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FORM NO. 57 INTERNA TIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
. ASSOCIATION RECONSTRUCTION AND DEVE LOPMEN T 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE: June 23, 1969 

FROM: Irving S. Friedman 

SUBJECT: Sunnlementary Finance: Intergovernmental Group Meeting in New York 
June 23 - July 3 

You may b~ interested in seeing this. For handy reference I am 

attaching a copy of the Action Evaluation Paper referred to in the memorandum. 

cc: Mr. Knapp 
Mr. Broches 

IS!-
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TO: 

FROM: 

SUBJECT: 

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

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: June 20, 1969 

N. A. Sarma fv.A. ~ ,. . 
Sup:elementary Finance: IGG Meeting in New York 

June 23 - July 3 

Please refer to the discussion Mr. Kamarck and I had with you 
this morning. I understand the following to be instructions for me in 
attending the above session·: 

In vieiv of the delicate nature of the matters involved, especially 
in the context of the whole development aid effort, the discussions of 
commodity problem, third replenishment of IDA, we confine ourselves to the 
questions directly posed to us: 

(i) Whether the Bank Staff Scheme could be implemented by Bank/IDA, 
within their existing Articles of Agreement, if the E.D.'s so 
agreed and if finance were made available: He have a (draft) 
note on this from the Legal Department, taking the view that 
administration of such a scheme ~~thin the Bank Group is possible 
by setting up an affiliated agency, or directly by the Bank or 
IDA (preferably the latter). Further details would depend on 
the specific scheme that might emerge. A brief statement to 
this effect would be made at the meeting, but it is not proposed 
to circulate the note to the Group. 

(ii) Another question relates to the revision of cost estimates: 
We would inform the Group that we have looked at available data 
for more recent years also, i.e. up to 1967, and our present 
estimate of financial requirements is about $300 million a yearA 
We have a paper with us on this, but would not circulate it to 
the Group. Any explanation that is required will be given orally. 
If it should become necessary to give the Group a written presen­
tation, I am to consult you. 

(iii) Relation bet.ween Supplementary finance and Fund's Compensatory 
Finance Facility: During earlier discussions, we tried to clarify 
this point on a technical basis. If S.F. should come to be 
administered by Bank Group as part of the Bank Group's regular 
activities, the question would become part of the whole framework 
of continuing consultations and cooperation bet>-Teen the Fund and 
Bank Group. 

On these and other questions, such as the relation with Comnodity 
Stabilization, our response would be as Bank staff members, on a technical 
level, not committing the Bank; on the basis that the Board has agreed for 
the staff to continue to cooperate in the work of UNCTAD on S.F. We would, 
however, avoid giving a negative impression towards supplementary finance 
and be guided in substance by the Action Evaluation Paper prepared for the 
Board Seminar. 

; 



Mr. Irving s. Friedman - 2 - June 20, 1969 

In particular, we on our part would avoid any discussion of S.F. 
in the context of IDA replenishment. We will not put on record any kind 
of statement ·that S.F. could be tied up with IDA replenishment. 

In this morning's discussion, I expressed the view that this 
session of IGG is likely to be the final one, though there may not be 
complete agreement on the Report. The Report goes to the Trade and 
Development Board at its ninth session (August 26 -September 12). 
It is for the Board to take a decision, ~t the political level, whether 
to have S.F., and on what basis. It is possible at that stage they may 
decide to agree in principle to a scheme with or ~~thout specified 
characteristics, and entrust the whole matter to the Bank (not just 
for fUrther study but for drawing up a scheme to be implemented in due 
course.) 

I understand that I shall be representing the Bank staff at the 
IGG meeting as originally planned, and you do not propose to attend, 
unless you hear from me other~se. 

cc: Mr. Kamarck 

_. . 



!>~r. Rob.::rt 8. ll.cliamara June 23, 1969 

Irving S. Friedme:.n 

§u:nple!:!.entarJ Fiaence; Inter,t"overn:reental Group l-1eeting in ! ew York 
June 23 - July 3 

You may be interested in seeing this. For handy reference I am 

attaching a copy of the Action Evaluation Paper referred to in the memorandum. 

cc: Mr. Knapp 
Mr. Broches 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATI ON AL BANK FO R I I NTERNATI ON AL FINANCE 
ASSOCIATION RECONSTRUCTI ON AND DEVELOPMENT CORP ORATION 

OFFICE MEMORANDUM 
DATE: J ne 20, 1969 
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Mr. Irving s. Priedma.n - 2 - Jun 20, 1969 

In particular, we on our part would avoid any discu sio of s. F. 
in the context o£ IDA replenishment. ie will not put. on record any kind 
of :1tat ent at S .F. could be t1.ed up with IDA :replenis t.. 

In t.his ming's discussion, I expressed the View that this 
session of IOO i likely to he the tinal one, though there y not b 
complete a.gre«nent on the Roport. !b. Report goe., t.o tho 'trade and 
Development :Soard at ite~ ninth session (.A.ugu.st 26 - Septa bel" 12). 
It is for the Board to take a decision, at th political 1 1, whether 
to have S.F., and on W"ha.t ba.sie. It is po ,sible at that otage they ma:r 
deci.de o agre in principle to a eeh With or without . pecifi ed 
oharact.eristios, and ent.ruet tho whole matter to th Bank (not. just. 
tor turther stuctv but tor draving up a scheme to be im:pl nt«l in due 
course.) 

I undCI"'tand that I e:hall e :-epre!!enting the Bank Gtai'f at the 
IOO meeting as orlgin!llly plannoo, and you do not. p:ropose to attend, 
unless you hear from ~e oth~sa. 

cc: Mr. Ktnarck 



• h- . Irving S. Fri. edman 

N. A. Sarma fV, A. ~ 
Supplementary Finance: IGG Meetin;Q in New York -

June 23 - July 3. 

June 18, 1969 

The IGG has posed to us a specific questions Whether the Bank 
Staff Scheme coul.d be implemented by Bank/IDA, within their existing 
Articles of Agreement, if the EXecutive Directors so agreed and if 
finance were made available . Another main question relates to the 
revision of cost estimates, taking into account available data for 
recent years. 

In the recent DAC informal eating on Supplementary Finance 
(June 4) the question was raised whether there have been consultations 
between the Bank staff and the i\md staff on the relation between S. F. 
and C. F. F.; Germany and others attach importance to this . If possible, 
we and the Fund staff should make an agreed statement at the IGG eating 
on the subject. 

It is, of course, for governments to agree to implement a scheme 
of S. F.; it is for the Executive Board of the Bank Group to decide 
whether we should undertake it, if called upon. Very much would depend 
on the stand taken by U. s . A. and Gemany. As I mentioned in my met:Jo 
to you (June 6) on the Paris meeting, Group B (DAC) member countries 
are likely to state their respective positions at an early stage of the 
IGG meeting, so as to facilitate the finalizing of the report . The 
question of S. F. as an added function of IDA was mentioned by U. s . A. , 
U.K. , Switzerland and others . Then, finance for S. F . is to be con­
sidered along with the third IDA replenishment . Here it is not any 
one particular S. F. scheme that is thought of, but recognition of the 
purpose~ S. F. and its administration by IDA on a rather discretionary 
basis ·..J On each of the above questions, brief notes are attached hereto 1 

in terms of the general discussion I had with you this morning . 



Adnr1.nistration by Bank GrouE 

The Intergovernmental Group has posed to us a specific question: 

Whether the Bank Staff Sch e could be imple ented by Bank/IDA, within 

their existing Articles of Agre ent . There is a (drart) paper on this by 

Mr . Szasz (P'eb . 14, 1969) . I have talked to Mr. Szasz and he thinks the 

paper can be circulated if need be . In any case, keeping in mind the back­

ground and consid rations as described in the paper, the staff attending 

the session could state the position in terms of the following conclusion 

of the papers 

-rbe administration of the Scheme within the World Bank Group 

could best be assured by the creation of a special Agency affiliated 

with the Bank as closely as IFC or possibly even as closely as IDA. 

'the statutes of the new organization could be drawn up by the Elcecuti ve 

Directors of the Bank, in consultation with the Intergovernmental Cll"oup 

on Supple entary Financing, and should then be open to ace ptance by 

States members of the Bank or of UNCT It would be legally possible 

for the Scheme to be administered directly, but on a "trust fund" basis, 

by either the World Bank or IDA, but preferably by the l atter . However, 

if the voting power of the ~ecutive Directors is to reflect the partioi­

pation of States in the Scheme it will be necessary to amend the Articles 

of Agreement of the Association. " 

It is, of course, for governments to agree to implement a ach e of 

Suppl entary Finance. It is for the Executive Board of the Bank Group to 

decide whether we should undertake it, if called upon. We have always ade 

this clear at previous discussions of S. F. in IGG and UNCTAD Committees . 



Cost Estimates 

A main question in S. F. discussions relates to estimated cost 

of the Scheme. In our earlier study, and during discussions, we have 

presented certain estimates placing financial requirements at $300-400 

million a year, on an average. The IOO has asked us to look at the cost 

aspect again, taking into account available data for recent years also, 

and we have agreed to do so. 

We have done this, and a (draft) paper is available with us on 

the question. It is not necessary to circulate the paper as such but 

give a brief note to the Group as follows, and be prepared to explain 

further orally, as may be needed during the course of' discussions . 
/ 

We have considered different country samples available for 

different periods over 1957- 67 . Taking into account these available 

data for the eutire period, i.e. including data for more recent years 

up to 1967, we derive an average estimate of $1 . 4 billion a year for 

gross shortfalls . Adjusting for various factors as we did before, and 

subject to the limitations we have always indicated, the revised estimate 

or financial requirements may be placed at about $300 million a year . 
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Cost Estimates for SuEPlementary Finance Sch e 

the following alternative ways of presentation of figures may be 

considered: 

I. Gross Ov-erall Shortfall based on historical aq>erience 
$Million 

1,400 

II. 

Adjustments and other Sources . of Finan~ 
Internal easures of adjust ent 75 
Greater reliability of projections 200 
(including effects of better policy adherence) 
Use of reserves 75 
Fund Facility and Ov rages 500 
Other Sources of Finance 50 900 

--~--------~~--
Total remaining Shortfalls for S.F.S. 

(i.e. total cost assuming all countries can 
u e Sch ) 

Adjust ent for Countries which do not use the Scheme, 
as they do not meet initial require en~s or do not 
implement performance understandings 

Financial Requir ents for Scheme 

500 

200 

- - - - - - - - - - - - - - - - - - -- - - - - - - - - - -- - - --
Gross Shortfalls 

Use of Countries' own Resources 
(export overages, use of reservesJ 
internal adjustment measures) 

Better projections 
other Sources of Finance to be used 

Rem.aini.ng Shortfalls 

Countries not using Scheme 

Financial Requiranents for Scheme 

450 

200 
250 

1,400 

450 

900 

200 

_________ ._. ____ .,. ___________________ ._,_ 



Relation betw 

This is a question that has come up during earlier discussions 1 and 

we have tried to clarify the position. We have stated that the administering 

agency for Supplet~~entary Finance would need to be guided by Fund advice on 

atters that belong in its area of operations - monetary and exchange policies 

in the context of a country ' s devalopment prograr.t. In view of the close 

relationship of Fund Facilities and SUpplementary Finance, continusing con­

sultation and cooperation between the Bank staff and Fund staff, ldth respect 

to policy measures and other attars 1 are requisite to the effective imple­

entation of Supplementary Finance, if' this were entrusted to Bank/IDA. 

If Suppl entary Finance should come to be entrusted to IDA, then the question 

of rel tdonship between CFF and SF would beco e part of' the whole framework 

of continuing consultations and cooperation between the Ftmd and Bank Group. 

In a more limited and technical s e, the question arises: When 

a country faces an export shortfall, to which facility does the country 

look for assistance - Fundt's C. F. F. or Supple entary Finance? While use 

of C. F. F. is not prerequisite, it has been clearly understood that use of 

C. F. F. is a means of mee ing a shortfall . AJ.so, the country cannot obtain 

finance tro both sources for the same shortfall . However, when c.F.F. 

finance is not availabl or is not adequate to meet the shortfall, recourse 

to S. F. would -..e available, subject to various conditions being satisfied. 

Also, if refinancing of C. F. F. in appropriate cases is included as a purpose 

of S. F. Scheme, such refinancing would extend the t e period over which 

finance is available to the country. Ev"en in these matters , Fund-Bank Group 

consultation and coordination would be called for and proverj useful . 

An agreed brief stat arm on th above lines by FUnd and Bank Staff 

representativ could be made at the IGG eating . 



IDA. Replenishment and Su;eplem tary Finance 

There are several possibilities that could emerge from the 

forthcoming IGG and Trade and Development Board discussions of S. F. 

(i) There may be widely divergent views among governments with respect 

to the need for and feasioili wY ot S. F. , resulting in a decision not to 

imple ent it; 

(ii) Governments may generally agree to the purpose of S. F. in the 

course of discussions this year; also indicate the limited fund they would 

be prepared to subscribe to it, and ask the Bank/IDA to undertake it, on 

the basis of such additional contributions; 

(ill) Governments may only agree on the purpose of S. F. and in principle 

that it should be imple ented, but, without entioning amounts or their 
and 

being additional, remit the whole thing to Bank Group to be worked out as 
A 

appropriate and feasible . 

Fapecially when aid flows are stagnating, a scheme int ded to 

meet a felt need of several LDC ' s could be a means of maintaining and 

increasing total aid flows, especially through multilateral channels . 

Any scheme of S. F. that onl.y diverted existing development funds to t:.his 

end would be of little interest to developing countries . We ourselves have 

said the resources for S. F. should be additional . This concept of addition-

ality of funds ass es particular importance for ue when the idea is put 

forward that S. F. be turned over to IDA as an added function and that the 

question o:! financial contributions for it be taken up together with third 

IDA replenishment. 

As there is general concensus that Bank/IDA should be the administer-

ing agency for S. F. , it may get combined with third IDA replenishment . 
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For us, then, it becomes all the aore important to underline that r sources 

tor S. F. should be additional to a larger level o£ IDA replenis ent . 

However, vhile being additional to IDA funds, S. F. may still involve some 

diversion of other aid .funds from existing purposes . The advantage still 

would be in increased multilateral channeling of aid funds; ore aid b co s 

untied . 

From our vi.Swpoint, i.e. in the interests of a.rgi.ng development 

finance flows to LDC 1 s, attempt would be to obtain a view of the scale of 

the third replenishment for IDA. After that, Supplementary Finance could 

well become an added function of IDA, if governments so agree and our own 

Board concurs, provided additional resources for this purpose are contribut d 

by governments. This is the essence of additionality for us . 



FORM No. 58 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORAT ION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: March 28, 1969 

N. A. Sarma N.A. ~ v 

L (V 

S.F.: Cost Estimates ... . 

,j69 

Attached hereto is a note, which takes into account projections 
data for more recent years (up to '67); it is to be forYrarded to UNCTAD 
Secretariat, for distribution to IGG. 

The revised estimate of financial requirements is $250-300 mn. 
(Please see pp. 4-5.) 

cc: Messrs. Macone; Sundrum; Taylor 



COST ESTIMATES FOR SUPP~~TARY FINJU~CE SCHEME 

n~n 
N. A. Sarma 
March 28, 1969 

Any cost estimate can only be a rough order of magnitude derived 

from certain available data for a particular past period with such special 

features as might characterize that period. There can be no historical 

basis for making a precise estimate of future costs. The attempt can only 

be to arrive at an estimate of finance for the scheme with which the scheme 

might reasonably be expected to operate successfully for the purposes set 

out in the Recommendation on S.F. Nor can the estimate refer to the require-

ments of each year, but only an annual average for a period of, say, 5 years . 

Again, the various estimates for past periods of gross and net shortfalls 

themselves are better presented in a range of totals, rather than in single 

numbers . But, for convenience of presentation, a single figure, at mid-

point of the range or suitably adjusted, needs to be considered, and is, 

therefore, only illustrative. 

In the 1965 Bank Staff Study, gross aggregate shortfalls were 

placed between $1 bn. - $2 bn. a year, and for convenience $1.6 bn. was 

adopted, which corresponded to the mid-point of the range and most nearly 

to the experience of the larger, 18 country, sample for the most recent 

period 1959-63 for which data were available. After crediting overages 

and drawings under CFF, the global net shortfall was placed at $1 . 2 bn. a 

year (the range was $900 mn . - 1)00 mn . ) . 

Several other adjustments were made to arrive at an estimate 

that would indicate the financing requirements of the Agency. They were: 

the number of developing countries likely to utilize the scheme in the initial 

years, the likely improvement in the preparation and use of export projec-

tions as compared to the period of the simulation exercise, the extent to 
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which the developing countries would be expected to meet shortfalls on 

their own and, finally, the possible contribution to meet export short­

falls from sources of finance other than the IMF Compensatory Facility. 

Under the Supplementary Finance Scheme, a developing country is expected 

to meet the problem of an unexpected export shortfall to some extent with 

its own means, which include the use of its own reserves and internal 

adjustments involving a reduction in demand for foreign exchange. It is 

understood that these measures could be undertaken in a number of cases 

without disrupting the development effort in which the country was engaged. 

Although the extent to which each individual country could do so would 

vary from case to case, an attempt was made to assess the probable order of 

magnitude of the effort which might be considered reasonable when all 

developing countries are grouped together. It was clear from the beginning 

that, given the nature of the problem, it was not possible to quantify 

these factors in any exact way. On the other hand, to estimate even the 

rough order of magnitude of the amount of resources needed to run the 

Agency during an initial period, it was necessary to attribute some orders 

of magnitude to the different factors mentioned above. On this basis, it 

was estimated that the effect of taking these factors into account would 

be to reduce the net shortfalls of $1.2 billion to an annual average of 

$300 - $400 million for the initial five years, which would have to be 

covered by the Supplementary Finance Agency. 

The following explanatory table was presented to the members of 

the IGG, indicating how the $300 - 400 million a year cost estimate could 

be derived. 
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Cost Estimates for Supplementary Finance Scheme, for initial 
five years: Computation in Bank Staff Study 

Gross Overall Shortfall Based on Historical Experience 

Adjustments and Other Sources of Financing 

Internal Measures of Adjustment 

Greater Reliability of Projections 

(effects of new use for projections, need 
for international agreement on projection, 
improvement in techniques and data, effects 
of better policy adherence, etc.) 

Use of Reserves 

Fund Facility and Overages 

Other Sources of Finance 

75 

350 

75 

400 

50 

$ millions 

1600 

950 

Total remaining Shortfalls for S.F.S. 650 
(i.e. total cost, assuming all countries can 
use Scheme) 

Adjustment for countries which do not use Scheme, 250 
as they do not meet initial requirements or do not 
implement performance package 

Financial Requirements for Scheme 400 

The working of Commodity Agreements, e.g. Coffee Agreement, reduces 

shortfalls. Moreover, the amount assumed above for bilateral aid programs 

may well be low. Thus, even $300 million a year for five years is believed 

to be a reasonable amount with which to commence Scheme. 
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The Bank staff have now examined the cost estimates again, taking 

into account also the available data for more recent years, i.e. up to 1967. 

The main data are presented in the tables attached hereto. (Please see the 

explanatory note by Mr. Taylor.) Merchandise export projections are available 

for a 13 country group for the periods 1957-61 as well as 1961-67; data for 

a 17 country group are available for 1959-61 and 1961-67; data for 24 coun­

tries are available for 1961-67. Using all these sets of data, global gross 

and net shortfalls in exports can be estimated for all developing countries 

for the respective periods. The range for global gross and net shortfalls, 

unadjusted for any factor, turns out to be wider than in our earlier presen­

tation. Mainly, the explanation is in the much longer period (11 years) 

for which data are available and the considerable variation in circumstances 

prevailing during different periods within this 11 year period. For instance, 

net declines in prices from 1957 to 1959 and 19)9 to 1961 were considerable. 

Net (total) shortfalls during the period 1957-61 reached high levels. The 

conditions in world trade, and in exports of developing countries during 

1964-67, were very different, and buoyant. Prior projections for such a 

period are to be expected to turn out to be very cautious, especially 

when the preceding period called for no optimism. Again, it so happened 

that there were more successive revisions of country export projections 

in this period. Net (total) shortfalls amounted to less than $500 mn. a 

year in this period. 

The range of global gross shortfalls we derive is from $890 mn. 

(1961-67 weighted average) to $2190 mn. (1957-61 weighted average): The 

mid-point total, weighted by number of years, would be $1650 mn. However, 

adjusted for various factors over the entire period, and not taking into 
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account the unusually high figures for a particularly short period, we 

derive a gross shortfall of $1.4 bn., as the average estimate for the 

entire period 1957-67, taking all the available data for 13 country, 

17 country, 24 country samples. 

Adjusting for CFF transactions and overages, we derive a range 

for net shortfalls of $460 mn. (1961-67 average) - $1465 mn.(l957-61 average). 

The adjusted average for the whole period 1957-67 is $850 mn. (though the 

mid-point weighted for years of the range end points would be higher at 

$940 mn.). 

As noted earlier, these various data relate to earlier years. 

On a proportionate basis, applying them to the 1969 total exports of 

developing countries, we may place the net global shortfall at about $900 mn. 

for 1969 - i.e. a little over 2 per cent of total exports. Applying this 

percentage to an increasing export total, for 1975 one may place net (global) 

shortfall at over $1100 mn. Any such simple extrapolation into the future 

has only limited use or significance. Estimates for more recent years, 

especially for 1965-67, have been lower. On a balance of such considerations, 

we can proceed to derive a cost estimate for the scheme from global shortfalls 

(annual, illustrative, averages) of $1.4 bn. gross, and $850 mn. net. 

The various factors to be adjusted for have been mentioned 

earlier: internal measures; greater reliability of projections, use by 

countries of their own foreign exchange reserves, other sources of finance 

from bilateral aid programs, and adjustment for countries that do not use 

the scheme, being mainly exporters of oil or manufactures, or on policy 

performance considerations. As already stated, it is not possible to 

quantify these adjustment factors with any precision: at best they can 

only be indicated as broad orders of magnitude. During the two or three 
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years of discussions of this subject, the developing countries have come 

to appreciate the nature.of policy understandings and other initial require­

ments. Thus, the reduction for non-participation would need to be somewhat 

smaller now. The projections work itself has improved and, as recent years' 

data bring out, projections tend to be conservative. Therefore, the allow­

ance for greater reliability of projections would now be smaller. Roughly, 

one may allow $150 mn. for use of reserves and internal measures of adjust­

ment, $50 mn . for other sources, $150 mn. for effect of better projections, 

and another $200 mn. - 250 mn. for countries that may not participate or 

qualify. 

Accordingly, the financial requirements for the Scheme in 1969 

may be placed at about $250 mn - 300 mn. Looking ahead, say, for the five 

years 1971-75, the requirements may seem to increase, with the rising levels 

of exports and with fuller participation by developing countries. On the 

other hand, with increased sophistication of projection work and greater 

accuracy of projections, and due to the effect of the conclusion and working 

of commodity agreements, the requirements would be reduced. Thus, one may 

expect that a total of $1500 mn. for five years (or an average of $300 mn. 

a year) would be adequate finance for the SCheme. As recommended by the 

IGG, a fixed fund of that magnitude could be provided and the Agency entrusted 

with the Scheme be asked to manage the Scheme within that total for five 

years. 



Table 1: ANNUAL AGGREGATED SHORI'FALLS FOR VARIOUS GROUPS OF COUNTRIES 
OVER INTERVALS OF TIME, 1957-67 

19~7-bl 19~9-til 
Item of Comparison Million %of Million % of 

US$ Exports US$ Exports 

Thirteen Country Group: Average Annual Shortfalls 356 8.1 423 6.0 

Seventeen Country Group: Average Annual Shortfalls 423 6.0 

Twenty-four Country Sample: Average Annual Shortfalls 

19til-ti7 
Million % of 

US$ Ex: ports 

199 3.5 

238 2.7 

378 2.6 



Tab1 e 2: ANNUAL AVERAGE NEI' SCHEME DRAWINGS ADJUSTED FOR CFF TRANSACTIONS AND OVERAGES, 
(i.e. NET SHORTFALLS) FOR SELECTED GROUPS OF COUNTRIES AND INTERVALS, 1957-67 

(With Lower CFF Projections) 
13 countries 
17 countries 
24 countries 

(With Higher CFF Projections) 
13 countries 
17 countries 
24 countries 

1957-61 
(5 year average) 
Amount % of 

$ mn. Exports 

276.2 6.2 

249.8 5. 7 

1959-61 
(3 year average) 
Amount % of 

$ mn. Ex:po rts 

302.0 4.3 

293.3 4.1 

1961-67 
(7 year average) 
Amount % of 
$ mn. Exports 

89.4 
89.4 

188.0 

98.7 
98.7 

186.3 

1.5 
1.0 
1.3 

1.7 
1.1 
1.3 



Table 3: ALTERNATE PROJECTIONS OF AVERAGE ANNUAL GROSS SHORl'FALLsY 1969 and 1975, 
WITH COMPARISONS, 1957-67 FOR ALL DEVELOPING COUNTRIE~ 

(Yearly Average, $ Million) 

Classification of Estimate 
or Projection 

Estimates of Range in 
Shortfalls, 1957-67 

Projections of Gross Shortfalls 

Highest Estimated Shortfalls, 1957-67 
1957-61 weighted average2/ 

High Projections~ 

Lowest Estimated Shortfalls, 1957-67 
1961-67 averagel/ 

Low Projections~ 

Average Estimated Shortfalls, 1957-67 

2,190 

895 

1,415 

1969 1975 

l '330-l' 500 1,870 - 2,125 

855 - 1,000 l ' 2 8 5 - l ' 500 

1/ Gross shortfalls are aggregated relative to Type C Composite Projections in Bank Staff Study. 

2/ Estimates and projections are for all developing countries, consistent with the classification of same used by 
International Monetary Fund, e.g., World Trade Statistics in International Financial Statistics. 

3/ Estimates of historical yearly shortfalls are consistent with extrapolations from Table l, for both 1957-61 and 1961-67. 
Estimates given in this table are slightly higher than such calculations would develop, however, because additional, 
independent tabulations were incorporated into these averages. 

4/ High projections are consistent with the range assumption that gross shortfalls would be between 120-125% of the 
comparable Net Scheme Drawings (Table 4). 

5/ Low projections assume that gross shortfalls would be between 130-140% of the Net Scheme Drawings (Table 4). 



Table 4: ALTERNATE PROJECTIONS OF AVERAGE ANNUAL NET SCHEME DRAWINGs!/ (NET SHORTFALLS) 
1969 and 1975, WITH COMPARISONS , 1957-67 

Classification of Estimate or 
Projection (Annual Drawings) 

Highest Estimated Drawings, 
1957-1967 

1957-1961 (wtd.average)ll 

High Projection 
Participation by All 
Developing Countries 

Lowest Estimated Drawings, 
1957-1967 

1961-1967 averagel/ 

Loi-1 Projection 
Participation by All 
Developing Countries 

Average Estimated Drawings 
(1957-67) 

Footnotes on follot'ling page . 

Estimates of Range in 
Annual Net Drawings 

1957-67 

Projections of Net Scheme 
Drm.;ings 

1969 1975 
(yearly average, current $US million) 

1,465 

1,000-1,200 1,700 

462 

600 900 

850 

Alternate Assumptions Consistent 
with Attainment of Projected Net 

Drawings 
Net Drawings as Grovrth Rate of 
Percent of total Exports I 

Exports 1960 - 75~ 

2. 5-3.0 5.0 

1.5 5. 6 



Footnotes to Table 4 

1/ Net Scheme Drawings are Supplementary Financing Scheme (Net) Shortfalls relative to Type C; after allowing 
for CFF and overages. 

2/ Percentages compounded annually. These assumed rates of growth are identical with projections of gro1vth in 
volume of exports of developing countries 1960-75 by the UNCTAD Secretariat. LovT grmvth rate is consistent 
with lower of two assumptions concerning rate of grmvth in GDP in developed countries. 11General Survey of 
Trade Prospects and Capital Needs for Developing Countries 11 , Ch. II., Tables II.3 and II.4. UNCTAD, TD/34/ 
Supp.l, 1967. Lm..rer rates of grmvth are consistent with assumptions concerning lower average levels of 
commodity prices and therefore, higher net drawings expressed in terms of percentages of exports from 
participating developing countries. 

3/ Averages of estimated yearly drawings for all developing countries during the selected periods were 
developed from several estimates of net drawings of groups of countries for which calcw_ations of gross 
shortfalls >iere available. These estimates generally are consistent with extrapolations of data from 
Table 2 but, because they consider other weighting procedures, are slightly larger than such simple 
calculations would give. 



,..__~, _ _... __ :-,__ ___ ... _ 

SUPPID1ENTJL't:(Y FHIAECING \fiTHTI THE \·JORLD BAI.JK GROUP 

Legal Considerations 

I. Introduction and Backgrour.d 

1. The first United Nations Conference on Trade and Development (UNCTAD) 

reco~~ended that the International Bank for Reconstruction and Development 

(IBRD or i'Vorld Bank) be invited to study the feasibility of a Sche.~e for 

dealing •ri th 11 problerns arising fro:n adverse movement in export proceeds 

which cannot adequately be dealt vrith by short-term balance of payments 

support 11 such as can be made available by the International Honetary Fund 

(I11F), by providing long-term assistance to developi~~ countries to enable 

them to ''avoid disruption of their development programs''· The principles 

on the basis of which the study vras to be condu.cted foresaw that the Scheme 
I 

11 be provided -vrith resources by contributions from participating coi.illtries 

shared bet~ov-een them on an equitable basis 11 in the form of 11 addi tional 

comrni tments, prescribed in advance 11 to 1-rhich 11 a.ll the rr.ajor Part I member 

countries 11 of the International Developn:ent Association (IDA) s!-lould 

contribute and which 11-vmuld be administered under the ••• Association11 , 

which 1-rould also perform the exaJninations of economic circurns ta.nces 

prerequisite to grants of assistance from the Sche.~e (UNCTAD Recommendation 

A-IV-18, Part A, reproduced as .Annex I to the 11 Study11 referred to in the 

next paragraph). 
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2. On December 6, 1965 the President of the World Bank transmitted to 

the Secretary-General of the United Nations a "Study on Supplementary 

Finane i<Jl Heasures 11 (circulated to UNCTAD under co~ O~JU.."11en.t TD/B/43); this 

paper had been prepared by the staff of the BarJ;: bu..'t -vras not considered by the 

Executive Directors • \rJhile the Study was 11 carried out in the spirit of 

the UNCTAD resolution11 and recalled its assumption that the Scheme uould 

be administered under IDA, it did "not, hmvever, address itself to the 

question of the administering Age11.cy". It was recognized that in any 

case "the closest cooperation Hill be required ~·rith the IBRD and the D.!F 

regarcUes s of the nature of the Agency carrying out the Scheme" (id, p. 5). 

3. The "Final Report 11 of the IntergoverTh'Tiental Group on Supplementary 

Financing, as adopted by the Gi·oup at its third session held at Geneva 

from 30 Oc tober to 13 November 1 967 (docmnent TD/33), recorded the: 

"general agreement in the Group tnat the creation of a ne>v 
Agency for the administration of the Scheme vrould be unnecessary, 
uneconomi c and >·rould create considerable complications, and that 
among the existing internationa.l agencies the Ban.~( group Hould be the 
most appropriate. It further agreed that the Sche1ne should be ad­
m.inistered in close co-operation 1/i th the H'IF'. The specific arrange­
ments Hhich uould be necessary uonld require further consideration. 
It Has als o agreed that the l argest possible nu.r:1.ber of developing 
countries should be eligible for particip2.tion in the Scheme, Hhether 
or not they ·t-rere currently r eceiving assistance from the I DA . It 
was agreed that the question of co~ntries not members of the I }W 
and the Banl< required further consideration and leg<Jl advice." 
(id, Chapter III, paras . 100 a..'l.d 101). 

4. At its fourth session in October 1 968 , the Intergovernmental Group 

agreed on a program of Hork (TD/B/ ) including extensive 
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further examinations relating to the "Horld Bank Staff Scheme". One point 

on which the Bal'lk vras requested to submit vrri t ten comments: 

"A. (iii) to Hhat extent could the proposed SFH Bank Staff 
scheme be imple.i1lented by the Bank and the IDA, Hi thin 
their existing articles of agreement, if the Executive 
Directors so agreed and the necessary funds "rere 
made available?rr (Emphasis added) 

5. This memorandum is designed to ansHer the latter question. Hov.rever, 

as it may not be possible to give an unqualified positive answer if the 

tenns of the quer-.r are construed narr01·Jly, the possibility of establishing 

a new organization, closely affiliated "Ti th the Horld Bank Group, is also 

explored. 

II. Outline of the Bank Staff Scheme~~ 

6. For the Scheme to become operational, it Hould first of all be 

necessary to obtain funds or adequate pledges from capital exporting 

States, amounting to $1.5 to 2 billion for an initial experimental period 

of five years. 

7. The Agency ad.7!1i.nistering the Scheme 1-rould have to agree separately Hit11 

each potential beueficiary State on a "policy understanding", 1-vhich -vmuld 

include: 

(i) A statement of the State's development program and economic 

policies throughout the "projection period" (tentatively set 

at five years ) ; 

-~- As presented in f.l-le original i!orld Ban...l{: Study and interpreted in the 
light of a set of 11 follo:-r-up teclmic2~ notes or papers" prepared by 
its Secretariat and circulated under cov-er oil docu...ment T.U/B • • • , 
and as resta tecl. in Ch2.ptcr II of the Final Report (~~ para. 3) of 
the Intel~goverr.n:ental Group. 
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(ii) a forecast of export expectations - i.e~, a detailed projec­

tion of net export proceeds during the agreed :r: .o:.~iod; 

(iii) a specification of the economic adjustments the State 

should make and of the other external resources it should 

draw on, if unexpected shortfalls in its export earnings 

should develop, before it draHs on the resources of the 

Scheme. 

B. This policy package Hould be revised from time to time during the 

period to Hhich it relates, on the basis of periodic consultations betvreen 

the State and the Agency. 

9. If the State concerned should claim an export shortfall dur~ng the 

projection period, the Agency r,;rould deter rrJ.ne: 

(i) Hhether the State Has complying -vJith the agreed program 

and policies; 

(ii) the amount of the "shortfall", measured by comparing the 

actual export results as against the forecasts in the policy 

understandL~g. In doing so the Agency might have to take 

into account the effects of changes in the price of imports 

(i.e., even though the amount of export earnings are as 

predicted these earnings nw.y no longer purchase the same 

volume of i mports) as TrJell as the possibility that export 

receipts had only been mainta.ined at the predis ted level by 

increasing the vol1L"'le of exports in a falling ma.r~et; 
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(iii) the amount of offsets to be taken into accowlt before the 

resources of the Scherne (Hhich is to act as "residual lender") 

may be used. These offsets might include: 

(A) all or part of any "overages" (calculated as in (ii)) 

that the State had accu~lated from its exports earlier 

in the period; 

(B) other resources the State can drau on, such as assistance 

from H1F 1s Compensatory Financing Facility, and other 

lines of c.vailable credit; 

(C) other internal economic adjustments that -vmuld not 

inhibit the agreed development program. 

(iv) hou to ration the available resources among the potential 

recipients if these resources might be insufficient to meet 

all derre nds eA~ected (either on a year-to-year basis, or for 

the entire ?roj ection p el'iod); 

(v) the terms of the assistance -- ~rhich 1vould probably be long­

term concessional credits detennined individually and 

fleA~bly for each State, taking into c.ccount its over-all 

financial and econorrLi.c position. These credits tvould, hm-rever, 

be subject to quick repayment if export overages should occur 

during the balance of the projection period (i.e., the 

assistance would initially be in the fo:rm of "contingent 

credi tsrr, to be refinanced at t he end of the per-iod), and be 
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subj ect even l ater to prematuring if the State's foreign 

exchange position should improve substantially. 

III. Significant Features of the Sch~from an Organizationa~nt of Vievr 

(a) Decisions to be taken by the Agenc;[ 

10. No matter hor:r the Scheme is finally formulc:.tcd, it will be neces0ary 

for the Agency ad!:ll.nistering it to take a number of discretionary decisions, 

which must, hm·rever, be subj ect to the "policy underst;:mding" reached >·ri th 

each State. It is of course possible, and indeed desirable that as far as 

feas ible the rru1ge of discretionary issues be reduced by resolving them, 

either in general or with reference to each State separately, at some 

stage in advance of the occurrence of a shortfall and the submission of a 

demand for assistmce; this might be done: 

(i) In the instrument by which the Scheme itself is established; 

(ii) In general regulations concerning the fo rmulation of "policy 

understandings n, prolllulgated by the governing organ of the 

Agency -- such regulations Hill of course have to be 

consistent uith the above-mentioned basic instrument, and 

within the authority granted to such organ by that instrument; 

(iii.) In the policy understanding reached 1d. th each St2.te -­

Hhich in turn must be consistent lvith any applicable 

regulations; 

(iv) In general regulE.tions promulgated by such governing organ 

regarding the carrying out of the Agency's r esponsibihties 

onco a shortfall he.s occurred -- these reblllations Hill of 
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course also have to be consistent Hith the basic instrument 

and w-:i..Ulin the authority of the promulgating organ, and 

may in no case derogate from any obligation of the Agency 

under a particular "understanding '' ~rith a participating 

State. 

ll. Follouine; is a sample of the principal potenUa.l issues that 1.Jill 

have to be resolved at one of these appropriate stages, or at the latest in 

connection 1v-i th the implementation o.f particular requests: 

(i) The admission of potential beneficiary States to the 

Agency (\vhile an initial list can be established concur-

rently 1.Ji th the Scheme, later decisions about admissions and 

removals '\•rill be required); 

( 0 0 ) ,:t.l The approval, modification and termination of policy under-

standings; 

(iii) The approval 0f the export projections as part of the 

policy understandings; 

(iv) The dC:terr;iination of the factors (e.g., changes in import 

o r export prices) to be taken into account in measuring 

the extent of a shortfall; 

(v) The deterr.rL'l.ation of the external resources that a State 

is expected to tap before becoming eligible to 1·eceive 

residual aid from the Scheme; 

(vi) Requiring a Stco.te to m2ke intern_al economic adjustments to 

reduce the demands on the Schene; 
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(vii) The ration:!.ng of restricted resources; 

(viii) Setting the terms of the assistance granted; 

(ix) Demanding that a State repay prematurely the credit 

J granted, if its economic position should unexpectedly 

improve . 

(b) Po1itical questions 

12. One of the crucial elements in establishing the Scheme Hill undoubtedly 

be the formula reGulating voting pouers in the governing organ of the 
J.. '· ~ 

Agency. It z.~s-J±k.el-y t.ha t sol'le type of 1·1eighted voting vJill be 

necessary, preslun::{bly related largely to the size of the contribution of 

States to the Schein.e but in any c2.sc gufl.ra..nteeing a rnininmm vote to all 

participants. v.Thile such devices are used by the \1orld Banl.-;: end by IDA, 

i t i-s~::rnJ:ikely that the distribution of the fra."lchise in relation to the 

Scheme 1roulcl auto:c.atica.l.ly be the s2me as in either of these orgi:1r,iz.?. .. tions . 

f 
Since the .t".rticles of Agreement of nei t!!.er organization provide for their 

Ex:ecuti ve D:i.rec tors to h<.~ve their votes neighed differently on different 

i ssues, this could oEly be accomplished by amending the Articles, or by 

establishing a scpc:.ratc org<J.niZ<·.tion uith a goverr1ing organ consisting of 
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the Executive Directors of the three existing institutions of the Horld 

Bank Group, but whose voting rights 1-rould be governed by a special formula. 

The latter is the solution adopted vlhen first the International Finance 

Corporation (IFC) and later IDA uere established by the ',..Jorld Ba.nk. 

13. The membership of the Agency 1dll presumably have to be open not only 

to the members of the Uorld Bank, but to all members of UHCTAD. 1dhile 

the accorrrrnodation of non-members of the 11Iorld Earll< among the contributors 

to or the beneficiaries of the Sche.,--ne should not in itself cause any lebal 

difficulties (particularly if the Scheme is administered on a "trust fund 11 

basis, as discussed in paragraph 22), the inclusion of representatives of 

such States on the governing organ of the Scheme Hould be impossible under 

the current Articles of Agree~ent of the Bank or IDA. 

(c) Stc..ff 

14. The Agency -vrould have to commmd a staff (either its mm or that 

of any organization(s) Hith Hhich it is affiliated) Vlith the requisite 

expertise to L~~e the various types of decisions required to operate the 

Scheme. In particu_1ar, it must be able to develop reasonable export 

projections, evaluate the merits and prospects of development plans, 

be able to take accou:::1t of various econom.i_c factors such as the impact of 

changes in export/import price indices on a country's export results, 

and be kno~·rledgeable about the reaonable adjusting meacur·es a State might 

be expected to take and the alternative sources of cred:Lt it might rely 

on Hhen faced uith an export shortfall. 
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15. The expertise described above is available Hithin the Bretton Hoods 

organizations. Hhether it lies closer to that of I HF or of the Horld 

Banl;: Group ~<lill depend largely on the terms under vlhich the Scheme is 

ultimately established, and in particular on the extent to >·rhich the 

evaluation of development plans , both at the stage of formulating policy 

understandings and of considering the adjustments nec essary in the face 

of a shortfall, -will form an important task of the J\gency; to the extent 

that such evaluations are emphasized Vlill the required expertise be that 

of the staffs of the I·Jorld Bank and IDA. Ho·;.rever, in any case arranc;e­

ment should be made under vrhich the Agency could also dra1v on the personnel 

of D1F. 

16. No matter vrhat the legal form of the fl.gency is, if arrA.ngements can 

be made for it to draw freely on the staffs of the i;Jorld Bank Group, and as far 

as necessary on that of IHF, then the true cost of administering the 

Scheme can probably be kept very loH. 

IV. Alternative l1ean..s of I mplementinz the Scheme vli thin the ~'!orld Bank Group 

(a) Ne<T or e~is ting orga.Yliza tJ.£;1S 

17. The question addressed to the Bank by the Intergovernm"mtal Group 

relates to the imple..mentation of the Sche.1ne £z. the Bank or IDA (paragraph 

L. above). The Group's earlier report to UNCTJl..D recorded the conclusion that 

11 the creCI.tion of a ne1..; Agency for the administration of the Scheme vrould 

be unnecessary, unecononri.c and Hould create considerable compli cations 11
; 

however, it vJa.s recognized 11 that the question of countries not members of 
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the IHF and the Bank required further consideration and legal advice:' 

(paragraph 3 above) . 

18. This conclusion reflects the current general res istance to the 

establishment of neH organizations, as apparent from the recent decision 

to incorporate the Special DraHing Rights Facility 1-U thin IHF, from the 

proposal that the Internationcl Investm"mt Insurance Scheme be accommodated 

within IFC, and from the decisions of the United Nations General Assembly 

to establish UNCT.~ , UNIDO and the Capital Development Fund as organs of 

the United Nations rather than as separate specialized agencies . The 

specific arguments against the creation of a nevr organization . to administer 

the Scheme can be summarized as follm.;s: 

(i) The statutes of any ne~·T organization vrould normally take 

the form of an international treaty, uhose negotiation may 

be considerably more complicated than the adoption of the 

Scheme by the competent organ of an existing organization 

-- even though in the latter case too extended negotiations, 

particu.larly arnong the potential contributors, may be neces­

sary. 

(ii) A ne1-r organization usually req1..1.ires an j_ndependent staff, 

which is vrasteful both because of the necessity of creating 

a number of purely administrative services, and in respect 

of the Scheme in particular since much of the substantive 

uork might be perfomed by the operating staffs of exist:Ll'lg 
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organizations, aJ.most as part of their routine work . 

(iii) If the Scheme is to be adnti.nistered by a governing organ 

independent of that of existing i nstitutions , it may be 

necessary to establish appropriate coordinating machinery 

to avoid policy conflicts vnth t he org.anizations perform­

i ng rela.ted tasks. 

19 . These argurnents are, hovrever, addressed primarily to the issue of the 

creation o f an orga..ni zation completely independent of any existing one . 

But they are not necessarily relevant to the creation of yet another 

organizati on vJithin the 1-.Torld Bc:mk Group, to be at l east as closely af­

filiated >vith the Bank a.s IFC and probably as intimately as IDA: 

(i) The formulation of the statutes of the Agency need not 

i nvolve a more elaborate procedure than >rould be required 

for a decision of the Zx:ecutive Directors of the '\'!orld Bank 

o r of IDA to assume administration of the Scheme, fo r in 

either case the necessary instrument could be forillulated 

( a.s Here the Articles of Agreement of IFC and IDA) by the 

Ex:ecutive Directors of the B2.nk; even the inforraal col­

l aboration in this process of representa.tives of non­

members of the Ban.]{ should not prove to be too difficult . 

Furthermore, embodi:n.ent of the statutes of the Agency in a 

nevr treaty i nstrui''il8i'1t HJU1d have at least one distj11ct 

advanta.ge: since it appears clear, f rom the considerations 

discussed in paragrc:,ph::; 1 2 and 13, that if the Scher·1e is to 
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be administered by the Bank or by IDA it would be necessary 

to amend the Articles of Agreement of the organization 

concerned, that process of amendment Hould require the 

consent of even some of those members of the organization 

as are not interested in participating in the Scheme ; on 

the other hand, the bringins into force of a neu treaty 

v-rould primarily require the concurrence of only t he 

interested States -- though naturally at least t he tacit 

consent of a majority of the members of the Bank i s necessary 

fo r the establishment of a cJ.osely affiliated institution . 

(ii) The creation of a neH organiz.a tion does not necessarily 

imply the establish..r:1ent of a separate staff: for example, 

the 'dorld Bank and IDA have identically the same staff, 

and the Horld Bank and IFC have common adrrinistrative 

but separate operation;-J.]_ staffs. Contrary;-rise, the 

ad.minis tra tion of the Scheme within an existing orge>.niza­

tion does not guarantee that no neVI staff Hill be created, 

for internation2~ organizations have frequently found it 

necess ar.r to i mplement certain operations through practical­

ly independent (and often geographica~ly separated) UJ.""li ts 

with their mm adJTtinistr<J.tive structures . 
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(iii) If the P.gency Here established. -v.rith statutes similar to the 

Articles of Agree..'":lent of IFC or IDA, then its political 

governing organs (Board of Governors, Executive Directors, 

President) viOUld be identiccl to those of the Bank -­

except for any minor adjustments necessary to allo~-r non­

members of the Bank to be represented. The possibility 

of conflict and the need for coordine>.ting machinery vrould 

thus automatically fall aHay. 

(b) Inte§ral operati2.£1_ or trust arrangement 

20. If the Scheme is to be oper<:tted directly by IDA (see paragraphs 24 

and 25 beloH), this could be done in t1-ro alternative 1'1Tays: 

(i) As an integral operation, subject to IDA 1 s normal rules 

regarding the raising and disbursin~ of fw1ds. 

(ii) As a 11 truGt 11 arrangement, subject to specia.l rules. 

21. The first of the above al tcrnatives does not appear to be a convenient 

or even a feasible method for achninistering the Scheme. Though Art:.icle III 

of the Articles of Agreement of IDA alloHs considerable flexibility as to 

the terms and conditions of additional subscriptions to the Associa.tion, 

certain restrictions in th::tt Article (in particulo.r, Section l(c)) and in 

Article IV (in pa.rticul.ar Section 2) might not be compatible with the 

establisl"mwnt and effective operation of the Schene; even aside from these 

statutory difficulties, the current procedm"e for raising additional funds 

for IDA. under Section 1 of Article III (for example IDA Board Resolution 
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No. 48) is quite different from that lvh.:i..ch would have to be envisaged 

for the Scheme. P~so, in vieH of the conccssional terms on •·;rhich credits 

under the Scheme a.re to be granted, borrouing of capital funds under 

Section 5(i) of Article V is probc.bly not feasible. l-J:ore seriously, the 

disburs ement rules of Section l of Article V arc not fully compatible l·li th 

the adrilj_nistration of the Scheme: paragraph (b) requires that the financing 

provided by the Associ2.tion shm.ud, 11 except in special circumstances 

be for specific projects", and the same is implied by paragraph (h); 

paragraph (d) requires that the merits of each proposal be carefully 

studied -- >·rhich might be incompatible 1;;:ith the senli-automatic, rapid 

procedure forese en for disburscr,wnts under the Scheme. 

22. None of the above d.if'ficlli ties HouJ.d arise if the Schcm2 Here to be 

adrr.tinis tered as a 11 trust", lvhos e terms could not of course be radically 

incompatible 1vi th those of the Articles of Agreenwnt of the ac1'Tiinistering 

organization, but need not conform to its modus opera113i in detail. Though 

the Articles of Agreement of IDA do not explicitly provide for the assUJ:T:p­

tion by it of r csponsibili ties for trust funds and indeed it has never yet 

done so, the si.rnilc;.r silence of the Articles of Agreer.1ent of the Horld 

Bank has not prevented that orgC!nizc>.tion from assuming responsibility for 

several major and minor trusts, such as the Indus, Tarbela. and Narn. Ng;um 

Developme..nt Funds and possibly the Coffee Diversification Fund. 
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(c) Horld Bank or IDA 

23 . Under any of the arrangements discussed above, the question arises 

whether the Agency should be, or be closely associated 1-ri th, the Horld Bank 

or IDA . This question too should be e;ca.!1lined in the light of the respective 

Articles of Agreement of the tim organiza.tions , as >vell as of relevant 

polj.c;y consiG.erat:Lon. 

24 . Fro:n the poL"'lt of vieH of the Articles of Agreement, there are feH 

releve.nt differences . In particul?..r, 1rl th regard to the ad..rr:inis tration of 

a trust fund, neither charter contains any releva..r1t guide-lines or obstacles . 

25. General policy considere>.tions suggest that j_f the Scheme is to be 

operated by one of the organizations, the.t this be doCJ.e by I DA . The credits 

t o be granted under the .3cheme are to be genere.lly or at l east frequently 

on conc.essiorw.l terll'JS -- uhich is the method of lending for which the 

Association -vms created and 1rl1ich dis tin:::;uishes it fro:n the Horld B<:'ll.k . 

Some-;;·rhat simi1ar reasons as led to the creation of IDA , the "soft-lorn 

"Tindol-v of the Bank", e.s an independent orga.ni;;;atj_on , in o rder to underline 

the differences betHeen its operations and those for '·rhich the Bank rrmst 

r aise funds on the internationa1 money market , suc;ge2t that this distinction 

b e preserved by havine the Scheme operated. by IDA ra.tiler thc:m by the B.;mk . 

26 . Since the Bank and IDA have identic2lly the sc-.;n:>. GoVh"TIOrs , :9:ecu ti ve 

Directors, President, officers and st?..ff, trLis consLi.eration offers no 

basis for distinguishing behrecn the organizations. 

27 . Hm'i8Ver, should it be decided to establish a scpare.te organization 

closely affilic:- ted vri th the ~Torld Bc:nk Group (para::;rc:tph 19); then it vrould 
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seem advantageous to associate the neH institution uith the Bank rather than 

Hi th IDA. One reason is that the Bank 1 s membership is actually larger 

than that of IDA (and under the Articles of Agreement of the latter can in 

no case become smaller) -- so that the adjustments that vrill be necessary 

if there should be me~bers of the Agency that are not also members of the 

organization 1·Ji th v;hich it is to be affiliated (and whose Ex:ecuti ve 

Directors uould constitute the membership of its o-;m governing board) -vrill 

be fe1ver and less drastic in respect of the Bank than of IDA. Furthermore, 

conceptually, it is simpler and thus preferable for the ~-Iorld Bank to act 

as the senio r and central orc;a.ni zation of a cluster of other in..stitutions 

affiliated ,,ri th it, than to build up a more elaborate configuration in 

vlhich some nehr aff:Lliates are dependent from orga..YlizationR themselves 

junior to the Bank. 

V. Conclusions 

28. The administration of the .Scheme Trli thin the Uorld Bank Group could 

best be assured by the creation of a special Agency affiliated Hith the 

Bank as closely as IFC or possibly even as closely as IDA. The statutes 

of the ne-:-r orga11ization could be dra1m up by the Executive Directors of 

the Bank , in consultation 1vi th the Intergovernnental Group on Supplemcntar~r 

Financing, and should then be open to acceptance by States members of the 

Bank or of U:•iCTAD . 

29. It vrou~d be legally possible for the Sche~e to be administered 

directly, but on a "trust fund:' basis , by either the Horld Bank or ID;\. , 
v·A,, 

tut preferably by the latter. HoHever, if the pdHer of the 3:xecutive 
1\ 

Directors is to reflect t'r.e participation of St2.tes in the Scheme it will 

be necessary to a..rn2nd the .!\rtic1o::; o.f Agreem:mt of the Associ<'~tion . 
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Arf3 oost estilllate can onl.7 be a rough order ot aagnitude derived 

troDl certain available data tor a panicul.p -paat period with IS\lcb speo1al. 

features aa 11dght. cbaraat.erise that period. There can be no biatorical. 

buia tor mald.ng a precise estimate ot tuture coats. The attQ~~JPt can onl7 

be to arrive at an estimate ot finance tor the soh•• With which the 6cheme 

lllight. reasonabl7 be .xpect.ecl to operate auccesatul.l.7 tor the purposes set 

out. 1n the Recommaodation CD 8.7. Nor can the estilllat.e rater to the require­

ments ot each ,-ear 1 but. onl.7 an annual avera&• tor a perio4 ot 1 say, S years. 

Again, th• various eatiaat.ea tor put periods ot eros• and net. ahorttalla 

t.hemselva are better preeentecl in a range ot t.o\&le, rather than 1n single 

numbers. But., tor conven1ence of preaentat.1on; a flin&l• t1gure, at ld.d­

poin\ ot the range or au1t.abl7 a4Juted1 nedl·i ~ be ocmsidered, and is, 

therefore 1 onl7 Ulustrat.i'". 

In the Bank Sta.tt stuq, groaa aggregate shortfalls were placed 

between $1. bn. • $2 bn. a 1Ml"t and. tor oonvmieoe $1..6 'bn. was adopted, 

whi ah correspondecl to the lllid-point of the range and moet nearl7 to the 

experience ot the larger 1 18 count171 eample tor the most recent period 

19$9-6) tor which data were avaUable. Att.er Ol"e41ting overaaes and. 

drawinsa under C.F.F., the sJ.obal net ahort.tall vu placed at $1.2 bn. 

a 7e&r (the range vu $900 mn.- lSOO mn.) • 

Several other adJuatrllenta were .ade to am ve at. an estimate 

that would indicate the t1nanc1Da requir•enta of the Agcay. 'l'hey vere 

the number ot developing countries 11kel7 to utilize the echeme 1n tha initial 

rears. t.h1 l1kel7 11lprov•ent in the preparaUon and use of export projec­

tions .. compared to the pe:r10cl ot tbe aiiRil•t.ion •arciee, the .tent to 



~ 

-2-

\lbich the developing countries voulcl be upeoted to ~~~eet ebortfal.l.s on · 

their own and, finally, the posaibl• contribution to meet export short-

tall• troa souroa ot tinanoe other thaD the IMJ' Collpeneatoey Facill t7. 

Under the Supplt~~umt&rt :rinanoe Sohe~~e, a d.evelopina countr,y 1a flltpeated 
' ~- ' 

to meet the problem ot an unexpected expon aborttall. to e01ne extent with 

its own means, wbioh include the use of ita own reserves and internal. 

adjustlllen~ involving a reduction 1n dsaancl tor toratp •change. It is 

understood that these •easur .. could 'be undertaken 1n a number of cases 

witbou~ disrupting the deTel.Op!llc\ etton 1n vhich the country was engaged. 

Although the extent to which each 1nd1 vldual. count.17 oould d.o so woul.d. 

V&r7 trom case to case, an att.tmpt, vu made to aaeua the probable order of 

tugnitud.e ot the ..rton which 111&ht be ooneiderecl reasonable when ·a11 

developing countries are fP"''Upecl 'together. I\ vu clear trom the beginning 

that, given the nature ot the probl•, it vas not possible to quantity 

these taoto.ra in an1 exact. wq. On th• other hand, to estimate even the 

rough ord~ ot u.gn1 tude of the am~ ot resources needed to run the 

A.iency during an initial period, it vas neoessarr to attr1bute acme orders 

ot aagnitude to the d.ttl'er•t .taotora 1Dentione4 above. On this basis, it 

vas eetimate4 that the effect ot taldns these factors into account woulc:l 

be to reduce the net ehort.talle ot $1..2 bUlion to an aunual avera&e of 

$300 • $UOO ld.llion tor the 1n1 t.1al. tiTe 78&1"111 which would have to be 

covere<l b7 the SUpplementar;r Finance Aganoy. 

'l'he tollcnd.na upl.anatorr -ble was presented to the members of 

the IOG, inctl.oaUq IMN' tU $300 • Lao ldlU.oa a J.U coat eatima~e could 
.. , 
' '· 
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' Cost Es~.Mntes for SuppleMenttuz nnanee S,.?hema, tor initial ' 
fi.ve yearaa Computation 1n Bank St.att Stu4z 

Qrosa Ovarall Short.Ml Baaed on H1etoric4ixpen.•o• · 

MJunt."'IInts and other Sources ot J'inanoi.r!C 

Intemal Measures ot Adjustment 

Qreatrar Raliab111t;r ot Proj~t.ions 

(effects ot new use tor projections, need 
tor international ngreement on projection• · . 
improvGllent 1n techniques 8Dd d.ata1 ett.U 
ot better pol1q adher10oe, •·> · . · 

Uaa ot Reserves 

Fund Facility &n4l Orerae• 
Other Sourou ot Finance 

Total remaining Shortfalls tor S.J .s. 
(i.e. total coat,. aaS'Wid.n& all oountn.• OlD 
use Scheme) 

Adjustment tor oount.riea vhiob do not wse Scheme, 
as they do not meet initial req'Gir•ent.a or do DOt. 
implaact par"tomance package 

7S 

)SO 

'·. 

$ rdlliona 

1600 

950 

400 

'l'he work1ng ot Coi'mlodit.7 ~ts, ••I• Cottee Agreements, reduces 

Shorttal.l.s. Moreover, the uount. uaumed above tor bilattn"81 aid programs 

aay well. be low. 'lhus, eYen $)00 ld.llion a 7-.r tor a,,.. Teat'S ia believed 

to be a reu~• &acNDt. 14tl'l vbioh to oc.aence So~, • .. , 

. . . 

.... "' · 

•' 
" • 
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t'he Bank etatt ba..-. now cx.ud necl the ooat estiMates again, tald.ng 

into account also the ava.Uable data tor aore recent ,..are, i.e. up to 1967. 

The main d.:Ata an preact.ed in the t.abl• at.taohecl hento, and the methodology 
I / 

tor updating tlw data 1• expl.a1necl1n t.he teohn1oal aote attached hereto. 
0 ,- -

Merchandie• axpon project1ona are an.Uable tor a 13 aountey group tor the 

periods 19~-61. u well aa l961-67J data tor a 17 count.17 group are avail.ablo 0 

for 19$9-61 an4 1961-67 J data tor 24 countries are available tor 1961-67. 

Using all these seta ot data, alobal gross and ne'\ shortfalls 1n exports 

can be pz-oJectec:l tor all d.evel.op!.Dg countrtea tor the nspect1v• periods. 

Th• range tor global ancl n.t abort.tallat uzua4Juated tor a:q taotor, turns 

out to be raucb Wider than in ov earlier presentation. Ka1nl7 the ex:plana.­

tion is 1n the liNCh longer perl.o4 (11 rears) tor vhich c.tata are aWdlable 

and the considerable var1.at.1oo 1n cd.rallaatancee p:r.w•il.~ng during different. 

periods within t.hia u ,_.,.period. ror instance, ne\ declines in prices 

from 19S7 to l9S9 and 19)9 to 1961 were considerable. Net (total) short­

falls during the period 19$7-61. average U"'UJ1d $2 'tm. The conditions in 

world trade, and 1n expona ot deYeloping countries d.ur1ng 1964-67 vere . 
Yflr7 c11fterent, and 'buo;yant. Prior projectiona tor such a period are to 

be expectecl to tum out to be T£7 cautious 1 upec1al.l7 vhen the preceding 

period called tor no o~llld.a. Again, it. ao happmad. that there were more 

succeBs1Ye revitd.oua ot country export proJection• 1n th1a period. Net 

(total) ahorttalla usounted to lese than $SOO llll. a 7ear in this period. 

The range ot global eros• sbort.talle we d.arive is tram $890 rm. 

(1961.-67 wei~ted averace) to $2190 11111 {l9S7-6l weighted average) 1 The 

Mid-point, 'C;O$U, ve1ghte4 by numbC' ot Je&l"B 1 voulcS h $l.6SO m. However, 

0 adJuate4 tor ftl"iou tacion fn_. ihe cUre pcio4, ad no\ tak1 na into 

' . 
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acco\D'lt the 1U1Unal.l.7 hip t1gures tor a particularl.7 short period, we 

deri va a erose ehort.tal.l ot $1.4 bal. 1 u the avarage estimate tor the 

entire period 19$7-67, w'dnc &11 \he anUable dat.a tor lJ countey,l7 country, 

24 countrT samples. 

Adjusting tot CYI tranB&Ct1ona ·aneferverages. we derive a range 

tor nat shortfalls ot $460 a. (1961-67 &'f'erage) • $1.46S =· (19.$7-61. average). 

The adjuned average tor the vhole periocl19S7-67 1a $72.) m. (though the 

lll14-point weighted tor 7-.rt of \he rena• lOll pointa woul4 be higher at 

$880 m). 

Ae noted earlier, \ben ftriou data relat-e to earlier years. 

On a proportionate baa1a1 aJ'Pl.71nl th• to the 1969 total exports ot 

clevelop.S.na countrlee, ve J&1.7 place the net £lobal ehortt'al.l at about -
$800 m. tor 1969 - i.e. about 2 per oct of t.ota1 exports. .Appl.ying this 

percentage to an increasinc expor\ total, tor 197S one may place net (global) 

ehorttal.l at $1100 rm. Arrf euch eiDlpl.e extrapolatiOD into the tuture has 

only limited use or signift.canoe. We om pzeooeecl to derive a cost estimate 

tor t.he scheme troll global ehorttalle (ammal, Uluat.rat.ive averages) ot 

$1.3$0 •· groaa, and $800 =· net. 

The n.ri.ou• tactora to be adjusted tor have been mentioned ~lierc 

internalllleuurGBJ greater reliab1lit7 ot projections, use b7 countries ot 

their own foreign exchange reserves; other aO\U"Oes ot .tinmce trom bilateral 

aLd. programs, and. adJustment tor oountriee tha\ do not use the schome, 

ba1.ng Wnl.y exponera ot oU or manu.tact,urea, 01" on policy pertomance 

considerations. Aa alread7 stated, 1\ S.a not. posSible to quantif,y these 

adjustment tactors vith any prec1s1ont a\ beet. they oan onl.7 be indicated 

as broa.cl ordeN ot aagaitude. J:N.r.1na ~ -.. or t.brM 78&1'8 ot d1saussions 

- ·--~ ---- ~ ----_____ ......._ ___ __:__ 
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ot thia subj eat, the cln'eloplng countries have coma to appreaiaw tho 

nature ot poliey underetandtnp and other initial requirtraanta. Thus, 

the reduction tor non-p&rt.iaipa.Ucm voulcl n ec.t to be aJaaller now. Also, 

t.be projeotJ.on vorlc itself baa beoo11e inareasiD~ aophist.icated, and as 

recent rears• data br1na out, projectionS t;4 to be conservative. Therefore, 

t.he allowance tor greatC' rel1ab111t7 ot projeot.iona would nov be mnal.l.er. 

Roughl.y', one aq allow $150m. for use ot resenu and internal measures 

of ~uat&t&ent; $SO •· tf# othC' aovoea, $1)0 Ill• to.,. etteot ot batter 

project.ions 1 and 8DOtbe.r $1.$0 •• • 200 •• tor crountr.l.• that 11147 not 

Aacordincl7, the t1nuciel :requirements tor tbt lchme in 1969 

DIQ' be plaoGcl a.t about $2SO m. - 300 111. Loold.na ahead, •A7• tor ·t.he 

five :rears 1970-7)1 one aar e:r.pen that a total ot $LSOO •· (or an average 

, ot $300 m.. a rear) woulcl be adequate t1Dance to-r t.he lcheme. In 8ZrJ case, 

fl8 recommended by the IOO, a tixed. tuDd. ot that magnitude could be provided 

an4 the AgGDCJ' -.trutecl with the Soh .. be nqunte4"' JI&DAI8 the Scheme 

. . 
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Table la AUNUAL AGGRIDATED SHORrFALLS FOR VARIOUS GROOPS OF COON'l'RIES 
OVER I~~VALS OF 'l'IHE1 1957-67 

ItEm of Comparison 

Thirteen Countr;y Group: Average Annual Shorlf'al.la 

Sevmteen Comtr, Groups Average Annual Shortfalls 

1'venty-!our Country Sample: Average .Annual Shorlf'al.l.s 

1957-61 
Million !t of 

US$ Eq>orts 

lS6 8.1 

-
-

1959::()1 
Million %of 

US$ Exoorts 
t 

42.3 

-

6.0 

6.0 

-

1961=-b? 
Ydllion $ ot 

US$ Exports 

199 J.S 

238 

378 

2.7 

2.6 



Table 2: ANinJAL AVERAGE l'JET SCiffiME DRAWlliGS ADJUSTED FUR CFF TRA.!\SACTIO:iS AHD OVERAGES, 
{i.e. NET SHORTFALLS) FOR SELECTED GROUPS OF COUNTRIES JJID TIITERVALS, 1957-67 

{With tower CFF Projeeti()Ds) . · 
13 countries · 
17 countries 
2h count.riea .. · - l 

{With Hlgher CF1 Proj actions) ~. 
13 countries 
17 countria8 
24 countrlea 

. -

' 

.. ~~-. 

1957-61 
(S year average) 
Amount % ot 
$ m. Exports 

276.2 6.2 

- -
2~.8 $.7 

-

19$9-61 
(J year average) 
Amount % ot 
$ mn. EXports 

-
302.0 -

-
293.) 4.1 -

,• 

--. ' .. 

1961-67 
(7 year average} . 
Amount % ot 
$ mn. ExJ?<?rts 

89.~ 
89.4 . 

188.0 

98.7 
98.7 

186.3 

l.S 
1.0 
1.) 

1~7 
1.1 
1.3 



Table 3: ALTERNATE PROJEC'l'IC1'l3 OF AVERAGE ANNUAL GROSS SHORrF.AI.LS1/ 1969 and 197S~ 
WITH C0!1PARISONS, 19$7-67 FOR ALL DEVELOPIHO comrrRIESZ/ 

Classification or Estimate 
or Projeeti.OD 

Hig..hest Estimated Shortfalls 
7 

1957-67 
1957-61. weighted averag~ 

High Projections!/ l 
IDwest Estimated Shortfalls, 1957-67 

1961-67 averagJI 

Loll Projecti~ 

J.verage Estimated Shortfa.l1s, 1957-67 

(Yearly Average, $ ~lillion) 

Estimates or Range 1.n 
Shortfalls, 1957-67 

1,41$ 

Proj actions or Gross Shortfalls 
1969 197S 

1,330-l,SOO 

ass - 1,cm 1,285 -1,~ 

"l:/ Gross shortfalls are aggregated relative to Type C Composii#e Projections in Bank starr St.~. 

Y Estimates and projections are tor all developing countries, consistent with the classification of' same used b7 
International Monetary Fund, e.g., World Trade Statistics in International. Financial Statistics. 

... 

J! Estimates of' historical yearly shortfalls are consistent with extrapolations .from Table 11 for both 1957-61 and 1961-67 • 
Estimates given in this table are slightly higher than such calculations would develop, however, because additional~ 
independent tabulations were incorporated into these averages. 

]!/ High projections are consistent with the range assumption that gross shortfalls liOuld be between 120-125% of' the 
comparable Net Schme Drawings (Table 4). 

'i/ Low proj ectiCJllS assume that gross shortfalls would be betvom 130-140% of the Net Schano Drawings (Table 4). 



Table 4: ALTEH!JATE PROJECTIONS OF AVEP..AGE ANNUAL Il'ET SCimtE DRA~m;as!/ (!00 SHOin'FALLS) 
1969 and 1975, rUTH Cct·!PARISOiiS, 1957-67 . 

Estimates ot Range in 
Annual Net Drawings 

Projections of Net Scheme 
Drawings 

.Al temate Assumptions Consistent. 
with AttaiiU:lent of Projected Net 

.. 

Classification of Estimate or 
Proj action ( Armual. Drawings) 

Drat-~ 
Net Drawings asGrOwth Rate ot 

Highest Estimated Drawings J 
1957-1967 ~ 

1957-1961 (wtd.average)1/ · 

High Projection 
Participation b7 .ll1 
Developing CoUDtri• 

Lowest Estimated Drawings, 
1957-19l>7 

1961-B67 averagrJ/ 

Low Proj action 
Paliicipation by All 
Developing Countries 

Average Estilnated Drawings 
(1957-67) 

Footnotes on following page. 

1957-67 1969 1975 
(yearly average, current $JS mil 1 ion) 

1,46S - -
-

-
600 

-

Percent of total Exports2/ 
Elcporf#s 1960 - 7~ 

-
2.5-).0 s.o 

- -
l.S $.6 

-

I . ' 
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Footnotes to Table 4 

1f Net Schema Drawings are Supplementary Financing Scheme (Net) Shortfalls relative to Type C; after allowing 
for CFF and overages. 

V Percentages compounded annually. These assumed rates or growth are idmtical with proj actions of growth 1D 
volume of exports of developing countries 1960-75 by the IDIGl'AD Secretariat. L<nl growth rata is consistent 
with lower of two assumptions concerning rate of grmrth in GDP in developed countries. "General Survey ot 
Trade Prospects and Capital Needs for Developing Countries", Ch. n., Tables ll.3 and 11.4. UNCTAD, rD/3JJ 
Supp.l, 1967. Lower rates of growth are consistent with assumptions concerning lower average levels ot 
commodity prices and therefore, higher net d.rawings ~essed 1n terms of percentages of exports i'ro1ll 
participating developing countries. 

if Averages of estimated yearly drawings i'or all developing countries during the selected periods were 
developed from several estimates of net drawings of groups of countries for which calculations or gross 
shortfalls ware available. These estimates generally are consistent W1 th extrapolations or data i':roa 
Table 2 but, because they consider other va:tghti.ng procedures, are slightly larger than such simple 
cal.culat.ions would give. 

!! 
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2 : 30 PM FRIDAY APRIL 4. (Mr . Sarma 
said he will wait back to see you if 
2 : 30 isn ' t convenient -- but important 
that he see you tomorrow . ) 



TOt Files 

FROM: Richard C. 'fa;rlor 

SUB~'!': Updating and )ibditioation of Calculatings Concerning Export 
Shortfalls from "Reasonable Expectations" Pertinent to Estimating 
Annual Capital Requirements for the Operation of a Supplementary 
Financing Scheme, wit.h Particular Reference to B;vpothetical 
C!!Wutations Covering 1257-67, 

1. This memorandum presents results for 1964-67 or calculations of 
!I y 

~ort Shortfalls and overages similar to those pUblished earlier for 
J/ 

1957-6.3 . Inferences are made concerning the probable average size of annual 

gross shortfalls and net drawings for such a Supplementary Financing Scheme 

operating during 19$7-67 . Finally, projections of current and near- term annual 

scheme drawings under alternate assumptions are provided. The attached 

Methodological Note gives additional details concerning the basis and nature 

of the calculations used to develop these estimates. 

!I Total amount by Which actual export earnings for selected groups of develop­
ing countries were over- estimated by composites of Bank projections of 
exports of these same countries . 

y Under- estimates of actual export earnings, derived in a similar manner . 

Jl Annex IV of the study "Supplementary Financing Measures" by the DIU> 
Staff, December 1965. 
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Annual Differences Between Actual Export Proceeds and Composite 
Bank Projections of Export Earnings, for Selected Groups of 
Develop~ Countries, 1~7 -67 

2. Yearly shortfalls and overages for three different groups of countries 

during 1964-67 are presented in Appendix Table 1. Aggregated overages far 

exceeded shortfalls during each or these foUl" years except 1967, when total 

shortfalls increased markedly and, for at least t.wo groups of countries, reached 

levels greater than the comparable 1957-63 or 1959-63 averages . Likewise, 

overages occurred more often than shortfalls, w1 thin a giYen year, except during 

1967 . On balance, these composite projections under-estimated actual export 

earnings during 1963-66 . by approximately 7 percent. This error could be 

compared with simUar over ... estimations or actual export proceeds during 1958-60. 

Projections of' total exports for the other four years between 1957 and 1967 were 

quite close to actual earnings. 

3. Comparisons of' average yearly aggregated shortfalls for the same groups 

of' countries indicated 8 marked decline in such differences between actual and 

projected values during 1961-67, compared with 1957-61 and 1959- 61 (Table 1) . 
!!/ 

When average yearly shortfalls tor each group are expressed 8S percentages of 

exports from these same countries, a close similarity of results, for any of the 

three intervals, can be noted. Canpared 'W1 th earlier five and three year periods, 

shortf'alla during 1961-67 were much smaller, on the average, and little difference• 
21 

is apparent between the results presented for the three groups or countries . 

b/ The decision to compare average yearly shortf alls during three different 
periods of unequal length between 19.57 and 1967 renects both the availability 
of export projections for additional countries in 1959 and 1961, and the 
marked differences in general commodity price behavior during 1957-67 and 
1961-67 . Commodity price levels had declined steadily from 19.58 through 1960, 
but stabilized in 1961, rose sharply during t.b.e next several years, and then 
declined during 1966-67. Generally speaking, commodity prices during 1967-68 
were at approximately their 1961 levels. (IBRD Primary Commodity Price Index 
for !Dw and Medium Incane Primary Producers, tor all commodities including 
petroleum). 

2/ Most of the inter ... period dif'ferences in the relati Ye size of total shortfalls 
for any group or countries apparently can be explained by comparative changes 
in average price level and net change in prices . Also. successive revisions 
of country export projections were used more frequently in developing com­
posite projections since 1961, than during the previous five years . 
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Reductions in Qross Sltortfslls in Ex:ports Attributable 
to Coll1pensa.tory Finance Facility (C ) 'l'ransacti.ons 
and Use of Scheme Overages, 19$8-68 

§I 
Comparisons or average yearly net scheme drawings were tabulated 

by group of countries, for sim1lar intervals, between 1957 and 1967 (Table 2). 

Averages drawings for the different groups compared within the same period, 

would have corustituted remarkably similar percentages of the contemporary export 

proceeds of these d veloping countries. 

5. Transactions of the CFF and the use or overages (accrued according 

to scheme computations) should have been more ettective in reducing gross 

shortfalls after 1961 than during the previous five years (Appendix Table 2) . 

Except during 1957-59, when overages computed by Scheme calculations would 

have been negligible, disbursements of scheme overages apparently would have 

reduced groa shortfalls more quantitatively speaking than would contenporary 

operations of the CFF. The combined effect of these two types of adjustments 

evidentl.y would have reduced th se aggregated gross differences between actual 

and projected exports by 12-44 percent. 

§( Defined as gross shortfalls (or export shortfalls) adjusted for contemporary 
drawings and reptqments under the CFF and for disbursements of expor t 
"overage" earnings to repay drawings mde under such a Supplementary Financ-
in(I Sc • Detaile concerning techniques used in making these adjustments 
are included in the Methodological Note attached. 
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Inferences Concerning Gross Export Shortfalls and Net 
Scheme Drawings for All Developing Countries 

6 . Table 3 suggests that the total shortfalls in exports of all 

developing countries (relative to Type C Composite ~ort Projections) 

would have averaged approximately $1.4 billion a year during 1956-67. 

These shortfalls probably would have been much higher during 1957..61,. on 

the average, than during 1961-67 . The range in these estimates ($0 . 9-$2 .1 

billion) is quite comparable to corresponding estimates published earlier, 
11 

which were based partly on similar calculations covering 1957-63. 

7. Projections of total gross shortfalls consistent with diffe; ing 
.,_,.w uJ fAAL,J ..r . 

export prospects for all developing countries in 1975 (Table 3). Alternate 

assumptions concerning changes in price level and annual growth rates of expo~ts 

from developing countries, in the interim, explain !llOSt of the wide range in 

likely annual shortfalls, for both 1969 and 1975. Our high projection would 

probably understate near-term average yearly shortfalls if commodity prices 

decline persistently, without significant interruptions)during the next three 

to five years . 

8. Similar estimates of hig."'l, low and medium annual net drawings under 

a Supplementary Financing Scheme operating during 1957-67 were calculated 

(Table 4). Our estimated range of approximately' $460 rrdllion to $1,464 million, 
j.~...Jtv..,r ~ 

during 1957-67 is et:i~ wider than earlier estimates 1 and our estimated 

average annual net drawing for the entire eleven year period ($850 million) 

is somewhat below the mid-point of the range developed from study of the 

1957-63 experience. 

1/ $1 billion to $2 billion per year, p .12 0, .Annex IV, ibid. 

§I $900 million to $1,500 million per year, p . l2o, Annex IV, ibid. 
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9 • Projections o£ net sche draWings consistent ld th 1969 and 1975 

export eJq>ectations suggest the range in averag net financial resources or 

credits adequate for operating such a aeh e for one year, under different 

stipulations. (Table 4) . Moderately lower e dity prices and modest 

declin 1n current yearl:y growth 1n export earnings jointly could cause 

net drawinga, in the near future, to iner se significantly from levels 
21 

estimated for r cent years • However, during the next d cade, such net 

drawings might not exceed the amounts estimated for 19S7-6f, unless 

pronounced and persistent declines in either prices or quantities or 

exports should occur. 

2/Es tes for 1965-67 were 90 million a year. 



Table 1 t COMPARISO S OF SKLJroTED CBARACTFRISTICS OF ANNUAL AGGREGATED SHO TFALIS FOR 
VARIOUS GROUPS OF COUN'l'RIES OVFR SIMILAR INTl!RVALS OF TIME, 1957-67 

19.59-61 1961-67 
It of Compari on Million ~ of 

19$7-61 
Jillion J of Million J of 

US$ Exports US$ Exports US$ Elcports 

Thirteen Country Group: Average Annual Shortfalls 
Type C Composite Projection 3.56 8.1 423 6.0 199 3.5 

Seventeen Country Groupr Average Annual Shortfall 
Type C Compos! te Projection 423 6.0 236 2.7 

Twenty- four Country Samplet A~erage Annual Shortfalls 
Type C Composit~ Projection 378 2.6 



Table 2 : COMPARISONS OF ANBUAL A VWGE NET SCHEME DRAWIUGS ADJUST PI> FOR CFF TRANSACTIONS AND DISBURS»mll'S 
OF SCH!ME CREDITS FROM OvmAGFS, F<:m SELEX!TED GROUPS OF COumRIES AND IN'fiRVALS, 1957-67 

(Millions of US dollars or percent of exports) 

Item of Comparison: 
Net Scheme Drawings for 

Type C Projection; Lower CFF Projections 
13 countries 
17 countries 
24 countries 

Type C Projection; Higher CFF Projections 
13 countries 
17 countries 
24 countries 

19$7-61 
(S year aYerage) 

% of 
Amount Exports 

276.2 6.2 

249.8 

1959-61 
(J year average) 

% of 
Amount Ex:por ts 

302.0 4.3 

293.3 4.1 

1961-67 
(7 year average) 

% of 
Amount Exports 

69 .4 1.5 
89.4 1.0 

188.0 1.3 

98.7 1.7 
98.7 1.1 

186.3 1.3 



Table 3: SUPPLEMENTARY FINANCING SCKBME: ALTERNATE PROJECTIONS OF AVERAGE 
ANNUAL GROSS SHORTFALLS,l/1969 AND 1975, WITH COMPARISONS, 1957-67 

FOR ALL DEVELOPING COUNTRIES~/ 

Classification of Estimate 
or Projection 

Highest Estimated Shortfalls? 1957-67 
1957-61 weighted averagel 

rligh Projectionsh/ 

Lowest Estimated Shortfalls, 1957-67 
1961-67 average}/ 

Lmr Proj ections.2/ 

Average Estimated Shortfalls, 1957-67 

(Yearly Average, Current $US Million) 

Estimates of Range in 
Shortfalls, 1957-67 

2,190 

893 

~ I 
..Lt Gross shortfalls are aggregated relative to Type C Composite Balli{ Projections . 

Projections of Gross Shortfalls 
1969 1975 

1,330-1,500 1,870-2,125 

857-1,000 1,285-1,500 

2/ Estimates and projections are for all developing countries, consistent with the classification of same used by Inter­
national I'~onetary Fund, e.g., vlorld Trade Statistics in International Financial Statistics. 

3/ Esti mates of historical yearly shortfalls are consistent with extrapolations from Table 7, for both 1957-61 and 1961-67. 
Esti mates given in this table are slightly hi cher than such calculations would develop, hovrever, because additional, 
independent tabulations vTCre incorporated into these averages. 

4/ nigh projections are consistent 1-rith the basic asswnption that gross shortfalls would be betvTeen 120-125% of the com­
parable Net Scheme Dravnngs presented in Table 4. 

51 Lovr projections assume that gross shortfalls -.muld be between 130-140% of the Net Scheme Drawings (Lmv Projection) 
shm-rn in Table 4. 

·- •, 
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Footnotes to APpendix Table 1 

!/ These 13 countries correspond to the Sample 1-lh countries in Annex IV of the 1965 study, except that Burma was 
not includ For identification of the composition of thi~ group, see page 99, Table Ll, Fcotnote l of that 
Annex. 

£1 1957-63 aver ge annual shortfalls are ~omewhat smsll r than corresponding figur s or inally reported for 
Sample 1-14 countries (page 104, Table 6, of AIL~ex IV), primarily because Burma's shortfalls were included 
1n the latter. 

~ These 17 countries correspond to the Sample 2-18 countries in Annex IV or the 1965 study, except that Burma 
was not included. For further details concerning the composition of this group, see p g 99, T b1e h, 
Footnotes 1 and 2 of th t Annex. 

!!/ These 24 countries include th 17 identified above plus Chil , igeria, Philippin s, Republic of China (Taiwan), 
Turkey, Uruguay, and il nezuela. 

2/ Differences shown for 1967 include calculations ba ed on hypothetical rather than actual exports for Nigeria. 
S~gnificant reductions in exports or both petroleum nd coconut products fro 1966 1 vels pr s bly could b 
attributed almost entirely to the disruptions rel ted to the fighting in Mid-~ tern and Ea t rn Nigeria 
(Bia.:fra). Projected .xports of 956 $US Ulion renected trends in proceeds 1961-66, and should b compared 
with etual exports of 793 and 680, during 1966 and 1967, respectively. 



ApPendix Table 2: APPARENT REDUCTIONS II GROSS SCH»m SHORTFALLS ATTRIBUTABLE 
TO COMPENSATORY FINANCDlG FACILITY TRANSACTIONS A USE OF SCHEME OV'ERAGES, 

BY DIFFERENT SAMPLES OF COUNTRIES AND INTffiVALS, 19$7- 67 

(Percent of Gros Shortfalls, xcept where otherwise noted) 

1957-59 1959- 61 1961-67 

umber of Countries in Sample 11 16 24 

Apearent Reductions (Shortfalls relative to 
Type C Projections) 

Basis: Shortfalls relatiYe to Type C Projections 
CFF Transactions only !/ 11.4 8.2 12.6 
Use of Scheme Overages 1.0 12.4 31.4 

Total Reduction 12.4 20.6 4Ii:O 

!/ CFF Transactions (Drawings and Repayments) at the Higher of Two Levels . No adjustments made for chang s 
in CFF drawings outstanding between the beginning and end of each period. 



RCTaylor 
March 28, 1969 

Methodological Note 

(Attachment to memorandum concerning "Updating and Modification of 
Calculations Concerning ••• Operation of a Supplementary Financing 
Scheme, with Particula.r Reference to Hypothetical Computations Covering 
1957-67", dated March 27, 1969) 

Construction and Use of Composite Bank Projections 

The method used to adjust all projected export earnings so as 

to reflect revised estimates of actual export proceeds (published by the 
1/ 

IMF) ' ~escribed in the 1965 study.- These adjustments improved the con-

sistency and quality of comparisons between projected and actual export 

earnings in most instances. 

Composite Type C Bank Projections were developed from successive 

country export projections prepared at irregular intervals by the IBRD Staff. 

Similar guidelines were used to select, retain, and replace successive pro-
2/ 

jections of export earnings in the Composite Projection for that country. 

According to this method, any given projection would not be used until it 

was one or two years old, and, once it was incorporated into the Composite 

Projection, the projection would not be replaced until it was five or six 

years old. In practice, the average age of the projection in current use 

varied between 3.2 and 4.2 years, and between 15 and 25 percent of projections 

in current use were replaced each yeBr. 

Type C Composite Projections were developed from 1964 through 1967 
3/ 

for each of the eighteen countries in Sample 2-18 Countries- except Burma. 

Since no IBRD export projections for Burma prepared since 1960 were available, 

1/ Annex IV, pp. 89-91. 
2/ P. 92, ibid. 
l/ P. 99, Table 4, Footnotes 1 and 2, ibid. 
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this nation was dropped from both Sample 1-14 Countries and Sample 2-18 

Countries. A third group of seven additional countries was included in 

the analysis of the 1961-67 period. 

Gross ~fferences between actual and projected export earnings 

were calculated yearly, and annua.l total differences were summarized by 

similar groups of countries (Appendix Table 1) in order to up-date earlier 
1/ 

presentations covering the 1957-63 or 1959-63 periods.-

Comparisons of Gross Annual Shortfalls 

In order to make inter-period and inter-group comparisons of yearly 
2/ 

total shortfalls- for different groups of countries, these aggregated dif-

ferences were averaged for several years and then expressed as percentages 

of annual averages of contemporary exports from these same countries (Table 1). 

Because data. on more than one group of countries was available subsequent 

to 1958, and because similar periods were used for inter-group comparisons, 
J! 

important similarities a.nd contrasts not previously observed were noted and 

used to refine estimates and projections of shortfalls for all developing 

countries. 

Adjustment of Gross Annual Shortfalls for Hypothetical 
Contemporary Transactions of the Compensatory Financing 
Facility 

4/ 
Adoption of important modifications in the method previously used-

were suggested by two factors. First, guidelines published by the IMF con-

cerning limits on compensatory drawings, estimations of export shortfalls, 

1/ P. 99, Table 4. 
2! Over-estimations of actual export proceeds by Composite Projections. 
3/ P. 104, Table 6, ibid. 
~ Pp. 105-llO,ibid. 
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1/ 
and repayment obligations, were ammended in 1966~ Secondly, a recent 

2/ 
IMF Staff paper- proposed that more creditable estimates concerning reductions 

in gross shortfalls actually attributable to the use of the CFF should in-

corporate contemporary repayments of CFF drawings, in most instances. 

Accordingly, our calculations of alternate (lower and higher) hy-

pathetical CFF drawings and subsequent repayments for each year from 1957-67 

reflected these modifications and also the current IMF country quotas. 

Instead of stipulating that CFF shortfalls would be calculated ~ post, 

relative to a five-year moving average, or, alternatively, by the "general" 

formula developed by the IMF, our calculations of higher levels of drawings 
3/ 

reflect higher limits of current IMF guidelines- concerning average level 

of exports predicted for the two years following the "shortfall year". 

Secondly, lower CFF dra.wings are based on the assumption that exports during 

these two years will, on the average, be equal to exports in the "shortfall 

year 11 • Finally, our calculations reflect repayment of CFF drawings according 

to CFF guidelines, regardless of whether either a gross shortfall or an 

overage occurred during the year within which the Facility would have expected 

a repayment to be made. However, our estimates of apparent reductions in 

gross shortfalls (Appendix Table 2) do not recognize differences between the 

CFF balances outstanding at the beginning and the end of a given period. 

Actual reductions in Scheme costs attributable to the CFF would equal the 

amount of export overages earnings used to repay CFF drawings. 

y 

v 
"Compensatory Financing of Export Fluctuations, A Second Report by the 
IMF", Washington, September 1966. 
"Effects of Recent Changes in the Fund's Compensatory Financing Facility 
on the Annual Cost of the Supplementary Financing Scheme" by IMF Staff, 
February 3, 1967. 
110% of exports in "shortfall year". 
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Net scheme drawings were calculated in a manner similar to that 
!I 

used in the 1965 study. Gross shortfalls adjusted for CFF transactions 

were transformed into net scheme drawings by deducting, from these adjusted 

gross shortfalls (or residual shortfalls), earnings equivalent to the same 

country's calculated export overages. However, we modified previous tech-

niques in one minor way: no overages accrued before a shortfall occurred 

were used to reduce a given country's accumulative shortfalls. 

Development of Estimates of the Size of a Supplementary 
Financing Scheme during 1957-67, Assuming that all Developing 
Countries Participated 

"Global" gross and net shortfalls estimated in 1965 study were 

based on avera.ge statistics for 14 countries from 1957-63 and 18 countries 
2/ 

from 1959-63: Aggregated average shortfalls from these two groups were 

expanded, by appropriate factors, so as to approximate average yearly estimates 

for all developing countries. 

Our up-dated estimates use simple extrapolations of the average 

yearly shortfalls or net drawings, expressed as percentages of contemporary 

exports from three groups of countries, in order to estilnate equivalent 
3/ 

figures proportionate to the contemporary exports of all developing countries; 

for 1957-67. 

1/ Pp. 113-115, ibid. 
2! Pp. 119-120, ibid. 
l/ Consistent with \'k>rld Tra.de Statistics published in "International 

Financial Statistics 11 , by the IMF. 
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In addition, group averages of each country's cumulative 

shortfalls (drawings) expressed as a percent of its contemporary exports 

were calculated for groups and periods corresponding to those presented 

in Tables 1 and 2. For drawing inferences concerning the size of equivalent 

differences for other developing countries, during the same periods, this 

latter method of 11sampling 11 probably has greater merit. 
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TO: 
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SUBJECT: 

INTERNATION AL DE VELOPMENT I IN TERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASS OCIA T ION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: June 13, 1969 

N. A. Sarma N. A / 1\A/1..~ JUN 1 ~ 196 

Supplementary Finance: IGG Meetin~ in New York - I:;_ J o ./· , ~ , 

June 23 - July 3. 

The IGG has posed to us a specific question: Whether the Bank 
Staff Scheme could be implemented by Bank/IDA, within their existing 
Articles of Agreement, if the EXecutive Directors so agreed and if 
finance were made available. Another main question relates to the 
revision of cost estimates, taking into account available data for 
recent years. On both these, you have draft papers (one from Mr. Szasz, 
dated February 17; the other from me dated March 28). We would be 
asked about these matters in detail at the outset of the session. 

In the recent DAC informal meeting on supplementary finance 
(June 4) the question was raised whether there have been consultations 
between the Bank staff and the Fund staff on the relation between S. F. 
and C.F.F.; Germany and others attach importance to this. If possible, 
we and the Fund staff should make an agreed statement at the IGG meeting 
on the subject. Please see (draft) note I attached hereto. 

It is, of course, for governments to agree to implenent a scheme 
of S.F.; it is for the Executive Board of the Bank Group to decide 
whether we should undertake it, if called upon. Very much would depend 
on the stand taken by U.S.A. and Germany. As I mentioned in my memo 
to you (June 6) on the Paris meeting, Group B (DAC) member countries 
are likely to state their respective positions at an early stage of the 
IGG meeting, so as to facilitate the finalizing of the report. The 
question of S.F. as an added function of IDA was mentioned by UoS.A. , 
U.K., Switzerland and others . Then, finance for S.F. is to be con­
sidered along with the third IDA replenishment. Here it is not any 
one particular S.F. scheme that is thought of, but recognition of the 
purpose of S.F. and its administration by IDA on a rather discretionary 
basis. Please see (draft) note II attached hereto. 



(Draft) Note I 

SUPPLEMENTARY FINANCE AND FUND 1 S COMPENSAIDRY 
FINANCE FACILITY 

When the Bank Staff Scheme was first formulated, the Fund Staff w·ere 

concerned with the problems of reconciling the objective of flexible balance 

of payments adjustment with the implementation of a predetermined development 

program, and the possible differences in criteria of adjustment. This seemed 

also important as the scale o~ supplementary financing might turn out to be 

much larger than assistance of the Fund to developing countries--not only under 

CFF but also of regular Fund drawings. Further, all Fund drawings are repayable 

within a 3-5 year period, whereas supplementary finance drawings would be repay-

able on terms similar to those applicable to development finance. 

Since then, during the discussions in the Inter-governmental Group 

and elsewhere, the r~lationship between S.F. and CFF has been clarified by us. 

In particular, we have stated that the .Administering Agency for S .F. would need 

to be guided by Fund advice on matters that belong in its area of operations--

monetary and exchange policies in the context of a country's development program. 

As for scale of operations, it is now· agreed that S.F. cannot be open-ended but 

provide for a fixed fund within which operations have to be confined. The 

resources required are placed at $300 million a year. The drawings of LDC·1 s from the 

Fund (under regular procedures and CFF together) are not likely to fall short 

of these magnitudes. There need be no question of any particular residual 

lender having a decisive leverage. A greater degree of flexibility and dis­

cretion is envisaged now in the adjustment process with respect to supplementary 

finance drawings. Above all, whether formalized in joint management of S.F. by 

the Bank Group and the Fund or not, in view· of the close relationship of the 
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Fund facilities and S.F., continuing consultation and cooperation between the 

Bank Staff and Fund Staff, with respect to policy measures and other matters, 

are requisite to the effective implementation of S.F., if this were entrusted 

to Bank/IDA. A brief statement on these lines, if agreed on between the Fund 

and the Bank, would be helpful to discussions in IGG. 

The Compensatory Financing Facility of the Fund helps to even out 

the availability of exchange earnings from exports for a country and thus 

assists a country in meeting temporary, reversible, balance of payments deficits, 

on the understanding that the drawings would be repaid by the member country 

within an outer limit of 3-5 years. The Supplementary Finance Scheme is intended 

to assist a developing country to maintain its development program which might 

otherwise be disrupted by a shortfall of export earnings from reasonable expecta-

tions on which the development program was based. The proposal for Supplementary 

Finance has been made because countries cannot undertake economic development 

programs with a longer term perspective unless there is some assurance that 

( their export earnin s will be kept up to reasonable expectations. In brief, 

it may be said that OFF has to do with instability, and SFS with uncertainty 

of export earnings. 

The different purposes of the two schemes are reflected in the 

methods of calculating export shortfalls. Under the Supplementary Finance 

Scheme, export prospects are considered in the context of a development program 

and take account not only of various objective factors, domestic and external, 

but also the impact of new· policy measures. Under the Compensatory Financing 

Facility, the Fund meets requests for drawings by members whose export proceeds 

over the latest tw·el ve-month period have fallen short of the estimated medium-

term trend of exports. Therefore, OFF does not need a prior export projection; 
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instead, the shortfall in export earnings is measured from a norm repre­

senting the medium-term trend value. The value is estimated by a statistical 

formula as well as a qualitative judgment. The statistical formula itself 

attaches a weight of .50 to exports in the shortfall year and .25 to each 

of the two preceding years. The qualitative estimates involve a direct 

forecast of exports for two years ahead. Formerly, the statistical and 

qualitative estimates were given about equal weight in determining trend 

value of exports. Currently, a somewhat greater weight is given to quali­

tative estimates. It is precisely because the trend or norm is a moving 

average for five years centered on the current, shortfall, year as the 

middle year that a rough balancing of shortfalls and surpluses of actual 

exports with respect to trend is expected over a relatively short period 

of time. 

During the deliberations of the Intergovernmental Group, a view 

of supplementary finance was put forward in terms of possible refinancing 

of drawings under the Fund Compensatory Financing Facility. The different 

purposes of the two facilities would indicate that any refinancing of 

Compensatory Financing Facility could not be an alternative or substitute 

way of dealing with the problem for which supplementary finance has been 

proposed. Where considered appropriate, it could be an additional function 

of S.F., when a country is unable to repurchase its Fund drawings wholly 

within 5 years. The amounts that may require to be refinanced are likely 

to be small. 
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(Draft) Note II 

BANK GROUP AND SUPPLEMENTARY FINANCE 

Briefly stated, S.F. is proposed to meet the problem of 

unexpected shortfalls in exports that are potentially disruptive of a 

developing country's development efforts. When a country has a develop-

ment program that is internationally discussed, and is pursuing policies 

that are conducive to its implementation, it is desirable to provide it 

with a ready source of long-term assistance to enable it to maintain the 

development program when unforeseen adverse export movements occur. The 

exchange reserves of most LDC's being low, and while a developing country 

can take certain adjustment measures, in the event of serious export short-
~~ t: 

falls, the development program is likely to b~a~ acted if there is no such 

facility. Accordingly, the Bank Group should be interested in this purpose 

and should be willing to consider administering a scheme if asked to do so 

by governments. 

S.F. is one of the few proposals in recent years in the field 

of development finance which has attracted wide support, and its likely 

cost is modest ($300 million a year). Among donor countries, only France 

and, perhaps, Australia, are against the idea itself; no other donor country 

has rejected it, though their approaches vary from that of Sweden which 

accepts the Bank staff scheme to that of Germany which is for a sim le,~ 
t......-1'!'-~ ~ --~~ f. '.)..._ .J r 

largely discretionary, scheme. USA recogni~es SrF. as impo~t-aspeot 
f 

of development finance, though not certain yet of the priority to be 

accorded to it. Among LDC's, support is near-unanimous, mostly toward 

the essentials of the Bank staff proposal. 
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Especially when aid flows are stagnating, a scheme intended to 

meet a felt need of several LDC's could be a means of maintaining and 

increasing total aid flows, especially through multilateral channels. 

Any scheme of S.F. that only diverted existing development funds to this 

end wou d be of little interest to developing countries. We ourselves 
r/(F~ 

have said the resources for S.F. should be additional. This concept of 

additionality of funds assumes particular importance for us when the idea 

is put forward that S.F. be turned over to IDA as an added function and 

that the question of financial contributions for it be taken up together 

with third IDA replenishment. Thex e is an uarantage-in 
~ ~}~ 

ations for finance separate r IDA replenishment and for y scheme of S.F.; 

greater certainty of-m••ll!tile additionality of funds. If 

the two were taken up together, negotiations for IDA replenishment may also 

get more complicated, especially in view of the known position of France. 

Still, all are agreed that Bank/IDA should be the administering 

agency for S.F. Under the circumstances, S.F. may get combined with third 

IDA replenishment. For us, then, it becomes all the more important to 

underline that resources for S.F. should be additional to a larger level of 

IDA replenishment. However, while being additional to IDA funds, S.F. may 

still involve some diversion of other aid funds from existing purposes. 

The advantage still would be in increased multilateral channeling of aid 

funds; more aid becomes untied. 

The U.S. is in a delicate position, from the viewpoint of timing. 

Unless their intimation of second IDA replenishment is forwarded officially 

by then, the U.s. is likely to find it very difficult to speak of S.F. and 

third IDA replenishment during the IGG meetings at the end of June. On such 
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considerations, this idea may not be advanced at the forthcoming IGG meeting, 

and the matter may get remitted to the Trade and Development Board for later 

consideration. 
__ ..... 
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The IGG has posed to us a specif'i c que tion: Whether e Bank 
Staff cheme could be impl anted by Bank/IDA, within their e:rlsting 
Articles of .Agre ent, i! the El:ecuti ve Directors so agr d and if 
finance were made available . Another ain que tion relate to th 
revision of cos~ estimates, aking into account available data for 
recent years . On both these, y u have draft papers (one fro • Szasz, 
dated February 17; the other from a d.at March 28) . We v ul be 
asked about these matters in detail at ~he outset of the session. 

In the r cent DAC informal meeting on suppl en-.;ary finance 
(June 4) the question was raised whether ther have been consultations 
be :ween the Bank staff and the nd staff on he r lation be n S. F. 
and C. F. F. ; Germany and others attach importance to tr.is . If possibl , 
we and the Fund staff' should make an agreed stat t at the IGG eeting 
on a subj ct. Please s (draft) note I attach hereto . 

It .is, of co rse, for gov; rnments to agre to intpl ent a sch e 
of S . P' . ; it ia tor he Exec tiv Board of the Bank Oroup to decide 

bat her we should undertake it, if called u n . Very ch would depend 
on he stand taken by U. S. A. and Oe any . As I entioned in my m o 
to you (June 6) on the Paris mee ng, Group B (DAC) bar eountries 
are likely to state heir respecti posi tio at an arly st age of the 
IGG eeting, so as to facilitate the tlnalizi of th report . 'lhe 
question of S •• as an addad. tunction of IDA was entioned by U . 3 . A. , 
U. K. , Switzerland and others . , finance for s.r . is to be con· 
sidered along with the third IDA pl. m en • Here it is not any 
one particular S. F . sch e tha is though of, but recognition ot the 
purpose or S. F. and i s a "nistration by IDA n rather discretionary 
basis . Please se (dra.rt.) note I I at tached h r eto . 
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SUPP 

When th B k Statr Sch wu first to ula ed, th P\md tatt were 

concer ed with th problems o! reconciling the objective of flexibl balance 

of peyments ju 

progr , and th posaibl 

also important the ac 

entation ot a pr ned davelo nt 

e o! auppl en ey financin ht turn ou• 

ch larger th as iet 1ce of the Fund to devel p countrie --not only under 

C but also of r gular Fund dravi.ng • r, all Fund o.r in a are repqable 

within a 3- 5 year p riod, reas •uppl ntary finan e d.ra: ing would b p -

able on te • imilar those :pplic le to devel.o nt finance. 

Since n, during the discussions in tb Inter-gov ntal Gro~ 

clarifi d by us. and el ewhe , th rela ionship bet.v n . ·• endC has 

In p...rticular, we ave tated t the ency tor S . • ould need 

to be guided by advice on atters th t belon in ts area of operations-

netary and ucb nge polic!es in the context o! country• 11 d velo nt progr•· 

As !or scale of peration , it is now r ed that S .F. cannot open-end d but 

provid tor a fixed fund ithin hich operations have to be eon.t'in d. e i /!JJC ts 
reaouroe required are placed at 300 ·· lion a y ar. The dravingo/!ro the 

d (under r gular proc dure d CFF to ther) e not likely to tall short 

• Tb. re need 

end r having a decisive 1 verag • 

no q ation of aty particular .roe idual 

gl" ter degree of nexibili ty and dis-

cretion ~s envia ed now in th adjua nt proc ss with r epect to suppl tary 

finance dr :wings. Abov all, w thar fo 1 d in joint anag t of S. • by 

tne Bank Group d the · or not, in view ot the clo rela ionship ot the 
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lUnd !acUities and s • . , continuin consultati n d coc rat o 

ank S t and d S f, vi th respect to policy and o r 

are requisite to ffectiYe ntation of ere entrus 

to ank/IDA. A brief sta ent n t se lines, if r ed n betwe 

and the Bank, would be helptul to discusaio in IGG. 

Coapenaatory P'inancing acili ty of e d lps to e out 

the avail Ui ty or excban e earnings tro export tor a country 

assist a country in ting rary, r rsible, b 

on the un r tanding that the drawings would 

within an outer lillit of 3-5 years. the uppl ntary Fin 

to assi.at a dev loping country to maintain its d vel.o 

otherwise be disrupted by a ortfall of rt s t 

tiona on which e d velo nt progr• vaa b • fbe propos 

ici , 

try 

1 inte ed 

which lli&ht 

onable up eta­

for Suppl ntary 

Finane h a be e because countries cannot undert aeon c development 

p.rogr a with er term perspective unlea re is o assurance t t 

their will e kept up to r onable expectations. In brief, 

1 t ay b said that CFP haa to do 1 th instabUi ty, SlS vi th unc rtainty 

• 

ditferent purpo ea of tbe two ac a are renected 1n the 

ethod of calculating export shortfal.ls. Under he pplm in c 

Sch , export ro pects a.r consider d 1n he context of a develop nt progl' 

and take ccount not only of various ob ctiTe factors, do atic and external, 

but also the t of new policy euures. Undel" the Co atol"l' financing 

Facility, t meets r eta for drawings by el"s whose export proceeds 

o .r th late t t el ve- nth period have fallen rt of the estimated med1 

te tr d of rta. Therefore, C oea not ne d a prior export pro jeotionJ 



- 3 -

inst.ea .• thG hortfall in export earnings is me sured from a nor.u repre-

senting the edi,)ro-tt'm trend va_ue . Th valu iE cst.imf. od by a .!ta istical 

formula. as 11 a:; a qualitati-.,e judgment. The statistic 1 fcrr:ro.la it>lel.f 

att.aches a oi ht o! • 5 w export-s in t e hortfall ye r :md • 25 to each 

of the two receding year<> . .~.he 'lUal~ tati...,. e3timatc im'Olve a direct 

!orec"Gt ! ex.portc; for t o year aho~d. l'O!"'ll rly, the stz.!iistical and 

qualitative eE"ti.r:tates t:ere given about cqu"l weight in deterni.ning ~rend 

val.ur; o_ axport • CUrrently, a 50tn~ hat grea uer eight is g:_ TJ'en to quali-

tati ve estim te~ . It is precisely becau e the trend or norm i c. !':'loving 

average for fl. ve ears centered on 'lihe current, hortfall, yetl.::' us the 

middle year tha.t &. rough bR.lan.,ing of sbon.f'alls and "'u:-pluses of actual 

exports wi.th re pect to trend ir; 8.'{pected over a relatively short period 

of t.ir:e . 

During the d liberations of the Intergo err..r.::ental Group, a 7ie'W 

of suppl entary finance was put fo a.rd in tams of po~nible refinancing 

of drawin s und r the 'FUnd Compen. atory Financing Facility. l"ho different 

purposes ot the two facilities ould indicat that any refinancing of 

Compenf:at.ory Financing F cillty cot:.ld not be an alternative or substitute 

way of d ling w.1 th the proble, for •hich U"1nl . tary finance has been 

propo ed. re considered approprle.te, it could be additional fUnction 

ot S.F. , hen a country is unable to repurcha~: its Fund drawings wholly 

-r~ 
ea.r • anounts that may require to b refin&.nced are likely within 5 

to b s all. 



BANK GROUP AND SUPPLEMENtARY FINANCE 

Briefly stated, S. F. is proposed to eet the problem of 

unexpected shortfalls in exports that are potentially disruptive of a 

developing country 1 s development efforts . When a country has a de-velop­

ment prograll'.l that is internationally discuss d, and is pursuing policies 

that are conduci va to its implementation, it is desirable to provide it 

with a ready source of long- t rm assistance to enabl it to aintain the 

d velopment progra.a when unforeseen adverse export m.o ents occur. The 

exchange reserve of ost LDC 1s being low, and while a d veloping country 

can take certain adjustment measures, in the event of serious export short­

falls, the development program is likely t0 be affected if there is rto such 

facility . .Accordingly, the Bank Group should be int rested in this purpos 

and should be willing to consider admini ering sch if a"'ked to do so 

by governments. 

S. F. is one of the few proposals in recent years in the field 

of development finance which has attracted wide support., and its likely 

cost is modest ( $300 million a year) . Among donor countries, only France 

and, perhaps, Australia, are against the idea itself; no oth r donor country 

has rej acted it, though their approaches vary from that of Sweden which 

accepts the Bank staff scheme to that of Germany which is for a simple, 

largely discretionary, scheme. USA recognizes S. F. as an i portant aspect 

of development finance, though not certain yet of the priority to be 

accorded to it. Among LDC 1s, support is near-una.ni. ous, mostly toward 

the essentials of the Bank staff proposal . 



- 2 -

Especially when aid nows are atag:n:lting, a sche111e intend d to 

eet felt need of several. LDC ' ~ could be a eans of tlaintaining and 

increasing total aid nows, specially hrough mul t.ilateral channels . 

Any sche of s .. that only diverted existing dev lo ent funds to this 

end would be of little interest to d veloping countries . e ourselves 

have said the resources tor S. F. should be additional. this concep of 

addi tionali y of .funds assumes particular importance for us when the id a 

is put .forward that S. F . be tl!rned over to IDA as an add function and 

tha t.he question of financial con ributions :tor i be taken up together 

with third IDA replenishment . There is a.n advantage in keeping the negoti · 

ations for finance separate for IDA repleni hment and for any ~cheme of s. F. ; 

then there i greater certainty of ensuring the additionalit7 of funds . If 

the two were taken up together, negotiations for IDA replenishment may also 

get mor complicated, especially in view of the known position ot France . 

Still, all are agreed that Bank/ID should be t.h a nist ring 

agency for S.F. Under the circumstances, s .. may get combined with third 

IDA replenishment. For us, then, it bee es all t.he ore 1 portant to 

underline that resources for S. F. should be additional o a larger level of 

IDA repl nishment . Ho 'lever, while being additional to IDA funds, s. . ay 

still involve some diversion of other aid funds from existing purposes . 

'l'he advantage still would be in increased multilat ral channeling of aid 

funds; more aid beco es untied. 

The U • • is in ::. delicate po~ttion, fro .• the viewpoint of timing . 

Unless their intimation of second IDA re leniehment is forwarded officially 

by then, the u.s. is likely to find it very difficult to speak or S . F. and 

third IDA replenishment during the IGG me tings the d of June. On such 
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considerat.ions, this idea may not be advanced at t.h forthc·oming IGO eeting, 

and the matteT may get rem tted to the Trade and Development Board tor later 

consi dera. ti on . 


