THE WORLD BANK GROUP ARCHIVES

PUBLIC DISCLOSURE AUTHORIZED

Folder Title: Leonard B. Rist - Loan Policy - Correspondence - Volume 4

Folder ID: 1849851

Dates: 8/8/1949 - 6/2/1952

Fonds: Records of Individual Staff Members

ISAD(G) Reference Code: WB IBRD/IDA-09

Digitized: 9/17/2015

To cite materials from this archival folder, please follow the following format:

[Descriptive name of item], [Folder Title], Folder ID [Folder ID], ISAD(G) Reference Code [Reference Code], [Each Level
Label as applicable], World Bank Group Archives, Washington, D.C., United States.

The records in this folder were created or received by The World Bank in the course of its business.

The records that were created by the staff of The World Bank are subject to the Bank's copyright.

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers.

THE WORLD BANK
Washington, D.C.

© 2012 International Bank for Reconstruction and Development / International Development Association or
The World Bank

1818 H Street NW

Washington DC 20433

Telephone: 202-473-1000

Internet: www.worldbank.org

PUBLIC DISCLOSURE AUTHORIZED



DECLASSIFIED
WITH RESTRICTY
WHG Als ONS

L
ArciisE Il dlllllll;ULl J

: A1890-230 Other #: 2 2126848
Leonar: d B. Rist - Loan Policy - Correspondence - Volume 4



Form No. 75
(7.48)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

ROUTING SLIP

Date
T0~- E Name A Room No.
\
! N ooy |
9 /4
V
3
4
FOR=-
Action Initialing
Approval Preparing Reply
| Comment Previous Papers
iling Noting and Returning
Full Report Recommendation
Information Signature

!

_m:mnus )—Zu;' / Bk A"W[_

. : 4‘94‘;:‘,
. R (‘%L /&,LB-O+~‘<

st Lk w_,«;/cwmﬁm
FRO“-//? (B kw atlbod)



.\

=Y. fonNT
November 28, 29k ——

MEMORARDUN

&.Hahm

G M. Ventimiglia
PROTECTION OF BANK'S INVESTMENTS



November 28, 1949

PROTECTION OF BANK'S INVESTMENTS

GENERAL

1. The Bank is a world lending agency and looks forward to extending
financial assistance to member countries in cases where it can reasonably
expect that the loans will be repaid in full and that the purpose of the
loans will be accomplished.

2, Vhen a loan is granted and credit opened, the contact established with
the borrower and its government in the course of the negotiations must be
maintained to watch the uses and effects of the loan and, at the same time,
to be advised of any occurrence which might endanger the Bank's investment.
3. By reason of the nature and purposes of the loans miade by the Bank,
their generally long~term character and the possibility that conditions will
change in the future, each loan involves a continuous relationship between
the Bank and the borrower which, on the part of the Bank, requires varying
agtivities that must be assigned to the competent departments of the Bank
as their particular respomsibilities.

PRECIS OF PRESENT SITUATION

k. In the course of the relationship of the Bank to 2 borrower, the follow-
ing obvious separabe stages exist which also, of course, tend to merge in
borderline situations into each other, because it iz impossible to divide a
continuing relationship into completely watertight compartments.

S. TFirst stage. In this stage the Bank's relationship with a particular
country consists primarily of obtaining a general picture of the political,



economic and financisl condition of the country and its principal industries,
its relation to other countries, and its requirements and problems in con-
nection with its reconstruction and development.

6. T¥hen an application for a loan becomes active, a lLoan Working Party is
established by the Loan Director, who has the initiative and responsibility
for loan operations. The Working Party consists of the assigned Loan Officer
and representatives of the Legal, Fconomic and Treasurer's Departments. Upon
the recommendation of the Loan Officer, who coordinates the activities of the
Working Party, a fact-finding mission is customarily sent to the country in
which the project* is located, the purpose of which is to bring up to date
general economic research with respect to the credit-worthiness of the country
and the feasibility, soundness, priority, ete. of the proposed project.
Normally the Loan Officer heads the mission. The mission usually includes,

in addition to members of the Working Party, members of the Engineering
Division, which is part of the Loan Department but whose fumction, in a

sense, is separate from the other activities of the loan Department, or
outside engineering consultants, who accompany the mission to obtain technical
and business information and data required for project analysis and evaluation.
7. The mission makes its reports, which fundamentally include the mission's
advice as to the advisability of giving consideration to the loan. Such
reports nouturny. include estimates of the future capacity, production

and effect on the economy, from which a decision can be made as t o whether
the project is entitled to consideration from the point of feasibility,
soundness, priority, beneficial effects, etec.

8., Second stége. The nmext stage in the relatiomship of the Bank to the
borrower comes into existence after the mission's reports have been considered .

¥This memorandum does not deal with so-called gemeral purpose loans which, it
is understood, are no longer being made by the Bank.
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If it is determined, on the basis of the mission's reports, that further
consideration should be given to the proposed loan, representatives of the
borrower come to Washington to discuss the proposed loan with the lLoan Work-
ing Party and negotiate with respect to the proposed terms. In the course
of that activity, the mission's reports are studied and possible supplemental
reports are called for from the borrower or further missions or experts are
dispatched to secure additional information.

9. Upon campletion of the negotiations and the Loan Director's approval of
the papers prepared by the Loan Working Party, the decision is made by the
Bank whether or not to grant the loan. A recommendstion is made by the Staff
Loan Committee to the President, and the final decision is then submitted to
the Board of Directors. If the loan is approved and the agreements are
signed, the Bank then opens a credit for the borrower.

10. Third stage, As soon as the credit is opened, the next stage of the
Bank's relationship with the borrower comes into existence, t his time under
the jurisdiction of the Treasurer, who is responsible for the development
and application of financial policies and practices of the Bank, and it may
be divided into two parts:

1. (1) Supervision of disbursements, or administration of the mechanism
for withdrawals of funds by the borrower, including examination of applica-
tions for withdrawals and supporting documents, checking on the use of
proper sources of materials, supervising any arrangements made with
intervening commercial banks by the borrowers, and any variations in the
list of goods or in the projects, with a view to making such changes as

may be required in the withdrawals requested by the borrower. This work

is naturally handled in consultation with the Loan Department and, where
required, with the assistance of the legal Department.
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12, (ii) Supervision of the end-use of money withdrawm by the borrower.
This function includes, in essence, making sure that the funds disbursed
are used for the specific purposes contemplated by the Lean Agreement,

that materials are properly shipped to and reach appropriste destinations,
checking on the progress of the work in comparison with the time schedule
eriginally laid down and the estimates of cost made, up to the time the
project is completed.

13+ The time required for this supervision of loan end-use varies from a
short to a long period, depending upon the nature of the project. The super-
vision includes, in addition to the matters mentioned above, a very important
matter, namely, checking to make sure that the local currency requirements
are provided by the borrower in accordance with the terms of the Loan Agree-
ment as required. It involves, during the peried of construction, both
physical and financial periodic reports relating to the progress of the
work which are mainly prepared in the fisld. The Engineering Staff may

be called upon to act as adviser and, in some respects, as auditor.

FOLLOW=-UP

1. At least from the time when the Loan Agreement is signed and the credit
is opened, there is another function to be performed, not outlined above,
which becomes really the only function remaining after the project is
completed. That is the function of"follow-up", which eontimes indefinitely
during the life of the loan (or even afterwards if the borrower is apt to
require further loans).

15. The function of this follow-up activity can be summarized as the
continuous watching and assembling of information to determine how the
country's general economic condition is progressing and, in partieular,
how the operations of the project are affecting the economic condition
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of the country, how such operations are progressing as compared to the
original estimates made for such operations and their effect on the
progress in the rehabilitation and development of the particular country.
Future developments, political as well as economic and financial, which
have a relationship to those purposes must be ascertained promptly and

full information obtained for the imtelligent advice of the management

of the Bank.

16, Since follow-up is a permanent aspect of the relationship of the Bank
with borrower countries, its importance camnot be ignored at any stage of
such relationship, which, in fact, it begins and ends. Follow-up should
further extend its range to cover gradually all countries to provide for
the Bank its own independent flow of over-all information which is essential
for it to operate properly as a world lending agency. A country which has
not yet applied for a loan may do so in the fubture; ‘occurrences in one
country may affect other countries; & non-member country may constitute

an important outlet for marketing purposes of the Bank,

17. The several departments of the Bank have been considering the activities
that the Bank should develop to implement fellow-up procedures. However,
various questions are still under discussion as to coordination between,
and the responsibility of, the several departments.

18, Some of the problems involved in the follow-up, which in part also
bear on end-use supervision, include the following:

A, How is the information to be obtained and who should obtain it?

Should the information be obtained exclusively by trips made to the particular
country, at regular or irregular intervals, by the same or different personnel,
from one or several departments, or from one department exclusively? Should
the information be obtained by certain detached staff members who might have
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supervision over an area including several countries? Is the present
personmel of the Bank in the various departments sufficient for the pur-
pose? Which department or departments should have primary responsibility?
¥hat are the advantages and disadvantages in having the same persomnel or
departments which participated in the original mission reports and the work
of the Loan Working Party charged exclusively or partially with the
responsibility for the follow-up, which necessarily includes comparison
with the estimates originally made? To what extent can detached staff mem-
MﬂMmmtmlemwfwtﬁpamh"mWI,
by bringing such personnel up to date premptly on arrival and by facilitating
their investigations during their stay in a particuler country, thus saving
the time of the mission and possibly reducing the number of trips required?
Some comments on the above-mentioned problems are as follows:

(1) Information is obtained on the spot. The Bank is currently informed

of major changees in the position of foreign countries through the medium

of newspapers, other published material and statistical data, contacts with
U.5. government agencies, the Fund, UN and other international organizations,
consultations with business and financial organisations, mission reports, ete.
Published information is slow. Publication of important measures being enacted
by governments is often delayed or kept confidential for a certain time. Local
happenings which might bear on the Bank's investments are likely to escape
publicity and elude the Bank's attention.

Follow-up should perceive the detailed changes in the economic and financial

trends of such countries as well as any changes occurring in the position of
the particular Wntities administering projects financed by the Bank. Firste
hand informatiow, which can hardly be gathered at a distance, wust be obtained
through assiduous contacts with governmental officials and, even more
importantly, with the better informed persons, such as bankers, businessmen
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and friends in the borrower country, in order to obtain timely forecast

or warning on all significant developments. Contacts should be maintained
even more intensively than during the process of loan negotiations and
disbursements, Once the funds are wit hdrawn and the represemtatives of
the borrower have returned home, the cooperation established during
negotiations and disbursements is destined, if nothing is done to prevent
it, to disappear. Digging out facts then becomes a difficult task. True,
Bank representatives making trips or temporarily stationed in the field
assemble information and render reports on matters of interest to the Bank
in addition to regular reports on their assignments, but this is only
sporadically while they are on the spot, or as the occasion is presented.
(11) Regional offices. In view of the increasing volums of Bank loans,
their importance and the number of countries involved, the menagement

has been considering the organisation, step-by-step, of reglonal offices
in geographical areas to carry out specific assiguments by the Bank's
management and departments to assist, and cooperate with, Bank missions,
and to serve both end-use and follow-up requiremernts and to implement
related procedures. :

For instance, the Paris office of the Bank, which was created for end-use
purposes in France and for liaison with ECA and OE"C, has recently been
established on a permanent basis. In addition to representing the Bank
officially in Europe, maintaining liaison with ECA and OFEC, providing
facilities for the Bank's Governors, Executive Directors and staff mem-
bers temporarily stationed in Paris or travelling for the Bank in Europe,
the Paris office is being staffed to extend its field of operations to
other European countries, until such time as the necessity for other
regional offices arises in neighboring areas in connection, particularly,
with the financing of countries in the Mediterranean basin and the Near

East. The senior staff member in charge of the office reports teo the
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Vice-President of the Bank. Personnel stationed in, or detailed to, the
Paris office report to their respective department heads on their
departmental operations, at the same time keeping posted the senior member
of the staff.

Regiomal offices for follow-up activities should be relatively modest and
inexpensive. Probably an organization similar to the temporary end-use
field offices would be sufficlent for the purpose.

(111) Follow-up organization and responsibility. In the course of the
relationship of the Bank with borrower countries, the specialiszed services

and separate functions of the several departments of the Bank are coordinated
by (1) the loan Department, through the vehicles of loan Working Parties and
the Staff losn Committee, for loan studies and negotiations, and (a) the
Treasurer's Department, for disbursing loans and the physical inspection

and audit of use of proceeds thereof, Thus, the cycle of loan negotiation
and administration is completed by the two operating departments in their
respective chartered capacities.

The much wider, though in part cencurrent, cycle which follow-up covers,
with the multiple-purpose informetion it shall obtain for keeping the

Bank abreast of the times, is a function the responeibility for which
should not be vested in a committee or a single department. Tt requires
the exclusive full-time attention of, or coordination by, an experienced
individual, preferably a senior member of the staff, and the organisation
under his responsibility of a fully specialiszed office, or interdepartmental
unit (the functions of which should be separate from the present functions
of the respective departments) for (1) centering, evaluating and promptly
disseminating at headquarters the reports forwarded by capable personnel
stationed abroad, and (2) directly serving and dealing with the Bank's
management and departments in order to fulfill their requirements and
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obviate interdepartmental overlapping and duplication of work.
(iv) Personnel and trips. Whether the personnel in the various depariments
of the Bank is sufficient for present folleow-up requirements may depend

upon whether and to what extent it is feasible that end~use and follow-up
operations are assigned to one individual in a certain area, and whether

the follow-up function necessarily involves the contemporaneous services

of several specialists or should be limited to the day-to-day surveillance
appropriate to direct immediate attention to aspects calling for actiom,
further study and investigation or scientific research.

At any rate, the detached personnel selected to perform follow-up activities
should have business experience and good judgment, be of high standing, have
long familiarity with territory concerned, know sufficient languages, be able
to understand the mentality and be able to contact the important personalities
of the community, and possess the necessary capabilities to observe, collect
and appraise the value of information obtained.

Visits to a given country by members of the various departments interested in
that country by reason of their work, whether such visite are regular or
occasional, or whether they come about by extending a trip to a neighboring
country, will prove useful to the Bank. At the same time such visits will
enable the members of the departments who make them to check the work of

the detached persomnel. As a result of such visits, the detached personnel
will realise that they are not forgotten, which is important. Although

it seems obvious that time and personnel required for trips made by Bank
personnel should be reduced by the work of detached personnel, only
experience will show the .amount of the actual savings.

19. Other problems involved in follow-up include the following:
Be To what extent should the Bank's right to receive information and

to have access to the records be implemented in practice by inspection of
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records and books of the project? Should the Bank have representatives on the
Board of Directors of the entity which administers the project in the country
of the borrower? Should the Bank use part-time local people for some or all
of the work? What are the advantages of having at least some of the informa-
tion or responsibility obtained or assumed by people who are near the location
of the project? What are the advantages of having follow-up handled by a
combination of some one or more of the foregoing and what should be the
relationship of the different units making up the combination, as to their
responsibility, to whom their respective reports are to be made, etec.?

(1) Financial andit and confidential information. Policies and procedures

established by the Bank cover extensively every aspect of the borrower's
activities. If technical or engineering investigation generally emcounters
no obstructions, unfortunately the same cannot be expected in connection with
finaneial scrutiny. The Bank should have access to the confidential information
which 18 not often disclosed by the entities administering the project which
the Bank has financed. To achieve this, the Bank representatives in the
field frequently may have to be able to persuade the executives of such
entities that such confidential information will not be published or dis-
closed to unauthorized authorities.

(11) Membership or observation post en Board of Directors. Information
should be obtained directly from books of minutes of Board meetings,

confidential internal reports, etec. in the same way that the management

of the entity obtains the necessary information to supervise @Mim,

but not necessarily copies of all such data, since eyewitness excerpts
should, in many cases, be sufficient for the Bank's purposes. In this
connection, the Bank should consider the usefulness of having representatives
or, at any rate, observers on the Board of Directors of the entities
financed reserving the right of appointment in new contract forms, when
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and as the Bank elects to exercise that right. Questions may be raised
utot.h.hgalupntsotthiﬂpd.leymdutethpeuihhnspmibinthn
involved. Directorships imply personal duties and responsibility of the
individual holding office. Ie represents the stockholders and his election
is supported by vote at general meetings. Gemerally, he must deposit in
escrow with the treasury of the entity specific amounts of ghares as
guarantee of his office. If the Bank should choose to appoint a representa-
ttnmﬂnhtﬁdthmtityﬂam&d,thimﬁﬂduluwm
solely represent the loan of the Bank, not stock capital, and should act
in the capacity of an observer, without responsibility in management.

This has been the practice of representatives of investment bankers who
have mede their position clear in advance and have had it acknowledged in
satisfactory form. The Bank should not purchase directorship shares.

(441) Use of pert-time local people. The Bank should mot envisage having
offices in every country. One regional office may, of course, include
several countries in one geographic location, depending upon the importance
of the countries from the viewpoint of the Bank as determined by its manage-

ment, commnication facilities and similar considerations. Depending upon
the area covered by such a regional office, consideration should also be
given to the advantages of using carefully screened part-time local people
as representatives, correspondents or agents able to assist with additional
contacts and thus supplement the work of detached staff members, thereby
reducing the time and trips required to give the necessary coverage.
Particular circumstances in borrower countries and the volume of loans in
large regional areas may require such local assistance in order to keep

a permanemt, close relationship with governmental and private organizations.
A roster of mn;n of available part-time representatives, correspondents or
agents should be prepared and put at the disposal of the Bank's management.
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thrwwmmt-w«mmmu
made by the staff member coordinating follow-up activities at headquarters,

thmemﬂmwmmmmmthﬁﬁM.
mmmmmm,uem,uqmmuuumm,
standing and character. He need not be an employee of the Bank. His
retainer should be moderate. He should keep in constant touch with the
Wmmmmam.m,mmumnmrmtm
to time, when advisable or useful. The relationship of the regional staff
member to the part~time individual should, in a way, correspond to that of
mw«mmmtemwvmanimm,
mwmrmmmmmuuwmzummm
work of the part-time individual. The part-time individual, on his part,
mmmamutummmmwmmmnmﬁma
the regional staff member and keep him posted on his activities and reports,
or report to the Bank through the regional staff member, as required by the
circumstances of the case. m,min,nmhmﬁndthhmt
procedures to be followed, but whatever the procedures, local pert~time
pqhmnhundeuﬁﬁbﬂimtethup&mdhmm'ulb‘
required.

20. Ammmumet:mwmrmnmuust
c.wtmm-wum«wmwumm
departments simultaneously or be made to the management for its information
mmrhwmwurmwcmwmuumw
(1) Reports on follow-up, prepared in accordance with rules and instructions
in force or to be established, should reach directly the senior member of the
staff unit organismation at headquarters in charge of follow-up activities,
m,wmuwrnmm,ummm,wmm
relevant departments.
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(41) wmtmw,uum.amwum
with summaries to attract attention to highlights and facilitate the
immediate ecireularization of pertinent parts of such reports demanding
special consideration or action.

21. The foregoing problems in connection with follow-up may be affected
by the fact that, in each case, the real debtor is the govermment, by
guaranty or otherwise, and that situations may differ:

D. Inwdmnitutim,ﬂtvlﬂhthoﬂwtmtbﬁm
mentioned above in connection with follow-up, arising out of the relation~
ship of the local government to the loan? In some instances the government
mmtuu.gmmm«uMe»nmtm,mmmmm
project may be very successful, or vice versa.

(1) Pank loans cannot be entirely imwame from risk. In the event of
economic and finaneial adventures or trends likely to endanger its invest-
ment, the Bank may be forced to make representations to the borrower or its
government and invoke the "consultation clause" or take legal measures in
order to remedy the situation.

(11) If the particular project is successful and the government not in
good economic and financial condition, the entity administering the pro-
ject is apt to comtinue service payments on the loan regularly in internal
currency. This may be either set aside in the balance sheet or impounded
in the central bank until such time as transferability abroad is
permissible or some other compensation arranged.

(4i1) On the other hand, if the position of the government is good but the
project fails to accomplish the contemplated rehabilitation or development,
the Bank will probably have to consider extending additional loans on
revised technical and economic factors.
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22. A final problem in connection with the follow-up is as follows:
E. To what extent can the Bank expect, in the case of a given country,
that the govermment of that country will accommodate its financial and
economic measures to the requirements of the project and the loan and to
what extent, in a given case, will the local government's relationship to
the project be separate from its general economic and financial problems?
(1) The government of a borrower country, of course, should not enact
economic or financial measuwres inconsistent with the obligations assumed
under the loan made by the Bank. It may not be easy, however, to determine
when and to what extent measures of a general character have such effect.
It is the function of follow-up to make such determination and recommend
appropriate action in particular cases.

(i1) The general relationship of the Bank te a borrower country and its
ability to induce remedial action where required, and the extent to which
the Bank should intervene in local measures, will depend on many factors
ineluding the relation between the size of the loan te the size of the
country in terms of matiomal income, balance of international payments,
ete. Follow-up instructions for this reason camnnot be entirely general
and of rigid application. They must be changed from time to time to suit
the conditions existing in particular borrower countries.

REGOMMENDATIONS
My recommendations are indicated by the faregoing. They are in

substance:

I. The establishment of a central authority at the head-
quarters of the Bank, separate from the existing depart-
ments, to coordinate follow-up activities and to receive
follow-up reports and to disseminate such reports to, and
service, the interested departments and management.
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II. The esteblishment of regional offices gradually as the
volume of the Bank's loans in particular areas shall
require.

III. mw«mmmmluw
the work of the regional offices as described above.

Bovinihes ai,nigiy
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Mr, Sommers, Mr, Rist, Mr, Crena de Iongh Oetober 20,
Mr. Parke a“nu M m’ 1949
W.A.B, 1Miff

"Pollow-Up" Procedure

I attach a copy of the report that I would propose to
meke to the President on the procedure for "follow-up" on loans.




o 20,1949

Praft Report to President

1. 4 committee consisting of the Loan Director, Eeonomie
Director, Treasurer, General Counsel, and Director of Administration
congidered the Loan Director's Memorandum on "Follow-Up" circulated
as a Staff Loan Committee paper SLC/0/137, dated 10 August., The
Assistant to the Vice President, Mr., Richard H, Demmth, and the
Engineering Adviser, Gen. R. A. Wheeler, also took part in the de-
liberations of the committee.

2, The comnmittee endorsed the proposals contained in the
Loan Director's Memorandum with the following addenda:

(a) Specific responsibility for the establishment,
development, and operation of the procedures
outlined in the Loan Director's Memorandum
should be vested in the Loan Director.

(b) Specific responsibility should be placed on the
Economic Director to submit to the Staff Loan
Committee, at the begimming of each calendar
quarter, his appreciation of economic trends
in each of the member countries where Bank
investments have been placed, together with
his recommendations vhether additional eco-
nomic information or reports were necessary
to enable the Bank to determine what action,



if any, that the Bank ought to take in the
light of the situatioh disclosed.

3. 8o far as concerns administrative responsibility within
the Loan Department for the functions mentioned in pere. 2 (a)
above (including the mechanism for ensuring prompt and continuous
action) I propose to place this on the office of the Director
under the immediate control of Mr. Orvis Schmidt (Asst. to the
Director) with such staff re-inforcement as may be necessary.

W. 4, B. I1iff
20 October 1949 Loan Director



SLC/0/137
CONFIDEVNTIAL
DECLASSIFIED
Date: (\\IS[201© sTB
STAFF LOAN COMMITTEE
0, SCTOR'S ME DU O OW-UP

1. Attached, for consideration of the Staff Loan Committee, is a memorandum
containing my recommendations concerning "follow-up" on loans (Attachment : & (R
Also attached for consideration in this connection is a Revort of the Staff
Committee on Consultation Provisions in Loan and Guarantee Agreements which

discusses some asvects of the problem (Attachment II).

Wa A¢ B 113fE
Loan Director

August 10, 1949



ATTACHMENT I
STAFF LOAN COMMITTEE

LOAN DIRECTOR'S MEMORANDUM ON FOLLOW-UP

Summary
1. The "following up" of a loan is the logical continuation of the work
done and the contacts established with the Borrower and Guarantor (where there
is one) before the loan contract is signed, and its effective planning and exe-
cution demands the same close interdepartmental collaboration within the Bank,
The Loan Working Party (at the working level) and Staff Loan Committee (at the
policy level) are already accevnted as the machinery for processing loan apnli-
cations and can best vprovide the ability, experience and continuity required
for successful follow-up work without disturbing existing departmental
responsibilities and functions.
Definition
2. The term "follow-up" is here used to cover all work arising directly
or indirectly out of a loan made by the Bank, from the time that the loan has
become effective until it has been revaid in full.
Nature of Work Involved
< The princinal fields of follow-up activities are listed below. Each
may involve two or more departments, although some concern mainly only one,

(i) Suvervision of disbursements from the loan accountj

(ii) End-use suvervision, including arrangements for periodical

technical progress revorts to the Bank;
(iii) Changes in the loan agreement, for example, those
arising out of variations in the list of goods or in

the projects, or out of extension of time limits;
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(iv) Interpretation of the loan agreement;
r (v) Watching progress of the project or reconstruection

program, and preparing revorts of an engineering,

technical or economic character (including the analysis

; of balance sheets, income and exvenditure statements and
other financial data):

(vi) Watching economic trends in the member country, with
particular reference to the purpose of the loan, and
its service, and preparing revorts thereon:

(vii) Maintaining continuity of contact with the member country
and the Borrower to influence sound reconstruction and
develooment molicies and to assist in the preparation of
further projects suitable for Bank financing:

(viii) Maintaining contact with the Borrower's bankers and

| keeving in touch with the credit nosition of the Borrower

| in financial markets;:

| (ix) Where necessary, making revresentations to the Borrower

or the Guarantor, at an approvriate level, with regard

to the need for action in the field of econonic and

financial vwolicy:

(x) Administration of the so-called "Consultation Clause."
Responsibility
L, Responsibility for the carrying out of the individual follow-up

activities summarized above should rest with the devartment or devartments primarily

concerned, Since more than one devartment is generally concerned, the problem
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is one of obtaining properly coordinated action, and of vnreventing over-lapning

or conflicting approaches,

Recommended Procedure for Obtaining Proverly Coordinated Action

5. The procedure which I recommend is that of assigning follow-up
resnonsibility for each loan to & working marty —- insofar as possible, the
working marty which handled its negotiation. As is done in the case of loan
negotiations, questions of princinle would be raised for consideration by the

F

Staff Loan Committee, The various devartments would work together in carrying

out the activities listed in paragraph 3 and, as in the case of loan negotiations,

specisl problems could be handled in a manner which seemed best in the light of
their svecial character., For examnle, in one situation, the follow-up action
recommended. would fall to be carried out by the Iconomic Department; in another
situation, the action required would be for the Treasurer's Department; in
another situation, the issues involved might be of sufficient imwortance to
necessitate the direct intervention of the Head of a Department or even the
Vice President or the President.
6. The recommended mrocedure has several advantages, of which the more
imnortant are the following:
(1) It recognizes the fact that each loan involves a con-
tinuous ovmeration which starts when disucssions are opened
with the prosvective borrower and which do not end until
the loan is revaid. The working relationships established
both within the Bank and between the Bank and the Borrower
remain unbroken, thus enabling the knowledge and exverience
gained at each stage of the loan to contribute to the

maximum in handling the succeeding stages;
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(ii) The procedure could be adopted by the Bank with a minimum
of dislocation since it wouvld merely be an extension of a
procedure already effectively in operation and well under-
stood within the Bank;

(iii) It would economize staff since it would obviate setting
up a new organization and would help to even out the amount
of work handled by individuval loan officers (and by mersons
in other dewartments working actively on loan negotiations),
which tends to fluctuate if they are concerned solely with
active loan negotiations. So far as the Loan Devartment is
concerned, the greater stability of work load so achieved
would make it vmossible for loan officers to keev to roughly
defined geogravhical areas, matched insofar as mossible
with those of the Zconomic Devartment, so as to profit from
the knowledge and experience gainad from the contacts with
a group of countries;

(iv) The procedure also recognizes that exwerience gained in
follow-up on one loan will be useful in the handling of
negotiations of new loans with the same country and enables
this exverience to be used to greatest advantage.

Alternative liethods

Te I do not attemnt to list specific alternative pronosals; but any
alternative anoroach would involve the establishment somewhere in the Bank of
8 snecial organization to deal with follow-up activities., As most of the

follow-up activities listed in paragravh 3 must continue to be of concern to
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one- or more of the Bank's operating departments, new lines of jurisdiction

vould have to be drawn and the new organization would have to develon links with
the other departments to enable it to carry out its work, thus increasing the
comolexity of the Bank's organization and operations. Relations with prospective
borrowers would also be more complex were they to find themselves dealing with
one groun of veovle on problems arising out of outstanding loans and with a
different set of people in connection with new loans (particularly if, as is not
unlikely, the new loans related to extension of projects or programs financed
by the earlier loans). Any alternative method would necessitate superimnosing
on the Working Party (which I regard as a vital part of the follow-up mechanism)
some other suvervisory entity; and I could not regard any such entity (either

2 senarate devartment of the Banlt or an individual) as a satisfactory substitute

for the Staff Loan Committee.

V. As By 11icf
Loan Director
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Mr, Jobn J, MeCloy Februsry 24, 1949

W. 4, B, 114f and Leonard B. Rist i
"Follow=Up* Keports 'l yeert-

A8 requested by you, we heve discussed the set-up which would allow the
Benk to "follow-up" in a setisfectory memner on developments in our borrower
countries, The following points stend out:

1.

a) End Use Supervision reports are alresdy being drawn up by the
Treasurer's Office,

! b) Reports as to whether the borrowing country is csrrying out the
- necessery legislative changes would be the responsibility of the

to be the best system, since it ensures thet there ig contimuity in con-
the problems of a borrower country and thet the staff member most
familier with the problems of that country prepares the reports required,

3. On the besis of the foregoing, our recommendstione would be:

@) Thet the Economie Depertment be made responsible for producing “"follow-up®
reports at regulsr intervels (semi-smnual reports for industrialized
; countries end snnusl reports for development countries), unless specific
events werrsmt e change of schedule.
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OUn this basis, & tentative sc-.edule for the next series of reports
would be es follows:

Netherlsnds Februsry 1949 The report now circulsted

Denmerk dpril 1949

Lusxembourg Aprdil 1949

Chile September 1949

France In view of recent develop-
ments in the French economy,
& "follow-up® report will be
required in the very near
future.

Bragil December 1949

Hexico hugust 1949

b) That the Furopeen Division of the Economic Department be reinforced with
two competent sssistents for this purpose.

e¢) That it be the responsibility of the head of the ares division concerned
the



1. (a) The Legal Department is responsible for submitting reports on

the progress made by borrowing countries in carrying out any
legislative action required in connection with a loan,

(b) The Treasurer's Department, dmuce

A NNEOYes anr e a2TNe. T A+ OTrT

__the contract recently entered.into.-with-that-firm); for obtaining
reports on the physical and fi:;ancial- development of projects
\ financed by the Bank and for arranging periodic inspection visits
/ to confirm the accuracy of such reports and the efficiency with
which the systems of control exercised by the borrower over the
projects are carried out. The policy thus covers all aspects of

a project, whether physical or financial,
ol






Copies should be furnished to the Legal Department (Mr. Fonbein,
Room 1116) of any replies received in answer to the Bank's notification
to Cuarentors that existing loan and Cusrantee Agreements will hereafter
be aduinistered in the light of the Bank’s new policy in respect to
consultation with the Bank by the Guarantor prior to the incurring of
additional external debt.
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INTERNATIONAL BANK FOR CONFIDENT TAL

RECONSTRUCTION AND DEVELOPMENT

R-L81

DECLASSIFIED (To be considered by the
Executive Directors on
Date: ”{lglao‘b < August 21, 1951,)

FROM: The Secretary August 3, 1951

EXTERNAL DEBT CONSULTATION CLAUSES
IN LOAN AND GUARANTEE AGREELENTS
WITH MEMBER GOVERNMENTS

There is attached herewith a memorandum from the
President regarding External Debt Consultation Clauses
in Loan and Cuarantee Agreements with Member Governments.

This memorandum will be considered by the Executive

Directors at their meeting on August 21, 1951.

. Distribution:

Executive Directors and Alternates
President

Vice President

Assistant to President

Department Heads

Sec:5-237



August 3, 1951

MEMORANDUM FROM THE FRESIDENT

External Debt Cansultation Clauses
in Loan and Guarantee Agreements
with Member Governments

One of the standard clauses contained in loan and guarantee
agreements with member governments is the so~called external debt
consultation clause by which the government concerned agrees to give
the Bank prior notice before incurring external debt (other than
certain types of external debt which are expressly excluded) and to
afford the Bank an opportunity to exchange views with the government
before the proposed transaction is consummated.

Clauses of this nature have been included in all loan and
guarantee agreements entered into between the Bank and member govern-
ments except for the guarantee agreement with France (in connection
with the Bank's first loan) and the Timber Agreements with Yugoslavia
and Finland (where the short amortization period and intricate re-
payment arrangements induced the Bank to omit the clause).

: I'believe that the orlglnal_purpose_of the clause was sound.,
The Bank desired to foster a close working relationship with its
members, including consultation on important matters which might
affect the fulfillment of the purposes of the Bank's loans and the
maintenance of their service. This was considered entirely appropriate
in view of the cooperative structure of the Bank and the interest of
all members, as stockholders, in the Bank's lending practices.

Nevertheless, I have for some time doubted the usefulness of a
standard practice of singling out "prior" consultation on external
debt for special treatment in loan documents and have now come to
the conclusion that the policy of cooperation and consultation is not
materially aided by a contract provision of the type hitherto adopted.

It should be noted that the external debt consultation clause does
not give the Bank any actual control over the incurring of external
debt. Its sole purpose and effect are to afford the Bank an opportunity
to express views, which the member government is free to accept or reject.
Thus, the clause does not afford the Bank any positive legal protection
and must therefore be judged on the basis of its effectiveness in
achieving its original purpose of developing consultative relationships
with member governments.

Experience has shown, I believe, that the provision is not effective
for that purpose. It is cumbersome in operation and its implementation
has proved to be too mechanical to provide the basis of really satisfactory

 Sec:5-237
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exchanges of views, In view of the variety and frequency of trans-
actions that give rise to external debt, significant matters are
sometimes swamped by a multiplicity of minor proposals in which the
Bank has no real interest. When the Bank receives notice of a
proposed transaction, negotiations have usually advanced to a stage
which would preclude, as a practical matter, any real consideration
of any adverse views which the Bank might wish to express.

Compliance with the clause tends to be burdensome to members,
since officials charged with compliance are not always fully apprized
of the status of proposals that might give rise to external debt. In
a number of cases members have failed to comply with the clause.
Although these incidents were no doubt due in large part to in-
advertence or to misunderstandings regarding the scope and application
of the clause, the very fact that the incidents have occurred indicates
that the clause is not well adapted to achieve the results for which
it was originally intended.

The external debt consultation clause has caused a good deal of
difficulty in loan negotiations, more than any other provision of the
loan contract. This fact alone would not necessarily demonstrate
that the clause is an unsound one, but since these difficulties tend
to support the doubts I have expressed above, they deserve considera-
tion by the Bank.

For the foregoing reasons I propose that the Bank should reconsider
its policy of including the present form of external debt consultation
clause as a standard provision in loan contracts with member governments,

I do not intend this proposal to mean that the Bank should never
include such a clause, or even a more restrictive provision relating to
external debt, in a loan document. My intention is merely that we should
no longer require the external debt consultation provision automatically
in every case.

Nor does my proposal imply that the Bank should disclaim any interest
in the incurring of external debt by governmental borrowers. On the
contrary, I am of the opinion that, as a normal incident of a sound
relationship between lender and borrower, the Bank should be informed of
developments, including borrowing proposals, that would substantially
affect a borrower's capacity to service external debt, But I am convinced
that we should not rely on a mandatory contract provision tc achizve the
kind of consultative relationship we desire. In the long rwn effu-~tive
consultation can be obtained only as the result of the establishmani of
mubual confidence betwesn ths Bank and its members; arnd this will require
genvine effort on the part of the Bunk and frequent, informal contacts
betresn Bank officials and representatives of member govermments, Increased
participation by the Bank in davelopment programming will bo helpiul in this
respcct. since it will lead o discussions on many asp=cts of the economic
conditions in members! territories, in the course of which the attitude of
the Bank on the amount of external debt service that can prudently be
assumed, and the kinds of investment to which it should be devoted, can
be made clear. Ultimately the Bank's views on these subjects, as on
others, will be influential only to the extent that members are convinced
that they reflect expert and objective judgment.

Sec:5-237



: Mthough I suggest that the external debt consultation clause /
should no longer be included in loan documents as a matter of standard

practice, I would not, in view of the importance I attach to developing !

y close working relationships with members, go so far as to eliminate all

reference to consultation in loan and guarantee agreements with member

countries. These documents normally contain, in addition to the clause

specifically mentioning external debt, a more general provision calling

for exchanges of views with regard to matters relating to purposes of

the loan and the maintenancé of the service thereof. This provision

has given rise to none of the difficulties mentioned above. I would

therefore continue to ineclude such a provision in loan documents.

My specific recommendations on this subject are as follows:

(2) The external debt consultation clause should
not be included in the future in loan aad
guarantee agreements with member goverrments

_as a matter of standard practice. This would
not preclude consideration of appropriate
provisions on the subject in the light of
the circumstances of individual cases,

(b) A more general clause providing for exchanges
of views on matters relating to the fulfill-
ment of the purposes of the loan and the
maintenance of service should continue to
be included in loan and guarantee agreements
with member governments,

(¢) The Bank should inform member governments
who have executed agreements containing
external debt consultation clauses in the
earlier form that, if they desire, the
Bank will administer those clauses as if
they were written as proposed in paragraph (b)
above, At the same time the Bank can make
clear that it is not disavowing interest in
the external debt problem. If any member
desires a formal amendment of the contractual

* documents to give effect to this change, the

Bank should acquiesce (subject, of course, to
any legislative action that might be required).

: - The recommendations in this memorandum are not irtended to apply
to borrowers who are not member geveinments.

Sec:5-237
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT snc/
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STAFF LOAN COMMITTEE

(This document is for the use of the President, Vice President and members of the Staff Loan
Committee only. Its contents should not be communicated to other persons except in the course of

DECLASSIFIED
1 \S | 2ei0
Date: ‘ I ‘51:5
June 5’ 1951
Hemeorandus the Staflf 4] tiea

The attached SLG/0/332, Lemorandum of June L, 1951, from Mr. Crena de longh
to k¥r, Dlack on Consultation Covenant in Loan and Uuaraniee igreements, will
be considered at the regular weekly meeling of the Committee on Tuesday,
June 12, in conjunction with SLC/0/329, draft memorandum of May 22, 1951,
from Wr, Sommers %o Mr, Hlack on Uonsultation and Negative Fledge Covenants
in Loan and Guarantee Agreements, which was circulated to the Committee
on May 28, 1951,

1)
Patrick Acheson
5”““‘7"
Staffl Loan Committee
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. SIC/0/332

Memorandum
Ta: lMr, Black June 4, 1951
From: D. Crena de Iongh

Subject: Consultation Covenant in Loan and Guarantee Agreements

lr. Sommers, in his memorandum of May 22 to you, raised the subject
of consultation and negative pledge clauses with reference to the impend-
ing negotiations with the French and the British.

lir. Sommers states in connegtion with the consultation elause that
once we drop our usual clause in the case of one borrower, it will be
difficult if not impossible to insist on it in other cases. If this
statement is right, and I think it is, this means that in dropping a
clause which, indeed, is of little importance in the French and British
cases, we lose it also in cases where it may be imvortant.

In studying the value of the clause, we should realize that its
importance is a relative one and can only be evaluated in relation to
specific circumstances. In cases like the British, Bank loans will always
be smell in relation to the total external debt of that country and can,
indeed, hardly form & basis for rights to be given to the Bank as worded
in the clause. Approximately the ssme can be said of French loans, but
in the case of other countrieg the importance of the Bank's loans will
be greater, and in a number of cases the indebtedness of a specific
borrower to the Bank will be the most important factor in its total
foreign debt. 1In such cases the Bank is vitally interested in an in-
crease of the country's external debt.

Experience in the interwar period shows thst a lot of unwise
borrowing was done, based on a lot of unwise lending. Even under
present circumstances we have seen in the Mexican case that a slight
improvement in the financial situation of a country mekes the country
borrowing-happy end stimulates lending operations,

Although private international loans are not frequent, inter-
governmental lending is going on now and offers special problems which
should prompt the Bank to fortify its position.

There is always a danger that other lending may "freewheel" on the
Bank's loans. The history of the Financial Committee of the League of
Nations shows that once the League had cleaned up a situation and
sponsored a loan to a member country, other lending was resumed. This
is all the more dangerous when such lending is done on a shorter term
than the Bank's lending and the later lenders get paid before the Bank,

Apart from the Bank's own safety, it is of interest to any country
not to overborrow,
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Although I realize that even the existing clause does not give the
Bank full protection, yet it puts us in a much stronger position than

if the clause were to be weakened. The Mexican case, I think, bears
that out.

For the reasons mentioned above, I believe that the British and
French should be asked to accept the existing clause, which would have
little meaning in their case (but would not harm them), in order to

help the Bank to keep the clause in other cases where it is of real
importance.

It alsc seems to me that if the Bank would try, as suggested by
lir. Sommers, to fix a limit for foreign indebtedness of a specific
country, it would establish a rigid, inflexible ceiling which in the

light of subsequent developments might prove to be either too high or
too 10".
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TO:

FROM:

SUBJECT:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mr. Rosen DATE: March 25, 1949

Mr. Clark

1) Attached is a memo on the Danish material which I've alsc looked
at and find eminently satisfactory. I might add that the Danes asked our
opinion of the Danish~Swedish debt settlement.

2) The "red flag was waved" (I hope we can find a better expression)
in a memo to Mr. Mason on December 13, suggesting discussions with the
Danish Government on the reasons for the sharp rise in the Danish debt
to the U. Ko ($20 ms in six weeks) after the large floating debt had been
founded. Hoar approved and asked Mason to take it up with Count Ahlefeldt,

but I believe nothing was done,

OFFICE SERVICES 17-10



FROM:

SUBJECT:

q T

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVFLOPMENT /?4

OFFICE MEMORANDUM

Mr. Clark < DATE: March 18, 19L9

Mr, Tibbits 57

Data Provided by Denmark under Loan Agreement,

With the exception of statements showing end-use of goods purchased
with proceeds of the loan, all data required of Denmark under terms of the
Loan Agreement of August 1947, listed in a letter of the same date to the
Danish Ambassador, are being very adequately and conscientiously provided.
No end-use report as such has been asked from Denmark since this informa-
tion is being obtained in Denmark by the Bank itself,

The Danish official publication, Statistiske Efterretninger, pro=
vides information each month on a wide range of economic matters, Monthly
foreign trade statistics are contained more fully in Hendelsstatistiske
Meddelelser, Vareomaetningen Med Udlandet, and domestic production sta-
tistics in the annumal publication, Produktionsstatispik. Fiscal data is
annually provided by the Finance Bill (Finanstov), Fiscal Year Accounts
(Statsregnskab)s The Statistical Yearbook (Statistisk Aarbog) is a source
for data which, however, is not current.

Denmark has been providing regularly the texts of new trade and
payments agreements, and submits each fortnight clearing and payments
balances by country. The Bank has been advised of external loan arrange-
ments, such as the $31 million ECA loan, ECA arranged drawing rights on
other countries, and settlement of the Swedish war loan, Data on Danish
Government indebtedness (Danske Statsloan 1947/L48) and the internal loan
of September 1948 were submitted. The Long-Term Program prepared for
OEEC was sent the Bank, as were texts of such legislation as the recent
act limiting corporate dividends, and a report on reconstruction and ex=
pansion of the merchant fleete

OFFICE SERVICES 17-10



INTE: .ATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

NOTEs

One member of the
Committee, Mr, Demuth,
did not see tho exact
wording of the final
text of this Report prior
to its release. '



CONFIDENTIAL DECLASSIFIED
Date: Ille’IQD{O S

INTERNATIONAL BANK FOR RECOISTRUCTION AND DEVELOPMENT

March 22, 1949

Report of the Staff Committee on

Consultation Provisions in Loan and
Guarantee Agreements

At the direction of the Staff Loan Committee a com-
mittee was established to consider the consultation »ro=-
visions affecting member govermments included in the Bank's
loan and guarantee agreements, The following persons
participated in the Committee's work: Mr. Luxford (Chair=-
man) and Mr. Buchanan of the Legal Department; Mr. Demuth,
Office of the Vice President; Messrs, Burland end Schmidt,
Loan Department; Mr, Rosen, Economic Department; and Messrs,
Aldewereld and Cavanaugh, Treasurer's Department,

The following is a summary of its findings.
Introducti

The loan and guarantee agreements heretofore entered
into between the Bank and its member governments contain

provisions requiring such governments to consult with the
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Bank regarding (i) proposals to incur additional external
debt, (ii) matters relating to the loan and its service and
other matters of mutual interest and (iii) conditions arising
which threaten to interfere with the accomplishment of the
purposes of the loan or maintenance of the service thereof,
Such provisions have been included in such agreements because
the nature and purpose of the lending operations of the Bank
are such thet the ultimate success of those operations (in
terms of the purposes of the Bank) requires the closest
cooperation between the Bank and its member borrowers or
cuarantors in matters which might affect the purposes of the
loan or maintenance of the service thereof,

It has become increasingly clear, however, that the pro-
visions now in effect have not resulted in the most effective
consultation and cooperation between the Bank and member
governments which are parties thereto, The Committee has
reconsidered such provisions and herewith submits certain sug-

gestions for changes therein.

Discussion

Three principal factors apnear to contribute to lack of
effective consultation under existing consultation provisions,
In the first place, although member borrowvers and

guarantors do not dispute the wisdom of consultation generally,



-3 -

such members have acquiesced only after considerable resistance

to a requirement that thgy consult with the Bank before incurring
additional external debt., Since effective consultation would seem
to reguire an atmosphere of mutual cooperation, any consuvltation
required of an unwilling party is foredoomed to failure, however
justified or unjustified his unwillingness may be.

Secondly, the general approach to onsultation has been unin=-
tentionally restricted by the singling out of external debt posi-
tion as a matter for particularized treatment, While new external
borrowings by any member borrower or guarantor are undoubtedly
significant, they are so primarily in terms of the over-all bal-
ance of payments and economic position of such member, for even
though such member should follow an unimpeachable external debt
policy, any loan would probably be an economic and financial .
failure if other factors relating to balance of payments are not
approached and dealt with intelligently.ii

Finally; since the Bank has not yet formulated definitive
principles for implementing the consultation technicue nor deter-
mined definitively the extent to which it will follow day to day
changes in the economic situation of its borrowers; it has not
attempted to obtain all of the information to which it would be
entitled under existing contractual arrangements nor does it make

maximum utilization of the material it does recéive.

¥ One member disagreed with this paragraph as he felt that in
consultation, external debt should be singled out as the
paramount danger especially to countries having continulng
developmental programs; external debt service is a fixed and
inexorable charge vhereas other items in the balance of paye.
ments can, without default, and should, if necessary, be ad=-

duskedeBt gg}@fggh%gn§egalgyi§e£%fa'measures in order that
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Conclusions and Recommendations

As a result of its consideration of the consultation
question, the following conclusions and recommendations are

submitted by the Committee:

b Iext of Consultation Provision. The Committee is of

the opinion that a single general consultation provision

for member governments should be included in future loan

and guarantee agreements in place of the three provisions
heretofore included in such agreements and that such pro-
vision should be addressed to obtaining agreement on the

principle of consultation rather than to specific aspects
thereof,

The Committee recommends that a provision substantially

as follows should be so employed:

* */
SECTION __, The Borrower and the Bank will

cooperate to the fullest possible extent in order
to assure that the purposes of the Loan shall be
accomplished, To that end each of them shall from
time to time furnish to the other all such informa-
tion as it shall reasonably request with regard to
the status of the Loan and the Project, the use of

the proceeds of the Loan and the goods purchased

*/ Guarantor in Guarantee Agreements,
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therewith, and financial and economic conditons in the
territories of the Borrower which may affect the accom=
plishment of the »nurposes of the Loan or the maintenance
of the service of the Loans. The Borrover and the

Bank will from time to time and as often as the
circumstances shall recuire exchange views through
their ezccredited representatives with regard to

matters relating to the purposes of the Loan and

the maintenance of the serivce thereof and other
matters of mutuel interest /; including metters
affecting the external debt of the Borrower, its

political subdivisions and agencieg??

There was some disagreement in the Committee as to the
wisdom of including that portion of the proposed provision
which is enclosed in brackers - / _7. The vhole Committee
agreed thet the subject of external debt was clearly covered
without the inclusion of the bracketed language. Some
members of the Committee believed that the express reference
to external debt was objectionable because it tended (i) to
limit the desirable generality of the rest of the text end (ii)
again to place a disproportionate emphasis on external debt
over the more fundamental subject of balance of nayments,

Two members of the Committee
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believed that the bracketed langusge was desirable because
(1) some express reference to external debt was customary
and its sbsence would be conspicuous in the merket and (ii)
if a member borrower or guarantor should obtain a large
credit with political or non~economic implications without
prior consultation with the Bank and the Bank should be
surprised and embarassed thereby, the Bank would be in a
better position in the eyes of the public if it could
point out that such action was a violation of a specific
clause of the mnsultation »rovision,

The Committee believes that the Staff Loan Committee’

should consider the merits of both positions.

p I Systematiec Study of Fconomic Position of Borrowing

Gov ents, The Committee believes that an effective con-
sultation technique, as well as sound loan management;
reguires the Bank to be informed currently regarding the
balance of payments and economic position of member countries
in which loans are made. The basic data required for this
purpose is available to the Bank under the information pro-
visions included in our loan and guarantee agreements and from

data provided by the International Monetary Fund.
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This data should be supplemented as far as practicable by
first hand information available to the Bank through
renorts of missions, correspondents, etcs

The Economic Department of the Bank already is engaged
in this activity and the Committee feels that this respon-
sibility therefore appropriately should remain with such
Department and that all Departments of the Bank should co-
operate in providing the Econcmic Devartment with such
special data or information as may come to their attention
in the course of their operations.

The Committee also believes that the LEconomic Departs
ment should be given specific responsibility for directing
the attention of the Bank's management to any developments
in a country's balance of payments or economic position
which would suggest the desirability of initiating special

consultation with the government concerneds

3., Regular Informel Consultation Between the Bank and
the Borrowing Government. The Committee is of the opinion

that regular informal consultation, at periods vhich may
vary from country to country and from time to time, 1is
desirable., Frequent personal contacts with responsible

of ficials and other informed persons in the



borrowing countries to get on-the-spot personal observa-
tions of current developments will facilitate proper intere
pretation and evaluation of the information and statistical
materials about the borrowing countries which are being
received by the Bank, Iloreover, such contacts develop an
atmosphere within which special consultation may more
profitably be effected whenever the economic position of the
borrowing country indicates such special consultation should

be undertaken.

4, Special Consultation Between the Bank and the Borrowing

Government. The Committee also is of the opinion that the

Bank must be prepared and eaquipped to engage in special
consultation with a member borrower or guarantor whenever
the Economic Department reports that conditions are develop-
ing in the economic position and balance of payments of such
member which may affect the accomplishment of the purposes
of a loan or the maintenance of its service. In particular,
it should be the objective of the Bank to initiate such
consultations before such member has firmly decided upon the
measures it proposes to take to meet the situation,

The Committee, in addition, notes that effective consul=-
tation under such circumstances will require coordination
with consultation undertaken by the Fund (and perhaps the
International Trade Organization when established) in order
to avoid, if possible, conflicting advice being given to

the member government,



5. Organizational Aspects of Implementing Consultation

Technigue.
Although the Committee has found it possible to arrive

at substantive agreement on most aspects of the éonsultation
problem, it has experienced difficulty in attempting to deal
with the organizational and procedural aspects of the subject.
Recognizing the desirability of making a systematic study of
the economic position of countries in which loans are made,

of regular informal consultation and of special consultation
on occasion, the critical questions are (i) how do you go
about implementing the technique within the Bank and (ii) who
should be responsible for its effective use as an instrument

of Bank policy,

The Committee is divided on these points and, accordingly,
presents the two points of view for consideration byt he Staff

Loan Committee.,

A. Alternative A

Some members of the Committee believe that consultation
is an integral part of loan follow-up procedure and should,

therefore, to the maximum extent possible, be integrated into

the regular operation of

Six members of the Committee support Alternative A; two
members support Alternative B.
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the Bank, They believe that the Economic Department
should revort regularly on the economic progress of
borrowing goverrments and whenever the Economic Depart-
ment believes that the economic situation of the borrov-
ing country has developed, or is about to develop, to a
point where significant changes in the stetus of the
borrowing government can be expected, it should meke
appropriate special reports as is outlined in the para-
graph on Systematic Studz of the Economic Position of
Borrowins vernments, These members of the Committee
suggest that such reports, both regular and special, be
circulated to the Staff Loan Committee and those calling
for action be brought before the Staff Loan Committee for
decision as to what such action should be, including
special consultation if necessary., At the time special
consultation is decided upon, it is suggested that the
Staff Loan Committee also recommend the procedure on an
ad hee basis to accomplish special consultation, with the
importance of the matter under consideration and of the
country involved being primary determinants of the manner
in which consultation will be effected, and the personnel
involved., Experience may indicate the desirability of using
the staff working party technique for the consideration of
regular and special economic reports prior to tha{r pre-

sentation to the Staff Lgan Committee,
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These members of the Committee also believe that
regular frequent consultation should, at the present time;
be accomplished by an intensification of the informel methods
currently in use., Such methods include survey trips by the
President, Vice President, senior officers and members of the
staff, missions when supplementary loan applications by borrow=
ing countries are under consideration; and visits from field
representotives of the DBanlk,

These same members of the Comiittee strongly urge
the importince of integrating consultation within the present
activities and organization of the Bank and consider it
inadvisable for these activities to be carried out and
directed by personnel indepencent from the »nresent existing
organization, They emphasize thet effective recommendations
for the need for special consultetion and for the type of
consultation to be undertaken can most effectively be done
by those members of the staff most familiar with the countries
and loans concerned, In this connection, they point out
the difficulty involved in obtaining top=-flight personnel

of the caliber required for the various activities of the Bank,

Be Alternative B

Some.:members of the Comnittee believe that the Bank's
consultation technicgue can be made most effective by placing

over-all responsibility therefor in the hands of one
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man who has been selected on the basis of specific quezlifica-
tions for the post and who will be directly answerable to the
President or the Vice President for his discharge of such
responsibility., They feel that consultation should be recog-
nized and dealt with by the Bank as an important but independent
phase of its regular operations and not merely as an appendage
to or subordinate extension of the normal functions of one or
more of the Bank's operating departments, While its importance
might warrant the establishment of a new department, neither
its staffing requirements nor its mode of operation justify
this elaborate style of administrative machinery, On the con~
trary, it would be hoped that one man attached to the Office
of the President or Vice President could more than handle the
task today, given adequate cooperation and coordiration on‘the
part of the operating departments.
This man would be charged withs:
(i) Following developments closely in countries
in which the Bank has made loans, cooperating
with the Economic Department on the systematic
economic studies of such countries and assisting
that Department in obtaining data received by
or available to the Bank from other sources.
(11) Developing effective liaison with the top
financial and economic authorities of each

member borrower or guarantor, permitting the
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(iv)

(v)

(vi)

11

establishment of a pattern of informal
exchanges of view ir which the parties
could step out of their official roles

and inhibitions and discuss mutual prob-
lems on an off-the-record and let's-face-
the-facts basis,

Supervising our regular and special con-
sultations with member borrowers or
guarantorsj; engaging in such consulta-
tions himself or briefing such other

man as may be designated for such purpose
in a given case,

Keeping the Staff Loan Committee currently
informed of developments on matters within
his jurisdictionj; directing their attention
to special problems which arise and obtain-
ing their views on major policy questions
arising in the course of his work,

To the extent practicable, coordinating our
approach in consultations with that of the
Fund (and the ITO when established),

To the extent his other responsibilities
will permit, serving as a general trouble
shooter for the Bank and handling such
other speciesl problems as the President

or the Vice President shall assign.
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Members of the Committee advocating this position support it
on three general grounds.

First, effective consultation with borrowers and guarantors 1is
of pivotal importance to the Bank in safeguarding its intergsbs
and in achieving the objectives for vhich the loan was made., Re=
sponsibility for consultation should be a top level assignment in
the Bgn!z and not delegated to subordinates in one or more depart-
ments having prinary respensibilities of a different -- and some-
times conflicting =- character.*

Second, consultation will extend over the whole period of the
loans we make and we should be taking a long-range view of our
needs in this field rather than pursuing the problem on an ad hoc
or stop-gap basis, This procedure permits the Bank to develop an
over=all approach to the problem, a consistent pattern in the use
of the technique, a high degree of permanence and stability in its
operation, and fixed responsibility in the event of short-comings,

Third, the personal equation in effective consultation 1s of
the highest order of importance. This factor is less likely to be
fully exploited if responsibility for the »roblem is widely diffused
and the primary occasion for consultation turns on the accident of
when the Bank is sending a mission to the country for other reasons
and who happens to be going for such other purpose, There are times
when these means can and should be used but the pattern of consulta-
tion should not evolve as the poor relation tagged on to every

mission regardless of its qualification for the task,

* Those members of the Committee advocating Alternative A concur in
the substance of this paragraph but believe that these desired ob-
%ectives can be obtained through the procedure outlined in Alterna-
ive A,
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6. Consultation Provisions in Outstanding Loan Agreements.

If » new consultation provision slong the lines
sugcested by the Committee 1s adopted by the Benk for future
loen end gusrantee agreements, the question will arise as to
vhat action, if any, we should take with respect to the
consultation provisions included in outstsending loen and
guerentee egreements. It 1= rersonable to assume, in view
of the objections heretofore raised by the interested members
to the consultation provisions now in force, that the Bank
w111 be recuested to make some sdjuatment of such nrovislons,

The Committee believes that some evnronriate ad justment
in consultetion nrovisions novw in force may be desirable in
the interest of effective consultation end in order to sccord
equaelity of trestment to membefé of the Bank, The Committee
does not believe it is edventageous or practical to attemot
now to decide the precise form of edjustment to be made so
long a8 the principle involved 1is esteblished. It would
seem, however, that the adjustment might take the form of an
informel exchenge of letters nursuant to which the Bank
would advise each member borrower or guarsntor thet fs a
procedural metter, the Benk pronoses, with the consent of
such member, to extend to it the rights and vrivileges of

the new consultetion »nrovision.
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Yours ¢
m A, 8. G, Hoar

A« 5. O, Hoar

Loan Director




Mr, Antonin Basch Febr, 18.1947
Leonard B. Rist
Loen supervision,~
We are asked by Legal Departuent what kind of informetion
mummwm,m.mmmm
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Would you plesse gather the suggestions of our Chief economists

plus Dr, Gould and summsrize them in tsbulsr form end recommendstion
“kom‘ﬂm.
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STAFF _LOAN COMMITTEE DECLASSIFIED
Date: /1)iS|2010 <rp

MEMORANDUM BY IOAN DIRECTOR

BANK _POLICY WITH RESPECT TO LOANS TO COUNTRIES
Vi IN DEFAULT TO THEIR EXTERNAL CREDITORS

s I It seems to me desirable that there should be a clarification and
enunciation (even if only for internal use within the Bank) of the Bank's policy
with respect to entering into loan contracts with countries in default on their
external obligations,

24 The question anyhow has become of immediate conecrete importance as we
are now called upon to take a position with respect to unsettled defsulted debt
in the case of

A, Yugoslavia,
B. Peru, and
C. Ecuador.

3 After discussion at working level within the Bank, I propose, for
adoption, the following statement of policy:

The Bank's general pcsition is that it will not be “
prepared to enter into a commitment for a loan to a member , %
country unless it is satisfied that a satisfaetory relation- /=7 /e

slhip mmtﬁ% w;oumryand its external creditors. ;

While suspensions of payment may affect various classes
of debt, the situation with which the Bank is most frequently
confronted is that of default on privately-held external bonds.
The Bank's attitude towards such a situation will normally be
that the Bank will not be prepered to enter into a Loan Agree-
ment unless one of the three following conditions is satisfied:

as A gettlement hzs been reached with the debtor
which the recognized bondholders!/representatives
have agreed to recommend to the bondholders!'
acceptance, Pl Al . Y

- h g

La ~ : b
.. Wb e a ‘Iz
~ r".l. L1 fl‘i(/&_ At UL (,f‘
' : 4, o to.  to-the-Bank's making.s
P e time. .~ )
Ny Ford < G P > I



May 23 s 1950
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The debtor has offered a settlement which
although not recommended by the bondholder®!
representatives, is judged by the Bank to be | o ttoicaiona

WMQ«&%F » ook _"ﬁ%z Ao
stanees, pltda / Lol Yt ot drrn

Where ratification of a debt settlement is 4’0""}\”" i 1“ i }(
necessary for its implementation, the effective- /w QL e
ness of any Loan Agreement into which the Bank n bbbt Ma Lt
might have entered would be contingent on 7 4
ratification of the debt settlement,

/s/ W. A, B, Iliff






CONFIDENTIAL
R=596
INTERNATIONAL BANK FOR (For consideration by

RECONSTRUCTION AND DEVELOPMENT Executive Directors on
June 10, 1952.)

FROI(: The President June 2, 1952

DECLASSIFIED

REGISTRATION OF BANK'S LOAN AND GUARANTEE  Date: wlig[sei0 STH.
ACGREFMENTS UNDER UNITED NATIONS CHARTER

Following discussions with the United Nations Secretariat, the
General Counsel has submitted the attached memorandum recommending a
procedure for the registration and filing by the Bank of its Loan and
Guarantee Agreements.

This document has been shown to the staff of the Fund in order to
ascertain whether it created any problems for the Fund and the Fuad
staff stabed that thcy had no toments.

I am in agreement with the memorandum from the General Counsel
and recommend it for approval by t he Executive Directors at their

forthcoming meeting on June 10.
Attachment

Distribution

Executive Directors and Alternates
President

Vice President

Assistant to the President
Department Heads

Sec. 6-189
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INTERNATIONAL BANK FOR R-600
RECONSTRUCTION AND DEVELOFPMENT

(For consideration by
Executive Directors on
MEMORANDUM June 10, 1952.)

June L, 1952
FROM: The President

Composition of Statutory Loan Committees

Under the provisions of Article III, Section L(iii), of the
Articles of Agreement, the Bank may make or guarantee loans only on the
condition, among others, that "a competent committee . . . has submitted
a written report recommending the project after a careful study of the
merits of the proposal." Article V, Section 7, provides that this
committee shall be appointed by the Bankjand "shall include an expert
selected by the governor representing the member in whose territories
the project is located and one or more members of the technical staff
of the Bank." This committee is usually called the Statutory Loan
Committee.

Under our current loan procedure {Memorandum on Organization and
Loan Procedure as revised May 2L, 1950, Memorandum R-106/L), the members
of the technical staff serving on Statutory Loan Committees are the Vice
President, Loan Director, General Counsel, Economic Director and Treasurer.
If any of those officers is unable to serve on a particular committee, the
President or Vice President designates a substitute. The "expert selected

by the governor" is normally the negotiator for the Borrower.

Distribution:

Executive Directors and Alternates
President .

Vice President

Assistant to the President
Department Heads



= 8

I read the Articles, particularly the words quoted above, as
contemplating that the report will be made by individuals who have
themselves investigated the detailed technical aspects of the project.
The loan operations of the Bank have grown to such an extent that this
cannot be done by members of the Statutory Loan Committees as now
constituted. They study each loan as members of the Staff Loan Committee
but their study is necessarily devoted primarily to the basic features
of the loan and details which are specifically brought to their attention
as involving questions of policy.

Technical investigation of the loan project is in practice now
carried out by a working party which is formed for each loan operation.
In fact, the whole process of investigation, appraisal, negotiation and
recommendation of a loan to the management centers in the working party.
These working parties normally consist of an economist, an engineer, an
accountant and a lawyer, under the coordination of a loan officer.

I suggest, therefore, that the Statutory Loan Committee for each
loan should in the future be composed of the members of the working party
assigned to that loan, together with the expert selected by the governor
representing the member, Each member of the Bank's technical staff, in
serving on the Committee, would be primarily responsible for aspects of
the Committee!s report that are within his special technical competence.
The loan officer would have general responsibility for the report, but
in forming his own views he would of course take full account of the

opinions of his colleagues.
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In effect, this change would bring our paper work into conformity

with what we are actually doing. It would involve no substantive change

in our loan procedure.

I therefore recommend that paragraph 11(f) of the Memorandum,

dated May 2L, 1950, with regard to Organization and Loan Procedure,

(R-106/L) which reads as follows:

1lf-

The Statutory Loan Committee required to be established

under Section 7 of Article V of the Articles of Agreement

to make reports on loans pursuant to Article ITI, Section L,
shall consist of the expert selected by the Governor repre-
senting the applicant, and the Viee President, Loan Director,
General Counsel, Economic Director and Treasurer of the Bank.
If any of such officers shall for any reason be unable to act
on a particular loan committee, the President or Vice President

may designate a substitute to act for him."

be amended to read:

nf,

The Statutory Loan Committee required to be established under
Section 7 of Article V of the Articles of Agreement to make
reports on loans pursuant to Article III, Section L, shall
consist of the expert selected by the Governor representing
the member in whose territory the project is located and

sucﬁ members of the staff of the Bank as shall be designated

for each loan by the President or Vice President of the Bank."
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