna-
the "crystallization of that program," throughout the world for reconstruc- tional liquidity, members of the Fund
with the Fund and the Bank "instru- tion, for relief, and for economic re- would have to surrender some sover-
mentalities of sovereign governments covery." eignty in dealing with the problems of
and not of private financial interests." Solving these economic and finan- adjusting their balance of payments.

cial problems would help to solve bas- Exchange controls and the right to
Proposed Fund, Bank ic international issues. "If we are to vary exchange rates would be circum-

During the early months of 1942 avoid drifting from the peace table scribed. There would be Fund supervi-
White produced three drafts of a pro- into a period of chaotic competition, sion over domestic financial policies.
posed Fund and a Bank which survive monetary disorder, depressions, polit- No country could draw more than its
in his papers at Princeton. What seems ical disruption, and finally into new quota from the Fund.
to be the first draft is an undated wars within as well as among nations,
typescript, written presumably at the we must be equipped to grapple with Ravages of War
beginning of 1942, entitled, "Suggest- these three problems and to make sub- The associated plan for the Bank-
ed Plan for an United Nations Stabil- stantial progress toward their solu- there was no provision for "develop-
ization Fund and a Bank for Recon- tion..." ment" as separate from "reconstruc-
struction of the United and Associat- The Fund and the Bank were thus tion" in this first draft-was to pro-
ed Nations." Another typescript is to be the chief means of conducting vide the "huge volume" of capital to
dated March, 1942, and a third mim- postwar international financial rela- repair the ravages of war and so
eographed draft was produced in tions. The Stabilization Fund would smooth the transition from wartime to
April of that year. have resources of $5 billion, sub- peacetime conditions. For this work

White's proposals, as presented in scribed in gold, local currency and of relief, reconstruction and recovery,
the first undated draft, were both securities from member countries, the Bank would have a capital of $10
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billion for long-term loans at low in- get behind it." Then, Morgenthau other Treasury officials who sat on

terest rates. It would also engage in would take the program to Cordell this committee, and who gave White

activities to stabilize world commodity Hull. White considered this a "very much assistance in the development of

prices and to help alleviate impending good move." the financial institutions were Edward

economic depression by contra-cycli- With Morgenthau's access to Roos- M. Bernstein and Ansel F. Luxford.

cal lending. evelt and the 'New Deal' reputation of Bernstein was an economist of inter-

While either agency could work the Treasury, the State Department national repute. Luxford, who had

without the other, they were clearly soon recognized the Treasury's prima- worked in the Treasury since 1935,

complementary, as the short-term cy in postwar financial planning. But with one break, usually in the General

work of the Fund would facilitate the the State Department retained respon- Counsel's office, was to become the

restoration of long-term equilibrium sibility for commercial policy, and ne- chief legal adviser to the American

by the Bank. Liberal commercial pol- gotiations begun informally with the delegation at Bretton Woods, as well

icies, involving a lowering of tariff British in 1943 eventually led to the as an Assistant to the Secretary of the

barriers, were clearly a corollary of the later General Agreement on Tariffs Treasury. (Bernstein would become

new postwar world of the White Plan. and Trade (GATT) and the proposed the Fund's first Director of the Re-

International Trade Organization. search Department; Luxford would
A Final First Draft On May 25, 1942, a Cabinet-level become Associate General Counsel of

By May, 1942, White had complet- committee met in Morgenthau's room the Bank.)

ed a final first draft of his proposals in the Treasury to consider the pro-

for a Fund and a Bank. In forwarding posed financial plans. Besides White, Conversations with Allies

these proposals to President Roosevelt representatives from the Treasury, the At first White was inclined to press

on May 15, 1942, Morgenthau wrote State Department, the Federal Re- for a formal international conference

enthusiastically that he was convinced serve System and other agencies were as soon as possible. But in July, 1942,

"the launching of such a plan at this present. There was general enthu- the Treasury accepted State Depart-

time has tremendous strategic as well siasm, and it was agreed to set up an ment advice to postpone such a gath-

as economic bearing. It seems to me interdepartmental subcommittee, the ering pending preliminary conversa-

that the time is ripe to dramatize our "American Technical Committee," to tions with the British and a few other

internal economic objectives in terms develop the financial proposals. allies. That same month a draft of the

of action which people everywhere will White Plan was sent to London for

recognize as practical, powerful and The Technical Committee Keynes to see. In August, a copy of

inspiring." The Technical Committee first met the British plan for postwar financial

Later on the afternoon of the fif- on May 28, 1942, with White as its operations, Keynes' "International

teenth, Morgenthau told White on the chairman, so centralizing both admin- Clearing Union" arrived in Wash-

telephone that Roosevelt had liked his istrative and expert responsibility for ington for White. From this time on

plan, but that he had told the Presi- the development of the proposed fi- the two countries worked together on

dent that it could only happen "if you nancial institutions in his person. Two postwar financial planning. U

40th Anniversary Report

Lord Keynes' Speech to the House of Lords

The Debate in Parliament
In his book, The Life of John Maynard "In March 1944 there was another of Conservative M.P.s. Apart from
Keynes, R. F. Harrod wrote: "During series of meetings with the Dominions, some rumblings from Mr. Boothby,

the autumn (of 1943) White's propos- which Keynes was unable to attend, these meetings did not lead him to anti-

als for an International Bank for Re- being for a period under doctor's or- cipate opposition. But the debate in the

construction and Development arrived ders. The Agreed Statement of Princi- House of Commons in May was a bitter

in England. Stripped as it long since had ples was published in April, and re- disappointment. 'I spent seven hours in

been, of all exciting features, this docu- ceived a very favorable press. Keynes the accursed Gallery, lacerated in mind

ment was an uninspiring one. The Bank expounded the theme to his oldfriends and body.'...

had been dressed, with an eye to Con- of the Craven-Ellis group in the House "Quite a different atmosphere pre-

gress, to look as orthodox as possible. of Commons and also to another group vailed in the House of Lords where the
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debate wasfreefrom the pettiness dis- me to enter into too much technical year by year on our own resources, we
played in the Lower House. Keynes detail. I can best occupy the time can look forward to trading in a world
himself made an admirable speech, available by examining the major ben- of national currencies which are inter-
which no doubt contributed to a better efits this country may hope to gain convertible. For a great commercial
understanding... " from the plan; and whether there are nation like ourselves this is indispen-

Excerptsfrom Keynes' address in adequate safeguards against possible sable for full prosperity.
the House of Lords, May 23, 1944: disadvantages. We shall emerge from So far from an international plan

this war, having won a more solid endangering the long tradition, by
Lords, it is almost exactly a victory over our enemies, a more en- which most Empire countries, andyear since the proposals for a during friendship from our Allies, and many other countries, too, have cen-

Clearing Union were discussed in your a deeper respect from the world at tered their financial systems in Lon-Lordships' House. I hope to persuade large, than perhaps at any time in our don, the plan is, in my judgment, anyour Lordships that the year has not history. The victory, the friendship, indispensable means of maintaining
been ill-spent. and the respect will have been won, this tradition.

There were, it is true, certain fea- because, in spite of faint-hearted pre-
tures of elegance, clarity and logic in parations, we have sacrificed every The Wheels of Trade
the Clearing Union plan which have precaution for the future in the in- Third, the wheels of trade are to bedisappeared. And this, by me at least, terests of immediate strength with a oiled by what is, in effect, a greatis to be much regretted. As a result, fanatical single-mindedness which has addition to the world's stock of mone-however, there is no longer any need had few parallels. But the full price of tary reserves, distributed, moreover, infor a new-fangled international mone- this has still to be paid. I wish that this a reasonable way. The quotas are not
tary unit. Your Lordships will remem- was more generally appreciated in the so large as under the Clearing Union,ber how little any of us liked the country than it is. In thus waging war and Lord Addison drew attention tonames proposed-bancor, unitas, dol- without counting the ultimate cost that. But they are substantial and canphin, bezant, daric and heavens knows we-and we alone of the United Na- be increased subsequently if the needwhat. Some of your Lordships were tions-have burdened ourselves with is shown.good enough to join in the search for a weight of deferred indebtedness to There is another advantage tosomething better. I recall a story of a other countries beneath which we which I would draw your Lordships'country parish in the last century shall stagger. We have already given to special attention. A proper share ofwhere they were accustomed to give the common cause all, and more than responsibility for maintaining equili-their children Biblical names-Amos, all, that we can afford. It follows that brium in the balance of internationalEzekiel, Obadiah and so forth. Need- we must examine any financial plan to payments is squarely placed on theing a name for a dog, after a long and make sure that it will help us to carry creditor countries. This is one of thevain search of the Scriptures they our burdens and not add to them. No major improvements in the new plan.
called the dog "Moreover." We hit no one is more deeply convinced of this The Americans, who are the most like-such happy solution, with the result than I am. I make no complaint, there- ly to be affected by this, have, of theirthat it has been the dog that died. The fore, that those to whom the details of own free will and honest purpose, of-loss of the dog we need not too much the scheme are new and difficult fered us a far-reaching formula ofregret, though I still think that it was should scrutinize them with anxious protection against a recurrence of thea more thoroughbred animal than concern. main cause of deflation during the
what has now come out of a mixed inter-war years, namely the draining
marriage of ideas. Yet, perhaps, as Major Advantages of reserves out of the rest of the world
sometimes occurs, this dog of mixed What, then, are these major advan- to pay a country which was obstinate-origin is a sturdier and more service- tages? First, it is clearly recognized ly borrowing and exporting on a scaleable animal and will prove not less and agreed that, during the post-war immensely greater than it was lendingloyal and faithful to the purposes for transitional period of uncertain dura- and importing.which it has been bred. tion, we are entitled to retain any of

those war-time restrictions, and spe- Orderly Arrangements
The New Plan cial arrangements with the Sterling Fifth, the plan sets up an interna-

I commend the new plan to your Area and others which are helpful to tional institution with substantial
Lordships as being, in some important us, without being open to the charge rights and duties to preserve orderly
respects (to which I will return later), of acting contrary to any general en- arrangements in matters such as ex-
a considerable improvement on either gagements into which we have en- change rates which are two ended and
of its parents. I like this new plan and tered. affect both parties alike, which can
I believe that it will work to our ad- Second, when this period is over also serve as a place of regular discus-
vantage. Your Lordships will not wish and we are again strong enough to live sion between responsible authorities
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to find ways to escape those many first attempt, or to meet it in a carp- divers nations ...
unforeseeable dangers which the fu- ing, suspicious or cynical mood... Do not discourage us. Perhaps we
ture holds... It is on this note of emphasizing the are laying the first brick, though it

Last week my noble friend Lord importance of furthering all genuine may be a colorless one, in a great
Bennett asked what assumptions the efforts directed towards international edifice. If indeed it is our purpose to
experts might be making about other agreement in the economic field that I draw back from international cooper-
phases of international agreement... should wish to end my contribution to ation and to pursue an altogether dif-
If the noble Viscount meant that these this debate. The proposals which are ferent order of ideas, the sooner that
proposals need supplementing in oth- before your Lordships are the result of this is made clear the better; but that,
er directions, no one could agree with the collaboration of many minds and I believe, is the policy of only a small
him more than I do. In particular, it is the fruit of the collective wisdom of minority, and for my part I am con-
urgent that we should seek agreement the experts of many nations ... I dare vinced that we cannot on those terms
about setting up an International In- to speak for the much abused so- remain a Great Power and the mother
vestment Institution to provide funds called experts. I even venture some- of a Commonwealth. If, on the other
for reconstruction and afterwards. It times to prefer them, without intend- hand, such is not our purpose, let us
is precisely because there is so much to ing any disrespect, to politicians. The clear our minds of excessive doubts
do in the way of international collab- common love of truth, bred of a scien- and suspicions and go forward cau-
oration in the economic field that it tific habit of mind, is the closest of tiously by all means, but with the in-
would be disastrous to discourage this bonds between the representatives of tention of reaching agreement." 0

40th Anniversary Report

To the Inaugural Session at Bretton Woods

Henry Morgenthau's Speech
Secretary of the United States Trea- We are more likely to be successful and to reach understanding and
sury, Henry L. Morgenthau Jr., was in the work before us if we see it in agreement, upon certain basic mea-
selected Permanent President of the perspective. Our agenda is concerned sures which must be recommended to
Conference. Here are portions ofhis specifically with the monetary and in- our governments for the establish-
speech to the Inaugural Plenary Ses- vestment field. It should be viewed, ment of a sound and stable economic
sion, July 1, 1944,from Proceedings however, as part of a broader program relationship among us.
and Documents of the United Nations of agreed action among nations to We can accomplish this task only if
Monetary and Financial Conference. bring about the expansion of produc- we approach it not as bargainers but

tion, employment and trade contem- as partners-not as rivals but as men

Y ou have given me an honor and an plated in the Atlantic Charter and in who recognize that their common wel-
opportunity. I accept the presi- Article VII of the mutual aid agree- fare depends, in peace as in war, upon

dency of this conference with grati- ments concluded by the United States mutual trust and joint endeavor. It is
tude for the confidence you have re- with many of the United Nations. not an easy task that is before us; but
posed in me. I accept it also with deep Whatever we accomplish here must be I believe, if we devote ourselves to it in
humility. For I know that what we do supplemented and buttressed by other this spirit, earnestly and sincerely, that
here will shape to a significant degree action having this end in view. what we achieve here will have the
the nature of the world in which we are President Roosevelt has made it greatest historical significance. Men
to live-and the nature of the world in clear that we are not asked to make and women everywhere will look to
which men and women younger than definitive agreements binding on any this meeting for a sign that the unity
ourselves must round out their lives nation, but that proposals here formu- welded among us by war will endure
and seek the fulfillment of their hopes. lated are to be referred to our respec- in peace.
All of you, I know, share this sense of tive governments for acceptance or Through cooperation we are now
responsibility. rejection. Our task, then, is to confer, overcoming the most fearful and for-
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midable threat ever to be raised
against our security and freedom. In
time, with God's grace, the scourge of
war will be lifted from us. But we shall
delude ourselves if we regard victory
as synonymous with freedom and
security. Victory in this war will give
us simply the opportunity to mold,
through our common effort, a world
that is, in truth, secure and free.

We are to concern ourselves here
with essential steps in the creation of
a dynamic world economy in which
the people of every nation will be able
to realize their potentialities in peace;
will be able, through their industry,
their inventiveness, their thrift, to 7

raise their own standards of living and
enjoy, increasingly, the fruits of ma-
terial progress on an earth infinitely
blessed with natural riches. This is the
indispensable cornerstone of freedom U.S. Treasury Secretary and President of the Bretton Woods Conference, Henry Morgenthau Jr.
and security. All else must be built (right), with unidentified delegate. Photo courtesy of world Bank Archives
upon this. For freedom of opportunity
is the foundation for all other free- menacing to us all and undermines the nomic ills which are international indoms. well-being of each of us. It can no scope. To deal with the problems of
Economic Axioms more be localized than war, but international exchange and of interna-

spreads and saps the economic tional investment is beyond the capac-
I hope that this conference will fo- strength of all the more favored areas ity of any one country, or of any two

cus its attention upon two elementary of the earth. We know now that the or three countries. These are multila-
economic axioms. The first of these is thread of economic life in every nation teral problems, to be solved only by
this: that prosperity has no fixed lim- is inseparably woven into a fabric of multilateral cooperation. They are
its. It is not a finite substance to be world economy. Let any thread be- fixed and permanent problems, not
diminished by division. On the con- come frayed and the entire fabric is merely transitional considerations of
trary, the more of it that other nations weakened. No nation, however great the postwar reconstruction. They are
enjoy, the more each nation will have and strong, can remain immune..." problems not limited in importance to
for itself. There is a tragic fallacy in foreign exchange traders and bankers
the notion that any country is liable to Wasted Wealth but are vital factors in the flow of raw
lose its customers by promoting All of us have seen the great eco- materials and finished goods, in the
greater production and higher living nomic tragedy of our time. We saw the maintenance of high levels of produc-
standards among them. Good custo- world-wide depression of the 1930's. tion and consumption, in the estab-
mers are prosperous customers. The We saw currency disorders develop lishment of a satisfactory standard of
point can be illustrated very simply and spread from land to land, destroy- living for all the people of all the
from the foreign trade experience of ing the basis for international trade countries on this earth...
my own country. In the prewar dec- and international investment and even
ade, about 20 percent of our exports international faith. In their wake, we Revive Investment
went to the 47 million people in the saw unemployment and wretched- In 1941, we began to study the pos-
highly industrialized United King- ness-idle tools, wasted wealth. We sibility of international cooperation
dom; less than three percent went to saw their victims fall prey, in places, to on a multilateral basis as a means of
the 450 million people in China. demagogues and dictators. We saw establishing a stable and orderly sys-

The second axiom is a corollary of bewilderment and bitterness become tem of international currency relation-
the first. Prosperity, like peace, is in- the breeders of fascism, and, finally, of ships and to revive international in-
divisible. We cannot afford to have it war... vestment. Our technical staff-soon
scattered here or there among the for- We know now that economic con- joined by the experts of other na-
tunate or to enjoy it at the expense of flict must develop when nations en- tions-undertook the preparation of
others. Poverty, wherever it exists, is deavor separately to deal with eco- practical proposals, designed to imple-
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ment international monetary and fi- mote exchange stability. Even to dis- them and, if advisable, furnish to

nancial cooperation. The opinions of charge this function effectively, it investors guaranties of their repay-
these technicians, as reported in the must be supplemented by many other ment.
joint public statement which they have measures to remove impediments to I shall not attempt here to discuss

issued, reveal a common belief that world trade. these proposals in detail. That is the

the disruption of foreign exchanges task of this conference. It is a task the

can be prevented, and the collapse of Reconstruction Loans performance of which calls for wis-

monetary systems can be avoided, and For long-range reconstruction pur- dom, for statesmanship, above all for

a sound currency basis for the bal- poses, international loans on a broad good will.
anced growth of international trade scale will be imperative. We have in The transcendent fact of contem-

can be provided, if we are forehanded mind a need wholly apart from the porary life is this-that the world is a

enough to plan ahead of time-and to problem of immediate aid which is community. On battlefronts the world

plan together. It is the consensus of being undertaken by the United Na- over, the young men of our united

these technical experts that the solu- tions Relief and Rehabilitation Ad- countries have been dying together-

tion lies in a permanent institution for ministration. The need which we seek dying for a common purpose. It is not

consultation and cooperation on in- to meet through the second proposal beyond our powers to enable the

ternational monetary, finance and on our agenda is for loans to provide young men of all our countries to live

economic problems. The formulation capital for economic reconstruction, together-to pour their energies, their

of a definite proposal for a Stabiliza- loans for which adequate security may skills, their aspirations into mutual

tion Fund of the United and Associat- be available and which will provide enrichment and peaceful progress.

ed Nations is one of the items on our the opportunity for investment, under Our final responsibility is to them. As

agenda. proper safeguards, of capital from they prosper or perish, the work which

But provision for monetary stabili- many lands. The technicians have pre- we do here will be judged. The oppor-

zation alone will not meet the need for pared the outline of a plan for an tunity before us has been bought with

the rehabilitation of war-wrecked International Bank for Postwar Re- blood. Let us meet it with faith in one

economies. It is not, in fact, designed construction which will investigate the another, with faith in our common

toward that end. It is proposed, rath- opportunities for loans of this charac- future, which these men fought to
er, as a permanent mechanism to pro- ter, will recommend and supervise make free. M

40th Anniversary Report

To Commission II on the Bank for
Reconstruction and Development

Lord Keynes Opening Remarks
At the United Nations Monetary and and Documents of the United Nations of the world which have suffered from

Financial Conference, Lord Keynes Monetary and Financial Conference. the devastation of war, to enable them

was named Chairman of Commission II to restore their shattered economies

on the Bankfor Reconstruction and *t is our hope that the institution of and replace the instruments of pro-
Development. He was appointed Gover- U the Bank for Reconstruction and duction which have been lost or des-

nor of the Bank and the Fundfor the Development, to which this Commis- troyed. It is no part of the purpose of

United Kingdom in February 1946, but sion is to devote its work, will serve the UNRRA (United Nations Relief and

he, like Harry Dexter White, would not purpose of increasing the health, pros- Rehabilitation Administration) to

live to see the postwar world he helped perity and friendship of the participat- provide funds for reconstruction as

to create. He died April21, 1946. ing countries in two main respects. distinguished from the necessary relief

Here are excerptsfrom his opening In the first place, it will be author- and rehabilitation in the days imme-

remarks to the Commission'sfirst ised in proper cases and with due pru- diately following liberation. There is,

meeting July 3, 1944from Proceedings dence to make loans to the countries therefore, at present a gap in the pro-
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posals of the United and Associated These two purposes deserve partic- fund with which to guarantee two oth-
Nations which is not yet filled, and to ular emphasis, but are not exclusive or er types of operations.
fill which there is no proposal in view comprehensive. In general, it will be The first type of loan eligible for
except the institution of this Bank. Yet the duty of the Bank, by wise and such guarantee will be loans for suit-
this is a matter of the utmost urgency prudent lending, to promote a policy able purposes and on suitable terms
and importance where we should, of expansion of the world's economy issued through the ordinary channels
therefore, press forward to reach in the sense in which this term is the of the investment market where on
agreement on methods and on details. exact opposite of inflation. By "ex- account of the risks involved there
We do not know the date of the com- pansion" we should mean the increase would be difficulty otherwise in plac-
plete liberation of the occupied coun- of resources and production in real ing the loan on terms which the bor-
tries of Europe and Asia. But we are terms, in physical quantity, accom- rowing country could afford to pay.
now entitled to hope that it will be not panied and facilitated by a corres- The second type of loan secured by
unduly delayed. We should be bitterly ponding increase of purchasing power. the assets and subscribed capital of the
failing in duty if we were not By "inflation" on the other hand, we Bank will also be placed through the
prepared for the days of liberation. should mean the increase of purchas- ordinary channels of the investment
The countries chiefly concerned can ing power corresponding to which market but will be offered on the
scarcely begin to make their necessary there is no accompanying increase in Bank's behalf in its own name. The
plans until they know upon what re- the quantity of production. The Bank proceeds of such loans will then be re-
sources they can rely. Any delay, any will promote expansion and avoid in- lent by the Bank to borrowing coun-
avoidable time lag will be disastrous to flation... tries on terms and for purposes to be
the establishment of good order and Under the proposals to be brought directly agreed with them.
good government, and may also post- before you, the Bank will be free to The proceeds of both these types of
pone the date at which the victorious operate along three different lines. loans would be freely available for the
armies of liberation can return to their A certain part of the Fund's sub- borrower to make purchases in any
homelands. scribed capital will be called up and member country, with due regard to

I cannot, therefore, conceive a more will be available for direct lending by economy and efficiency.
urgent, necessary and important task the Bank for approved purposes in the Let me now explain the nature of
for the Delegates of the forty-four currencies of the contributing mem- the proposed guarantee, for this is of
nations here assembled. I am confi- bers. a novel character which may be re-
dent that the members of the Commis- But the greater part of its sub- garded as marking in a particularly
sion of which I have the honour to be scribed capital will be held as a reserve significant way the international char-
the Chairman will devote themselves
to their work in a spirit of full respon-
sibility, well aware how much depends
on their success.

A Second Primary Duty

It is likely, in my judgment, that the
field of reconstruction from the conse-
quences of war will mainly occupy the
proposed Bank in its early days. But
as soon as possible and with increasing
emphasis as time goes on, there is a
second primary duty laid upon it,
namely, to develop the resources and
productive capacity of the world, with
special attention to the less developed
countries, to raising the standard of
life and the conditions of labour
everywhere, to make the resources of
the world more fully available to all
mankind, and so to order its opera- The inaugural meeting of the Board of Governors of the International Monetary Fund and the

International Bank for Reconstruction and Development took place in March 1946 in Savannah,tions as to promote and maintain Georgia. Participants in the photo are (left to right) Fred M. Vinson, U.S. Secretary of the Treasury
equilibrium in the international bal- and the U.S. Governor for the Bank and Fund; Warren Kelchner, Chief, Division of International
ances of payments of all member Conferences, U.S. Department of State; Jan Victor Mladek, Czechoslovakia's Chief of the Monetary

Division, Ministry of Finance; Lord Keynes, Governor of the Bank and Fund for the United Kingdom.countries. Photo courtesy of IMF Records Division
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'We have before us a proposal... conceived on sound

and fruitful fines.' -Keynes

acter of the proposed institution. the member countries should share the of a commission payable by the bor-

It is evident that only a few of the risk in proportions which correspond rower in return for its guarantee. It is

member countries will be in possession to their capacity. The guarantees will suggested that for long-term loans of

of an investable surplus available for be joint and several, up to the limit of the normal character this commission

overseas loans on a large scale, espe- any member's subscription, so that the should be at the rate of I per cent per

cially in the years immediately follow- failure of any member to implement annum. This rate of commission

ing the war. It is in the nature of the his guarantee will not injuriously af- should be the same for all members

case that the bulk of the lending can fect the lender, so long as the Bank has alike, for it would be a mistake, and

only come from a small group of the other assets and subscriptions to draw worse than a mistake, to attempt the

member countries, and mainly from upon, resources which will, according invidious task of discriminating be-

the United States. How then can the to our proposals, be of considerable tween members and assessing their

other member countries play their dimension... creditworthiness in what is really a

proper part and make their appro- The bonds will be good for several mutual pool of credit insurance

priate contribution to the common different reasons. In the first place, amongst a group acting in good

purpose? they will have behind them the vast faith-indeed in the old language of
resources of the Bank available in gold insurers consecrated by tradition, in

Precarious Days Ahead or free exchange. In the second place, the spirit of uberrimafides, of good

Herein lies the novelty of the pro- the proceeds will be expended only for faith, complete, abundant and over-

posals which will be submitted to you. proper purposes and in proper ways, flowing...
Only those countries which find them- after due enquiry by experts and

selves in a specially favoured position technicians, so that there will be safe- Much to Work Out

can provide the loanable funds. But guards against squandering and waste Here are the broad outlines of the

this is no reason why these lending and extravagance, which were not proposals which you will be asked to

countries should also run the whole present with many of the ill-fated consider. There are other aspects and

risk of the transaction. In the danger- loans made between the wars. In the much detail for you to work out. For

ous and precarious days which lie third place, they will carry the guaran- the Bank has not enjoyed so much

ahead, the risks of the lender will be tee of the borrowing country; and this discussion as has the Fund prior to

inevitably large and most difficult to borrower will be under an overwhelm- this Conference.

calculate. The risk premium reckoned ing motive to do its best and play fair, But I believe that we have before us

on strict commercial principles may be for the consequence of improper ac- a proposal the origins of which we owe

beyond the capacity of an impover- tion and avoidable default to so great primarily to the initiative and ability

ished borrower to meet, and may itself an institution will not be lightly in- of the United States Treasury, con-

contribute to the risks of ultimate de- curred. ceived on sound and fruitful lines. In-

fault. Experience between the wars deed, I fancy that the underlying con-

was not encouraging. Without some A Fourth Safeguard ception of a joint and several guaran-

supporting guarantee, therefore, loans But there is also a fourth safeguard tee of all the member countries

which are greatly in the interests of the of great importance to the guarantee- throughout the world, in virtue of

whole world, and indeed essential for ing countries as well as to the lenders. which they share the risks of projects

recovery, it may prove impossible to There are two reasons for hoping that of common interest and advantage

float. the guarantors will not find them- even when they cannot themselves

Yet, as I have said, there is no rea- selves under any insupportable or bur- provide the lump sum loan originally

son in a case like this, where the in- densome liability. In the first place, required, thus separating the carrying

terests of all countries alike, whether the guarantee will relate to the annual of risk from the provision of funds,
lenders or borrowers, or exporters, are servicing of the loan for interest and may be a contribution of fundamental

favourably affected, why the unavoid- amortisation. Its implementation will, value and importance to those diffi-

able risks should fall exclusively on the therefore, be spread over a period cor- cult, those almost overwhelming tasks
lenders, for example, the investors or responding to the term of the loan and which lie ahead of us to rebuild the

the government of the United States, cannot fall due suddenly as a lump world when a final victory over the

if it turns out that they are the chief sum obligation. In the second place, forces of evil opens the way to a new

source of available funds. there is an interesting and essential age of peace and progress after great

The proposal is, therefore, that all feature of the proposals in the shape afflictions. U
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How the Bank Came The Way
to Be Called a Bank We Were
Georges Theunis, a member of Bel- thought given to an organization so
gium's delegation to the Conference considerable in its scope and so novel
serving under Camille Gutt, was Bel- in its conception as that which has Street was a noisy place in 1946.
gium's Minister of State, Ambassador been the subject of your deliberations. H Trolley cars still ran along 18th
at Large on special mission to the So novel was it, that no adequate and 19th streets and on Pennsylvania
United States, and Governor of the Na- name could be found for it. In so far Avenue. 1818 H and its next door
tional Bank of Belgium. Thefollowing as we can talk of capital subscriptions, ne. the HuandWit xt ding
is an excerptfrom a speech he delivered loans, guarantees, issue of bonds, the neighbor, the Hurley-Wright building
as the Reporting Delegatefor Commis- new financial institution may have office buildings in the area. Between
sion II-the Commission concerned some apparent claim to the name of them was a brownstone housing the
with the International Bankfor Recon- Bank. But the type of shareholders, offices of the Columbia Lighthouse
struction and Development-to the Ex- the nature of subscriptions, the exclu- for the Blind. The rest of the neighbor-
ecutive Plenary Session July 21, 1944, sion of all deposits and of short-term hood consisted of the Roger Smith
in which he explains how the Bank came loans, the non-profit basis, are quite Hotel on the northeast coger of 17th
to be called a bank. foreign to the accepted nature of a Street and Pennsylvania Avenue, pri-
& 'rhe creation of the Bank was an Bank. However it was accidentally vate townhouses, apartment build-

I entirely new venture. Never, born with the name Bank, and Bank it iad onhse thent build-
during the numerous international remains, mainly because no satisfacto- ings, and on the site of the F building,
meetings which over a period of ry name could be found in the diction- a firehouse used as the meeting place

twenty-five years have studied all ary for this unprecedented institu- of the Association of the Oldest

sorts of economic problems, was any tion." t Inhabitants of the District of Colum-
bia. Once a year, the Oldest Inhabi-
tants would pull an antique fire wag-
on-meant to be pulled by men, not
horses-around the park.

That is how Edward J. Donovan,
The First Dank Loan: $250 Million to FranCe who retired in 1978 as Chief of the

Office Support Services Division in
In May 1947, early in John J. McCloy's administration, the Bank approved the the Administrative Services Depart-
first loan-$250 million to finance a portion of France's foreign exchange needs ment, remembers the neighborhood.
for a long-term modernization program. Mr. Donovan wasn't sure he was
The overall requirements included: $106 million for equipment, $180 million for going to be happy working with peo-
energy and $214 million for raw materials, totaling $500 million. ple from different countries when he
The items to be purchased included among others: signed on with the Bank May 22,
* Equipment: Ships ($20.5 million), civilian air transportation ($12 million), 1946--one month before the official
freight cars ($17 million), locomotives ($2 million), trucks ($3 million), Bank opening-though any doubts he
communications (radio and electric equipment, $1.9 million), harbors and had were quickly swept away once he
waterways ($34 million), electrical equipment ($4 million), coal mining started work. "We simply didn't think
equipment ($5.5 million). about where people came from," he
* Energy Producing Materials: Petroleum products ($60 million), coal ($120 says.
million).
* Raw Materials: fertilizers ($16 million), copper ($30 million), tin ($14 Going Downhill
million), synthetic rubber ($10 million), cotton ($35 million),jute ($10 million), "The first year was very uncertain.
fats (vegetable and animal fats for industrial use, $13.5 million) and chemicals Mr. Meyer (the first President) left in
($20 million). December. Then Mr. Smith, the Vice
Though the requested loan amount was pared in half, the relative amounts for President, died, and things seemed to
each category remained the same. U be going downhill in a hurry."

But the atmosphere improved when
Mr. McCloy arrived. "There was a
tremendous camaraderie. Everyone
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In 1956, The Firehouse, Headquarters of the Association of the Oldest Inhabitants of the District of Columbia, was still standing on the site that would

become the F building. The Firehouse was built in 1836. Photo courtesy of World Bank Archives

pulled together and things got done," The Netherlands Delegation at the

says Mr. Donovan. Bretton Woods Conference, had left a

"We were all on a first-name basis, post as Legal Adviser in the Office of

and I especially remember our Christ- the Financial Counselor of the Neth-

mas parties-which the staff paid for. erlands Embassy in the U.S. to come

Professor Varvaressos, the Executive to the Bank. When he retired in 1979,
Director from Greece, was a won- he had been for many years the Bank's

derful man, and would entertain us by Vice President and General Counsel.

playing the piano and singing carols. He happened to join at the time of

"At the annual picnic, Mr. McCloy the first Annual Meeting, and the law-

and Mr. Black would choose the base- yers were assigned to work with some

ball teams. They were both very in- Annual Meeting Committees. General
terested in the staff, and it was quite Counsel Chester A. McLain had told

something to hear the bantering going his staff that Annual Meeting work
on between the two of them. had priority, except for calls from real

"The word around town was," says estate agents.
Mr. Donovan, "that the Bank would
pay tax-free salaries." That set the Finding Housing
phones ringing all day and the secre- "New staff, who were trickling in

taries who answered them got tongue- from New York and Europe, were
tied saying International Bank for Re- having a difficult time finding hous-

construction and Development over ing," recalls Mr. Broches. "Mr. Mc-
and over again, for the name The Lain came from New York, and hav-
World Bank, though it occasionally ing just found a house, sympathized Edward Donovan Photo by Giuseppi Franchini

appeared in the press, hadn't come with the problems of his associates.
into general use yet. "Most people were attracted to

* * * doing something new and different, economic commands in occupied Ger-

Aron Broches, employee number but nobody was trying to force himself many and Austria.

70, arrived at 1818 H Street Septem- on the Bank," he remembers. "It was "Washington wasn't a very interest-

ber 23, 1946 to take up a position as hard to get non-Americans, and it was ing city in those days; it had fallen

one of six lawyers in the Legal Depart- typical that many came from the fi- asleep after the war. Many people ex-

ment. nancial sections of the Allied embas- pected the Bank would be located in

Mr. Broches, who was a member of sies or from the Allied financial and New York, but at the inaugural meet-
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ing in March 1946 in Savannah (Geor- recommending that the Bank insulate
gia), the United States said it wanted its loan agreements from local law,
the Bank in Washington. whether U.S. or other. The General

"That set off a battle royal between Counsel thought that was a good idea,
Fred Vinson, Vice Chairman of the and to this day the Bank's lending
U.S. delegation at Bretton Woods, instruments so provide.
who wanted the Bank located in "The French who received the first
Washington, and Lord Keynes, who loan were sensitive about a number of
wanted the Bank located in New points in the agreements, such as ac-
York. They didn't mince any words. cess to any part of their territory,
Vinson said something like: 'You're which the General Counsel put in-
invited to someone's house and then not because they would arise in the
you want to pick your room.' And case of France-but because he knew
Keynes said, 'I didn't want to come to we might need them in agreements
your house in the first place and now with other countries. It was clear we Jeanette Sanders Photo by Michele lannacci

I can't even choose the room.' While couldn't differentiate among coun-
the Fund was then more important in tries." the war, and I thought it was such a
peoples' minds than the Bank, the There were also quasi-constitution- humane and idealistic concept. I think
United States wanted both close to al issues. "After Eugene Meyer left, many people came because they be-
the Treasury and Congress and away and the Vice President died, but before lieved the Bank was doing necessary
from Wall Street." the new President had been named, and important work."

The United States Executive Director Mrs. Sanders worked at the United
said that, he, as the Executive Director Nations Relief and Rehabilitation Ad-
of the largest shareholder, would run ministration (UNRRA) before joining
the Bank. the Bank. After her early stint in the

"Chester McLain, the General Economics Department, she moved to
Counsel, said that was illegal and de- the Executive Directors' Office and,
cided to resign on principle, but he for many years, was in the U.S. E.D.'s
told us he hoped his staff would stay office. When she retired in 1980, she
on. One of my colleagues and I were was a Secretary to President Robert S.
also about to resign. With all the in- McNamara.
fighting going on, the Bank didn't She, too, remembers the Christmas
look like a worthwhile place to stay." parties and annual picnics. "The pic-

nics were very festive. The Bank would
Gave Up the Battle close for the afternoon and the staff

"At the 11th hour, however, the and their families, including children,
Aron Broches Photo by Michele lannacci U.S. Executive Director gave up the would gather in Rock Creek Park.

battle and left. So Mr. McLain un- There were many games and friendly
packed his books, and the Legal De- exchanges," she says.

If the Bank seemed to have a rela- partment settled down to work." "The tennis club brought Bank and
tively large number of lawyers, that * * * Fund staff together. We were a mixed
was what was needed at the time, says "I remember thinking, is this Bank group of professionals and nonprofes-
Mr. Broches. "The Articles of Agree- ever going to make that first loan?" sionals, and after our tennis games at
ment gave policy guidance but told us says Jeanette Sanders who started Oc- the Friends School on Wisconsin Ave-
very little about their implementation. tober 28, 1946. nue, we would all go to a Hot Shoppes
It fell to the lawyers to list (and some- "The Bank didn't have any prece- and chat for a while. We had a lot of
times to answer) the myriad questions dents and was being very cautious and fun together. There was a casual and
that had to be resolved before the investigative," she remembers. "In friendly atmosphere at all these gath-
Bank could start operating as a lender, those first few months, it seemed loose erings.
borrower and a manager of its own and not totally organized as far as "We were a diverse group, and yet
financial affairs. We did a great deal of operations were concerned." there was a close family feeling. We all
drafting in preparation for the first Mrs. Sanders came to work as a shared an idealistic attitude about the
loan, which was not made until May Secretary in the Economics Depart- Bank's work-that we were doing
1947. ment because "I was very interested in something which needed to be done

"I remember with some pleasure the fact that the Bank was in existence after the recent devastation caused by
writing a memo in November 1946 for reconstruction. It was right after the war." M
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For MC Consj June 16/86RE, C RD E-1227

World Bank Group Staff Association ExC/MC8t-2

1818 H Street, N.W., Washington, D.C. 20433, U.S.A. * Telephone: (202) 477-1234 * Cables: INTBAFRAD

TO: rA. a en P sident June 12, 1986

FROM: Donneve Rae, Chairp son, Staff Association

SUBJECT: Recruiting Staff on G-IV Visas

It has come to my attention that you and the senior managers will
be discussing the recruitment policy as it applies to 11-17 positions this
coming Monday.

I am glad the subject is to be reconsidered. When the Staff Rule
was drafted, the Staff Association strongly opposed the provision that re-
quired staff recruited into 11-17 positions to already be in possession of
a valid G-IV visa. Since G-IV status terminates upon employment, this
provision effectively barred expatriates from being recruited into the
lower levels.

We considered this provision a violation of the Articles of
Agreement which state in Article V Sec. 5 (d) that "in appointing the
officers and staff the President shall, subject to the paramount impor-
tance of securing the highest standards of efficiency and of technical
competence, pay due regard to the importance of recruiting personnel on as
wide a geographical basis as possible." Not only in that expatriate re-
cruitment would be excluded and therefore the geographical basis would be
considerably eroded but also because it is more expensive to the Bank to
hire persons subject to U.S. income taxes than it is to provide expatriate
benefits to holders of G-IV visas, and therefore the policy change does
not meet the efficiency test.

In our discussions we discovered the reason for the change was
that the U.S. Department of State objected to the Bank's recruiting prac-
tices. We firmly believe that the Bank should not succumb to such pres-
sure.

Not to maintain the position that whoever the institution wishes
to hire should be granted a G-IV visa, tacitly allows one member nation to
control eligibility for Bank employment. This is a very dangerous prece-
dent and one we feel should be strenuously avoided even if some inconven-
ience to the institution results. Informally, PMD and LEG have been sway-
ed in the execution of their duties by trying to maintain "good" relations
with the U.S. agencies they deal with routinely. We feel that even infor-
mally the Bank should take scrupulous care to preserve its rights and
immunities.



-2-

Finally, as a practical side, we wish to point out that this
policy exacerbates the recruitment problem. Due to the policy changes of

the past several years, most implemented to make the institution more
"cost-effective", the compensation package is unattractive to US nationals
because the tax allowance falls substantially short of actual tax expendi-

tures, is only marginal for green card holders because they no longer
receive home leave and now is closed to expatriates. In light of these

changes, we must ask how the Bank plans to meet its staffing requirements.

We hope that these views will assist you in your discussions and
we hope that the institution will not only revert to its original policy

but might consider making international recruitment the norm Bank-wide,

since COM believes that US taxpayers are the category of staff most costly
to maintain.

If you wish to discuss any of these matters I would be pleased to

speak with you at your convenience.
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THE WORLD RANK INTERNATIONAL I INANOL CORPORA ION

OFFICE MEMORANDUM
June 2, 1986

Mr. Nigel Roberts

FROM Jose Botafogo G., VPE

EXTFNSION 72466

SURJ(,T Report on ODA for the Development Committee: Mrs. Krueger's Memo

I suggest we postpone the discussion of this issue to a future
Managing Committee meeting for the following reasons:

a) Although the Development Committee at its April 1986 meeting
requested that the Bank prepare for the Committee's next
meeting a report on the volume of ODA flows forecast for the
period 1986/90, the Chairman of the Development Committee
suggested recently in a letter to Mr. Clausen and Mr. de
Larosiere a draft agenda for the next meeting;

b) One item of the draft agenda is the issue of ODA flows;

c) Before we discuss among ourselves and with the IMF the agenda
I believe it is premature to consider an outline of a study
on ODA flows;

d) In my briefing paper to Mr. Conable I indicated, as a
priority issue, the need to have his input regarding the
agenda for the next Development Committee meeting. I am
seeing him this afternoon. It will be very useful to take
into consideration his comments before we discuss and agree
on the nature or contents of background papers for the
September meeting;

e) I received last Friday from Mr. Burki a memo containing
suggestions regarding how to structure the ODA flows report.
Before approving it, I instructed him to contact ERS to
ensure that all relevant aspects, either political or
economic, have been taken into consideration before
undertaking the actual production of the paper;

f) In spite of my institutional responsibilities as far as the

Development Committee is concerned, I was not informed,
neither were any of my associates, of Mrs. Krueger's
intention to raise this issue in this meeting. I don't
consider this the right procedure, specially now that we are
meeting each other at very regular intervals.

cc: Mr. Clausen

P-1866
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May 23, 1986
EXC/MC86-21

HELP WANTED: $130,000 A YEAR SALARY; BENEFITS INCLUDE 5% LOAN

FOR PURCHASE OF A HOME; 4% LOAN FOR EDUCATION FOR YOUR CHILDREN; FIRST

CLASS TRAVEL; LIMOUSINES AND MORE!

IMPORTANT NOTICE: GRAMM-RUDMAN BUDGET CUTS WON'T AFFECT YOU

AND THE U.S. CONGRESS WON'T TOUCH YOU!

Dear Colleague:

Where can you find a job like that? Well, you could check with

organizations created by the U.S. government to provide help to the

foreign nations of the world. Send your resume to the International

Monetary Fund (IMF) or the World Bank. If you're an American applying at

the IMF, you'll find that 40% of everyone who works there is assigned a

salary grade with a mid-point of nearly $70,000 in equivalent American

pay grades.

All employees at the IMF are tax-free - that is, they don't pay

income taxes to their home country or to this country.

For that reason, U.S. citizens who go to work at the IMF have their

salaries increased by an amount equal to the U.S. taxes they owe so that

they, in effect, become tax-free as well. That is what I mean by

American pay grades.

Some 17 IMF employees are in a grade with an American top salary of

$149,000; 48 are in a grade with an American top salary of $137,000. 
And

67 employees are in a grade with an American top salary of $130,000. 
Are

you starting to the picture?

At a time of fiscal restraint, budget cuts and frozen pay at the

federal level, these agencies are giving salary increases on already

inflated salaries. Also, the mission of these institutions -- to help

underdeveloped nations -- would seem entirely inconsistent with the Wall

Street salaries and overly-generous fringe benefits that have been

created for those who are fortunate enough to be employed by them.

I am asking Treasury Secretary James Baker to compare salaries at

the IMF and World Bank and other organizations of similar nature to

salaries paid to federal government employees in our country.

The U.S. government and others which pay a generous amount of money

to these organizations have not been keeping track of how that money is

spent.

It's time to ensure that they exhibit the same kind of restraint

we're asking to be exhibited by our own in the federal government.

Sincere

Byron . Dorgan
Member of Congress
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THE WORLD BANK /INTERNATIONAL F INANCE CORPORATION

OFFICE MEMORANDUM For MC information
R E C O R D E-1227

DATE: May 6, 1986 EXC/MC86-17

TO: Members of the Managing Committee

FROM: Nigel Roberts OIx

EXT: 73585

SUBJECT: Distribution of Managing Committee Papers

In recent weeks this office has, on a number of occasions, been

asked to distribute papers to the members of the Managing Committee at the
last minute--sometimes as late as 7:00 p.m. on the Friday preceding a
Monday morning meeting. In many cases, Managing Committee members had
already left for the day, and it was thus too late to arrange for any

messenger service. As a result, we have received complaints.

I appreciate that there are often extenuating circumstances and

we certainly try to do everything possible to accommodate these. But I

would like to recall for the Committee the long-standing guideline under
which papers should, whenever possible, be sent to me for circulation at

least ten calendar days in advance of their consideration at a meeting.

The rationale behind this, of course, is that Committee members should be
given sufficient time to review an issue before discussion takes place.
This guideline still stands, but in the event of an unforeseen agenda item

I would request that papers be sent to this office no later than close of

business on the Thursday evening prior to the meeting. Otherwise, we may

not be able to ensure that all Committee members receive a particular

paper in time to study its contents.

MH:NR

P-1867
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THE WORLDI BANK /INTERNATIONAL FINANCE CORPORATION R E C o R D E-1 227

OFFIE MEMORANDUM
EXC/MC86-16

DATE: May 9, 1986

TO: Members of the Managing Committee

FROM: Nigel Roberts

EXT: 73585

SUBJECT: FY87 Financial Plans and Programs - Borrowing Plan

The attached note to Mr. Clausen and draft sections of
the upcoming FY87 budget document address planning and liquidity
issues posed by the IBRD Borrowing Plan for FY87, sent to you by
Mr. Qureshi for clearance under cover of his memorandum of May 5.
These draft sections provide the broader context for issues that
Committee Members may wish to discuss at the May 12 meeting under
"Other Business".

cc: Messrs. Rotberg
Wood

Vergin

P-1867



May 8, 1986

Mr. Clausen

Tom,

FY87 Borrowing Plan: Draft Board Paper

You have asked that we address the liquidity issue caused by
the recommended size of the FY87 borrowing program in the paper
presenting the FY87 borrowing plan. As I mentioned to you, it had
been our intention to provide full disclosure of this matter in the
FY87 budget document based on the judgment that this document is
the more appropriate vehicle to fully develop the needed background
of commitment and disbursement plans, as well as other planning
assumptions which are influencing the projection of net cash require-
ments which in turn determine the appropriate borrowing range.

Following the precedent set in previous years, we were planning
to rely on two cross-referenced Board documents which were to be
released at about the same time:

- The master document, i.e., the FY 87 statement of programs
and budgets (a draft of the relevant sections prepared by
FPA and cleared with Mr. Wood is attached);

- The borrowing plan setting out the details of the proposed
program in terms of instruments, currency mix and rationale
for the composition of the program.

The preparatory consultation with the individual Board members
would then make reference to both Board documents, and the formal
Board discussion of the borrowing plan tentatively scheduled for
June 12 as well as the discussion of the budget document scheduled
for June 17 would be fully informed by both papers. Also, as you
suggested, the presentation of the liquidity issue in the budget document
(para. 3. 04 of the attached draft) addresses the point that the liquidity
policy with its bracket of 40-45% for the liquidity ratio was never intended
to cope with the range of uncertainty that we are presently confronting.

Could we please have your guidance on the following options:

1. If you wish, we could enhance the paper setting out the
borrowing plan to include the material on planning assumptions and
liquidity which will also have to appear in the budget document. We
could also enhance the paper to defend the liquidity ratio resulting
from the recommended borrowing plan.



2. Alternatively, and this would be our preference, we could
stay on our present course but strengthen the cross references
between the two documents and ensure that they are issued and
clearly understood as tandem document.

3. As a variant of (2), we could go one step further and
instead of providing for separate Board discussion of the borrowing
plan on June 12, we could include the discussion of the borrowing
plan in the general discussion of programs and budgets on June 17.
We would not recommend that approach since we envisage that the
Board would wish to discuss the borrowing program separately from the
already rich June 17 agenda provided by other program and budget issues.

If you wish, these options could be discussed at the Managing
Committee meeting on Monday. In that case, you may want to circulate
the attached draft sections of the budget document to the Committee.

Hei Vergin

cc: Mr. Wood
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SECTION 3: IBRD/IDA Financial Plans and Program

IBRD Commitment Authority

3.01 The current estimate of the sustainable level of lending (SLL)l/

is about [14.51 billion. As Directors are aware, lending authority is

affected by foreign exchange movements since capital is conservatively

valued at the lower value of the SDR or the current US dollar. The above

SLL estimate is the result of the SDR valued at $1.17. Ff capital were

valued at $1.20635/SDR, the SLL would be about [$15] billion.2 /

3.02 As noted earlier, the commitment planning range for FY87 is $13.5

to $17 billion. The best estimate of the most likely outcome ($15 billion)

is very close to the SLL. If lending towards the upper end of the range

should materialize, it would be very desirable to have reached agreement in

principle on a general capital increase (GCI) before completion of the FY87

program. In any event, based on current expectations of lending in FY88,

agreement on a GCI (in the form of a specific recommendation by the

1/ The sustainable level of lending is the maximum amount of annual loan

commitments to countries that, under a certain set of assumptions, can

be sustained indefinitely (in nominal terms) without increasing the

loans disbursed and outstanding beyond capital and reserves.

2/ The SLL calculation also is sensitive to the assumption about the

long-term share of fast disbursing loans in the future lending

program. The estimates shown here assume a share of [18%]. The SLL

would be about [$200] million lower if the long-run share were 20%.
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Executive Directors to the Board of Governors) would be required by the

time of approving the FY88 lending program and budget.

IBRD Borrowing and Liquidity

3.03 A separate paper has been distributed on the borrowing results

for FY86 and the specific plans for FY87.
3/ Determining the size of the

borrowing program for FY87 has been particularly difficult. On the one

hand, the liquidity level and ratio going into FY87 are already high due

primarily to the lower than expected level of FY86 disbursements ($8.5 vs.

$9.3 billion), higher net income ($1.4 billion vs. $0.8 billion), and

downward revisions in projected future disbursements. On the other hand,

present market conditions and opportunities are favorable to lower costs

and longer maturities. In addition, borrowing plans must take account of

potential future growth in lending, since borrowing capacity needs to be

built up in advance of actual need and in an orderly manner. As a matter

of financial prudence, the Bank's borrowing program should be formulated in

such a manner so as to avoid a sharp step-up in borrowings and/or fall in

liquidity from year to year which could occur in the case of rapidly rising

lending and disbursements.

3/ Management's memorandum to the Board "IBRD Borrowing Plan for FY87",

R86- , dated May ,1986.
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3.04 Accordingly, we have planned FY87 borrowings with a view of

accomplishing an orderly phasing of borrowings over the next 3 to 5 years

during which both lending and disbursement levels are uncertain. More

specifically, borrowings over the next 3 years have been phased and the

planned range of the liquidity ratio is wider than usual so as to minimize

the risk of the liquidity ratio falling below 40% should disbursements turn

out to be close to high end of the range. In pursuing this phasing, we

would accept the risk that, liquidity could remain above 45% at the end of

FY87 if disbursements do not exceed the base case projection. It should be

noted in this regard that the current liqudity policy was not designed to

deal with the degree of lending and disbursement uncertainty that the Bank

now faces. The policy is scheduled for review during the course of FY87,

but pending that review, Management would propose to follow a flexible

approach on liquidity in order to take advantage of market conditions and

to assure that the build-up in borrowing capacity stays ahead of the

potential growth in financing requirements.

3.05 The proposed FY87 borrowing range is $10 to $11 billion over a 15

month period, i.e., including the $1 billion borrowing in FY86. Management

is recommending an $11 billion 15 month borrowing program. This would

result in a modest reduction in the liquidity ratio (from 50% at the end to

FY86 to 48% at the end of FY87) if the base case disbursement scenario is
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realized; under the high disbursement outcome the ratio would fall to 42%.

A $10 billion program would produce a liquidity ratio of less than 40% if

disbursements reach the upper end of the range. The $11 billion borrowing

program would be phased during the year in such a 0ay that it could be

reduced by at least $0.5 billion at mid-year if disbursements then appear

likely to be in line with the base case.

Disbursements and Borrowing Plans
($ billions)

FY86 FY87 FY88 FY89 FY90

Base Case disbursements 8.5 9.5 11.3 13.0 14.5

Borrowing program 9.6 a/ 10.0-11.0 10.5 11.9 12.5
Liquidity ratio (%) [5 0]a/ [3 9-4 8 ]b/ 45.0 42.5 42.5

a! Excludes $1 billion in advanced borrowing; including this amount in
FY86 would result in a liquidity ratio of 53%.

b/ The lower figure assumes an FY87 borrowing program of $10 billion and
the higher disbursement outcome; the upper figure assumes an $11
billion borrowing program and a base case disbursement outcome.

Net Income

3.06 IBRD net income in FY86 is now expected to be in the $1.3-1.5

billion range, compared to the $0.7-0.9 billion range ptojected in the FY86

Budget. This increase is due mainly to (a) the lower than projected

borrowing costs (7.3% present estimate vs. 8.8% Budget projection for the
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March 20, 1986

The Honorable

Barber B. Conable

P. o. Box 218
10532 Alexander Road

Alexander, New York 14005

Dear Barber:

It was a great pleasure to see you on Tuesday, and to have some
time with you discussing your impending arrival here at the Bank. Let me
say that I am looking forward to spending with you as much time as you need
over the next few months, in order to help you get acquainted with the
institution.

As we discussed, the Bank's Executive Directors are now engaged
in consulting with their governmental authorities and among themselves on
your nomination. It is my understanding that formal selection will take
place at a Board meeting on April 3rd. After that, you will receive a
visit froiw a delegation of Executive Directors consisting of the Dean of
the Board, Mr. Yamaguchi, and one other senior Executive Director. They
will make you a formal offer, and will discuss terms of service with you.
The Bank's General Counsel, Ibrahim Shihata, will also be present at this
meeting. The Board will then discuss and ratify your contract; I expect
that this final step in the process will occur around the middle of April.

After our Tuesday meeting, I decided to discuss transitional
arrangements with my senior management colleagues -- the eight other
members of our Managing Committee. We all agreed that the Bank owes it to
you to ensure that you have as smooth and informative a transition as
possible, and I outline for your consideration how we might go about
achieving this. First, I think .it would be both appropriate and efficient
if your formal briefing meetings with Bank staff were to be coordinated by
my office -- specifically by Nigel Roberts, the Assistant to the President,
whom you met on Tuesday. Without in any way wishing to impede your own
access to Bank staff, I would suggest that some kind of selectivity and
logical sequencing on our part would help to ensure that you meet the key
players, and have sufficient opportunity to discuss various aspects of the
Bank's work with them. As I have already mentioned, I look forward to
participating very actively in the briefing process myself. Second, we are
in the process of preparing written briefing papers for you, and these will
also be coordinated through my office. We will keep the papers as succinct
as we can, while covering the main institutional facts and issues with
which we feel you might wish to be acquainted at this stage. These papers
should be ready for you at the beginning of May. Third, we would like to
make available to you secretarial support and office facilities near to the
Bank, for whenever you require them; you would then have a base from which
to operate once you have moved back down here.
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On a more personal note, please don't hesitate to let me know if

there is anything I can do to help you and your wife settle in again.
Peggy and I are looking forward to asking you both around to dinner, and

will be in touch with you about this later.

Once again, Barber, it was very good to see you the other day.
I look forward to seeing you again next week, and to hearing your views on

what I have suggested.

Warm regards.

ince y,

A. . Clausen

President

bcc: Managing Committee Members

Mr. Wm. Stanton

NRoberts: sbp



FORM NO. 89
(2-83) THE WORLD BANK

Date
ROUTING SLIP March 20, 1986

Name Room No.

Secretaries of Managing Committee

Members

To Handle Note and File

Appropriate Disposition Prepare Reply

Approval Per Our Conversation

Information Recommendation

Remarks

EXC/MC86-14

Please replace previous version. My

Micom finger "missed a beat" in the subject

line.

Many thanks.

Sonia Benavides

From



- For MC Action by c.o.b. March 27/86-
R E C O R D E-1227

THE WORLD BANK
Washington, D. C. 20433

U.S.A.

A. W. CLAUSEN
President

CONFIDENTIAL

EXC/MC86-1 4

March 19, 1986

DECLASSIFIED
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Subject: Transitional Arrangements for Mr. Conable "BG ARCHIVL.

As you are aware, the period in which the Executive Directors and

their authorities consider the U.S. nomination of the new President is a
delicate one, and we will therefore need to be alert to the sensitivities

of the Board throughout it. The selection process is likely to take a
number of weeks to complete, with the key decision to select expected prior

to the Development Committee, or by mid-April at the latest. Reflecting on
our discussion this morning, I feel it would be inadvisable for a formal
announcement about transitional arrangements to be sent to staff prior to
the Board's decision to select. I would prefer, rather, that each of you

convey today's decisions down through your Managing Committee complexes in
an appropriate manner.

Let me summarize the relevant decisions:

a. All appointments to meet Mr. Conable should be made through the
President's Office, with tentative arrangements (for approval by
Mr. Conable, of course) to be coordinated by Nigel Roberts. We
should aim to set up the meetings in a logical sequence, starting
with Managing Committee members, and moving to those whom we feel
it is important for Mr. Conable to meet in the pre-July 1 period.

b. Likewise, all written briefing materials should be channeled
through the President's Office. Let me stress once again that
these should be brief, while covering the key institutional facts

and issues with which Mr. Conable needs to be acquainted at this
stage. In order to ensure coordination between Managing
Committee complexes, I would like an outline of each Managing

Committee complex briefing to be prepared by c.o.b. March 27. I

would also propose that the briefings themselves should be ready

in draft by April 30.

NR:sbp
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February 28, 1986

Dear Tom:

Thank you for your letter of February 24, 1986 in which you address
the fundamental issue of the balance between adjustment and financing in
the process toward economic growth. As you know, I am entirely in
agreement with your central point that the availability of additional
amounts of sustainable financing on appropriate terms is a favorable
factor for growth. Indeed, this belief was behind the strategy we
adopted in the wake of the debt service difficulties that surfaced a few
years ago. Of course, these observations must be supplemented by the
essential need to ensure that the resources are used efficiently, with-
out which no growth path can be sustained.

Basically, the iterative process to which you refer in your letter
seems reasonable; indeed, such a process is the one we have followed so
far to put together financing packages, in some cases, of an unprece-
dented magnitude. But as you know, we have also sought from the debtor
countries strong domestic adjustment programs because without them we
saw little probability of obtaining the external support that was
required. From our experience, and given the efforts already made both
by many debtor countries and by their creditors, I believe that we must
be cautious at this time in our assessment of possible financing
packages. We must avoid raising unrealistic expectations on the part of
the countries involved and we must also avoid giving the impression to
the sources of capital that our demands are out of reach.

The iterative process that you describe will inevitably have to be
followed in some fashion. Its objective will continue to be, of course,
the attainment of a higher level of financing than would be available
without the support of our two institutions for the member country's
adjustment effort. Looking to the future, the challenge that we con-
front is a multifaceted one. We need to agree with our borrowers on
high quality medium-term adjustment and structural programs, as you
note. At the same time, we need to see that external financial support
is rallied for those programs and we must seek this support by influen-
cing not only the level but also the composition of capital flows.
External resources on an appropriate scale and a more sustainable
structure of capital movements are ingredients that must accompany the
adjustment and structural efforts of indebted countries, if those
efforts are to bear fruit. Use of different scenarios with more or less
(but in all cases viable) external assistance can help creditors and
donors to assess better the consequences (on growth) of a particular set
of external assistance levels.
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You refer in your letter to Mr. Baker's proposals. I believe that
the above observations go to the heart of those proposals in stressing
that additional amounts of external resources, on a sustained basis,
together with their productive use will allow countries to reach high
growth rates. I believe that the close interconnection between
efficient policies and external support cannot be overstressed:
efficiency and growth are in the event the best means to stimulate
autonomous flows of direct investment which are required to help
economies to continue on a high growth path and at the same time reduce
their reliance on foreign debt financing.

I will be happy to meet with you to discuss these issues as soon as
it can be arranged.

Sincerely,

J. de Larosiere

Mr. A. W. Clausen
President
World Bank
Washington, D.C. 20433
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mr. Arthur Dunkel
Director-General
General Agreement on
Tariffs and Trade (GATT)

Centre illiam Jappard
Tue 40 Lausanne 154
CH-1211 Geneva 21
Switzerland

Dear Arts

I am writing to explore with you whether and how developing
countries undertaking to rationaliSe or liberalise their regimes in
the near future can gain "creditw for such actions in the context of
the new round of multilateral trade negotiations likely to be under-
taken within the GATT.

As you know, The World Bank has been providing increasing
support to the trade liberalization efforts of its vmbers, with
structural adjustment loans and other policy-based lending. Develop-
ing countries can obtain igportant gains in efficiency and growth
through the rationalization and liberalization of their own trade
regimis. In parallel, the Bank has tried to promote enhanced
developing country access to developed country markets. For this

Purpose, in our policy pronounments we have stressed the Impor-
tance of reductions in the trade barriers of industrial countries,
especially on products of interest to developing countries. Con-
tinuing debt servicing difficulties encountered by many developing
countries have raised the urgency of worldwide trade liberalization.
Developing countries can only hope to maintain service on their debt
if their exports expand within an environment of freer international
trade.

The Bank ha. also supported the initiation of a new round
of Multilateral Trade Negotiations (MTN) because we feel that a new
round can make a useful contribution to liberalizing world trade. We
have indicated that developing countries should participate actively
in such a round and, consistent with their development tatus, e-
change liberaliing concessions on a reciprocal basis with industrial

... 2..
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countries. We have felt that the willingness of developing countries
to liberalize in this manner will be a constructive step in its own
right as well as contribute to improving their access to markets of
industrial countries.

At present, we find that certain developing countries, which
are likely to be active participants in the future multilateral trade
negotiations, are reluctant to implement urgently-needed trade reforms.
These countries fear that by doing so they will give up some of the
bargaining leverage they would need during the new round, in order to
improve their access to markets of industrial countries. As the M
process is likely to yield results only after several years, reforms
which are needed to encourage structural change today may well be
significantly delayed.

We think that one way to encourage early action on trade
reform by developing countries is for industrial countries to provide
some assurances that developing countries will receive credit in future
bargaining under the M for the liberalizing actions they take now.
While the amount of "credit" would have to be negotiated later, the
recognition in principle that such credit should be given could be
helpful to developing countries considering trade reforms at present.
I understand there is precedent for this concept - Ocredit was, you
will recall, extended by the U.S. to some Latin American countries
during the Kennedy Round. The form of' the credit and the technical
aspects of implamenting it are obviously GATT matters, which you are
much better able than I to make judgements about. Howover, if you
consider this to be a useful idea, X would like to have your views
as to how and in what fora it can be pursued further. Perhaps the
Develcpment Committee meeting in April would be a useful forum in
which the issue could be raised.

The World bank is not wedded to the idea of Ocredit as the
only means of addressing a problem we believe is now starting to emerge.
We welcome any suggestions you have which will promote early action by
some developing countries to liberalize their trade, and will at the
same time not undermine their bargaining power in future multilateral -
trade negotiations.

I have discussed our views with Jacques de Larosiere. The
rund, as you know, is very much committed to the same open trade policy
stance as we are. jaoques expressed his support for any initiative that
would promote early and effective trade liberalisation.

Warm regards.

Sincerely,

A. W. Clausen
hocx Mr. de Larosiere President

Mrs. Krueger

Cxichalopoulos:MH
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February 24, 1986

Mr. J. de Larosiere
Managing Director

International Monetary Fund
Washington, D. C. 20431

Dear Jacques:

In recent staff discussions on a number of papers being
produced in the Fund and the Bank, a basic issue seems to have sur-
faced which I think we ought to discuss as soon as possible. The
issue affects how we reflect the role of our two respective institu-
tions and how we deal with our members in the context of their debt
and adjustment problems.

The core of the issue was best described in a recent note
from Mr. Guitian which said:

"I doubt that growth can be 'willed' ex ante or
that it can be assured only by financing, as seems
implicit by the additional reference made to an
early agreement between the Fund'and Bank on the
likely resource implications of such growth. As
you know, we typically stress the importance of
working within existing resource constraints (an
approach that places the emphasis on efficiency)
instead of targeting growth and external needs
(an approach that underscores financing)."

Without wanting to highlight the comments of one individual,
or quote out of context, I believe this statement underlies a number
of specific issues which have emerged recently. I agree, of course,
that growth is not a matter of willpower and I certainly won't argue
that it can be achieved by simply adding external financing. However,
it seems to me that the essence of Mr. Baker's proposals, with which
we entirely agree, is precisely that higher growth rates are an
essential part of the adjustment process and that such higher growth
rates, in the context of a satisfactory adjustment program, require
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additional external capital. I thought we had agreed that in developing
medium-term adjustment programs for discussions with our borrowers, we
would seek an early agreement between the Bank and the Fund on likely
resources available. This does imply an iterative process with the member
in case the anticipated external resources cannot be raised and additional
measures or a reduction in the growth objective may become necessary. It
is understood, of course, that at any one time one must work within exist-
ing resource constraints but the question surely is at what point one de-
cides what these constraints are. By deciding too early, we do not test
the flexibility of response of the commercial banks and other sources of
finance, nor do we provide an opportunity to the country to state the
benefits to its creditors of a more rapid growth scenario even if that
involves additional external financing in the initial years. This is
not a choice which we believe ought to be pre-empted by technical staff.

In order to make sure our staffs are properly guided on this
matter, I suggest we get together to discuss it as early as possible.

A. 1. Clausen
President

BC: Managing Committee
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While this was not the final discussion of the use of the resources

of the Special Disbursement Account (SDA) and further work still needs to

be done before we reach general agreement on this matter, I think 
it would

be helpful to Directors, management, and the staff if I were to indicate

a few general observations and some specific operational points 
I have

gathered from this most interesting debate.

General Observations

Many Executive Directors remarked first, 
that, whatever the prefer-

ences of some may be, the clear mandate given the 
Board by the Interim

Committee last October must guide the practical 
decisions on the use of

the SDA.

Second, Directors agreed that the resources of the 
SDA should be put

to good use. The need for growth in the poorest countries is to clear and

their balance of payments problems so deep-seated that structural changes

in a medium-term policy framework are called for; that SDA resources must

be geared to such medium-term programs was 
clearly indicated by the

Interim Committee.

Third, many Directors stressed 
that the modalities of the precise

arrangements for use of the SDA should be practical and flexible.

Fourth, it is essential that our work on the use of SDA resources

should be completed before the n meeting of the Interim Committee and

that any unnecessary delays in implementing the use of SDA resources

should be avoided. The problems of many potential recipient countries

are indeed so serious that a. quick

Finally, many Directors 
'expressed their appreciation 

for the views

an oaly pt forard by 
both Mr. Mtei and Mr. Dallara.

and proposals Put forwar

Operational Issues

1. Eligibility for use

Executive Directors confirmed the view that all low-income countries

eliibl fo ID reouces that are in need of such assistance adfc
eligible for IDA resource t1tael sw indeed be eligible to use

protracted balance of payments problems will 
indeed India for having

SDA resources. Directors again commended China 
and Idafrhvn

commitedteselvesto refrain from 
using these resources.

committed themselves t

The staff analysis of possible determinants of Protracted balance of

payent dificltis wson the whole, considered to be 
useful, but

payments difficulties was tha the criteria suggested by the staff 
should

several Directors stressedta
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not be applied in a mechanical way. Rather, flexibility will be needed
in assessing, on a case-by-case basis, the position of individual countries
making requests. A number of Directors particularly emphasized the need
to take a broad view of the notion of "protracted balance of payments
problems" and advised against indicators that were too simple or mechanistic.
In particular, I noted the relevant questions relating to those countries
having serious balance of payments problems that may not be protracted in
the sense defined by the staff, owing to the implementation of appropriate
adjustment policies in the past. Directors enjoined the management and
the staff to consider such questions carefully when examining any request
received from an IDA-eligible country. Also, it was noted that given the
volatility of external circumstances, a reconsideration of a country's
position could well be called for over time.

2. Commitment and disbursement of resources

The concept of a three-year commitment covering successive annual

programs was broadly supported. The possibility of enlarging those
couimitments as experience with actual Trust Fund reflows and SDA disburse

ments unfolded was also widely accepted. On the whole, I perceived that

many Directors considered that the assumptions made by the staff to

calculate the initial commitment of resources might be too cautious; many

Directors urged that substantial accumulation of unused funds be avoided.

In that regard, Mr. Lankester's proposal for larger initial disbursements

under the facility, with perhaps a.first-year disbursement of about

20 percent, in order to' encourage members to utilise SDA resources at an

early stage, has been widely supported.

3. Conditionality

This is a difficult subject, but I think we all agree that the

deep-seated nature of the problems calls for the formulatonby a edin

term policy framework. Indeed, that was the position taken by the Interim

r Coimi~tee.Directors generally agreed that reform prograSsolcveCommitttee. Diretor goealyarf anal financial
a time span of three years, incorporating a series o 

annu

programs.

Views differed on the content of the objectives to bepursued and

the precision with which objectives were to be 
defined. several Directors

tpefredod be set in qualitative terms, but

preferredthat t he objectivs shoul bbmong toward the following
the majority of the Board'appeared to be movingtwrthfolin

principles:

Fist, no perforance riteria in the usual sense of the 
word

should be requested.

Second ,indicators--be they called 
benchmarks or otherwise--were

needed both to define a structural reform, and to enable evaluation
of te pogrss nde a rogam.In this connection, it would be

of the progress under a program. asnee o anging circumstances

important to adapt annual programs as needed to ch

in the framework of a medium-term policy.
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Third, to the extent possible benchmarks should be quantified.

As for the timetable for monitoring programs and the disbursement of
funds, I perceived today a rather strong drift toward annual reviews. I
agree with what the staff had to say on initially closing financing gaps
and thereafter securing additional financing to cover gaps so that SDA
resources indeed support the members' adjustment efforts.

4. Fund-Bank collaboration

Directors generally agreed that, given the need for a comprehensive
policy approach and the structural nature of the problems facing low-income
developing countries, close collaboration between the Fund and the World
Bank is necessary. They also agreed that the staffs and managements of
the two institutions must remain in close contact at early and subsequent
stages of discussions with countries.

I think it is fair to say that there was widespread support for
the modified U.S. proposal, as further commented upon by Mr. Dallara, so
far as that proposal concerned only Trust Fund reflows and not the use
of the Fund's general resources and it being understood that Fund SDA
programs would be negotiated and approved separately from possible
individual World Bank programs. Directors generally considered that the
framework policy paper, which constitutes th operational core of the
U.S. proposal, should not be overly precise, and that the timing of
joint missions should be adapted to the particular circumstances of the
case and to the timetables of the Bank and the Fund. As far as the Fund
is concerned, there are already a number of Article IV consultations and
negotiations or reviews of the use of Fund resources, and so on. Appro-
priate procedural modalities will, of course, have to be put into place
after the World Bank has considered its position vis-A-vis the U.S.
proposal. Whatever the final modalities of collaboration between the
Fund and the World Bank, clearly three things have to be kept in mind:

First, no crossconditionality should result from such pro-
cedures. And I can reaffirm this after having heard Mr. Jayawardena's
intervention.

Second, the two institutions--whatever the modalities of their
operation--must preserve their respective mandates and expertise.

And, finally, some flexibility must be maintained in the specific
working of these arrangements. In that connection, Mr. Lankester
put forward the interesting idea that, while in some cases the Bank's
Board might not take a position on the framework paper at the very

outset or until a program with the Bank was requested, the Fund's
Board could proceed with a request for SDA resources, considering
the policy framework after it had been agreed with senior management
in the Bank but prior to the Bank Board's approval, thereby satisfying
the notion of a "joint framework policy.
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5. Additionality

It was noted that one of the potential advantages of closer collabo-
ration between the Fund and the World Bank would be the achievement of
true additionality. However, a number of Directors said that true
additionality did not mean simply earmarking existing resources for the
purpose of "matching" Trust Fund reflows but would require making addi-
tional resources available. It was pointed out that true additionality
was, of course, a difficult notion to define without knowing what comple-
mentary World Bank resources would be available. Nevertheless, it should
be put on record that several Directors urged that members of IDA should
go beyond $10-10.5 billion for the Eighth Replenishment if the notion of
true additionality was to be respected. Also, a number of Directors
remarked that the concept of an integrated or common view of a country's
medium-term prospects and programs could be useful to others, such as
consultative groups or bilateral donors, in their planning and thus could
help to catalyze further financing.

The Board agreed that toward the end of 1988 these procedures and
policies should be reviewed in the light of experience.
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At the outset let me reiterate the principal position of this
chair regarding the use of resources of the SDA and which, basically,
has not changed from what I had stated last September when the Board
first discussed the issue. It is our view that the resources of the
SDA should be made available to the low-income countries with the
greatest need for concessional financing, no access to financial
markets and which have been facing persistent difficulties In their
BOP on terms and conditions similar to those of the original Trust
Fund. This position is quite consistent with the 1980 decision on
use of resources flowing from the Trust Fund repayments.

Before expressing my views on the specific issues contained in
the staff paper before us, I would like to state that I found many of
the staff proposals in the paper in complete contrast to, and represent-
ing a major departure from the letter and spirit of the Trust Fund and
the terms and conditions whjch have governed its operation, parti-
cularly its quick disbursing nature and the requirement that It should
have low conditionalities.

On the question of eligibility for use of the SDA resources,
I have no major difficulties In accepting the staff approach of using
per capita income supplemented by objective indicators to assess a

country's balance of payments difficulties, including those related
to current account behaviour and availability of external financing.
However, we must accept that for many developing countries we have by
now passed the stage of arguing about the severity of their balance of
payments difficulties. This is clear in that almost all the objective
indicators enumerated in the staff report that will guide the decision

on the determination of el-igibility in fact characterize the economic
situation of a large number of developing countries. It makes practical

sense that in this matter the Fund procedures should not mechanically be
applied, and, therefore, I would urge for flexibility in the application

of these criteria In Individual cases so that no deserving country is
excluded.

It is understandable that resources can be disbursed only when
they are available. However, It is important to stress here that the

pressing needs of eligible 6ountries for financing In support of their



adjustment effort call for an early commitment, quick disbursement
and reasonable assurance of flows over the medium term. The amounts
and timing of the reflows are known with a high degree of certainty,
and therefore commitments could be made to qualifying countries with
reasonable assurance. Without such assurance of financial flows the
task of planning and implementing adjustment over a medium term will
become extremely difficult. As has been mentioned by the staff,
committing funds from SDA resources in support of medium term
adjustment efforts, would encourage national authorities to press
ahead with their adjustment initiatives.

However, while the medium term Is acceptable as a time span in
which to promote structural adjustment, we must learn from our
experience with the EFF which has not had much success because of the
rigidity of its "three year program". Realising this, the staff has
proposed that financing be provided on -the basis of "one year structural
adjustment within a three year time-frame". I would stress that programs
be drawn up In a flexible way to respond to the changing circumstances
of individual countries and unforeseen developments beyond national
authorities' control If rigidity is to l4e avoided.

Regarding amounts to be committed to individual qualifying countries,
I have no major difficulty with the staff suggestion to determine potential
commitments on the basis of members' quotas. While I can understand the
staff's concern regarding uniformity of treatment of all potential users
and the need to ensure availability of resources to provide assistance to
members that may qualify after a considerable delay, the assumption that
all eligible countries would' qualify immediately following the initiation
of operations by the facility may not be realistic. It is more likely
that all potential users may not simultaneously qualify and there is a
possibility that some eligible countries may delay their requests to see
how things develop before applying. Moreover, technical and administrative
work might take considerable time before a program can be approved by the
Board. Therefore, the approach suggested by the staff in determining
initial amounts for all eligible countries at 15 per cent of their quotas
is likely to result in accumulation of uncommitted and undisbursed idle
funds in the SDA at a time when the urgent need is for increasing
financial assistance to the countries that qualify at an early stage.
These considerations would argue for a commitment level higher than
what has been proposed by the staff. The stretch of disbursement
over three years as sugqested in the paper would result in annual
disbursements which might be too little to provide any meaningful
support.

In my view, one of the Important reasons why most Fund-supported
adjustment programs have failed to produce the desired results - at
least in African countries - is the lack of adequate financing at the
right time. Financial support for adjustment efforts has been "too



little, too late", thereby making social and political costs of
adjustment well beyond what the adjusting countries could bear. It is
important that we avoid repeating the same mistakes this time, and ensure
that a meaningful financial sipport is provided at the right time to
qualifying members. I would therefore propose an initial commitment rate
of about 60 per cent of members' quotas to be disbursed over two years
rather than three as suggested by the staff. While this proposal might
result in over-commitment of funds relative to the inflow of resources
to the SDA, for the reasons I have already mentioned, It is not likely
that difficulties would arise when it comes to actual disbursement.
In my view, this would be a better way to proceed than the piecemeal
approach suggested by the staff which proposes to make minimal initial
commitments and then consider further enlargement in the future, and
which carries with it the danger of repeating the "too-late, too-little"
syndrome. Actual disbursement should be made annually on the basis of an
economic program to be presented by th'e authorities. Progress under
the program can be reviewed at the end of the year at the same time
when the second year program is discussed. This would be in accordance
with the spirit of the original Trust Fund.

I now turn to the area of my major concern, and which has been
highlighted in the instructions I received from my authorities. This
is the unacceptably high level of conditionality proposed by the staff
to be attached to the use of the SDA resources as detailed on pages 16
to 18 of the paper. We all agree on the need to ensure that adjustment
is taking place and appropriate safeguards for the effective use of these
resources are in place. However, if there is one lesson we could learn
from years of experimentation with adjustment programs In Africa, it is
that deflationary demand management policies and repeated devaluation
of domestic currencies without giving due consideration to the rigidities
prevailing in those economies have been a major cause of program failure.
What is needed Is structural adjustment programs designed in the context
of medium and long term framework, stressing growth elements through
rehabilitation of existing production capacity and its expansion.

Let me stress here an important point. The structural nature of
the rigidities inherent in our economies and the depth of the imbalances
therein require that the analysis of each country's situation be objective.
It is also necessary that medium term projections be made and the various
options explained to the authorities, together with all their implications.
There are no ready-made solutions to Africa's problems because every country
has some special characteristics and requirements. Patience and objectivity
are therefore required in working out appropriate "policy packages"
and this can only be done with the full and active participation of
the authorities - an element which has been lacking in many African
programs.. If reason is required to support this statement, then I
can do no better than quote Mr. Dallara on page 3 of his informative



buff of January 23 on "Issues in the Implementation of Conditionality",
where he says:

"Without the willinoness and capacity of national authorities
to support and implement policy changes, external efforts to
encourage such changes are unlikely to succeed regardless of
the 'techniques of conditionality'".

A comprehensive structural program which has been formulated
with the active involvement of the authorities will usher in a new era
of cooperation as far as the Fund, World Bank and bilateral donors are
concerned. Any effort that is made towards that new era is worthwhile
and we can best do so not through pious hopes or issuing detailed
blueprints but by recognizing local knowledge and experience which
exist and by encouraging pragmatism and cost-effectiveness.

I do not think one is being very realistic by prescribing that
policy reforms can be implemented within a fixed timeframe of six-
monthly intervals. This approach will only promote paper implement-
ation under which governments will be issuing sessional papers, draft
states and administrative decrees just to conform with the benchmarks.
It is the overall commitment of the authorities and the general direction
they are pursuing that are important not the speed as measured in monthly
terms. Nor are all these stipulations appropriate to a facility which is
to be governed by the conditionality of the first credit tranche only.
What the staff has done has been to adopt the extremely high conditionality
attached to the use of upper credit tranches and they have acknowledged this
on pages 19 and 20. In fact, the proposed program and monitoring mechanism,
if accepted, would make the use of the SDA resources even more conditional
than the use of Fund resources under a stand-by or EFF arrangement. Let me
reiterate that the proposed conditionality for the use of the SDA resources
is inconsistent with the spirit and letter of the Trust Fund, and is
unacceptable to my authorities most of them being potential users of the
SDA funds.

It should also be emphasized that the needed financial support to the

adjustment effort of the users of the SDA resources is much greater than
what the available resources can provide. I fully agree with the staff that
"use of these resources will be fully successful only if they catalyze a
substantial flow of other resources on appropriate - most often, highly
concessional - terms". Therefore, substantial financing from the World
Bank and donor countries, and from other creditors would appear to be
essential for the success of adjustment. It is crucial that creditors
and donors provide financial support in the form of refinancing,
rescheduling and other forms of debt relief over a number of years.

I have considerable difficulties with some of the operational
considerations proposed by the staff. I have already stated my



opposition to subjecting the use of the SDA resources to the same
type and level of conditionality and monitoring techniques attached
to usual Fund arrangements, particularly of higher credit tranches.
I am therefore against using performance criteria specified under
Fund stand-by and EFF arrangements to serve as "benchmarks" for
monitoring progress under the SDA arrangement. I have already stated
my position that disbursement should be made annually and on the
basis of annual economic program agreed upon with the authorities. It
is also our view that countries using Fund resources under Upper Credit
Tranches or having SAL with the World Bank should have automatic access
to SDA resources on the basis of a brief description by the staff of
the country's performance. I am also concerned about the way the Fund
intends to treat the so-cal led "prolonged users" of Fund resources.
It Is my view that the Fund should not abandon any of its members or
deny them the use of general resources so long as the member is meeting
its obligations just because its recourse to Fund assistance has lasted
a number of years.

Now on the Issue of Fund-Bank collaboration. There is no doubt that
collaboration between the two institutions is necessary if consistency
and complementarity between their programs in borrowing countries are to
be ensured. So far as Africa is concerned, close Fund-Bank collaboration
Is already a fact of life and the sub-Saharan Africa Facility has Imposed
an even stronger relationship between the two Institutions. It Is clear
that some people want to see even closer ties between the two and because
of this a word of caution may be in order. The Fund and Bank are different
entities, and collaboration must not lead to impairment of the distinct
roles of either institution%- Nor should collaboration give rise to
unnecessary complication of relations with member countries, or slow
down the decision-making process or introduce elements of inflexibility
and cross-conditionality which all developing countries have opposed.

Indeed, in this connection, it is necessary to draw the Board's attention
to paragraph 9(b) of the interim Committee's communique which stresses.
among other things, the need to avoid cross conditionality.

This leads me to the U.S. proposal which my authorities find fairly

encouraging. They consider the proposal as indicative of an increasing
attention by the U.S. Administration to the plight of the poorer countries

of the world. They support the basic objectives of the U.S. proposal
which, according to them, is an attempt to promote adjustment programs

geared toward sustained economic growth. In principle, they consider the

U.S. ideas as representing movement towards exploring possible avenues
to assist low-income countries with protracted balance of payments problems.

I note that the U.S. authorities in the latest version of the proposal have

tried to respond positively to some of the concerns expressed by this chair

and others on previous occasions. Despite the revision, I still have major
concerns and reservations on the proposed approach. Indeed, my authorities

believe that the IMF by its nature and in particular the Trust Fund reflows



through the SDA is not the right forum for prov.iding the financial support
needed to promote the growth and development objectives that the U.S. and
ourselves are trying to achieve in Africa. In our view, the World Bank and
the already existing facilitie3 such as IDA and the Special Facility for
sub-saharan Africa are the right vehicles to promote economic growth.

Coming back to the specifics of the U.S. proposal, I would like to
offer the following brief comments. First, although the idea of jointly
negotiated programs by the Fund and the Bank is no longer explicitly
required in the latest version of the proposal, my authorities consider
that the initial concept of joint program has been maintained and the
seeds of cross-conditionality remain in the suggested "policy framework".
A joint mission from the two institutions visiting a country to discuss
and draw up an acreeable "policy framework" and then jointly produce a
paper to be simultaneously discussed and approved by the Executive
Boards of the two institutions is not, .in essence, much different from
jointly negotiated programs. We would prefer the two institutions to
act separately in promoting the type of adjustment they usually support,
while continuing the present practice of including their staff members
on each other's mission and to report the views of the said staff in
papers to their respecfive Executive Boards.

Secondly, apart from the element of cross-conditionality, my
authorities also believe that the economic program suggested in the
U.S. proposal to accompany the use of the SDA resources will make
such use highly conditional. In short, the same objections I raised
against the degree of conditionality as proposed by the staff which
goes well beyond the first oredit tranche apply to the U.S. proposal.

Finally, my authorities note that, while the proposal mentions the
possibility of mobilizing resources from other sources, there has been
no clear commitment from anyone regarding these additional resources.
In fact, my authorities are disappointed to note that in contrast to
the other U.S. initiative on debt strategy the present approach aims
at lumping together already existing resources readily available to
potential users and in the process makes the use of such resources
extremely conditional, and do not provide any additionality within the
Fund though we have noted "some encouraging signs" of possible additional
resources under the World Bank Group and bilaterial sources. We have
also noted attempts to subject bilateral aid to the high conditionality
contained therein. In view of all this we would recommend that SDA
resources be administered in accordance with the Trust Fund instrument
as originally intended. We find the U.S. proposal as containing so
many new features and characteristics as to require a separate facility
of its own to be established with additional new funds. When the
facility is in place new criteria can be formulated for it along the
lines of the U.S. proposal or whatever may be agreed. Perhaps this



can be considered In the context of the proposed United Nations
International Conference on the Economic Plight of Africa which is
scheduled to take place next May. I should also recall here that the
Development Committee Is expected to consider a report on the resource
problems of the region in its forthcoming meeting. We all know that
the installation and implementation of far-reaching economic programs
that will have the effect of bringing about structural changes in the
economies of Africa require quite massive resources, among other things.
Such coordination of efforts In our view is necessary for the impending
exercise to be credible and to provide assistance of the needed magnitude.

To sum up my position, the SDA resources should be used In
accordance with the Trust Fund instrument and therefore should remain
a quick disbursing and low conditionality facility. To facilitate
growth in Africa larger resources from IDA, the World Bank and bilateral
donors are needed and In the context of an International concerted
effort.
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WBGARCHIVES Statement by Mr. Dallara on the
Use of Resources of th, Special Disbursement Account

Executive Board Meeting
February 11, 1986

Introduction

At the Seoul Interim Committee meeting, Secretary of the

Treasury Baker stated that the United States was prepared to

consider a bold approach concerning use of the resources of the

Special Disbursement Account (SDA). This approach was aimed at

fostering growth, adjustment and development in countries elig-
ible to use Trust Fund reflows through enhanced Fund/Bank col-

laboration in the formulation and implementation of comprehensive
economic programs which could catalyze additional financing.

The Interim Committee provided us clear guidance on the use

of the Special Disbursement Account resources, indicating that
these resources, which might be supplemented by other funds,
should be used to provide additional assistance to low-income

countries with protracted balance of payments problems. The

Committee also decided that the assistance should be made avail-

able to countries "implementing economic programs designed to

promote structural adjustment and growth in a medium-term frame-

work." Furthermore, the Committee stated "given the emphasis on

structural adjustment, it was important that the Fund should work

in close collaboration with the World Bank, whilst avoiding
cross-conditionality." The Committee asked the Executive Board

to complete its work on this matter before its next meeting.

The task before us is to translate that general guidance

into specific procedures and policies. It was with that objec-
tive in mind that my authorities condccted a series of consulta-

tions with other members to discuss -te U.S. approach to this

issue. The result of these consultations is a modified U.S.

proposal that preserves the basic thrust of the original concept
of providing financing in support of growth-oriented comprehen-

sive economic programs, which address both macroeconomic and

structural problems through a collaborative effort involving the
member countries, the Bank and the Fund.

At the same time, the modified approach responds to a number

of concerns raised during our consultations. In particular, an

effort has been made to find an appropriate balance between the

need for closer Fund/Bank collaboration on the one hand, and the

need to avoid undue delays and preserve the unique functions and

mandates of the two institutions, on the other hand. I believe

that we have found that balance in our modified proposal. it is

fully consistent with the guidance provided by the Interim Com-

mittee and the basic approach contained in the staff paper.
However, it does put forward some precise modalities which can

enhance Fund/Bank collaboration and the prospects for catalyzing
And Anri usinn more effectively additional financing.
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This statement does not comment on a number of issues

covered in the staff paper, but rather focuses on issues arising,

in particular, in connection with our proposal. I will make

additional comments, as necessary, on the staff paper at the

Board meetina.

Before outlining the various elements of this approach, I

would like to address briefly two important issues that have been

raised. First, the particular modalities for Fund/Bank

collaboration contained in our proposal are presented within the

context of the use of reflows to the SDA, and not for broader

application to Fund/Bank relationships involving use 
of the

Fund's general resources. Second, members have raised questions

concerning what additional resources would be available from the

World Bank group and bilateral sources to support these economic

programs. The availability of resources from the World Bank

group is a matter to be decided by the World Bank and its

donors.

Recent discussions of the IDA Deputies offer encouraging

prospects for an IDA contribution comparable to the amounts

provided by the SDA resources. However, such an outcome will

depend, inter alia, on the willingness of recipient countries to

adopt comprehensive economic programs supported by effective

Fund/Bank collaboration, such as that embodied in our proposal.

I am of the firm conviction that our approach can involve

"additionality" for countries prepared to adopt such growth-

oriented programs, compared to financing that would be available

to such countries in the absence of such an approach. Additional

information concerning the amounts, types, and effectiveness of

multilateral and bilateral financing in support of these programs

is provided below.

The Modified U.S. Proposal

The following discusses important aspects and characteris-

tics of the U.S. proposal for use of resources of the Special

Disbursement Account.

1. Policy Framework

Policy Framework Paper: A key element of the proposal we

have put forth is the policy framework paper. A mission, con-

sisting of Fund and Bank staff, would work with a country elig-

ible for use of SDA resources to develop a Policy Framework.

This framework would involve an analysis of economic problems 
and

prospects in a medium-term framework, and the formulation of con-

sistent and supportive broad macroeconomic and structural policy

objectives. The framework paper would outline priorities 
for

attention and action and provide a broad perspective on how

policies and actions, that are optimally interrelated as to

timing and content, can enhance prospects for growth and adjust-

ment in the medium term. Furthermore, it would contain Fund and

Bank staffs' assessment of the country's financing needs and
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possible sources of finance to support comprehensive economic

programs, including indicative levels of financing from the SDA

and the World Bank group.

Timina: A number of Directors have expressed concern that

this approach could result in lengthy delays in disbursement of

SDA resources. We believe that the U.S. approach can be imple-

mented in a way which streamlines the process of putting SDA

programs into effect and limits additional administrative

costs. Every effort should be made to take advantage of existing
Fund procedures. Development of the Policy Framework might

ideally coincide with IMF Article IV consultations, in that the

Article IV consultations already cover much of the groundwork

that would be needed for a framework paper, particularly in the

macroeconomic areas. In these circumstances, we would envisage

that a Bank team could join the Fund team following the Article

IV discussions in order to develop the framework paper. The

framework paper subsequently could be reviewed and approved by

the Fund Board on the occasion of the Article IV discussion in

the Board.

One could Also envisage that a framework paper could be

developed in conjunction with negotiation or review of a program;

involving the use of the Fund's general resources. Again, Bank

staff would be part of the team involved in the actual formula-

tion of the framework paper following the negotiation or review

of the Fund program. In these circumstances, the Fund Board

could consider the framework paper on the occasion of the Board

discussion of the use of the Fund's general resources.

For a member country well placed to begin prompt negotia-

tions for an SDA program, the framework paper could be developed
during the same mission at which the actual SDA program is nego-

tiated. If there were no pending Fund missions, then a mission,

including Fund and Bank staff, would have to be scheduled or one

could be arranged in conjunction with a mission of the World Bank

in order to develop the framework paper. The framework paper

could be considered at the Board simultaneously with consider-

ation of an SDA program.

By a flexible application of the procedures outlined above,

we believe that there would be a minimum of additional time

needed for the development of the framework paper. Eventually,

the framework paper could actually reduce the time associated

with the negotiation of Fund and World Bank group resources,

since development of the framework paper would facilitate the

negoti-ation of specific commitments to be embodied in programs.

The most fundamental issue of time, of course, is whether this

approach can enhance the prospects for an early restoration of

growth and payments viability. We believe that the U.S. approach

can indeed enhance those prospects.

Content of Policy Framework Paper: The Policy Framework

agreement would integrate both macroeconomic and structural
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policies in order to maximize the chances for growth and adjust-
ment. The policy areas to be covered would be those suggested in
the staff paper (see pages 16-18), as well as in some cases such
possible areas as financial and labor market reforms. The actual
policies included in any framework paper would be determined on a
case-by-case basis, reflecting the particular circumstances and
needs of the member. In specific cases, some policy areas will
be more important than others, based on the team's analysis, the
country's own priorities, and the progress already made in each
area. Framework papers would present economic problems and pros-
pects in a medium-term context, setting policy objectives,
selecting areas for priority attention, and outlining rough time-
frames for addressing specific problems. (Individual policy com-
mitments by the member government in these various areas would
only be made in subseQuent loan arrangements negotiated by the
member country with the Fund or the Bank.)

Fund/Bank Specialization: The Policy Framework mission
would respect the traditional areas of expertise and responsibil-
ity of the Fund and the Bank. While there are some areas,
especially.structural ones, in which both institutions have been
active, it is also true that there is a considerable degree of
specialization between the two institutions. For example, the
Fund has special expertise with regard to macroeconomic, exchange
rate, and financial policies and reforms, while the Bank has long
experience in microeconomic, developmental, and sectoral
policies. Any questions of overlapping expertise could be
resolved by the managements of the two institutions.

Fund/Bank Board Involvement: Subsequent to agreement on the
framework paper by the staffs and managements of the two institu-
tions and the member country, it would be reviewed and approved
by the Fund's Executive Board, and ideally also by the Bank's
Executive Board. The exact timing and procedures by which the
Bank Board considers this paper will, of course, need to be
determined by the Bank Board. However, our consultations indi-
cate that the Bank Board could adopt procedures which would
effectively provide the necessary Bank endorsement of the policy
framework paper without delaying Fund consideration of the paper
and disbursement of SDA resources. As we understand it, the Bank
Board will consider this issue at a date in the very near future.

Review of Policy Framework Paper: The policy framework
paper would be reviewed on an annual basis, revised as appro-
priate, and submitted to the Boards for their consideration in
the same coordinated fashion as it was developed.

2. Program Negotiations

Separate Loan Negotiations: Once the Policy Framework is
agreed, each institution would be expected to negotiate independ-
ent, but related, policy-based lending programs consistent with
the overall framework, but within the procedural and policy
guidelines of each institution. Program negotiation missions,
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therefore, would function much as they do today, which would mean

inclusion, as appropriate, of one or two staff members from the

Bank, if it is a Fund program, or from the Fund, if it is a Bank

program. We could envisage, however, some cases where, if all

parties agree (i.e., the cou.itry concerned, the Fund, and the

Bank), there could be a full joint negotiating mission.

Duration of Proarams: Comprehensive programs of macro-

economic adjustment and structural reform could be of three

years' duration, as suggested in the staff paper.

Policy Commitments: Programs for use of SDA resources would

be developed basically as suggested in the staff paper, with the

priorities set forth in the framework paper providing a context

for the program negotiations. As the staff paper indicates (page

16), the deep-seated nature of the structural problems faced by

many of these countries suggests the need for comprehensive pro-

grams, involving macroeconomic and structural components. Annual

programs would be expected to delineate in a more precise fashion

the measures and the path by which the general aims are to be

achieved. Aims in both areas would be clearly defined, and

indicative targets would be specified in quantified terms,
wherever possible, to allow monitoring of progress toward the

goals of the program. Benchmarks would be established for major

policy instruments and/or targets which would serve as a basis

for semi-annual reviews of performance.

Links between Fund/Bank Programs: SDA and associated World

Bank group programs would be complementary and mutually suppor-

tive. The need for direct incorporation of structural measures

in SDA programs would naturally be a function, in part, of World

Bank group involvement in particular policy areas. Successful

performance under one institution's program would not be a condi-

tion for drawings under the other institution's program, but each

institution would take into account progress being made across

the range of policy areas.

3. Financing Needs and Prospects

Overall Financing Needs: Comprehensive programs involving

macroeconomic and structural policies should be accompanied by

financing from multilateral and bilateral sources, beginning, of

course, with the SDR 2.7 billion of SDA resources. The total

amount of SDA resources might be supplemented by other sources,

as the Interim Committee communique noted. The framework paper

would be expected to contain an estimate of overall financing

needs, including estimated access to SDA resources, and would

also contain indicative amounts and types of financing from World

Bank group resources. Early identification, at the framework

stage, of financing requirements and prospects of obtaining

financing would help all creditors, including the Fund and the

Bank, in their planning and would help to ensure consistency

between economic programs and their overall financing. Any such

indicative financing would be based on assumptions that the coun-
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try would be prepared to meet the conditions involved in such

loans.

World Bank Group Financing: World Bank group financing

will, of course, be decided by the World Bank and its donors.

IDA resources are expected to account for the largest portion of

funding from the World Bank group. The key issues in this regard

are the overall level of funding for the IDA8 replenishment and

the amount of IDA7 and IDA8 funds which might be dedicated for

lendino in association with SDA resources or for policy-based

funding in general. However, we are also hopeful that IDA

resources could be supplemented by a modest amount of IBRD non-

project lending in IBRD-eligible countries and annual allocations

of perhaps $100 million of IBRD net income.

Recently, there have been some encouraging signs concerning

the extent of World Bank group financial support in conjunction

with reflows to the Special Disbursement Account. The Chairman's

Summary Note following the January 27-28 meeting of the IDA Depu-

ties contained the following passages:

-- A large majority of the Deputies "were prepared to

accept that negotiations should begin within a nego-

tiating range of $10.5 to $12.5 billion."

-- "The U.S. Deputy said that his current reference point
was a range of $9 to $12 billion, but provided that

certain adjustments in terms and other policies men-

tioned below [in the Chairman's Summary Note] could be

achieved, he too would work to secure an outcome within

the range of $10.5 to $12.5 billion."

-- "There was agreement among Deputies that the character

of IDA as an institution predominantly financing spe-

cific investments should be preserved. There was, how-

ever, general recognition that in many of the recipient

countries there was at the present time an urgent need

to strengthen adjustment support lending so as to

improve the policy environment for investment. In this

context, in the expectation of a satisfactory level of

replenishment, Deputies discussed the implications for

IDA8 of proposals made subsequent to the Interim Com-

mittee discussions in Seoul for the use of IMF Trust

Fund reflows, including the proposal of the United

States. Deputies fully recognized that it was not

within their jurisdiction to decide on these proposals

or make recommendations on them. This was rather the

task of the Boards of the Fund and the Bank. Provided

these proposals were adopted, Deputies were of the view

that any increment above $10.5 billion should be pri-
marily designated for support of adjustment programs--

especially in Sub-Saharan Africa--in conjunction with

the Trust Fund reflows to the extent feasible. With

respect to the $10.5 billion itself, Deputies agreed



that the share devoted to the support of such programs
should not be less than that in.IDA 7 plus the African
Facility, and could be used in a similar manner for
eligible countries under the proposal as it might be
adopted by the Boards."

Any final decision on the amount of IDA financing that might
be available must await resolution of IDA issues and the
conclusion of the IDA8 negotiations. However, if the IDA8
replenishment were to be approved in the $10.5 to $12 billion
range and allocations made along the lines mentioned above,
amounts available in support of SDA programs would be in a range
comparable to SDA resources.

Bilateral Financing: The U.S. proposal envisages an impor-
tant role for bilateral contributions to supplement the SDA and
World Bank group resources. My government has expressed willing-
ness to seek to provide a contribution, if other donors are will-
ing to make equitable contributions. Several other governments
have indicated a willingness to consider also making contribu-
tions. Bilateral contributions could be direct or could be made
in association with SDA programs.

The Policy Framework concept could be a very useful source
of information for bilateral donors as they undertake their bi-
lateral aid planning, although decisions and financial contribu-
tions would, of course, be up to national authorities. Consulta-
tive Groups would be the most useful forum for making use of the
Policy Frameworks. In order for the framework papers to be use-
ful to aid donors and to catalyze financing, consideration could
be given to meetings of Consultative Groups soon after negotia-
tion of framework agreements. By making the policy framework
paper available to potential donor governments, we would increase

the likelihood that funds from those donors would be used in a
manner that best supports the goals of the Policy Framework,
which would also reflect the goals and objectives of the member

country. After the Fund and Bank Boards have endorsed the con-

ceptual framework for use of SDA resources and World Bank group
complementary financing, some governments have indicated an

interest in taking up, more specifically, modalities for coord-

ination of national bilateral programs with financing extended
under SDA-supported programs.

Conclusion

At the conclusion of the Board's first discussion of the use

of resources of the Special Disbursement Account on September 13,
1985, the Chairman's Summing Up contained the following passage:

"The background description offered by
Mr. Mtei of the plight of the poorest coun-
tries which are in dire straits--in Africa in

particular, but not only there--was received

by the Board with great interest and sym-
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pathy. The countries on which the discussion
concentrated are indeed experiencing deep-
seated structural problems. Under the period
covered by the Trust Fund, as many Directors
stated, economic conditions and problems had
intensified or worsened, and progress toward
structural adjustment had been modest. The
need for such adjustment is thereby made all
the more acute."

I believe that there is a commonality of views that efforts
made by low-income developing countries, supported by multi-
lateral institutions and donor countries, have met with only
limited success so far in bringing about sustainable economic
growth and financial stability in suc-h countries. This has led
to growing frustration on the part of all parties involved; and I
believe a widespread desire exists to address the basic causes of

While we recognize that some of the problems faced by these
countries are outside their control and, to some extent, caused
by ex-ogenous-factors, many of their problems can be addressed
effectively. To do so successfully, countries need to adopt
broad-based and carefully integrated adjustment and growth
strategies, which include both macroeconomic and structural
elements. Experience suggests that Fund programs, which have had
considerable structural content, have proven to be the most
successful in terms of bringing about needed adjustment with
growth. It is incumbent upon us to use every opportunity to
apply the lessons learned from our experiences.

The proposal that we have put forth can have substantial
positive effects in many areas:

-- It can facilitate the negotiation, design and imple-
mentation of the comprehensive economic programs that
are needed to enhance the possibilities for growth and
financial stability over the medium term.

-- It can catalyze additional sources of concessional
financing and enhance the effectiveness of the financ-
ing that is made available for low-income developing
countries.

The need for strong action to address the protracted
problems of low-income developing countries is urgent. The
Interim Committee has given us a clear mandate. We believe that
use of SDA resources in the manner and under the modalities
suggested herein can be a most effective means of carrying out
that mandate. We have before us a unique window of opportunity.
I urge the Board not to let this opportunity pass us by.
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Use of Resources of the Special Disbursement Account

I. Introduction

The assets that become available as a result of the termination of
the Trust Fund are to be transferred to the Special Disbursement Account
(SDA). Of the total of SDR 3.1 billion scheduled to accrue to that
account by April 1991 from Trust Fund loan repayments and interest,
SDR 0.4 billion has been transferred to the Supplementary Financing
Facility Subsidy Account. The remaining SDR 2.7 billion is to be used
in accordance with the 1980 Executive Board Decision terminating the
Trust Fund. l/

A preliminary discussion on this subject was held on September 13,
1985 (EBM/85/141 and EBM/85/142) on the basis of a staff paper which
presented some general considerations relating to the types of new
arrangements which could be envisaged in light of the 1980 decision
(EBS/85/183, 8/6/85). The Executive Board's deliberations were
summarized by the Chairman (Buff 85/167, 9/19/85) and formed the basis
for his report to the Interim Committee meeting in Seoul in October
1985.

The Interim Committee provided clear guidelines for the use of
these resources in its Communiqu4 as follows:

a. "The total amount of these resources (about SDR 2.7 billion),
which might be supplemented with funds from other sources,
should be used to provide additional balance of payments
assistance on concessional terms to the low-income countries
eligible for IDA resources that are in need of such assistance
and face protracted balance of payments problems. In this
connection, the Committee welcomed the statements made by the
representatives of China and India that they would not avail
themselves of the facility in the period 1985-91.

b. This assistance should be made available to countries imple-
menting economic programs designed to promote structural
adjustment and growth in a medium-term framework. These
economic programs should be reviewed periodically. Given the
emphasis on structural adjustment, it was important that the
Fund should work in close collaboration with the World Bank,
whilst avoiding cross-conditionality.

1/ See Paragraph 3 (b) of Decision No. 6704-(80/185) TR, December 17,
1980 which is reproduced in Annex I. The discussion and references to
the Special Disbursement Account in this paper relate only to resources
derived from repayment of principal and interest on Trust Fund loans and
from income derived from the temporary investment of those reflows.
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c. The terms of the use of the resources, such as the rate of

interest and the period of repayment, should be similar to

those applied to loans from the Trust Fund.

d. Such arrangements would not adversely affect the availability

of c'oncessional development finance for low-income countries
not utilizing Trust Fund reflows."

In view of the clear need for prompt financial support of appropriate

adjustment policies in many of the countries that could be eligible to

use these resources, the Executive Board was urged to complete its work

on this matter, in light of the guidance provided by the Committee,
before the Committee's next meeting.

In accord with the guidelines of the Interim Committee, this paper

presents background for the Executive Board to consider decisions to

establish specific procedures for use of the resources of the SDA. The

following section suggests criteria to be used to determine the presence

of a protracted balance of payments problem. These criteria are then

applied to the list of IDA-eligible countries to indicate which of these

countries, on the basis of information currently available to the staff,

appear to be facing such problems. Section III describes a scheme for

the commitment and disbursement of SDA resources to eligible countries

that qualify for use of these resources. Some uncertainty exists as to

both the amount and timing of the receipt of resources by the SDA, as

well as to the extent to which members will make use of these

resources. Moreover, the aims to be achieved through the use of such

resources--especially the intended focus on structural adjustment over

the medium term--impose additional constraints on the commitment and

disbursement of SDA resources. In this paper, priority is given to a

reasonably firm commitment of resources to members for a three-year

period and to early initiation of disbursements of available funds to

qualifying countries.

Section IV considers the nature of the policy programs to help

foster structural adjustment that could be supported by the use of SDA

resources. The relationship between the use of these resources and the

Fund's general resources under existing facilities is examined in

Section V, as is the question of access to these resources by prolonged

users and by members with overdue obligations to the Fund. The

financial terms to be associated with the use of these resources are

also discussed in this section. In Section VI, modalities are suggested

for enhancing the collaboration between the World Bank and the Fund in

formulating policy programs in countries requesting use of these

resources. In this connection, the elements of a proposal by the United

States for joint Fund-Bank programs to be supported by the use of SDA

resources in conjunction with resources from other sources, including

bilateral donors, are described in Section VII. The last section of the

paper indicates a possible time schedule under which the facility could

begin operations.
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The arrangement for the use of resources of the SDA proposed in the

following sections may be summarized as follows:

--approximately SDR 2.7 billion would be available to IDA-eligible
countries with protracted balance of payments problems; at present,
the staff assessment suggests that about 45 of the IDA-eligible
countries would qualify for use of these resources;

--use of SDA resources could be requested by countries presenting
three-year programs of structural adjustment to be worked out with
the Fund in close collaboration with the World Bank; annual
financial programs would be agreed within these medium-term
adjustment efforts to provide the environment required to foster
successful structural and institutional reform;

--an initial minimum commitment of resources (as a percent of

quota) would be made to qualifying countries for disbursement over

a period of three years; the commitment would be made, subject to
the availability of funds, on approval of a program for medium-term

structural adjustment and a financial program for the first year;
these commitments may be increased as information becomes available
regarding inflows to the SDA, the number of members that qualify
for use of these resources, and the timing of disbursements;

--one sixth of the initial three-year commitment of resources would

be disbursed on approval of an arrangement; subsequent disburse-
ments would occur at approximately six-monthly intervals either on

the occasion of successful completion of a review of progress under

a program or an agreement on a subsequent annual financial program;
and, finally

--as in the case of Trust Fund loans, repayments would be made in
ten equal semiannual installments over 5 1/2-10 years and loans
would bear interest at 1/2 percent per annum.

With substantive agreement by Executive Directors on the major

elements of these proposals, the staff would prepare a further paper
elaborating the details of the facility's operations and proposing a

decision for consideration by the Board around mid-March 1986. Adoption
of such a decision would provide the necessary legal framework for use

of SDA resources and a report would be prepared to so inform the Interim

Committee. On this basis, it would be possible to begin discussions
with eligible member countries that might utilize these resources to
more clearly determine that they are facing protracted balance of

payments problems. It might be anticipated that some eligible member

countries that are already using the Fund's general resources could
qualify fairly quickly for use of these resources and, in such cases,

disbursements against the first annual commitments--tentatively
estimated at about 15 percent of quota for the firs- year--could begin

as early as May 1986.
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II. Eligibility for Use of the Resources
of the Special Disbursement Account

The Interim Committee has indicated that the resources of the SDA
are to be used to provide additional balance of payments assistance to
IDA-eligible countries that face protracted balance of payments
problems. Currently there are 55 member countries that receive funds
from IDA (Table 1). This list could serve to define basic eligibility
for the use of SDA resources, but the Board would retain authority to
amend this list, independent of action taken by the World Bank.

To qualify for the use of SDA resources, an IDA-eligible country
would have to be in need of such resources and to face a protracted
balance of payments problem. 1/ The determination of the existence of a
protracted balance of payments problem would involve examination of
past, current, and prospective balance of payments developments. Such
an assessment would need to take into account various aspects of
external performance, since a determination of the severity of an
external imbalance cannot be based on any single objective indicator.
An unsustainably large current account deficit, for example, need not
constitute evidence of a protracted problem, if the sources of the
deficit can reasonably be expected to be reversed over a relatively
short period, given the country's external prospects and its ability to
implement timely and effective adjustment policies. A small deficit, on
the other hand, may reflect severe constraints imposed by limited
availability of external finance or foreign exchange reserves rather
than an absence of balance of payments problems.

Thus, besides the behavior of the current account deficit, evidence
of a protracted balance of payments problem would be sought in the
behavior of other current account indicators, such as a stagnant or
declining volume of exports, a depressed volume of imports, or a
deterioration in the terms of trade; in external finance indicators such
as deteriorating access to capital markets or rising costs of debt
service; and in declining reserves. Such developments could be expected
to be associated with stagnant or declining economic activity.
Assessment of the behavior of these indicators would take account of
both the magnitude and the duration of any unfavorable developments.
Protracted balance of payments problems, moreover, would often be
reflected in difficulties in undertaking an orderly process of
adjustment, which could be evidenced by tightened exchange restrictions,
payments arrears, or prolonged use of Fund resources.

Analysis of these indicators would be both retrospective and
prospective, and would take account of other factors that would

1/ The additional requirement to qualify for use of these resources--
presentation and approval of a medium-term program of structural
adjustment--is discussed in Section IV of this paper.
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Table 1. Low-Income Developing Countries

Eligible for IDA Lending
(December 1985)

1983
World Bank Per Capita

Country Fund Quota Status 1/ Income

China, P.R. of 2,390.9 Blend 300
India 2,207.7 Blend 260
Pakistan 546.3 Blend 390
Zaire 291.0 IDA 170
Bangladesh 287.5 IDA 130
Zambia 270.3 Blend 580
Sri Lanka 223.1 Blend 330
Ghana 204.5 IDA 310
Viet Nam 176.8 IDA
Sudan 169.7 IDA 400
Kenya 142.0 Blend 340
Burma 137.0 IDA 180
Tanzania 107.0 IDA 240
Uganda 99.6 IDA 220
Bolivia 90.7 IDA 510
Afghanistan 86.7 IDA 160
Senegal 85.1 IDA 440
People's Democratic Republic

of Yemen 77.2 IDA 520
Liberia 71.3 IDA 480
Ethiopia 70.6 IDA 120
Madagascar 66.4 IDA 310
Mozambique 61.0 IDA 150
Guinea 57.9 IDA 300
Sierra Leone 57.9 IDA 330
Mali 50.8 IDA 160
Guyana 49.2 IDA 520
Somalia 44.2 IDA 250
Haiti 44.1 IDA 300
Rwanda 43.8 IDA 270
Yemen Arab Republic 43.3 IDA 550
Burundi 42.7 IDA 240
Togo 38.4 IDA 280
Nepal 37.3 IDA 160
Malawi 37.2 Blend 210
Mauritania 33.9 IDA 480
Niger 33.7 IDA 240
Burkina Faso 31.6 IDA 180
Benin 31.3 IDA 290
Chad 30.6 IDA 85
Central African Republic 30.4 IDA 280
Lao People's Democratic Republic 29.3 IDA 140
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Table 1 (concluded). Low-Income Developing Countries

Eligible for IDA Lending

1983
World Bank Per Capita

Country Fund Quota Status 1/ Income

Kampuchea, Democratic 25.0 IDA ...
Equatorial Guinea 18.4 IDA 200
The Cambia 17.1 IDA 290
Lesotho 15.1 IDA 460
Vanuatu 9.0 IDA 640
Djibouri 8.0 IDA 310
Guinea-Bissau 7.5 IDA 180
Western Samoa 6.0 IDA 620
Solomon Islands 5.0 IDA 640
Cape Verde 4.5 IDA 360
Comoros 4.5 IDA 260
Sio Tomi and Principe 4.0 IDA 310
Bhutan 2.5 IDA 125
Maldives 2.0 IDA 450

Total 8,758.6

Sources: World Bank; and IMF staff estimates.

1/ Indicates eligibility for World Bank loans: IDA only or a "blend"
of IDA and IBRD lending. These categories are subject to change as
countries' circumstances change. "Blend" countries exclude those with
blended finance for "enclave" projects, where repayment is guaranteed by
an independent entity.
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influence a country's path toward external adjustment, as measured, for

example, by projected medium-term financing gaps. The analysis would

need to allow for the fact that external prospects and the ability to
adapt to them vary considerably from country to country. Moreover, the
fact that a country's medium-term prospects are relatively favorable

because of a determined effort to deal with past protracted problems
would not necessarily preclude access to these resources if a continued

structural adjustment effort was required that would extend over a
number of years, during which economic growth would continue to be
constrained to less than its potential.

It is proposed that upon request for use of SDA resources by an
IDA-eligible country, the criteria delineated above would be employed to
determine if, at the time of that request, the member qualified for use

of these resources. Based on information currently available, the staff
has conducted a preliminary review of the situation in the 55 IDA-

eligible countries which suggests that 45 of those countries show
obvious signs of protracted balance of payments problems (some relevant
indicators for IDA-eligible countries are shown in Table 2). Typically,
among these 45 countries are those that are far from having adjusted to
the adverse external developments of the late 1970s and early 1980s; in

particular, the worsening of the external terms of trade and the sharp
increase in international real interest rates. Although corrective
policies have been initiated in some of these countries, sometimes with
the support of Fund resources, adequate adjustment has been made
particularly difficult by the structural rigidities which characterize
many of these economies and by the political constraints to imple-
mentation of effective policies. The severity of repeated exogenous
shocks (both internal and external in origin) has also played an
important role. Unsatisfactory export volume performance and the pre-
emption of foreign exchange receipts by increased debt service payments
have imposed severe constraints on imports and on economic growth.

In a large majority of these 45 countries the current account
deficit in 1984 exceeded 10 percent of GDP, implying heavy reliance on
external financing, including debt relief and other extraordinary
financing. In a few of the remaining countries, the deficit was
contained by macroeconomic policies, but many relied on restrictive
exchange and trade systems. Export volume declined in almost half of

the 45 countries between 1977 and 1984, while in most of the others the
increase was only marginal and/or inadequate in view of the
deterioration in the external environment. External payments arrears at

end-1984 were reported for two thirds of these countries, an indication
of severe balance of payments strain; wide parallel markets in foreign
exchange also existed in almost half of them. The external payments
problems of most of these countries, as well as inefficiency in the
internal allocation of resources, has also been reflected in
disappointing growth performance. While national accounts data are weak
in many of these countries, those data that are available indicate that
real per capita GDP declined or showed only a marginal increase (below
1 percent per annum) in all but a few of these countries.



able 2: IDA-Eligible Countries: Selected Economic Indicators 1/

(:n percent)

ebt Service 'fftc-al

Compound Ratios FIre Ia' Et

Growth Rates (1977-84) Ratios to COP (1984) (1984) 2! Reserves 'ev
Real CDP Terms Oeht to (in Weeks Arre.r,

Real per Export Import of Current External official Sched- of Imports, Fnd-:98-
GDP capita volume volume trade account debt creditors uled Actual End-1984) 3'

Afghanistan 1.2 -1.6 -0.4 4.4 7.2 -5.9 30.7 30.7 ... ... 20.1
Bangladesh 3.8 1.5 2.7 3.2 -0.5 -8.3 40.9 39.4 23.6 23.6 7.3 --

Benin 4.3 2.2 -0.1 -5.1 -1.9 -9.0 68.3 27.3 42.8 21.9 0.6
Bhutan 5.3 2.5 ... ... ... -30.0 1.0 1.0 1.5 1.5 30.0 --

Bolivia -2.5 -5.3 5.2 -7.7 4.2 -2.8 75.8 2R.4 147.1 85.6 39.9
Burkina Faso 2.5 0.4 2.3 -0.6 -2.6 -20.0 52.3 '7.7 13.4 13.4 22.7
Burma 6.1 4.0 8.6 11.1 -0.5 -4.5 36.6 30.5 38.9 38.9 4.8 --

Burundi -0.3 -2.2 10.. 4.9 -17.5 -17.6 37.7 35.0 11.7 11.7 7.. --

Cape Verde ..- 3.3 7.8 10.1 3.1 -42.1 97.7 97.7 8.8 8.8 ...
C.A.R. 1.2 -0.9 2.5 4/ 0.3 4/ -6.0 4/ -22.1 51.6 45.4 11.6 7.1 20.2
Chad -3.. -5.5 -1.5 -5.3 -9.1 -15.1 21.6 25.2 5.0 1.9 21.0
China 8.9 7.5 13.1 16.9 1.9 0.7 2.5 1.5 3.9 3.9 23.2 --

Comoros 5.2 2.2 ... ... ... -83.1 ... 117.4 5.3 5.3 ...
Djibouti 2.8 -1.9 ... ... ... -18.8 22.0 9.3 2.8 2.8 ...
Equatorial

Guinea 0.7 -1.7 -0.8 14.1 -/ 3.2 4/ -12.4 132.8 102.1 111.6 47.7 6.1 *
Ethiopia 2.5 -0.1 7.3 7.9 -6.4 -9.0 32.1 27.7 13.5 13.5 3.9 --

Gambia, The 3.6 0.1 1.4 5.8 -4.0 -19.1 133.1 116.7 31.6 22.3 2.8 *
Ghana -0.2 -3.5 -8.2 -2.2 -5.1 -2.1 ... 7.8 83.5 36.7 14.7
Guinea 2.0 -0.3 2.9 5.8 1.0 -8.7 60.0 60.0 22.1 17.9 ... *

Guinea-Bissau 9.9 6.4 -1.5 5.1 6.8 -34.4 94.8 74.3 66.7 66.7 ... *

Guyana -2.6 -5.5 -3.8 -11.9 -9.0 -22.5 188.7 123.0 56.3 17.4 1.2 *
Haiti 2.2 0.1 5.7 0.4 0.9 -3.4 35.0 23.0 8.6 8.6 4.0
India 4.6 2.2 -- 4.1 -2.5 -1.4 14.1 10.7 15.7 15.7 23.0 --

Kampuchea,
Democratic 2.7 ... ..- ... ... . .. ... - - - .. - - -

Kenya 3.8 -0.8 -1.9 4.7 -6.5 5.2 53.8 34.2 23.3 23.3 14.3 --

Lao P.D.R. 5.3 2.4 ... ... ... -9.2 44.2 .3.9 33.2 33.2 3.8 --

Lesotho 1.6 -0.1 10.0 1.6 -3.0 -24.4 51.1 47.9 3.4 3.4 6.7 --

Liberia -0.4 -3.6 0.5 -7.1 -6.1 -14.0 84.3 62.0 17.3 16.8 0.6
Madagascar -0.3 -3.0 -3.0 -5.6 4/ -1.1 4/ -11.7 87.1 65.3 79.7 24.7 8.8
Malawi 3.0 -2.2 5.0 -4.3 -8.1 -8.1 79.7 50.7 26.1 26.1 9.8 --

Maldives 9.0 5.3 17.5 26.4 4.0 -37.1 110.2 55.2 21.7 21.7 4.4 --

Mali 1.2 -1.4 2.2 1.2 -1.0 -20.9 119.9 116.6 13.6 8.8 6.9
Mauritania 1.6 -1.3 9.9 -0.2 -5.0 -33.4 175.1 146.5 38.8 38.8 l5. _
Mozambique ... ... ... ... ... -23.6 91.6 ... 173.1 25.7 1.6
Nepal 3.2 0.3 1.1 8.0 -1.8 -7.1 17.6 17.0 4.6 4.6 8.6 --

Niger 0.8 -2.1 11.6 0.1 -6.1 -11.5 65.6 39.6 s1. .6.7 16.'
Pakistan 6.5 3.5 7.7 8.0 0.1 -5.. 34.1 32.1 14.3 13.9 9.6 --

Rwanda .. 2 -0.4 3.7 4.5 -8.2 -9.6 17.7 16.9 5.7 5.7 21.0 --

Slo Tom# and
Principe -5.4 -6.7 -1.0 3.2 -9.8 -59.3 151.0 121.9 27.5 27.5 ...

Senegal 1.6 -1.6 -5.8 -3.2 0.4 -17.5 88.8 60.9 32.9 23.5 0.3 --

Sierra Leone 2.7 -- -2.5 -6.9 -9.1 -4.7 32.4 33.0 51.0 35.6 2.3*
Solomon

Islands 4.6 1.1 11.4 7.7 -4.2 -5.2 33.0 18.8 6.0 6.0 47.7 --

Somalia 2.6 -3.7 -7.3 5.4 1.2 -34.8 74.1 70.6 53.5 2.1 0.8
Sri Lanka 5.7 3.8 4.3 10.9 -3.3 -3.6 52.0 36.2 14.9 14.9 14.7 --

Sudan 1.7 -1.4 -0.7 4/ -7.8 4/ -9.6 4/ -10.9 122.3 103.9 101.5 18.4 0.7

Tanzania 0.6 -2.6 -7.1 -8.4 1.4 -10.6 70.5 67.3 43.7 ,3.7 1.0
Togo 0.1 -2.6 -1.6 -4.9 2.3 -16.3 111.4 100.3 52.6 31.0 42.6
Uganda 0.9 -1.9 2.5 -5.9 -15.7 -3.1 35.5 24.5 35.0 35.0 ...
Vanuatu 4.3 1.5 2.6 -6.9 -5.8 -14.3 4.5 ... 1.9 1.9 8.2 --

Viet Nam 3.0 0.6 ... ... ... -6.0 37.1 34.8 50.2 24.9 0.5
Western Samoa 1.7 0.9 1.5 1.3 -2.6 -11.2 75.6 72.7 20.5 20.5 10.
Yemen Arab

Republic 6.2 4.1 ... ... ... -13.5 54.3 5-.2 . 6.-. 11.2

Yemen, P.D.R. 3.3 0.3 ... ... ... -23.0 l00.9 91..7 4.1 -. 12.7 --

Zaire 0.2 -4.2 0.7 -8.7 -2.7 -8.9 95.1 '.) -'-o 25[S3 -3

Zambia -0.2 -2.6 -2.1 -7.1 -7.2 -9.7 157.1 119.9 4 -2.

Source: Fund staff estimates, based on lata provided by c'untrv aai r nr: -

./ Data are not fully comparable across -ountcies. FiscAl .CAr dis I-

2/ Debt service payments in percent of exports of goods, servIces, i4'l n,'

3/ Existence of external payments arrears at end-1984 is indicated hv An trI.

4/ 1978-1984.
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For most of the 45 countries, achievement of a viable external
payments position over the medium term is subject to substantial
uncertainty, both because of the size and nature of their external
imbalances and because the constraints on economic policies which
characterize many of these countries tend to lengthen the adjustment
process. A few countries, including Kenya and Malawi, although severely
affected by adverse external conditions, have been able to avoid large
imbalances in their external accounts largely through the pursuit of
prudent financial policies. However, growth in such countries has been
adversely affected by exogenous developments, particularly the sharp
deterioration in their terms of trade.

Of the other 10 countries, the People's Republic of China and India
have indicated that they would not avail themselves of SDA resources
during the period of reflow of Trust Fund loans, i.e., between 1985 and
1991. The remaining 8 countries (Bhutan, Burma, Cape Verde, Maldives,
Pakistan, Solomon Islands, Sri Lanka, and Yemen Arab Republic) have had
increases in per capita income over the period 1978-84, ranging from
1.1 percent annually in the case of Solomon Islands to 5.3 percent in
the case of Maldives. With the exception of two countries (Bhutan and
Yemen Arab Republic) for which no detailed trade data are available,
export volume growth was substantial for all of these countries during
the same period, ranging from an annual rate of 4.3 percent for Sri
Lanka to 17.5 percent for Maldives. Moreover, these countries have not
experienced a compression of imports during this period; import volume
rose at an annual rate of over 7 percent in the countries for which data
are available. Furthermore, these countries have generally not faced
serious external debt problems: although the ratio of external debt to
CDP in 1984 was around 100 percent in two of these countries (Cape Verde
and Maldives), their debt service ratios were comparatively low. Only
in the cases of Burma (whose ratio, at 39 percent, was high) and
Maldives did the debt service ratios exceed 15 percent.

Although these eight countries have registered satisfactory
external performance on the basis of historical indicators, some of them
are not free of current or potential balance of payments problems. This
is particularly the case for Burma, where the underlying external
position is weak, and for Pakistan and the Yemen Arab Republic both of
which currently face serious, although not necessarily protracted,
balance of payments problems. A determination that these countries in
particular face a protracted balance of payments problem would depend on
an assessment that, even with a timely introduction of appropriate
adjustment policies, the achievement over the medium term of a viable
external payments position would still be subject to exceptional
uncertainty. The remaining five countries are particularly sensitive to
exogenous shocks (both external and internal in origin) and also have
relatively narrow production and export bases.

Thus, while the available evidence does not make all of the IDA-
eligible countries obvious candidates for use of these resources, this
conclusion would have to be confirmed in each individual case as
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requests for use of such resources are received. Moreover, the balance
of payments prospects for some of the countries not obviously facing
protracted problems in their external accounts could deteriorate,
inviting a reconsideration of their circumstances.

'III. Commitment and Disbursement of Resources
of the Special Disbursement Account

Resources have already begun to accumulate in the Special
Disbursement Account. Inflows from Trust Fund loan repayments and
interest on those loans are scheduled to continue until April 1991.
Cumulative receipts in the SDA by that date are projected to total
SDR 2,687.9 million (Table 3). In addition to these amounts,
undisbursed balances in the account will be invested and earnings will
add to loanable resources. At the same time, however, delays in payment
of Trust Fund obligations would delay or possibly reduce actual receipts
of the SDA. As of December 2, 1985 overdue Trust Fund obligations
totaled SDR 41.2 million, 6.4 percent of amounts that had fallen due as
of that date. 1/ By end-June 1986 balances in the SDA are estimated to
be on the order of SDR 500 million, assuming full settlement of overdue
Trust Fund obligations.

Disbursements from the SDA will be constrained to amounts actually
on hand in the Account. Therefore, the uncertainties associated with
inflows--especially the possibility of overdue obligations--suggest
caution in the commitment of such funds. Moreover, as it is anticipated
that commitments are likely to exceed balances held in the Account at
the time those commitments are made, they will need to be made subject
to the availability of funds. At the same time, the urgency of the
problems facing eligible countries argues for early commitment and
initiation of disbursements, so long as safeguards for the effective use
of those resources are in place.

Annual commitments of resources to qualifying countries, on the
basis of funds actually received, would reduce uncertainties for the
Fund in managing the SDA and, to some extent, for members. However,
such a short time horizon would create substantial uncertainty for a
recipient country attempting to plan and sustain an adjustment effort--
including structural reforms--over the medium term. Recipient countries
need a relatively assured flow of external resources to facilitate
adequate implementation of planned reforms. Despite the relatively
small volume of resources available, reasonable confidence in a minimum
expected flow of funds over the medium term may increase the commitment
of authorities of eligible countries to the policies these resources are
intended to support. Moreover, there is a logic to committing funds in
concert with the medium-term policy initiatives to be associated with
use of SDA resources. This takes on added importance if additional

1/ Including reflows already transferred to the SFF Subsidy Account.
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Table 3. Projected Receipts of Trust Fund Loan Repayments
and Interest in the IMF Special Disbursement Account

(As of December 2, 1985)

(In millions of SDRs)

Interest Loan Cumulative
Payments Repayments Receipts 1/

Balances held in the Special
Disbursement Account 184.6

Overdue obligations 1.0 40.2 225.8

1985
December 6.3 -- 232.1

Total remainder 1985 6.3 --

1986
January-June 5.6 262.4 499.8
July-December 4.9 297.9 802.4

Total 1986 10.5 560.3

1987
January-June 4.1 297.9 1,104.2
July-December 3.4 294.8 1,402.0

Total 1987 7.5 592.7

1988
January-June 2.7 282.6 1,687.2
July-December 2.0 267.9 1,956.8

Total 1988 4.7 550.6

1989
January-June 1.5 213.8 2,171.9
July-December 1.0 200.9 2,373.8

Total 1989 2.4 414.8

1990
January-June 0.5 161.2 2,535.3
July-December 0.2 104.8 2,640.2

Total 1990 0.7 266.0

1991
January-April 0.1 47.6 2,687.9

Total 1991 0.1 47.6

1/ Including overdue obligations. Figures for cumulative receipts
reflect deductions totaling SDR 2 million during 1986-90 for repayment
of loans that had been extended to the Trust Fund.
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commitments from donors can be secured to associate aid flows with the

use of these resources.

These and other considerations suggest a multiyear framework for

the commitment and disbursement of SDA resources covering the length of

the policy horizon of agreed programs. At the same time, however, there

would be a large degree of uncertainty associated with both the

formulation of policy programs and projections of the resources

potentially available to each qualifying country over the entire period

of Trust Fund reflows, i.e., a period that extends as far as 1991.

Thus, it may be useful to structure the proposed arrangement in a way

which allows a commitment of resources to qualifying countries for a

somewhat shorter period, say, three years. The time pattern of

projected reflows to the SDA is consistent with consideration of such a

shorter period. Moreover, three years may represent a reasonable policy

planning horizon for countries making use of these resources and may be

a more realistic time frame for bilateral donors in a position to

associate aid flows with these arrangements (see below).

As regards amounts to be committed to individual countries, it is

suggested that potential commitments be determined initially in relation

to members' quotas, subject to balance of payments need, as a means of

assuring potential access to each eligible member on a uniform, Fund-

related basis. As is discussed further below, such an approach, while

providing opportunities for access to all eligible members on a uniform

quota-determined basis, would not preclude the possibility of larger

access for members that qualified for use of the facility's resources at

an early stage and remained qualified to receive disbursements

throughout the life of their arrangements.

Several factors make difficult the determination of a precise level

of resources which could be committed to qualifying countries.from the

SDA even over a period of three years. There are substantial

uncertainties besides those associated with inflows to the SDA. In

particular, the number (and quotas) of eligible countries that will

eventually qualify for use of these resources, as well as the timing of

approval of qualifying programs, is not known.

The two members with the largest Fund quotas among the IDA-eligible

countries have indicated that they will not make use of the resources of
the facility during the period 1985-91. Moreover, of the remaining

eligible countries it can be expected that some will not qualify

immediately for use of these resources. Thus, commitments of resources

to member countries will not occur simultaneously and the timing of

disbursements will be linked to the timing of the three-year program of

the individual member. The longer the delays in approving individual

arrangements, the further into the future commitments in support of

three-year programs would extend, and the slower the funds available to

the SDA would be disbursed. In addition, the possibility that some

eligible countries may never qualify raises the possibility that larger

amounts would be available for commitment to those that do. The urgency
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of the problems facing many of these countries would argue for
enlargement of the financing made available for those that do qualify at
an early stage. On the other hand, it also seems desirable for the
facility to retain sufficient flexibility to provide meaningful
assistance to members that may qualify only after some, perhaps
considerable, delay. This latter consideration would argue that certain
minimum amounts should be reserved for potential use by all eligible
countries except those that have undertaken not to use the facility.

It is proposed to address these problems and uncertainties through
arrangements that would reserve a certain minimum amount for each
potential user of the facility's resources pending a general review of
the facility's operations, but which would also permit some enlargement
of commitments above the minimum over time, in light of actual
experience with commitments, disbursements, and inflows to the
facility. Approximately midway through the period 1986-91, a general
review would be undertaken to assess the facility's operations and to
determine whether sufficient resources remained uncommitted to permit a
second "round" of lending operations.

Such arrangements could work in the following way: 1/

1. Initial commitments

At the time the facility begins operations and on the basis of the
list of eligible countries, excluding those that have undertaken not to
use the facility, the staff would calculate a minimum commitment that
could be made to each country for a three-year program using prudent
assumptions about reflows to the account and the timing of qualification
of eligible countries. For example, it could be assumed that all
eligible countries (other than China and India) would qualify
immediately following the initiation of operations by the facility,
which would imply that disbursements under these initial arrangements
would be completed by end-1988 or early 1989. Taking account of the
resources projected to be available for disbursement by end-1988
(approximately SDR 1,957 million) and the quotas of eligible members
(except China and India) totaling about SDR 4.2 billion, three-year
commitments could be made on this basis in amounts equivalent to about
47 percent of member's quotas, slightly over 15 percent of quota on an
annual basis.

Alternatively, a somewhat slower pace of qualification by members
might be assumed at the outset. For example, it might be assumed that
members accounting for half of the quota total mentioned above would

1/ For illustrative purposes, the discussion in the paragraphs below
assumes that disbursements under the facility could begin at about mid-
1986. The exact timing for initiation of operations would be fixed at
the time of the decision by the Executive Board on the facility's
establishment.
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qualify at the outset and the remaining members only after a delay of,
say, six months. On this basis, it would be possible to take into

account reflows to be received up to mid-1989, which would permit a

three-year commitment rate of about 52 percent of members' quotas.

Assumptions along the lines of this alternative might be used if

preliminary discussions with members provided firm information on the
possible timing of arrangements. Also, if some countries in addition to
China and India were to undertake not to use the facility's resources,
the amounts potentially available for other eligible members would be
increased. An early indication of this prospect would allow more
confident commitments of larger amounts to qualifying countries. 1/

2. Possible enlargements of commitments

The likely delays in approval of arrangements would have two
effects. On the one hand, uncommitted and undisbursed funds would
accumulate in the SDA. On the other hand, additional reflows would
become available to Fund arrangements approved after mid-1986, since
disbursements under such arrangements would extend beyond end-1988 or
early 1989. In order to encourage members to initiate adjustment
programs at an early stage and to reduce the accumulation of uncommitted
and undisbursed balances in the SDA, the experience with commitments,
disbursements, and inflows to the Account would be reviewed annually by
management, with a view to increasing commitments to members actually
qualifying for use of the facility. For example, after one year of
operations it would be known how many countries had already qualified
for use of SDA resources and, of course, what actual inflows and
disbursements had been. It would also be known at that point that an
additional year's inflow of funds to the SDA would be available to fund
the later years of arrangements for member countries qualifying for
programs only after the first year of operations. The availability of
this additional funding would permit a recalculation and enlargement of
the amounts that could be newly committed to qualifying countries, a
comparable augmentation of commitments already made, and a higher level
of disbursements to all qualified countries in the following years. The
same exercise would be repeated after the second year of operations of
the facility, taking into account the remaining reflows projected to be
received by the facility through 1991.

1/ The need for commitments to be made subject to the availability of
funds, in light of the possibility of delays in members' settlement of
their Trust Fund obligations, has been mentioned above. It would also
need to be recognized that, should the rate of commitment be faster than
assumed in the initial calculations, the facility could become
overcommitted in relation to projected reflows even without taking
account of the possibility of delays in settlement. Members would need
to be aware that there would be a possibility of delays or reductions in
disbursements for this reason, and the provisions of the facility and
the loan agreements with members would need to make allowance for this
possibility.
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During the three years of an initial arrangement with a member

country an upper limit would need to be placed on that country's access
to SDA resources, including possible enlargements of commitments, in
order to protect the availability of resources for other countries that
might be late in qualifying to use these resources. This limit would be
equivalent to the country's quota share of the total of reflows
projected for the life of the facility (e.g., on the basis of the
SDR 4.2 billion quota total mentioned above, about 64 percent of quota).

3. Review of operations

This framework would permit a substantive review of the operations
of the facility toward the end of 1988 and determination of the
disposition of any uncommitted resources remaining in the Account.
If, as would be hoped, the majority of countries had qualified by that
point, most resources (even those projected to become available for
disbursement only in the fourth or fifth years) would already have been
committed and undisbursed balances would be at relatively low levels.
If, however, a significant number of countries had not qualified by that
time and substantial uncommitted resources remained available, this
review would permit a substantive reassessment of the operations of this
facility and a second round of lending operations could be considered.

4. Disbursement and release of committed funds

Countries will be expected to present annual programs under their
three-year arrangements, with such programs subject to six-monthly
reviews and disbursements (see below). Delay in agreement on an annual
program or in satisfactory completion of a review would delay
disbursement of SDA resources. Delay beyond the end of a six-monthly
period specified for a review would require agreement on a new annual
program and would lead to a loss of the resources originally designated
as available for that six-monthly period. This procedure would,
nevertheless, still imply completion of the three-year arrangement
within the period originally anticipated. Any resources lost to a
country in this fashion would accumulate with other resources in the
Special Disbursement Account. Such amounts would become available for
recommitment, along with other uncommitted resources, on the basis of
the annual recalculations or as a result of the substantive review of
the facility.

The arrangements outlined above would attempt to balance the
various uncertainties relating to the rate of use of the facility's
resources, the merits of providing substantial financing to countries
that qualify at an early stage, and the desirability of retaining scope
for the facility to respond also to the needs of countries qualifying
late. There would be incentives under this design for countries to
qualify early and remain in continuous compliance with the conditions
established for use of these resources. These incentives would include
the possibility that, depending on the availability of uncommitted
resources at the time of the substantive review of operations, such
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countries might qualify for new arrangements in a second round, leading
to total financing from the facility for these countries in excess of
the amounts in relation to quota indicated above.

IV. Programs to be Supported with
Special Disbursement Account Resources

The deep-seated nature of the structural problems confronting many
of the poorest countries suggests the need for a comprehensive approach
to the resolution of these problems. Measures to restore or preserve
financial stability will be necessary elements of such an approach.
However, stabilization alone may well be insufficient to bring about a
substantial improvement in a country's economy if structural impediments
continue to inhibit the supply response in the economy. Adjustment will
be the more protracted the weaker the ability of the economy to redirect
in a flexible manner currently misallocated resources and to absorb idle
resources into productive activities so as to restore growth. Thus,
policies must be framed in such a way as to assure that resources are
not inhibited in their movement to more productive sectors and that
mechanisms exist to signal the appropriate redirection of such
resources.

1. Structural adjustment

Efforts to substantially lessen structural impediments to growth
are likely to require both strong initial measures, as well as a
sustained effort over what may be a rather long period. As described in
the previous section, it is proposed that SDA resources be reasonably
firmly committed to countries for a period of three years in support of
a policy program to extend over the same period. It is envisaged that a
program of structural adjustment would be agreed covering the full three
years, with the aims of such a program clearly defined and indicative
targets--in quantified terms, wherever possible--specified to allow a
monitoring of progress toward those aims.

The content of structural adjustment programs would be worked out
in close collaboration with the World Bank (see Section VI) and would be
expected to contain, inter alia, some of the following elements:

- a schedule for removing or correcting major disincentives or
distortions. This might include action on the exchange rate--
including, where appropriate, measures aimed at the unification of
multiple rates--the introduction of a greater degree of market
determination in prices and interest rates, and the liberalization
of the exchange or trade system;

- measures aimed at eliminating the drain on the budget from the
public sector by rationalizing its structure, including,
especially, the reform of public enterprises to ensure that they
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contribute to the efficient mobilization and allocation of
resources;

- specification of an investment program, which ensures its
consistency with macroeconomic projections and the availability of
financing, and the establishment of mechanisms or procedures for
the assersment and approval of projects;

- reform of private investment approval mechanisms, including
those related to foreign investment, where such mechanisms are
judged to have inhibited the efficient allocation of investment
resources.

Of course, programs would have to be tailored to the specific circum-
stances and problems confronting individual countries and additional
elements may be appropriate in certain cases.

Under such programs, some reforms may be expected to be carried out
at the outset. This could be the case when certain factors, for example
the exchange rate or the exchange regime, are seen as so overwhelmingly
obstructive to appropriate adjustment that rapid implementation of
corrective measures is deemed necessary. In other cases, policy actions
to improve structural elements in the economy may be phased to the
implementation of necessary complementary measures. It might even be
anticipated that some structural reforms--especially those requiring
substantial institutional changes--might stretch over the entire program
period or even beyond. The somewhat longer time horizon prescribed for
use of SDA resources would encourage that priority be given to reducing
administrative and institutional constraints that have been found to
affect the choice and mix of policies in previous adjustment programs.
The nature of such constraints may sometimes argue for a phased
implementation of reform only after careful study to determine the
preferred path and ultimate aims of such reform.

2. Financial programs

Annual financial programs would be incorporated into arrangements
for the use of SDA resources. The aim would be to create a stable
financial environment within which decision makers in both the private
and public sectors can better plan productive activity. Such an
environment would help ensure that economic rewards derive primarily
from successful medium- to long-term investment activity, rather than
from short-term speculative activity. Similarly, the signals to guide
the productive reallocation of resources will be strengthened through
policies conducive to financial stability.

Agreed financial programs would incorporate an array of
macroeconomic instruments appropriate to the specific circumstances of
each country requesting SDA resources, but including, as a minimum,
fiscal and monetary measures framed within the context of the broader
aims of policies sketched for the full three-year period. On the fiscal
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side, for example, annual programs would be expected to delineate in a
more precise fashion the measures and the path by which the general aims
of the comprehensive adjustment effort in the fiscal area were to be
achieved. These might include tax reform, withdrawal of budgetary
support for state enterprises, deficit reduction targets, and the
like. Policy implementation would be monitored as in other Fund
arrangements. Benchmarks would be established for major policy
instruments and/or targets which would serve as a basis for semiannual
reviews of performance under these financial programs. It would be
expected that these benchmarks would be quantified to the fullest extent
possible. The purpose of such benchmarks would be to provide clear
indications to the member country of what would be expected in terms of
financial policies to continue to receive semiannual disbursements under
an SDA arrangement. It would be necessary to approach the definition
and specification of these benchmarks, as well as the assessment of
progress measured against them, in a pragmatic fashion. In addition to
the financial program, where necessary, a commitment would be sought
from the authorities to create or to improve the ongoing institutional
capacity within the government for financial programming.

3. The catalytic role of SDA resources

In accord with the medium-term focus of these programs, it would be
expected that the authorities would agree with the staff on external
sector scenarios covering a period of about five years, with clearly
identified financing requirements. In many cases it would be expected
that exceptional financing might be required for an extended period
before a sustainable external position compatible with acceptable growth
rates and minimum restrictions could be achieved. The resources
available from the SDA would provide some of the necesssary financing,
but they are rather limited. Thus, use of these resources will be fully
successful only if they catalyze a substantial flow of other resources
on appropriate--most often, highly concessional--terms.

For the authorities and staff to design appropriate adjustment
programs over an extended period, information on the financing likely to
be available will be required. While recognizing that projected
financing gaps will change throughout the course of a program, and that
any widening of the projected gap would require either further
adjustment measures or additional financing, relatively firm commitments
at the start of programs would substantially enhance the policy planning
process. As a minimum, projected financing gaps would have to be closed
for at least the first year of the arrangement before approval of the
use of SDA resources; for each of the subsequent years, financing would
have to be confidently secured before approval of the second or third
years of the arrangement, respectively.

Since these programs would deal with medium-term adjustment and
focus on structural changes, and given the World Bank's importance as a
channel of concessionary finance and its involvement in coordinating
assistance from other donors in Consultative Groups, it is important for
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the Fund and the Bank to work together to ensure that overall
assistance, including that made available through rescheduling and
refinancing, is provided in a longer-term framework. The longer time
frame of the arrangements for the use of SDA resources--including, as
they will, policy commitments from the authorities and a commitment of
resources from the SDA--should encourage donors and creditors to
consider, if possible, refinancing, rescheduling, and other forms of
debt relief for the full term of such arrangements. Such action on the
part of donors and creditors would make a key contribution to the
formulation and implementation of growth-oriented adjustment policies
within a medium-term framework.

V. Some Operational Considerations

The staff has indicated in Section II of this paper the criteria
that would be used to determine the presence of a protracted balance of
payments problem in specific cases and has described, in a tentative
fashion, the results of its first review of the situation of IDA-
eligible countries in light of those criteria. At the time a member
indicates an interest in being considered for use of these resources,
the staff and management would review its situation in detail in light
of the Board's guidance on these general criteria. Management would
recommend to the Board approval of an arrangement to use SDA resources
only in cases for which a protracted balance of payments problem has
been identified and for which a balance of payments need in the usual
sense was present. The continued commitment of resources for a period
of three years would be contingent on periodic reviews of this need,
generally to be carried out during the annual reviews of such arrange-
ments. A significant improvement in a member country's external
circumstances would create an expectation that the member might not
request further immediate use of these resources.

1. SDA arrangements: members using Fund resources in the
upper credit tranches

Some IDA-eligible countries will have arrangements for use of the
Fund's general resources in place at the time a decision is taken
establishing the terms and conditions for use of SDA resources. In such
cases, if a request for access to SDA resources is received, the staff
will be prepared to discuss that member's qualification and, if
appropriate, the terms and conditions for an arrangement to use SDA
resources during the first subsequent mission planned under that upper
credit tranche arrangement. In cases for which that mission is a review
mission, the financial program already agreed under the upper credit
tranche arrangement would generally serve as the basis for that element
of the SDA arrangement. The subsequent annual program for the SDA would
be negotiated in concert with the next stand-by arrangement or the next
annual program under an extended arrangement so as to be concurrent with
those programs. In these cases, the performance criteria specified
under the stand-by or extended arrangement could serve as the benchmarks
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for monitoring progress under the financial program component of the SDA
arrangement. Upon expiration of arrangements in the upper credit
tranches, separate programs for use of SDA resources would have to be
agreed.

For those cases in which structural elements have been particularly
featured as part of a stand-by arrangement and in which there is a
history of deep involvement of the World Bank, the main elements of a
program needed to qualify for use of SDA resources may already be in
place. In such cases, it may be necessary only to describe in somewhat
greater detail the medium-term aims of ongoing structural reforms so as
to establish a basis for monitoring progress toward those aims during
the period of the SDA arrangement. In many cases, however, a program
for use of SDA resources would be expected to feature, somewhat more
explicitly than would a program under a stand-by arrangement, certain
structural and/or institutional elements that may take a longer period
to see to fruition. In such cases, a complementary program describing
the structural component of policies will have to be agreed with the
member country, in addition to the policies agreed under the upper
credit tranche arrangement.

These considerations suggest that separate arrangements would be
presented to the Board for its consideration on any request to use SDA
resources. This would also be appropriate since the time frame for such
a program would likely extend beyond that of an operative stand-by or
extended arrangement. For members using resources in the upper credit
tranches, it would be expected that the Board would generally consider a
request to use SDA resources at the same time that it discussed the
upper credit tranche arrangement.

2. SDA arrangements: members not simultaneously using the
Fund's general resources in the upper credit tranches

If an eligible country is not likely to request use of the Fund's
general resources, or if such use is deemed inappropriate because of
uncertainties associated with a restoration of medium-term viability in
the external accounts over a time horizon appropriate to the use of such
resources, or because of previous prolonged use of those resources, a
separate request may be made for use of SDA resources. 1/ In such a
case, the request will need to be accompanied by an agreement specific
to the use of those resources. All such programs will contain policy
commitments to address the critical structural problems confronting the
country as well as annual financial programs which are sufficiently
quantified to permit the required semiannual reviews of progress under

1/ Among other situations, countries not in a position immediately to
satisfy the data requirements for formulating and monitoring a program
for use of resources in the upper credit tranches may, for some time,
avail themselves of access only to SDA resources.
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these programs. It would be expected, however, that the very imple-
mentation of such programs may make it feasible, in certain cases, to
agree to programs appropriate to the use of the Fund's general resources
at some later stage.

3. Prolonged users

In the case of some prolonged users of Fund resources, repeated
adjustment programs have not eliminated payments problems. This
facility would provide a new Fund-related source of financing in cases
where, because of prolonged use of Fund resources, there may be little
scope for further use of the Fund's general resources and would thus
facilitate a continuation of an active Fund role in supporting these
members' adjustment efforts. Many of these members have obligations to
the Fund over the next few years that are large relative to quota and
are a significant factor in their overall debt service profile. The
timely settlement of obligations by these members will be facilitated by
the implementation of effective adjustment programs that hold the
prospect of restoring growth. This adjustment effort, in turn, needs to
be supported by complementary financing on appropriate terms from
sources besides the Fund. Thus, it would be hoped that arrangements for
the use of SDA resources, whether or not in concert with use of the
Fund's general resources, will assist members both in defining and
implementing the policies necessary to establish the conditions for a
revival of growth, but also in eliciting the support of donors--both
financial and technical--required to support these efforts.

4. Members with overdue obligations to the Fund

For countries in arrears to the Fund, it would be particularly
important not only to ensure that the arrears were eliminated, but also
to structure programs and associated financing in such a way as to
assure to the maximum possible extent that the member would remain
current in the future. Policies as regards access to SDA resources for
countries with overdue obligations to the Fund would follow the lines
established for access to the Fund's general resources. While the
particular circumstances of each case may differ, in general the
resources potentially available under the new arrangement could play an
important catalytic role. For example, as in some recent instances of
members in arrears to the Fund, the staff would assist the member in
formulating policies that could provide a basis for obtaining financing
from other sources, which would enable the member to become current with
the Fund and open the way for agreement on a program qualifying for use
of the resources of the SDA. Particular importance would be attached to
the member remaining current during the period of the program. These
considerations would influence decisions on the use of the Fund's
general resources in concert with SDA resources and wou'd affect the
conditionality applied in such cases. Any new arrears would lead to a
suspension of disbursements under an arrangemen't anc :7 sider :. n
being given to the application Df more stringe-.: ce *me:s ir
disbursements were to be renewez.
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5. Terms and conditions of SDA funding

The Interim Committee has indicated that SDA resources should be
provided on concessional terms similar to those applied to loans from
the Trust Fund. In light of this guidance, and the medium-term
structural nature of the programs to be supported with such resources,
it is proposed that the terms and conditions of loans from the SDA be
the same as those on Trust Fund loans. Thus, repayments would be in ten
equal semiannual installments, beginning not later than the end of the
first six months of the sixth year and completed at the end of the tenth
year following disbursement. Interest would be charged at the rate of
one half of one percent per annum on the outstanding balance of a loan
and would be paid in semiannual installments.

VI. Fund-Bank Collaboration

The use of SDA resources will be in support of comprehensive
economic programs designed to restore balance of payments viability
through the promotion of structural adjustment and growth in a medium-
term framework. The programs will contain macroeconomic elements, such
as the reduction of internal and external imbalances through appropriate
monetary, credit, fiscal, and exchange rate policies, complemented by
supply-side, structural elements including, as appropriate, adequate
sectoral pricing policies, rehabilitation of state enterprises, and
reduced reliance on protection.

Given the clear need for greater emphasis on structural adjustment
in the countries qualifying for use of SDA resources, it is important
that in the design of the comprehensive adjustment programs, the Fund
collaborate closely with the World Bank in line with the principles laid
out by the Executive Board in its last discussion on Fund-Bank
collaboration in November 1984. It will be important for development
financing plans of all donors and creditors, including the World Bank,
to be fully incorporated into the design of programs for structural
adjustment. Greater efforts to improve the coordination of such
assistance need to be encouraged. Since the Bank is likely to be one of
the major creditors in the countries eligible to use SDA resources,
detailed information on its loan commitments to a country will be an
important element of medium-term financing scenarios.

It is proposed, in the case of members utilizing SDA resources, to
further enhance and strengthen existing procedures on collaboration
between the two institutions, and to experiment with different
modalities of cooperation with a view to more effective utilization of
the respective expertise of each institution. The main elements of such
a process of increased collaboration for members utilizing SDA resources
would include the following:
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(a) The process of consultation with the Bank staff--including
exchange of information and views--would be on a continual basis begin-
ning at an early stage of program preparation and proceeding through the
various stages of program implementation.

(b) The Bank staff would be increasingly involved in Fund staff
discussions with the authorities on use of SDA resources. Participation
of Bank staff in Fund staff visits and in negotiating and review
missions related to the use of SDA resources would be increased and made
more systematic. Possibilities would be explored for more frequent Fund
staff participation in Bank SAL and economic missions to the relevant
members, so that Fund staff enhance their understanding of the various
structural issues and the Bank's approaches to these problems.

(c) The Bank staff's advice would be sought, in particular, in the
following areas of structural and institutional reform: (1) analysis of
the public sector investment program based on assessment of individual
projects included in the investment program as well as of potential
projects; (2) sector pricing policies; (3) reform of market structures
for key products; (4) certain aspects pertinent to the development of
financial systems; (5) the system of tariff and nontariff protection;
(6) the rehabilitation of public enterprises; and (7) other
institutional rigidities in the economy. The two staffs will also
cooperate in developing medium-term assessments of financing needs and
prospective sources of financing.

(d) The Fund staff would request that the Bank staff provide, at
an early stage of program preparation, the Bank's views on problems and
issues in the structural areas identified above. To the extent
possible, the Bank staff would be asked to specify concrete policy
measures and mechanisms for implementing structural reforms that should
be given priority in a program to be supported with SDA resources.

(e) The Bank staff views on structural reforms would be examined
with a view to their integration within the macro framework developed by
the Fund staff in conjunction with the authorities, in a manner which
ensures internal consistency of the various components of the program.
Thus, for example, the size of the public sector investment program must
be consistent with the overall fiscal, credit, and external sector
targets, and pricing decisions in major sectors must be formulated in
the context of appropriate exchange rate policies. Bank staff would be
given an opportunity to see how their views have been taken account of
in the formulation of programs to be discussed with the member
country. This could be done, when appropriate, through the sharing with
Bank staff of draft Fund mission briefing papers. At that stage, an
effort would be made to secure agreement from Bank staff on the approach
to be taken on the structural issues to be addressed in the program. In
certain cases, coordination on this front may be implemented through
parallel operations in which the Bank addresses the major structural
issues in connection with a SAL or with a sectoral adjustment loan. It
would be expected that in such cases the elements of the programs under
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Bank and Fund lending operations would be fully consistent and mutually
supportive. However, in cases where the Bank does not concurrently have
operations of the kind described above in a country that has requested
SDA resources, it would be expected that certain structural measures to
which the authorities are ready to commit themselves would be
incorporated into the SDA arrangement. This would be done to the
fullest extent possible with the agreement of the Bank.

(f) The Fund staff may experiment with the inclusion of special
sections or annexes on structural policies in the papers associated with
requests for use of SDA resources. These would be prepared with the
assistance of Bank staff. In any case, the Bank staff would be provided
with the opportunity to comment on all draft Fund staff papers for the
Board on the member's request for SDA resources so that the Fund Board
will be informed of the Bank staff's views on the structural elements of
the program. Moreover, consistent with the practice that has evolved in
the last year or so, it is expected that a Bank staff representative
would normally be invited to attend Fund Board meetings on requests for
SDA resources and the periodic reviews of programs under such
arrangements.

(g) Given the emphasis on structural adjustment in SDA programs,
some overlap in policy focus in the program content of SDA arrangements
and the Bank's lending programs is inevitable. In the design of
concrete policy measures for SDA programs, in accord with current
practice, the staff would take into consideration the specific
conditional policy actions already included in the Bank's structural
adjustment lending and sectoral lending programs. The aim will be to
provide for complementarity and consistency of policy advice and program
actions.

Many of these proposals would add new dimensions to cbllaboration
between the Bank and the Fund and would emerge in concrete form only as
experience was gained by the two institutions. These proposals are
currently being discussed with the Bank to develop operating procedures
that will make them effective.

VII. The U.S. Proposal for Joint Fund-Bank Programs

1. The main elements of the U.S. proposal

On the occasion of the Executive Board discussion on the use of
resources of the Special Disbursement Account arising from the termina-
tion of the Trust Fund, the U.S. Executive Director proposed development
of joint Fund-Bank programs to be supported by the use of SDA resources
and funds from the World Bank (Buff 85/161, 9/13/85). Subsequently, at
the Interim Committee meeting in Seoul on October 6, the U.S. Treasury
Secretary called for a joint approach by the Fund and the Bank to
address the difficulties of the poorest countries confronting protracted
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balance of payments problems. 1/ The U.S. Treasury Secretary's
statement indicated that the United States would be prepared to consider

a bolder approach involving more intensive IMF and World Bank collabora-

tion to provide a framework for development of unified, comprehensive

economic programs, and to catalyze additional financing in support of

such programs.- This approach was suggested to help ensure that the

institutions provide sound, mutually consistent advice on the full range

of policies that can be used to attack poverty and promote growth. It

was recognized that some members may have reservations about such an

approach on grounds that it could be complicated and difficult to

implement. While agreeing that it would not be an easy approach to put

into place, the U.S. Treasury Secretary felt that it should be explored

as it offered substantial possibilities for helping the poorest

countries and for strengthening the ties between the Fund and the Bank,

and hoped that further consideration could be given to it in the months

ahead.

The U.S. proposal envisaged the provision of resources over the

period 1986-1991 aimed at the poorest (IDA-eligible) countries which are

confronting protracted balance of payments problems and are willing to

implement a comprehensive growth-oriented economic program. The

resources would come from (a) the Fund's Special Disbursement Account

(initial estimate of SDR 2.7 billion); (b) IDA VII and IDA VIII

nonproject lending; and (c) IBRD net income and lending. In addition,

it is envisioned to associate existing bilateral aid as well as new,

additional bilateral funds with the above Fund and Bank resources. The

United States was prepared to consider seeking additional bilateral

funds if other donors are also prepared to make equitable contributions.

The above resources would be in support of comprehensive economic

programs containing both macroeconomic and structural elements similar

to the program policy content envisaged by Fund staff in the case of use

of SDA resources. The macroeconomic elements would be those typically

included in Fund programs plus some increased Fund emphasis on

structural and institutional reforms. The structural elements would

include such matters as appropriate sectoral pricing policies, growth-

oriented tax reform, financial reform to mobilize domestic savings and

stimulate investment, reduced government intervention in the economy,

promotion of the private sector and improvement of efficiency of state

enterprises, trade liberalization, and measures to make foreign direct

investment more attractive.

The United States, under this proposal, envisaged that the macro

and structural elements would be contained in a single program developed

and negotiated by joint Fund-Bank staff teams with the concerned

member. Fund and Bank staff would prepare a single, joint document for

nearly simultaneous consideration and endorsement by the Fund and Bank

1/ Statement by Secretary of Treasury, James A. Baker, III at the IMF

Interim Committee meeting on Use of Trust Fund Reflows, October 6, 1985.
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Boards. Each Board would approve use of the resources under its own
jurisdiction. Disbursements would be phased in line with program
implementation which would be spread over several years. To monitor
progress in tmplementation, quantitative targets and qualitative
objectives would be specified in the joint program, which would be
evaluated in a flexible and qualitative way in the context of semiannual
reviews by both Boards. Approval of the joint program and/or successful
completion of the review by the two Boards would trigger disbursements
of Fund and Bank resources and associated bilateral aid.

2. Some implications of the U.S. proposal

Implementation of the U.S. proposal would require decisions and the
adoption of certain procedures at the Board and staff operational
levels. The two Boards would need to endorse the concept of joint
programs, determine the form and extent of linking of resources, and the
disbursement and other mechanisms to achieve this. Within the total
pool of resources, for resources under their respective jurisdiction,
each Board would need to decide upon the amount, purposes, time period,
and criteria for eligibility and use of the relevant resources, and the
potential access of individual members. The phased disbursements of
resources from the two institutions presumably would be linked in some
fashion specified in the joint program document. There would need to be
mutual agreement between the two institutions on a common list of
potential users based on similar and mutually consistent criteria.
Consideration of joint programs and reviews of the implementation of
these programs by the two Boards would need to be scheduled simul-
taneously or at least very closely together. Procedures would need to
be instituted to deal with the eventuality that the joint program is
endorsed by one Board but not by the other. Joint programs imply that
collaboration must also increase between Bank and Fund Executive
Directors for purposes of harmonized and consistent views.

Decisions on disbursements of bilateral aid associated with the
joint programs would be a matter for individual donors rather than for
the Bank or the Fund. However, since the joint program would be
formulated on the basis of an assessment of balance of payments needs
and the prospective availability of financing, it would be expected that
donors would make every effort to live up to commitments in order to
avoid the emergence of unfilled financing gaps which could jeopardize
program implementation. The Boards of the Bank and the Fund might want
to consider whether other mechanisms to assure disbursement of bilateral
assistance in concert with resources committed by the Bank and the Fund
may be desirable.

At the staff and management levels, there would need to be a close
association between the two institutions at each stage of program formu-
lation and follow-up. While this principle is also envisaged by the
staff in the formulation of SDA programs, the U.S. proposal on joint
programs would go considerably further and would imply a significant
extension of present procedures and practices on collaboration. It
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would require the two staffs to share responsibility on the determina-

tion of the size, composition, and timing of joint missions, and of the

selection of the mission chief(s). It would presumably also entail

preparation of joint briefs and joint debriefs to Fund and Bank

management, the joint preparation and negotiation of the letter of

intent with the authorities, and the joint drafting of the staff report
for the two Boards. To make such arrangements feasible, the authorities
would need to be willing to share highly confidential information with

both staffs and accept wider circulation and discussion of the program
documents.

VIII. Subsequent Procedures

On the basis of guidance provided by the Board on the major
elements of the proposals contained in this paper, the staff would
proceed to draft the necessary decision. It would be expected that such
a draft, together with a paper elaborating details of the facility's
operations, could be put before the Board for its consideration by mid-
March 1986. Adoption of a decision at that time would permit operation
of the facility to begin shortly thereafter.
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Trust Fund: Termination and Transfer of Resources
to Special Disbursement Account

1. Having conducted the review specified in Section II, paragraph 4(d)
of the Instrument to establish the Trust Fund attached to Decision
No. 5069-(76/.72), of May 5, 1976 (hereinafter called the Trust
Instrument), the Fund, as Trustee, decides with effect from the date
disbursements under loans from the Trust Fund are completed, that the
payment terms of such loans from the Trust Fund will not be changed,
provided, however, that if the Trustee finds that repayment of an
installment on the due date would result in serious hardship for the
borrower the Trustee may reschedule the repayment to a date not later
than two years after the date such repayment was originally due.

2. (a) The Fund, as Trustee, decides that the Trust Fund shall be
terminated as of April 30, 1981 or the date on which disbursements under
Trust Fund loans are finally completed, whichever is the later. After
that date, the activities of the Trust shall be confined to the
completion of any unfinished business of the Trust Fund and the winding
up of its affairs.

(b) The resources of the Trust Fund held on the termination date
or subsequently received by the Trustee, except those resources still
being held for distribution to members or required to satisfy the
liabilities specified in Section V, Paragraph 2 of the Trust Instrument,
shall be transferred, as expeditiously as possible, to the special
disbursement account in accordance with Section V, Paragraph 2 of the
Trust Instrument.

(c) Nothing in this paragraph 2 shall limit the authority of the
Trustee, either before or during the winding up of the Trust Fund, to
reschedule loan repayments in cases of serious hardship as provided in
paragraph 1 above.

3. (a) From the resources received in the special disbursement
account of the Fund pursuant to paragraph 2(b) above, the Fund shall
make available an amount equivalent to SDR 750 million for use in the
Supplementary Financing Facility Subsidy Account (hereinafter called the
Subsidy Account). Such amount shall be transferred to the Subsidy
Account as provided in Section 4 of the Instrument establishing the
Subsidy Account.

(b) Of the resources received in the Special Disbursement Accoun:
as a consequence of the termination of the Trust Fund which are not usec
for the Subsidy Account as provided in (a) above, SDR 1,500 million
shall be used to provide balance of payments assistance on concessionaL
terms, on a uniform basis, to low-income developing members in need o:
such assistance under arrangements similar to those set forth in the
Trust Instrument. The remainder shall be used to provide assistance to
low-income developing members in accordance with the second sentence of
subsection 12(f)(ii) of Article V of the Articles ot Agreement under a
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decision of the Fund to be taken not later than June 30, 1986. If no
such decision is taken by that date, the remainder referred to in the
preceding sentence shall be used on the same terms as the SDR 1,500 mil-
lion referred to in the first sentence of this subparagraph.

Decision No. 6704-(80/185)TR

December 17, 1980
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1. Negotiations for the Eighth Replenishment of the International

Development Association (IDAB) were launched with the meeting of IDA

Deputies in Paris on aanuary 27-28 under the chairmanship of

Mr. Moeen Qureshi. In initiating the negotiations, Deputies reaffirmed

their stronq support for the Association which they viewed as a key

instrument of international co-operation and development. Against the

background of the difficult economic and financial circumstances of the

very poorest IDA borrowers, especially those in Africa, Deputies underlined

IDA's pivotal role as a source of concessional financinq. They eaphasized,

therefore, that it was of critical importance to provide a replenishment

adequate to enable IDA to continue to play its special role. Deputies also

stressed that they wished to complete the negotiations in an expeditious

manner.

2. There was broad agreement that the key issues to be addressed in

this first negotiatinq session were a negotiating range for the

replenishment, the terms of IDA lendinq, and allocations among country

aroups. Deputies were, furthermore, of the view that these three issues

were closely linked and should accordingly be dealt with as a package.
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Deputies agreed that every effort should be made 
to achieve a

replenishment of $12 billion. Many believed this should be a minimum

target since it would merely maintain, in real terms, 
the value of

resources currently available to the Association through 
IDA7 and the

African Facilityl they would therefore have preferred a higher figure.

For others, $12 billion represented the maximum feasible. Against this

background a large majority were prepared to accept 
that negotiations

should begin within a negotiating range of $10.5 to $12.5 
billion.

Moreover, they emphasized that the lower end of this range 
did not

constitute an accceptable figure and therefore they strongly urged that all

donors coalesce around the figure of $12 billion or more. The U.S. Deputy

said that his current reference point was a range of $9 to $12 
billion, but

provided that certain adjustments in terms and 
other policies mentioned

below could be achieved, he too would work to secure an outcome within the

range of $10.5 to $12.5 billion. It was also pointed out by Deputies that

other issues such as burden sharing and the applicable exchanqe rates would

need to be settled before the size of the replenishment would 
be finally

decided.

4. There was agreement among Deputies that the character 
of IDA as

an institution predominantly financing specific 
investments should be

preserved. There was, however, general recognition 
that in many of the

recipient countries there was at the present 
time an urqenat need to

strengthen adjustment support lending so as to improve 
the policy

environment for investment. In this context, in the expectation of a

satisfactory level of replenishment, Deputies discussed 
the implications

for IDA8 of proposals made subsequent to the Interim Committee discussions



in Seoul for the use of IMF Trust Fund reflows, includinq the proposal of

the United States. Deputies fully recoqnized that it was not within their

jurisdiction to decide on these proposals or make recommendations on them.

This was rather the task of the Boards of the Fund and the Bank. Provided

these proposals were adopted, Deputies were of the view that any increment

above $10.5 billion should be primarily designated for support of

adjustment programs -- especially in Sub-Saharan Africa -- in conjunction

with the Trust Fund reflows to the extent feasible. With respect to the

$10.5 billion itself, Deputies agreed that the share devoted to the support

of such programs should not be less than that in IDA7 plus the African

Facility, and could be used in a similar manner for eligible countries

under the proposal as it might be adopted by the Boards.

5. Deputies expressed a willingness to consider modest changes in

IDA's lending terms if there was a real prospect that the Association's

resources could be significantly increased as a result. Many stressed

that the extent to which adjustments could be made depended on the eventual

size of the replenishment. Provided that the replenishment is in the ranqe

of $10.5 to $12.5 billion, most Deputies could accept a reduction in the

maturities of IDA credits from 50 to 40 years. If the replenishment is in

the upper end of the range, many Deputies could consider a reduction in

maturities to 35 years or a reduction in grace periods from 10 to B years,

while others felt that such an adjustment would be inappropriate for

IDA-only countries. Most Deputies were opposed to the introduction of

interest rates or increases in the service charge. However, many were

prepAred to consider an approach for adjusting the terms of IDA credits

after a specified period to reflect changes in individual country

cirumstances.

o-
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FOR THE MANAGING COMMITTEE

Report on the Status of the Administrative Tribunal's Work

1. Since my last report dated October 19, 1985 to the Managing
Committee the Tribunal has met in Washington from October 21 to October
25, 1985. It decided Broemser and had oral hearings which were public
in Von Stauffenberg, Ganuelas and Leach. In Broemser the Tribunal found
a procedural irregularity in the termination of service for which it
ordered the respondent (the Bank) to pay the applicant compensation. The
decision to terminate the applicant's service was allowed to stand.

2. In the oral hearings in the Von Stauffenberg et al. cases the
Tribunal heard counsel for the applicants and counsel for the respondents.
Each party had two opportunities to speak. The cases concern the general
structural salary increase for 1984.

3. The next session will be held in late spring. It will be for
7 working days, as at present planned. It is hoped to be able to decide
Von Stauffenberg, Ganuelas, Leach, Kirk and Gyamfi at this session.

4. There is one more case in the docket, Thompson. A few more are
expected to be filed. The Tribunal is expecting more cases to be filed
later in the year as a result of the Bank's grading exercise.

5. The work on confidential papers goes on in the Secretariat.
Apart from these papers have been completed on "Classification and Grading"
and "Salary Increases." These are available to those interested.

6. The work on the "Index of Decisions," the "Index of the WBAT"
and the "Main Points" has been completed. They should be ready for distri-
bution in two to four weeks.

7. The Executive Secretary has completed work on 18 chapters of the
comparative study on international administrative law, four more than at
the time of the last report. About 60% of the work on the comprehensive
study has been completed.

8. The 1985 Reports of the WBAT have been published in one volume
and are available to the public.

C. Amerasinghe
Executive Secretary
World Bank Administrative Tribunal

Washington, D.C.
January 22, 1986
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January 17, 1986

The Honorable James A. Baker III
Secretary of the Treasury
Department of the Treasury
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Dear Jim,

Thank you for your letter of January 13, setting out what the United
States considers to be necessary elements for the IDA8 replenishment. In
responding to it, let me express at the outset our appreciation for the
constructive and forthright way in which the United States is approaching
these negotiations. While it may not in the end prove possible to
achieve all of your objectives vis a vis the other donors, I know that
your efforts over the past year -- particularly in Seoul -- to reassert
US leadership in international finance and development have created a
positive climate for the IDA8 negotiations, with renewed goodwill on all
sides.

*We believe that much of your agenda of policy changes will prove
acceptable to the other donors - particularly the emphasis on Africa,
and the support for policy reform. While specific programs will need to
be tailored to individual country circumstances, there is growing support
for these general objectives. Indeed, the Joint Program of Action for
Subsaharan Africa embodies similar objectives, and the IDA Deputies
generally endorged greater emphasis on AfrJca and performance-related
lending in their meeting at Seoul.

What is less likely to be accepted by other donors -- and
particularly recipients -- are major changes in IDA's repayment terms or
further reductions in the allocation to India and China. The Seoul
meeting showed a willingness to reconsider terms, but there was strong
opposition on the part of many donors to any significant reduction in the
concessionality of IDA credits. Moreover, donors are unlikely to agree
to a negotiating range with a minimum that is lower than the resources we
now have -- i.e. $10.4 billion which represents the sum of IDA7 plus the
African Facility. Most importantly, it is our sense that -the donors are
likely to approach the three major issues that are to be discussed in
Paris - negotiating range, terms and allocations -- as elements of an
overall package. Accordingly, we believe it would be a mistake for the
United States to seek a negotiating range for IDA8 with a minimum as low
as $9 billion. We are convinced that a minimum of $10.5 billion (or
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thereabouts)is necessary to make any significant progress on subjects of

lending terms and country group allocations. The figure of $9 billion

will be seen as a reduction in IDA's current level of funding, and may be

interpreted as a sign that the United States is not serious about trying

to marshall additional resources to supplement the IMF Trust Fund

reflows. In my view, it is vitally important for the United States to

signal in the Paris meeting its willingness to at least sustain IDA's

current level of operations and to consider additional funding in

conjunction with your Trust Fund proposal. I am confident that this will

elicit a very positive response from the other donors in terms of

increasing the emphasis in IDA8 on policy-oriented lending and the

private sector.

With regard to IBRD's programs, I am in agreement with the points

you make in your letter, and especially with the objectives you have in

mind for the Bank. You are aware, of course, that there is some

difference of view on the part of some of the Bank's shareholders on

precisely how these objectives should be pursued in particular cases. We

are moving to bring specific country programs to the Board in the near

future and this will give the United States the opportunity to review the

Bank's policy approaches and procedures in the context of specific

examples.

Again, let me thank you for your constructive approach to the IDA8

negotiations and your continuing support for the Bank and its programs.

Warm regards.

Sincerely,

A. W. Clausen
President
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The soecific policy chances we are seeking are:

-- le 1di ng teros that move toward reducing the rant
eilZnt, i.e. , a reduction of maturity and grace
periods and an increase in interest charges;

-- a lending program that emphasizes and supports
directly the private sector;

-- a larger proportion of the total lending program
dedicated to policy based lending -- particularly
in Sub-Saharan Africa; and

-- a larger IDA share for Sub-Saharan Africa.

With these policy changes, I believe a replenishment in the
$9 to $12 billion range may be feasible.

In addition, for any replenishment, we would insist that
the funds in excess of $9 billion be earmarked for lending
to Sub-Saharan Africa in conjunction with lending.from
the IMF Trust Fund. We also would insist that the propor-
tion of the $9 billion base of IDA VIII that corresponds
to the portion of the IDA VII replenishment dedicated to
policy-based lending in Sub-Saharan Africa be earmarked
through the same mechanism for Africa. The IMF Trust Fund,
the IDA policy-based lending and, hopefully, the Special
Facility for Sub-Saharan Africa have precisely the same
objective, and logically should function in a cooperative
program for these countries.
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The stronger focus on Sub-Saharan Africa and close coopera-
tion with the Fund that are embodied in this approach along
with the other suggested changes would permit the U.S. to
enter into IDA VIII replenishment discussions with a much
stronger position domestically. A replenishment in the
range of $9 billion to $12 billion would be much more
likely to be achieved as a result.

As you are aware, the policy changes we are seeking in IDA
and more generally the direction we wish IDA to follow are
a reflection of the changes we are seeking in the World
Bank. They are not mutually exclusive or separable; and
they are consistent with our overall policy toward the IFIs.

With regard to the Bank we are seeking:

a greater focus on the 15 debtor countries;

-- a major expansion of structural and sector adjustment
lending where there is a demand from countries;

-- more of the Dk's lend ing -rog ram sould be tranched
in orde r to monitor -t,-rfor.-nce better;

-- a relaxtion of the prcTfolic. concentration guidelines
for sevLctd debtor ccntrie;

-- an i _ Tv7 ent in the ace of internal oroccdures for
procesing lcrrns ;withct sacrificing loan quality;

incr- c. .o. .cotiY2C coor-inat-on and cocperation
wit---h t fe IN nd fwIth rJgional1 M D E;

- a stron btkt or netor Coun-
tri e S -_ t;E a t ori 1 te ecnorIC c IS,
i.e. ] Lc o 'tyuich wi nt be
con;:liec

n- susc o nr or cn nr fo n rrance cf Jen ing

-- strentne Ek staff for -nig this type of
1 e n~ 61nc.

We recognize some cf these changes will not be easy; but
they are essential. We also understand that some are in the
process of being made; but the pace of those changes appears
to be extremely measured. A failure to act much more quickly
could very well jeopardize the program that we have all
agreed is needed.
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Beyond these immediate concerns we need to begin thinking
about and developing additional concepts to buttress and
extend the new debt initiative. For example, more imagi-
native use of devices or programs such as co-financing,
integration of the IFC into the program, Bank lending to
private institutions and deposit-taking by the Bank are
ideas we may wish to examine.

In closing let me again emphasize the critical need for
the E-.nk to make the changes outlined above as quickly
as pcssible. I hope that you share this view and will
continue -o press for these changes.

Sincerely,

//
Jgimes A. Baker, II

The Eonorable A.W. Clausen
Pres i en t
Inter:atironal Bank for

Peco-truction ana Development
Washington, D.C. 20433
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An Approach to Assistance to Low Income Countries
with Protracted Balance of Payments Problems

The United States has proposed a program of expanded
assistance to address the economic problems of the poorest
countries with protracted balance of payments problems to help
them to achieve sustainable economic growth. The proposal is
based on a convergence of views that:

-- growth is indispensable to the process of economic
development, to political stability, and to resolution of
current economic and financial problems;

-- comprehensive economic programs are a necessary condition
for sustainable economic growth in many developing countries;

-- the protracted economic problems facing the poorest
developing countries, especially those in Sub-Saharan
Africa, require more effective financing; and

-- strengthened cooperation between the International Monetary
Fund and the World Bank is required to support these efforts.

These themes have been embodied in the communiques of the last
three Economic Summits and in recommendations of the G-10
urging closer Bank/Fund cooperation to support economic policy
changes.

The proposal also reflects growing recognition that
little economic progress has been made by the poorest countries
in dealing with their economic problems. Despite increased
financial flows to Sub-Saharan Africa through the 1970s and
adoption of adjustment measures by many of them, economic per-
formance declined in many cases. While important progress has
been achieved in strengthening Fund/Bank cooperation in recent
years, there is scope for further steps to enhance cooperation
between the institutions. Growth prospects for the remainder of
the 1980s are poor and, in the absence of a renewed efforts by
the countries and their creditors, it is likely that net financial
flows to the region will decline over the period. Significant
economic reform efforts must be made by these countries, requiring
the support of the financial institutions and donor countries.
Only decisive action can achieve successful policy change and
set t'he stage for sustained growtn.

U.S. Approach

The proposed plan of action is intended to ensure that I'MF,
World Bank, and bilateral donor assistance provide the greatest
possible impetus to sound economic policies, structural reform
ans renewed growth in the poorest countries. The key to this

proposal is coordinated programs by the Fund and Bank, focused
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on the poorest (IDA-eligible) countries, many of which are in
Sub-Saharan Africa, which have protracted balance of payments
problems and are willing to undertake comprehensive macro-
economic and structural programs.

More intensive IMF and World Bank collaboration could help
provide a comprehensive economic framework for each country's
efforts and could catalyze additional financing on concessional
terms in support of these efforts. With regard to exact modal-
ities for achieving enhanced Bank/Fund cooperation, the United
States recognizes that there may be a number' of workable approaches
and is open to suggestions, consistent with ,the basic concepts
and objectives of this approach.

International Consultations

In Seoul, there was considerable support expressed for the
goals of this plan, in the context of a ciscussion of the use
of Trust Fund reflows, including both greater efforts to support
comprehensive economic programs in the poorest countries and
stronger Bank/Fund coordination. Concrete steps toward imple-
mentation of enhanced economic efforts consistent with the
proposed approach were taken, including Interim Committee
endorsement of use of Trust Fund reflows for the poorest countries
with protracted balance of payments problems and willing to
adopt comprehensive economic programs. The Interim Committee
also endorsed close collaboration between the Fund and the
World Bank, but did not elaborate measures to achieve more
formal cooperation between the two institutions.

In the months since the Seoul.meetings, the U.S. Government
has carried out a series of consultations on this approach in
order to seek the views of others on the best means to accomplish
it. We have spoken with a numbe: of donor governments, African
governments, and -- on an informal basis -- with members of
the management and Executive Boards of the IMF and the World
Bank. These discussions have indicated continued strong support
for the basic goals of the plan. At recent international
meetings, including the High Level Meeting of the Development
Assistance Committee and the OECD Executive Committee, member
countries reiterated their basic support for these goals.

At the same time, concerns have been expressed about the
exact modalities of the program in the Bank and Fund. The
concerns that have been expres'sed fall intQ three categories:
reluctance to see formal links established between the programming
of the two institutions; uncertainty over the sources and level
of resources to be provided by the World Bank, especially the
ole of IDA VIII; and linkage of bilateral aid with this program.

-- So e have expressed concern over possible "blurring" of
the roles of the Fund and Bank by merging their policy
advice anc financing efforts, and have neen unprepared to



commit bilateral aid funds for this purpose, preferring
instead that additional aid for the poorest countries
come from IDA VIII.

-- The need to avoid "cross-conditionality" (i.e. mutual
vetoes by the two institutions) between the Bank and
Fund was also of concern.

-- The importance of retaining IMF and World Bank flexibility
in responding to the needs of their members was also
stressed.

Comprehensive Policy Framework

As a result of our consultations thus far, we have adapted
the details of the basic proposal to address the issues that
have been raised. In particular, to ensure that the distinctive
roles of the two institutions are maintained, we would endorse an
approach in which the focus of action by Bank, Fund, and host
country would be development of a comprehensive "policy frame-
work" within which the two institutions would develop policy-
based programs.

Staff of the Fund and Bank would work with the country to
develop a policy framework involving consistent, supportive
macroeconomic and structural policy objectives and determine
areas for priority attention. Fund and Bank staff would also
reach general agreement on financing needs and possible sources
of financing to support the comprehensive program. To the
extent pcssizle, development of the, policy framework would
coincide with IMF Article IV consultations and preparation of
World Bank country economic memoranda. The framework paper
would go beyond these documents in that it would be more
explicit in defining policy objectives, timetables and areas
for priority attention, and it would be the basis for agreement
on these issues and priorities between the Bank and Fund.

The policy framework agreement would be broad enough to
encompass recommendations in such areas as the current account
position; fiscal policy; relative prices; money and credit
expansion; exchange rate reform; trade, foreign direct invest-
ment and exchange stabilization; privatization of parastatal
organizations; deregulation of domestic markets; sectoral
policies; investment programs;' tax policies; expenditure
cont.ols; financial market reforms; labor rmarket reforms; and
other areas, as appropriate.

The frame.iork would be reviewed and approved by both the
IMF and World Bank Executive Boards at roughly the same time
as a bas:s for policy-based lending to the country. Once it
was agree., each institution would negotiate its own policy-based
lending programs, consistent with the overall framework, but
within tne procedural and.policy guidelines of its own Board.
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The Boards would ensure that specific quantified objectives
and policy goals set by the institutions in their individual
programs were consistent and supportive. Each Board would

monitor performance and determine subsequent drawings for its
own lending program.

Efforts would be made to ensure that the timing of program
approval, Cisbursement and review would be compatible between
the two institutions, while not being rigidly linked. This
would provide the confidence necessary for each institution to

proceed witn its own program on the basis of consistent policy
advice and similar financing assumptions. successful performance
under one institution's program would not be a condition for
successive drawings under the other institution's parallel
program, but each institution would take into account progress
being made in the other institution. Such progress would, by

definition, be important to the overall attainment of growth

and payments viability.

The policy framework would normally be reviewed on an annual
basis by the Boarcs, and revised as appropriate, in the same
coordinated fashion as it was developed. The comprehensive pro-
grams implemented under the framework would generally be of two

years duration, with semi-annual reviews and drawings based on
performance against the quantified and other program objectives
incorporated into the reviews. Successful performers would
enjoy possible access to follow-on programs, providing a medium-
term adjustment path. Decisions on follow-on programs and the

scope of such programs would take into account the performance
unaer the preceding programs.

Elicibility would be based on the guidelines for use of

Trust Fun6 reflows endorsed by the Interim Committee in Saoul.
Resources available over the 1986-91 period would include the.

$2.7 billIon of IMF Trust Fund reflows, and a roughly equivalent

amount from World Bank and bilateral sources. The World
Bank contribution would oe drawn largely from IDA non-project
lending under IDA VII and VIII, annual transfers of perhaps
S100 million of IBRD net income, and modest IBRD lending to

countries meeting IBRD creditworthiness criteria. The United

States would support dedicating a portion of IDA VIII funds
for programming under the policy framework plan.

Bilateral resources would' also be mobilized to support

prog rams under the comprehensive policy framework. The United

States has expressed willingness to seek to provide bilateral
resources for this purpose if others are willing to make equitable
contributions.' These funds might be pooled in a special fund

or account at the World Bank or, if such an arrangement is not

possible, pr:vided Cirectly to a participating country by the

donor. B:.ateral f;nds woulc augment and support Fund and

Bank programs negotiated under the policy frameworK. If provided

directly to the countries by donors, they could be made avaiaD2e



in coordination with those of the Fund and Bank in a manner that
best supports the goals of the policy framework, possibly using
the Consultative Groups set up for most of the poorest countries.

Resoonse to Kev Concerns

we believe that these adaptations of the basic approach
address the major concerns raised during our consultations.

1) The plan preserves the distinct roles of, and avoids cross-
conc-tionalitv Detween, the IMF ano World bank, while main-
tain:nc tne Dasic concent of ennanced coordination Detween
the zunc and Bank. Formal joint action would normally be
lim.:ted to the design, approval and review of an overall
policy framework. It would not change the fundamental

roles or relationships between Fund and Bank, or between
the institutions and their clients. Design and implementation
of fund and Bank financing programs would be left to the
in-ivicual institutions.

2) IDA would be the focus of World Bank particication in
tne coordinated ap:roacn, and resources from IDA VIII
wou.Zc =!av a maor role in it. Most of the resources
provloed Dy tne World Bank would come through IDA, starting
with non-project funos under IDA VII and possibly including
funts dedicated for this purpose within IDA VIII. IBRD net
inczme transfers and modest adcitional IBRD lending would
be :rogrammed in close coordination with these IDA funds.

3) The = an could attract aditional concessional resources
:or :ne Doorest countries, especiallv adcitional fast
dis:ursinc, ncn-project aic. The anoun- of additionality
cepen:s irportantly on tne willingness of donors to dedicate
z c:=t:cn of :DA VIII and additiona" bilateral resources
to tne progra.. Furthermore, the program would De pre:ise
on a greater portion of multilateral and bilateral assis-
tance being provided on fast discursing terms to support

policy reform.

Next Sters

The ,MF Board will be deciding the guidelines for use of
Trust Fund resources on January 22, 1986. The Interim Committee
emphasized the importance of c-lose Fund/Bank cooperation but did
not -pecify actions to achieve- it. We bel'ieve this proposal
provides a concrete means of achieving such coordination. We
urge Executive Directors -to support this approach in discussions
in.the Executive board.

In :ne Worlc Bank, there have been only informal discussions
Of tne -an'/Fund plan, and it will oe necessary to bring it to tne
Board ver; soon for formal ccnsideration. We si-ilarly urge
suppzrt :- tne Ban'; Executive Directors ::r the policy framevork
concet :n future Bzara discussions a-c :n tne context of

VI:: negotiati-ns.

January 3, 1986


