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MEMORANDUM

TO M lr. H. L. G0M

SUWJCTs PRMOfTIONO B7AN *S TNVFTNaf==

NO" The purpof of thias is to sot forth a r4port &W
r" -- I daimns with respwet to the proaedvwe which the f

follow* mid shouUd follow in the geaftml fI*3d of e
"follampa after the projet for which the loan has boon
snde is 4caploted.

The first pothion of the repoA" twmAesn my undW aani amd
appraisal ofthMe prooodvxes oumrntly In effoat with rospet

to e ah of the x aive ags of the Bnks rIaatimehip
with the bwroser. The wmaend pertion of the roport owannws
the problem imvolved and the poVposo to be served by "fdlov--up*,

and the final pwrtion is devotod to jW reeamsadtimoe

V7y reemwadttione are., naturally, basod an my intierpoetation
of the ultimate pwrposs dosigpod to be saow M&." by t, Bank
In wsking loans wid the netesity of insuring wAh mey that sebh
pwrpmmos are effective so far as possiblo, but &Lwe that tba
Bemk 19 investvwnt io Proetod.

As a nemwesr, I havo tried to conmider the problon from the
point of view of tho 9&nk an a whole ratbar then frou ths point
af view of the funatms sad moqirements of anW p&rAisular
d*PeatM&n, wAd sV sttabns ^W rooommnendatimns may, of course#
be subjet to *u=h changoe as ay bo required by tahnica or
other factors relating to a purtioular departwnt which ozo
nocossary in order to enable it to fUnction proporly, awd as to
which I xxy not home as yet funl appmeoiatn.



November 28, 1949

PRarWETION CP BANK'S INESNTS

GEMERL

1 The bak is a warIA 2&nding agency and looks forwrd to ext4Aing

finoncial assistance to smber eow*ries in caan where it en reagonbly

e tpoht thme loas will be repai4 in full and that the pupe of the

loans vMll bs acompliha w

2- Man a losm is granted and credit opened, te cnact estblished vith

te borromr and its gver~warnt in the e *ew of the negotiation zust be

md-ntainsd to watch the uss and effects of the loan and, at the sa timeo

to be advised of any occurrence which might endanger the Bak's imvestmt.

* By reason of the nature and purposs of the loans Ado by the Bank,

thir generally laag-tetm ehamA r ad the possibility tat cnditiens will

Ohaee in the future, each loan involves a continuous relationship between

the Rank and te borroe r which, an the part f the Bank, requires varying

activities that mast be assigned to the ow-tent departments of te Bank

ac their particular responsibilities.

POCIS OF PE'NT SIUWTTIOI

E. In the e Sr.e of the relationship of tho BAnk to a borrawr, the fllwo-

tg o eious separate stages exst which al., of ose , tend to wge in

horderline situatiow into each other, because it IS impossible to divide a

sot~ining reslationship into eamletely watertight compartzents.

5. First stage. In this stage the SAnk s relationship with a particular

ootry consweists primarily of obtaining a general picture of the politieal,



sconamio wid finamial onditien of the counry aM it prinipal Wustries,

its relation to *ther con *rios, and its require si aid problw In *on-

neation with Its rstrwtioa and donlopmes**

6. When am applioation for a loan beemos ative, a loan Working Party is

established by the Loan Dietor, who ha the Initiative anA esponsibility

for loan "ratims. T!h Warking Party consists ot the ased Loan Ctfler

and reprosontativ of the Logal, cEconoe and Treasurer's Departwnts. Upon

the rocomenaaion of te Loan Officer, who coordimtes the activits of the

Working sAry, a tac4-fiaing aistion is oustawiy sent to te courtry in

which the projsat* is loated# tb purpose of which is to bring up to date

g e cral nomic e with reaspect to the awdit- soinvss of the ecitry

and the feasibilty, somfss, priority, ete. of th proposed ptJeht.

ftvmanly the Loan Officer heads th mission. The mission uatally includ*,

in addition to members ot the Woing Pazty, usabrs of th Eginering

Division, which is part of the Loan Departent but whose fuation, in a

sanse, is Soparate from the othar activities of the Loan Departmont, w

ouside engitheing consultants, who aacampW te mission to obtain technical

ad bsinmss intornwbion and data required for project walysis and e.aluation.

7. The mission mkes its reports, which tmamhnally inclde he mission's

advie as to the adviabiity of giving considertioan to the loan. Such

reports nowssariy include estimates of the fture capacity, produtin

and offect m the teaa from which a desision can be made as to whother

the projeot is entited to tnsideraion from the point of feasibility,

sonseaa5, priority, bonetiial *ffests. etc.

8. Semd stage. The xt stage in te relatiship of the Bw* to the

borrower eA41s4 into exist*=* aftor the mission'a reports have been consAorod

*This M randum does U ai t ;;-;allod general parpoo loans whicht
Is uderstood, are no lower beizg me by the Bnk.



Zf It is determid, n the basis af the missi's epora, that furhe

consideration shouMA be given to the proposad loon, rposentativwe of ta

baraer oem to W a oington to dismos ts pposed loan with the Loan Work-

ing ftrty and negetato with respect to the propmd terms. In the omse,

of that activity, the nissioni's reports ae studied and possible supplemontal

reports are ealled for from the borrwer or fvwther missims or rp s are

dispatched to secure additior*l infora6ton.

9. Upon compation of the ingotiations and the Loan Directorts approval of

the papers prepared by the Loan Wrking Party, the decision is Ad* by the

bank whether or not to gwant the loan. A reImandation is WAe by the Staff

Loan maitte to the ?President, and the final decision is than submited to

the Board of Directors* If the loan is apyrwmd and the ags am

sigred, the Ahk en opens a weodit for the borreser.

10. Third stag*. As soon as the credit is opeed, the next stage of the

bukIs relationship with the borrower comes into Ouixotes, this timg vrAer

the Jmi im of the Tas rt who 13 responsible for the 4evlownt

and application of 1*n1mal policies and practices of the bank, ai it may

be divided into two part..

11, (1) _ ___rvisin of disburse or dministration of th ahani__

tioen for witdraxas sW suppsraiding ,ng on the use of

proper souces of uaserials, SupervisIng MW UAements ad* with

intorvoning Camrisal banks by the bwrow", a d any variations in the

list af goods or in the projets, with a vUw to =kig xwh changes as

ay be required in the withdrowals requested by the borroorer. This work

is netually handled in eousultation with the Lan Departmen and, where

~eqiredo with the assest4nes of the tel Dopgrtan1.



12. (11) ______n of the _ A_-__ of my withdrawn by th b_

This function inelads, in easesen, aking sure that te funds dishnosed

ar* umed fwr tho qwselfic purposes contemplated by to Lsa Agreevnta,

that 4&Urials &ro properly shipped to " reach approprate dostinatous,

choekin an the progresa of Us work Un compaurison with the tim sttuU

ftigiU&Uy Aid don amd the etinat es of est MWe, up to the 4im the

projet it ampited.

13# The time roquired fr this supervision of loan *nd-u varies fros a

short to a long period, depending upon the nawo of th project, The super-

vision includes, in a4dition to the matters unioned above, a very ivortv*

matter, namly, ohoekig to make sure that the local urrenay requirements

are praovidd by the borrtwer in accordance wth he terms of theLo Agreo-

am s roquire. It involvas, during the period of omsurt ion, both

physical and fiMna al periodic repcrts reating to th progress of tbe

work whieh iav v&ny prepwmd in the field. The &Wineering Saf ay

be caled upon to st as adviser aMd, in *me respects, as auditor*

FOLL(*-UP

16. At 3.aat frs the tie when the Loan Agreemnt is signed aM the credit

is opend,, tore is asother fuation to be performed, n4b outlirid abme,

vhich becoes rea~ y, the only function ro*ma n after the projeet is

CooplIted. That is the fution of vhich eRnfims a finitely

during the lift of the loan (or even afterwards if the borrmor ts apt to

require further loss.).

15* The fu iotin f this follow-up ativiy can be smmrized as the

ontimouea watching amd assombling of information to derains hew the

comtry's gereral eanamde condition is progressing sad, in particurv

how the operations of the proj3st are affooting the *eoncmio enditie



of the outry, how such O"rations are prressi as compared to the

original ostins.s rAde for auch oprations " their effect on te

progross in the rehabilitation and dewlopmat of the partiiaular contryw

Puture develpw nta, political as Wl1 as 0onam and fin**ial, which

have a rela~tnship to thoso purpos mot be "cortained pr'mptly and

fal information obtained for the intol]Uget Mdv* of the

of the bnk.

6, sims fofllc-up is a pormazon* aspest of the reatinsp of the Bank

with brrmor countriss, its *xwtane amot be !gnred at wW age of

ouch relatiornaip, *Aih, in fact, it begins and end** s oll- should

fhrtbor eMxtod it rage to cover gradually all countrie to proide for

the Bank its am ireM.d* flow of over-all I*formstiozi which is eszAial

for it to operate properly asa wrld U nJA agJnoye A country whih Us

not yet applied for a loan may d so in the future; ccurrores in ooe

costry may affect other co0tries; a non-aber country may constituto

an iopuwtant outlet for marketing parposee of the W*0

17. T*he severel dopartmwnts of the Bank have been cons1eiring the activities

that the Bank should davolop to implemnt falo1up me.ours Rmoer,

various questions are still under discusion as to coordination betwo"O

sad the reponsibility of, the vs0ral ewrvs4tionto

8L Sm of th probloss imvolvo in 4ho foUlmp", which in pamt 3Ao

bar en d-*a pryision, Inaluds Uw followingt

A. Mw is the information 4 be obtaind and who should obtain it?

Should the Information be obaned xolusivsly by trips ade to te perioalmr

* wnry, at regular or irregular itervals, by the s or different personne1,

from a o r several dsput4nts, or from am department 4xclusively? Should

the information be obtabwd by eertain detached staff abors who m havo



suporvision over an axe& including several eountria? Is te present

pereso I of the Iak In te various departmnts sufficient for the pu

pose? Which departwnt6 or departmaet ahouMd have priwu7 e #sponsibility?

What are the advantages and dis4a*nages In having tb so* porsomml or

departamnts which participated in the original mis-in ropofts and th eno*

of the LAn Woring ftrty charged ozelusivoly or partia43y with the

rosponsibility for this follopr-u, Vhich eessari inclute aompartaft

with the .AIAntses odinelly ade? To wat* eca4n detached staff awn-

boe rodwe the tia and persom*I roquIxed for trips made by Bnk porsonnolp

by bringing smth poram l up to date promptly on arrival arA by facilitatig

teir investigations during their stay in a partleuliw contry, tus swing

the ti of the mission and possibly reducing Mh mnber of trips required?

Som Oemoent on tho above-ontoned prbl* ago as ftllm**

(i) Womt4ion is obtaixwd on the The ftnk is ourrently informd

of =Jor changes in the position of foreign .0makties trough the 4 odim

of no poers# other published material aM statisical data, contaots with

U#S, gworgnment agenoiest the Fund UN and otbor intermtiwAla organisatima,

* nsultatimns with buasiness an finanmial argAzations., missain reports, eU.4

Publ isW a frmation is slow,. Publication of iagortant sasuse being onaed

bgovornftnts is often "Ulyod or koj* ivonfidtidal for *aoretain time. Local

happenings which might bear on the Sank3a iMAvtMMU & ikaely to es e 4

publioaty &W sludo the aIaikt attn.ionaa

Fllor-up should perceive the dotailed ehu**s in the aMo financial

tr es of onh countes as s l as any changes oeaurring in he position f

the poAslcular tintities adnaoding projects firnc"ee by the Bank. 'First-

bad lnfotitr,, vhl~h ean bardly bo gathqmd at a distane, =ust be obtained

through assiduous contacts with gwerrxnntal officials and, even mm*

mportantly ,with te better informed person$,* suh as bankers, businessmon



and frlinds in the barrmor eowy, in or4dr to obaiA timely ftoseast

or warning on all significant dve lpp a. Contacts shoaul be mAbntaind

even Ore inuensively thn durig the proess of loan negaiationg M

ditb=4w *x*&. Owo the funde am wthdralm ard the repl entatives of

the barrmer hAO returned home, the coperation establiahad during

igotiationa wid disbursammts is dostind, if nothing is don* to provont

it, to dimqppar. Digging out fats then b aooom a difficult task. Trm,

Bw*k represenataivos akig trips or tospxwerily statiorwd in tMw field

asseable inforation and render reports on mtters of interest to the Bak

in addition to regular reports on thir assig nats, but this is only

sporadically while they are a tbe spot, r as tbe occasion is prosented.

(ii) Legional offices. In view of the inaroasiMg volumis of Bank loanst

their import and the nmber of countries involved, the

bas btmm considering the organization, stsp-by -tep, *f regional Wlmieo

in geographical area to carry out specific assignnants by the Bw*'*

mmgagmonit and departmonta to assist, and oerate with, Bak Missis,

and to serve both end-use and follw-up requirements and to implment

related proced4we.

For inance, the Paris office of he Bank, which was created for end-eae

purposes in Trane and for liaison with FC and OC, has r*e.,ly been

establisbed on a permanent basis, In addition to representing the Bank

officially In Europe, maintaining Laison with ML and , providing

facilities for the B a overnors, aIRwtive Directors and staff aew-

bers tomporariy stationed in Paris or travening for the Unk in Earope.

the Paris office is being staffed to *%tend its field of operatimns to

other Frpoan coantries, until such time as the necessity fr other

regional offices arises in neighboring areas in conmetion, particularly,

with the financing of countries in the Yditerranean basin and the Noar

Uast* The senior staff *saber in charge of the office reports to the



Vice-president of Ue Bank Personnel stationed in, or deailed to, the

Paris offie report to their respecti departnt heaAs on their

departental *prattos., at the sam tim I.eping posted the .nior xamber

of tho Staff.

Regional offices for follow-up activities should be relatvely modest and

in xpensiv*. Probably an organization sindlar to the texporaxy end-wo

field office. would be sufficient for the purpos.

(Ui) Folo-a-p cganization and reponsibility. In the ourse of t)

relationship of the Boxk with borrerer aootries, the specalised serices

and separate funotions of the several departmts of th Bnk are coordinated

by (1) the Loan Department, trough th vehieles of Loan Working Parties and

the staff Lan Comittee, for loan studies arA negotiations, and (a) the

Tweasurer'a Department, for disburaing loans and the physical inApeetion

and audit of use of pr 4, ed thereof. Thus, the cyele of loan netiation

and mnistration is cemp ted by the two operating departments in teir

respative chree apaittes*

The zcgh wider, tough in part cowurrent,, cycle which follw0-np ,nra,

with the multiple-purpose information it hab obtain tor keeping the

Bank abreast of the tms, is a function the responsibility for which

should not be vested in a oowsittee or a single departmento Tt requires

the eoluiv full-time attention of, or coorination by, an exeine

individual, preferably a senior nwmber of the staff, and the organisation

under his responsibility of a fully ea d office, or interdepartioal

unit (the functims of which should be separate from the presnt functions

of the respective departments) for (1) ae ering, evaluating and promptly

disseminating at headquarters the reports forwarded by capable personnl

statimed abroad, and (2) direatly serving and dealing with the *ts

managnt and dopartent3 in ordor to fulfill their roquirements and



obviate intoda rton overlapping and duplication of work.

(iv) Personnel mid t . Es*Wtr the persomel Ix tho vrious departmte.

of tbo Bok 1 sufficint for present 96Ulv-*up requirements =W depend

upon whether and to wht extet it is feasible that wd-use and dnaw -up

operations am sseigned to oma Individmal in a ertain aroa.* and thathor

the falldm*- fUnation mcomwwaI4g invols e onteprws saer ioes00

of ewmral spoci024sti or should be limited to th dW*t-4o-day surv.arms

appare 4at to direct lmediato attetion to aspects oalling for action,

furtter study and imoestigation or sientific roemreh*

At wW tat.,p tbo deahdpes0lsee dt pror t*o actIvit*es

g familiarity with territory concern4 knw sufficient U be ab a

to wxbw% san the 00mt&Uty "n be abl* to contact% the0 11mprtant pemalit~gs

and appraise the valu* of informatimob tisainsd.

Vsts to a givm oo wry br wabors ot Us vwrimsn a InterasW In

t 0 county by reason of tbAi ww# whotborF swh visits are regu# Ror

,onty vlU prov usful to the Bn* At the saow tim oh wtsit# wMf

omba the th Wkrs of th depzrtzents who mks them to obek the work of

the porsamo1. As a rtsult of auh visits, the detached p4r.omel

will roalis that tboy ane not frgotten, which is Umpwtant. Althwugh

it som ioAs that tim And peree quired for trips soft ty ak

poroma shuldbe reduc4 by this work of fttaod iii it=

oxeraw i.U Am~ the anwtof the "tasevings.

19. Other problems inrolved In falloo-up include tb followrng

B, To what ex ahould te Uank's righ to recoivo informatim &Wd

to v maooess to tbe rooos bo Implawntod in practies by inspLution of



reeord and books of the project? Mould the Bea h prsonatis an the

*ard of Drecors of the euity which admini re te projet in the country

of tbe brrewr? Should the Bw* us* part-ti lal people for ae or all

of the work? Uat e the advantags of having at least so" of the informt-

tion or owsp nsibility obained or assm4d by people who =* r.ar the location

of the project? Wab are te advantage o having follow-up haat by a

combinatio of saw ame or Rao of the foregoing wid what should be the

rolatonthip of tim different units making up the ombinAtion, as to their

rosponsibility, to *ha their repective reparts ase to be Ade, &t.?

W1 Financial audit and confidential Wnwmtiqn. Policies ad prosedures

established by the B onk cer etunsiwly *very as;*ct ofthe bhe nrls

activities. If technical or engineering iuestigation generally encont ers

rw obstruations, untrtunaely the sa mannot be ozpeoted in oatimo with

financial sorutiM. The Bank should have aoess to the confidtntal infoation

which is not often discloasd by the ontitiss administering th projet whiah

the brtk has f anise* To aohieve tis, the ank reprseaatives in the

field frequently my have to be abi. to porvwW the eeutivs of s

entities that sh onfidential informtion will not be pubIAW4 or d4.s-

cloed to vwauthorlsod au~horitios.

(1i) abe h&p r ebservation poe n Bo d of Rinsters Testion

should be obtinod dixeatly from boks of minutes of Board metingys,

confidential interrAl ropmrte, *to# i tbo ov a *V thatth Ma vangftnt

of the entity hbtain# te Aooessary omt ion to superviae pratims,

but notmeoa marily w*l5 of *11 0sh data, sine oymitne excerpts

shold, in aw osse., be suffiaient for the tank'e puaseo. In this

or, at &W rate, obser on the ftard of Directors of te entles

finance eevinig the right of apitn nnwcnrc omiw



and as the B* ol.ots to oevrise that right. Questions may be raisod

as to the 2*gal aspects of this policy and as to the possible responsibilities

invov~d Diectoshistiply peonal 4ntims and we onbility of' the

individual holding offie. He reprsents the stookholders and his eletioa

is amppotod by vot at gt*ral wetingso GwOTRlyp he mast deposit JA

oesro with tho trewawy of the entity speeitic amounts of *ak s as

gwateo ot his offis. If the Rawk should choose to appoint a reprseanta-

ive an the beard of the entity financed, th individual selected should

solely represent the loan of the B ank, no s ocpital, and shou) aot

in the capaity of an observer, wito ropenoity in miagemnt.

Thin has been the pmetice of representatives of investment bwnkrs vho

have mds their position c*ar In advanwe and have had it acknoleged in

satisfactory ftorn The Bank should not puratboo diretorship sbare.

(iii) Use ofpjnt-m local pTgpo. he nbk should not envisage hwving

offices in evry. cwry. One regoa offic sa y, at cowse.. itm1v

omvral cuntries in eom goographo location, depending upon the importanes

of the comtries frm the viewpoint of the Bank as doterasmd by its Namg-

wnti, OaMMiation faeXities a" sai*rc nsiderotions. Depending up

the area cvred by such a rogiwo3l office. consideration should also be

given to the dvantagos of iing carefully Saeened part-tim local peopl

as "ep-ematatives, sarrospandens or agents able to assist with additional

oontacts &An thus I - lmi ot te work of I Mhe staff ame**rx, thereby

redwaing the tim and trips required to give the neessary coverage.

Particular cirounst00mo in barr00er co ries &# M B th0 vwo of leans in

large regional ares may require such 1001 aBistande in oder to koep

a pasnw*, .los. relationship with govrz ntal aM private organisations.

A roster ot names af available part-time orprolantgte#, OwvspoWWeis or

agents should be prrd aWl put at the disposal of the *nks MgM~nt.



1,4,0radtions for the ltter's a pprol of wW ppi ed itAshoeu be

ad* by te staff mber coordinating fonf-wp Utivities at headquartors,

on tho suggaen or coeurrence or te dotaehod *taff momber in the fi64.

p tim indvidml shoulId of COw.0, bs qualifisd a, to experiencej

etamng d chrce He 080d not to an gmpleea of the Bank. His

be MWO rAt e shmM keop in eostar& tmch with tbo

djetachod aff o member in Ctarge othe ma, who wouU visit him froa UM

to ttiw, when advisablo cr wwfml. The rlationship of th rgional staff

member to the poxt-4tiM Undividgl ShOuld, in a vay', corspond to that of

t head of the fatri offics to the depattis,4 personnel statined ma,

although te rgional staff 1maber woul be respons hi. for and thek th

wok of tho pa m individual, The par-tim ida ividml, on his part,

should report directly to the Bank in accordame with the instrution ot

the regiomal staff mouber and koep him posted on his aotivities and reports,

or "Part to the Bank through the regioMal staff member, as roquiWd by the

ircumstancex at the cas, Here, again, oporien mwin dictate the oxt

Prooodures to be folloed, but whatoer the proeodur, 3loal par6-lma

poople c ahe a real contribution to the spade and leg-wok that will be

20. A spnelal problao in eation with followup reports is as follawas

C. Shouid follw-rp reports go to me departbmot rmiy or to all the

dopwrtwouts simnitanwaway or be mM* to to marAgeenst for its inforatian

in th first instance to be folloed by cowwnt by the varim departYman

(i) epowl o f - pprepared in accordance with rules and instvios

in faroo or to bo establishd,# should reach direc the senior aber of the

staff unit organization at t*&dqu~rteas in *bargo of fonoap 1activit$s,

and, by him, be poperly transmited, as eggetd m, to W

relevant departmeants .



(U Rports on f Ollow-up, as on or-s-e , shoM4 always be complownt"e

with umwrs to attract 4ttntin tO highlight and f&Ciltat4 the

immdiate cizonamissan of pertinent part3 of such reports demwrding

mpecial ooniddorsatIon or actiorlo

21. The foregoing probiww in connection with foUll-up may be affocted

by the ftt that.* in tach case, the real detoi the gwverWnt bi

guargnty or othorldsov and that situations mRy diffors

D. In any given stution, what will be the effect on the problems

#ationed abwe in conection with followupv arising *,A of the r.oatiom-

ship of the local gmnatt PIn nsroIsacstegvrmn

my not be in a good finenotal orconmi aor tion, hra the part*3*.1r

project my be vy.y mweessful, ox' vice versa.

) Bank loomcananot be ontiroly Imum from Aisk. In th eint at

eem0mio and finatial adventures or trend l to eits investow

ww*, the Bank my be foce to make rerntation to the borrr or its

orer to remedy the situation.

(ii) If the particular project is swicessful and M e gth erment not in

good oconoaU and finanaial ocnition, the entity aftintering the pro

Joct i fA Apto c i seryixw0 payments 9 0 on the loan regularly in ite

currency* This *y be either sot aside in the balance sheet or impondod

in tshenta book until t Me as transferability abroad, is

(iii) a the other band, if te potion of the governwnt is good iu the

project fails to ac the ce mlted rehabilitation or 4vlopmnt,

tei ak will pnditional loans on

revised tehia AoooUfactors.



t.A fialn prW" n co ennection with the follow-up is as follawst

Z. To ihet otAtd ca the Bonk sxpect6, in th case of a given country,

that the goerrenmat of that contry wIU1 accomoate its finncial and

,ecoanmic asurs to ths requiremns of the proje*4 and the oA~n and to

vht extent, in a given aase, will the laal g vrnmantfe retionship to

the projet be "eprat* from its general eonomic and t iea al problews?

(i) The govemet of a borrower cowitMy of cours, should not enact

eonomic or fi J*ne 1 wainmes i*onsistont with the obligations assumed

w-der the loa mado by the Buk. It my not be easy, hoever, to dettam

vben and to what extent mavwvnss of a general chw er hav u*h offset*

It is the fawston of follnw-up to wske such determinean and recommnd

appropriate action in particular cases.

(ii) The gowral relatiA hip of the b*k to a borrower ontry sat ts

ability to indue remedial action whbre required, and te extent t which

the Bank shouAld intrene in local wasures, will dep on m ny fators

mzlding the r*lationl betwmn the ais of the loan to the size of the

country in taes of national iwe#e baam*n of itermtional psymns#e

etc, Folloswup instritimso for this reason canbhe entirely gomral

&M *f rigid ton, They mist b changed from tif m to tin* to suit

the amditn*a existing in partaioulr bwrr camtrieso

my roemananee s aI * ndl d by the f(ugoing* Thsy a" In

substancet

I. The oseM t a oentral authority at the hvd-

quarters of th Bank, sepate frm the xistng depart-

ments, to coordinmte follow-up ativities aid to recoivo

f*Uown-up reports and to dissminate xwsh reports to, wAn

ervie, to Untoreated departaonts and xanaemnt.



1, The ostablisbownt or mgiawl ofies gaduaUy axthi

v1ol of tho Rsk's lsas in Pahieu ~r aras hall

require*

IrL The appointment of part-time local prsomn l to supples

tho wovk of thb regional offices as escaribed above*

Washington, DC
November 26, 1904



Mr. Somers, Mh. R4 t, Dr. Crena do Iongh ctober 20, 149Mr. Parkeri Gen. Wheeler

W.A.3. luff

Iattach a copy of the repott t I would propose to

mke to the Precident on the procedure for "follov-np" on loans.
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Draft Report to President

an

1, A eo ttee conisting of the Loan Director, Enomia

Director, Treasurer, General Consel, ad Director of Administraton

considered the Loan Director's Memorandum on 9ollow-UpO circulated

as a Staff Loan ommittee paper 8t4/0/137, dated 10 kugust. The

Assistant to the Vice fresident, Mr, Richard H. Demth, and the

Eagineering Adviser, Gen. R. A. Wheeler, also took part in th de-

liberations of the comi ttee,

2. The committee endorsed the proposals contained in the

Loan Directorts Memorandum with the following addendat

(a) Specific responsibility for the establishment,

development, and operation of the procedures

outlined in the Loan Director's Maeorandum

should be vested in the Loan Director.

(b) Specifie responsibility should be placed on the

Economic Director to submit to the Staff Loan

Comittee, at the beginning of -ach calendar

quarter, his appreciation of economic trends

in each of the member cantries where Bank

investments have been placed, together with

his recow. ndations whether additional eco-

nomic information or reports wre necessary

to enable the Bank to determine what action,



if a, that the Bank oitght to take in the

light of tho situatiob diselosed.

3. go far as concerna uainiutrative responsibility within

the Loan Depart mt for the functionas mntioned in para. 2 (a)

above (ineluding the mechanism for ensuring prompt and continuous

action) I propoese to place this on the office of the Director

under the imhodiate control of r. Orvis Sohmidt (Asest to the

Direetor) with auch staff re-inforcement as may be neeessary*

W. A. B. nifT
20 Oc tober 1949 Loan Director



SLC/0/137

CONFIDENTIAL

DECLASSIFIED

Dae: 9i i >0tc S7T3
STAFF LOAN COMITTEE

LON DICTOR'$ VEMOR&DUM ON FOLLOW-UP

1. Attached, for consideration of the Staff Loan Committee, is a memorandum

containing my recommendations concerning "follow,.Upw on loans (Attachment I).

Also attached for consideration in this connection is a ReOort of the Staff

Committee on Consultation Provisions in Loan and Guarantee Agreements which

discusses some aspects of the problem (Attachment II).

W. A, 3. Iliff
Loan Director

August 10, 1949



ATTACHIENT I

STAFF LOAN OOIMITTEE

LOAIT DIBECTOR' S MMORAnDUM O1T FOLLO-UP

1, The "following up't of a loan Is the logical continuation of the work

done and the contacts established with the Borrower and Guarantor (where there

is one) before the loan contract is signed, and its effective planning and exe-

cution demands the same close interdepartmental collaboration within the Bank.

The Loan Working Party (at the working level) and Staff Loan Committee (at the

policy level) are already accepted as the machinery for processing loan apli-

cations and can best provide the ability, experience and continuity required.

for successful follow-up work without disturbing existing departmental

responsibilities and functions.

D2efinition

2. The term "follow-up" is here used to cover all work arising directly

or indirectly out of a loan made by the Bank, from the time that the loan has

become effective until it has been repaid in full.

at.re of work Involved

3. The trincipal fields of follow-up activities are listed below. Each

may involve two or more departments, although some concern mainly only one.

(i) Supervision of disbursements from the loan account;

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

technical progress reporte to the Bank;

(iii) Changes in the loan agreement, for example, those

arising out of variations in the list of goods or in

the projects, or out of extension of time limits:



(iv) Interpretation of the loan agreement;

(v) Watching progress of the project or reconstruction

program, and preparing renorts of an engineering,

technical or economic character (including the analysis

of balance sheets, income and extenditure statements and

other financial data);

(vi) Watching economic trends in the member country, with

particular reference to the purpose of the loan, and

its service, and preparing reports thereon;

(vii) Maintaining continuity of contact with the member country

and the Borrower to influence sound reconstruction and

development noliaies and to assist in the preparation of

further projects suitable for Bank financing

(viii) Maintaining contact with the Borrowerl s bankers and

keeping in touch with the credit oosition of the Borrower

in financial markets;

(ix) Where necessary, making representations to the Borrower

or the Guarantor, at an appropriate level, with regard

to the need for action in the field of economic and

financial policy:

(x) Administration of the so-called "Consultation Clause."

Responsibility

4. Responsibility for the carrying out of the individual follow-up

activities summarized above should rest with the deoartment or departments primarily

concerned. Since more than one department is generally concerned, the problem



is one of obtaining properly coordinated action, and of preventing over-lapping

or conflicting approaches.

Recommended Procedure for Obtaining Rrooerly Coordinated Action

5. The procedure which I recommend is that of assigning follow-up

responsibility for each loan to a working party - insofar as possible, the

working narty which handled its negotiation. As is done in the case of loan-

negotiations, questions of principle would be raised for consideration by the

Staff Loan Oommittee. The various departments would work together in carrying

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

special problems could be handled in a manner which seemed best in the light of

their special character. For example, in one situation, the follow-up action

recommended would fall to be carried out by the Economic Department; in another

situation, the action required would be for the Treasurert s Department; in

another situation, the issues involved might be of sufficient imoortance to

necessitate the direct intervention of the Head of a Department or even the

Vice President or the President.

6. The recommended procedure has several advantages, of which the more

important are the following:

(i) It recognizes the fact that each loan involves a con-

tinuous ooeration which starts when disucssions are opened

with the prospective borrower and which do not end until

the loan is repaid. The working relationships established

both within the Bank and between the Bank and the Borrower

remain unbroken, thus enabling the knowledge and experience

gained at each stage of the loan to contribute to the

maximum in handling the succeeding stages;



(ii) The procedure could be adopted by the Bank with a minimum

of dislocation since it would merely be an extension of a

procedure already effectively in operation and well under-

stood within the Bank;

(iii) It would economize staff since it would obviate setting

up a new organization and would help to even out the amount

of work handled by individual loan officers (and by persons

in other departments working actively on loan negotiations),

which tends to fluctuate if they are concerned solely with

active loan negotiations. So far as the Loan Department is

concerned, the greater stability of work load so achieved

would make it nossible for loan officers to keet to roughly

defined geographical areas, matched insofar as possible

with those of the Economic Department, so as to profit from

the knowledge and exoerience gained from the contacts with

a group of countries;

(iv) The procedure also recognizes that experience gained in

follow-up on one loan will be useful in the handling of

negotiations of new loans with the same country and enables

this experience to be used to greatest advantage.

Alternative Methods

7. I do not attempt to list specific alternative proposals; but any

alternative annroach would involve the establishment somew1vte in the Bank of

a special organization to deal with follow-up activities. As most of the

follow-up activities listed in paragraph 3 must continue to be of concern to



one or more of the Bank's operating departments, new lines of jurisdiction

would have to be drawn and the new organization would have to develop links with

the other departments to enable it to carry out its work, thus increasing the

comolexity of the Bankts organization and operations, Relations with prospective

borrowers would also be more complex were they to find themselves dealing with

one group of people on problems arising out of outstanding loans and with a

different set of people in connection with new loans (particularly if, as is not

unlikely, the new loans related to extension of projects or programs financed

by the earlier loans). Any alternative method would necessitate superimpnosing

on the WTorking Party (which I regard as a vital part of the follow-up mechanism)

some other sunervisory entity; and I could not regard any such entity (either

a separate department of the Bank or an individual) as a satisfactory substitute

for the Staff Loan Committee.

. A. B3 Iliff
Loan Director
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M.John j. SOCIGY Februar 24, 199

we, ji. B L. nws6W Leo1 e wit

As requested by yo%, we have dismissed the set-up which WOUAl all* the
Ban-' to "follow."* in a satactory smer an dovolopwmnts In our broe
evntrioxs. The, following point& stand outs

S) sad Vso Suprvjsimn rvports we alr-mW being 4rawn up by the
TreTa a Is C tfice.

b) Paports as to whether the barivwing ountry is carrylag out the
necesss4T legislative changes would be the rewpowibility of the

C) The enierng oonsultants, urder the LoAm Direetor, *Muld be
responsible for rporting = the tehlical progrexs In competing
th Prej **U.

In adtitha to h e preeding , the Bank needs to be currently
epprised of important Iow*m1te aid finanaial developments in borrower
aasetriec. This Is vwt v* Wein* as Ofollow-up" in the present emoram,

2. Asp:ou areb ware, the a Departmt Is orgemized on an are basis sud
is charbd with t mapousibility of drwIng the attention of the 4angep-
ment to isignificant developments in member ooontries, " and when they owcur.*
The staff mbers of that departamnt are assignmd, as far "s possible, to

praular countsres and, oraly, the sem staff member is reqp1.ib1* for
preparing the over-all soona..t report, following subeexat dovelopments in,
the country., and preparing aV *follow-%+" report required. This appears to
us to be the beat system, since It ensures tat there JS contmAnty in cozo-
sidering th problms of a borrower t fmtry and that the staff waber most
familit ar with t problems of that ountry prepare& t reparU required.

With the staff available, but with tb addition of two additional staff
aembors for the buropoon Division of the Loomic Department (Mr. Rosev),#
the Scnomic Department shuld be able to preps" "folow,.up" "ports on a

sadmaln basis for most borrowing eutries. In the ets of most develop-
meat aeumtriex,, ihere te ewcey revolves asmund a arop year, it in probable
tkwt s yearly review will be adequate and more -enngul

3.On the basis of the foegaiug, our -eem-1aton would bet

a)That the Zoonoxie N eprtment bo mad* responsible for producing "follew-W1O
reports at regalar intervala seinua reports for irf,&wtrialized
oountries and auml "eparts for development eomntries), unless sp**ci
events, warrost a change of zWkedule.,



On thi basis, a t..t&Uve 'sedule for VW net sri" of reports
would be as followsI

Sooriands Fobrmary 199 Th report now irmlated
on the hoRebanka loan
vdll, in effectj be a
Ofoulow"*p1 "ePort Mn to

DOMmek Avai 1%9

Iluxembuns April 1949

Chile Sptember 1949

Franco In view of romet dwv lop-
monts In the French ooonomy,
a "follow-up* report 411 be
required in the very near
futurm

Brasil December 1949

Mo Au t 1949

b) That te turopwm Diviaion of the Econaml Dopartaont be reinfor d with
two eowpetmt assistants for Woa purpoe.

a) That it be the rospowLbillty of the heid of the area division eneerwA
to r-e end the scope of ths report In "ah ease, either a reviow of
reent wents or a oomplete re-appruiral of the creditworthins of the

OMUtxy. 1 the lattor ease, he vuld alse have to re whethr
an Oewmin iion be sent to the ontry conaermW,

4) That the Staff Loam C tit.ee ou14 pes over Uss t ee.eWdtln.

4t The Loan Deparwnt is vitally interested In te *mnwma Ofollo,.up". Tho
Loan Director should terofrt be currently informed of all the work being
doe In this fleld. He will, of emureo, ge&e the sebefUle &M oake mW

auggstia as to #rqusacy azd scope of the reports required. In addition,
in mnW asss the borrower undorteawe eartain obligatlows botb as regprds

providing information &nd "s regards ewnwoa or flaneial poliies. It Is
the Loan Dreeter' responsibility, on the basis of intormation or advie

trm the eonoode Departmont, to sw tat e obligations a" carried me
*nd X-OWRnAWt" :GC *tion to be taken.

LBRist:GCWivh*Lrtsmec



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

the progress made by borrowing countries in carrying out any

legislative action required in connection with a -loan.

(t) Me Treasurer a Department, fy

a responsible ab-ppeseut

th ntriacFftf obtaining

reports on the physical and financial development of projects

financed by the Bank and for arranging periodic inspection visits

to confirm the accuracy of such reports and the efficiency with

which the systems of control exercised by the borrower over the

projects are carried out. The policy thus covers all aspects of

a project, whether physical or financial.
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INTERNATIONAL BANK FOR CONFIDENTIAL
RECONSTRUCTION AND DEVELOPENT

R-481

DECLASSIFED (To be considered by the
Executive Directors on

Date: IIILJ 5TQ) August 21, 1951,)

FROI: The Secretary August 3, 1951

EXTERNAL DEBT CONSULTATION CLAUSES
IN LOAN AMD GUARANTEE AGREEAMENTS

WITH IEWER GOVEMN1MNTS

There is attached herewith a memorandum from the

President regarding External Debt Consultation Clauses

in Loan and Guarantee Agreements wth Member Governments.

This memorandum will be considered by the Exeeutive

Directors at their meeting on August 21, 1951.

Distribution:

Executive Directors and Alternates
President
Vice President
Assistant to President
Department Heads

Sec:5-237



August 3, 1951
NEMORANDUM FROM THE PRESIDENT

External Debt Consultation Clauses
in Loan and Guarantee Agreements

with Member Governments

One of the standard clauses contained in 1oan and guarantee
agreements with member governments is the so-called external debt
consultation clause by which the government concerned agrees to give
the Bank prior notice before incurring external debt (other than
certain types of external debt which are expressly excluded) and to
afford the Bank an opportunity to exchange views with the government
before the proposed transaction is consummated.

Clauses of this nature have been included in all loan and
guarantee agreements entered into between the Bank and member govern-
ments except for the guarantee agreement with France (in connection
with the Bank's first loan) and the Timber Agreements with Yugoslavia
an1 Finland (where the short amortization period and intricate re-
payment arrangements induced the Bank to omit the clause).

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

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

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

E5xperience has shown, I believe, that the provision is not effective
for that purpose. It is cumbersome in operation and its implementation
has proved to be too mechanical to provide the basis of really satisfactory

See:.5-237



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

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

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

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

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

Nor does my proposal imply that the Bank should disclaim any interest
in the incurring of external debt by governmental borrowers. On the
contrary, I am of the opinion that, as a normal incident of a sound
relationship between lender and borrower, the Bank should be informed f
developments, including borrowing proposals, that would substantially
affect a borrower's capacity to service external debt. But I am convinced
that we should not rely on a mandatory contract provision tc ach7.eve the
kind of consultative relationship we desire, In the long ru.n ef fX bive
consultation can be obtained only as the result of thc establUsh.:n' of
Mutual confidence between the sank and its members; and this will require
genuine effort on the part of the Bank and frequent, informal contavts
betwren Bank officials and represent.itives of member governments, Increased
participation by the Bank in develcpment programwing will b1 helpiuL in this
respct, since it will lead to discussions on many aspwets oz the eonomic
conditions in members' territories, in the course of which thne attitude of
the Bank on the amount of external debt service that can prudently be
assumed, and the kinds of investment to whieh- it should be devoted, can
be made clear. Ultimately the Bank's views on these subjects, as on
others, will be influential only to the extent that members are convinced
that they reflect expert and objective judgment.

See: 5-237



Although I suggest that the ecernal debt consultation clause
should no longer be included in loan documents as a matter of standard
practice, I would not, in view of the importance I attach to developing
close working relationships with members, go so far as to eliminate all
reference i o consultation in loan and guarantee agreements with member
countries.. These documents normally contain) in addition to the clause
specifically mentioning external debt, a more general provision calling
for exchanges of views with regard to matters relating to purposes of
the loan and the maintenanc6 of the service thereof. This provksion
has given rise to none of the difficulties mentioned above o I would
therefore continue to include such a provision in loan documents.

My specific recommendations on this subject are as follows%

(a) The external debt consultation clause should
not be included in the future in loan and
guarantee agreements with member goverrnments
as a matter of standard practice. This would
not preclude consideration of appropriate
provisions on the subject in the light of
the circumstances of individual cases.

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

(c) The Bank should inform member governments
who have executed agreements containing
external debt consultation clauses in the
earlier form that, if they desire, the
Bank will administer those clauses as if
they were written as proposed in paragraph (b)
above. At the same time the Bank can make
clear that it is not disavowing interest in
the external debt problem. If any member
desires a formal amendment- of the contractual
documents to give effect to this change, the
Bnk should acquiesce (subject, of course, to
any legislative action that might be required).

The recomendat;ons in this memorandum are not irtended to apply
to borrowers who are not member gcveMnments.

Sec:5-237
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Memorandum

To: Mr. Black June 4, 1951

From: D. Crena de Iongh

Subject: Consultation Covenant in Loan and Guarantee Agreements

E'r. S amers, in his memorandum of May 22 to you, raised the subject
of consultation and negative pledge clauses with reference to the impend.
ing negotiations with the French and the British.

1r. Sommers states in connection with the consultation clause that
once we drop our usual clause in the case of one borrower, it will be
difficult if not impossible to insist on it in other cases. If this
statement is right, and I think it is, this means that in dropping a
clause which, indeed, is of little importanee in the French and British
cases, we lose it also in cases where it may be important.

In studying the value of the clause, we should realize that its
importance is a relative one and can only be evaluated in relation to
specific circumstances. In cases like the British, Bank loans will always
be small in relation to the total external debt of that country and can,
indeed, hardly form a basis for rights to be given to the Bank as worded
in the clause. Approximately the same can be said of French loans, butin the case of other countries the importanee of the Bank's loans willbe greater, and in a number of cases the indebtedness of a specific
borrower to the Bank will be the most important factor in its total
foreign debt. In such cases the Bank is v4tally interested in an in,-crease of the country's external debt.

Experience in the interwar period shows that a lot of unwise
borrowing was done, based on a lot of unwise lending. Even under
present circumstances we have seen in the Mexican case that a slightimprovement in the financial situation of a country makes the countryborrowing-happy and stimulates lending operations,

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

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

Apart from the Bank's own safety, it is of interest to any countrynot to overborrow,



Although I realize that even the existing clause does not give the
Bank Pull protection, yet it puts us in a much stronger position than
if the clause were to be weakened.. The Mexican case, I think, bears
that out.

For the reasons mentioned above, I believe that the British and
French should be asked to accept the existing clause, which would have
little meaning in their case (but would not harm them), in order to
help the Bank to keep the clause in other cases where it is of real
importance.

It also seems to me that if the Bank would try, as suggested by
Mr. Sommers, to fix a limit for foreign indebtedness of a specific
country, it would establish a rigid, inflexible ceiling which in the
light of subsequent developments might prove to be either too high or
too low.
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Mr. Rosen DATE: March 25, 1949

FROM: Mr. Clark

SUBJECT:

1) Attached is a mamo on the Danish material which I've also looked

at and find eminently satisfactory. I might add that the Danes asked our

opinion of the Danish..Swedish debt settlement.

2) The "red flag was waved" (I hope we can find a better expression)

in a memo to Mr. Mason on December 13, suggesting discussions with the

Danish Government on the reasons for the sharp rise in the Danish debt

to the U. K. ($20 z. in six weeks) after the large floating debt had been

founded. Hoar approved and asked Mason to take it up with Count Ahlefeldt,

but I believe nothing was done.

OFFICE SERVICES 17.10



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVFLOPMENT

OFFICE MEMORANDUM
TO: Mr. Clark DATE: march 18, 1949

FROM: Mr. Tibbits

SUBJECT: Data Provided by Denmark under Loan Agreement

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

The Danish official publication, Statistiske Efterretninger, prom
vides information each month on a wide range of economic matters. Monthly
foreign trade statistics are contained more fully in Hendelstatistiske
Meddelelser, Vareoaetningen Ned Udlandet, and domestic production sta.-
tistics in the annual publication, Produktionsstat'iik. Fiscal data is
annually provided by the Finance Bill (Finanstov), Fiscal Year Accounts

(Statsregnskab). The Statistical Yearbook (Statistisk Aarbog) is a source
for data which, however, is not current.

Denmark has been providing regularly the texts of new trade and
payments agreements, and suLmits each fortnight clearing and payments
balances by country. The Bank has been advised of external loan arrangew
ments, such as the $31 million ECA loan, ECA arranged drawing rights on
other countries, and settlement of the Swedish war loan. Data on Danish
Government indebtedness (Danske Statsloan 1947/48) and the internal loan
of September 1948 were submitted. The Long-Term Program prepared for
OEEC was sent the Bank, as were texts of such legislation as the recent
act limiting corporate dividends, and a report on reconstruction and ex.
pansion of the merchant fleet,

OFFICE SERVICES 17.10
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CONFIDENTIAL DECLASSIFID

INTERNATIONAL BANK FOR RECOYSTRUCTION AND DEVELOPMIENT

March 22, 191+9

Report of the StaffnCommitteeOn
Cor~sutati y Prvsions in Lqan and

2Uarantee A4reements

At the direction of the Staff Loan Committee a con-

mittee was established to consider the consultation pro-

visions affecting member governments included in the Bank
ts

loan and guarantee agreements. The following persons

participated in the Committee's work: Mr. Luxford (Chair-

man) and Mr. Buchanan of the Legal Department; Mr. Demuth,

Office of the Vice President; Messrs. Burland and Schmidt,

Loan Department; Mr. Rosen, Economic Department; and Messrs.

Aldewereld and Cavanaugh, Treasurerts Department.

The following is a summary of its findings.

Introduction

The loan and guarantee agreements heretofore entered

into between the Bank and its member governments contain

provisions requiring such governments to consult writh the
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Bank regarding (i) proposals to incur additional external

debt, (ii) matters relating to the loan and its service and

other matters of mutual interest and (iii) conditions arising

which threaten to interfere with the accomplishment of the

purposes of the loan or maintenance of the service thereof.

Such provisions have been included in such agreements because

the nature and purpose of the lending operations of the Bank

are such that the ultimate success of those operations (in

terms of the purposes of the Bank) requires the closest

cooperation between the Bank and its member borrowers .or

guarantors in matters which might affect the purposes of the

loan or maintenance of the service thereof.

It has become increasingly clear, however, that the pro-

visions now in effect have not resulted in the most effective

consultation and cooperation between the Bank and member

governments which are parties thereto. The Committee has

reconsidered such provisions and herewith submits certain sug-

gestions for changes therein.

Discussion

Three principal factors appear to contribute to lack of

effective consultation under existing consultation provisioas.

In the first place, although member borrowers and

guarantors do not dispute the wisdom of consultation generally,
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such members have acquiesced only after considerable resistance

to a requirement that they consult with the Bank before incurring

adcitional external debt. Since effective consultation would seem

to require an atmosphere of mutual cooperation, any consultation

required of an unwilling party is foredoomed to failure, however

Justified or unjustified his unwillingness may be.

Secondly, the general a pproach to onsultation has been unin-

tentionally restricted by the singling out of external debt posi-

tion as a matter for particularized treatment. While new external

borrowings by any member borrower or guarantor are undoubtedly

significant, they are so primarily in terms of the over-all bal-

ance of payments and economic position of such member, for even

though such member should follow an unimpeachable external debt

policy, any loan would probably be an economic and financial

failure if other factors relattng to balance of payments are not

approached and dealt with intelligently.

Finally, since the Bank has not yet formulated definitive

principles for implementing the consultation technique nor deter-

mined definitively the extent to which it will follow day to day

changes in the economic situation of its borrowers, it has not

attempted to obtain all of the information to which it would be

entitled under existing contractual arrangements nor does it make

maximum utilization of the material it does receive.

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

~ej ggmeasures in order that



Conclusions and Iseommendations

As a-result of its consideration of the consultation

question, the following conclusions and recommendations are

submitted by the Committee:

i. Text o n The Committee is of

the opinion that a single general consultation provision

for member governments should be included in future loan

and guarantee agreements in place of the three provisions

heretofore included in s uch agreements and that such pro-

vision should be addressed to obtaining agreement on the

principle of consultation rather than to specific aspects

thereof.

The Committee recommends that a provision substantially

as follows should be so employed:

'V
SECTION __. The Borrower and the Bank will

cooperate -to the fullest possible extent in order

to assure that the purposes of the Loan shall be

accomplished. To that end each of them shall from

time to time furnish to the other all such informa"W

tion as it shall reasonably request with regard to

the status of the Loan and the Project, the use of

the proceeds of the Loan and the goods purchased

Guarantor in Guarantee Agreements,



therewith, and financial and economic conditons in the

territories of the Borrower which may affect the accom*

plishment of the purposes of the Loan or the maintenance

of the service of the Loan. The Borrower and the

Bank will from time to time and as often as the

circumstances shall require exchange views through

their accredited representatives with regard to

matters relating to the purposes of the Loan and

the maintenance of the serivee thereof and other

matters of mutual interest Z7 including matters

affecting the external debt of the Borrower, its

political subdivisions and agenciea7.

There was some disagreement in the Committee as to the

wisdom of including that portion of the proposed provision

which is enclosed in brackers ' Y The whble Committee

agreed that the subject of external debt was clearly covered

without the inclusion of the bracketed language. Some

members of the Comnittee believed that the express reference

to external debt was objectionable because it tended (i) to

limit the desirable generality of the rest of the text and (ii)

again to place a disproportionate emphasis on external debt

over the more fundamental subject of balance of payments.

Two members of the Committee
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believed that the bracketed language was desirable because

(i) some express reference to external debt was customary

and its absence would be conspicuous in the market and (ii)

if a member borrower or guarantor should obtain a large

credit with political or non-economic implications without

prior consultation with the Bank and the Bank should be

surprised and embarassed thereby, the Bank would be in a

better position in the eyes of the public if it could

point out that such action was a violation of a specific

clause of the consultation 1)rovision.

The Committee believes that the Staff Loan Committee-

should consider the merits of both positions.

2. Systematic-Study o Economic Posit on-of BorroWin

Governments. The Committee believes that an effective con-

sultation technique, as well as sound loan management,

requires the Bank to be informed currently regarding the

balance of payments ahd economic position of member countries

in which loans are made. The basic data required for this

purpose is available to the Bank under the information pro-

visions included in our loan and guarantee agreements and from

data provided by the International Monetary Fund,



This data should be supplemented as far as practicable by

first hand information available to the Bank through

reports of missions, correspondentb, etc.

The Economic Department of the Bank already is engaged

in this activity and the Committee feels that this respon-

sibi3ity therefore appropriately should remain with soich

Department and that all Departments of the Bank should co-

operate in providing the Economic Department with such

special dta or information as may come to their attention

in the course of their operations.

Th6 Committee also believes that the Economic Depar.

ment should be given specific responsibility for directing

the attention of the Bank's management to any developments

in a country's balance of payments or economic position

which would suggest the desirability of initiating special

consultation with the government concerned.

3. Regular InformZ.l Consultation Between the Bank and

the BorrQwing Government, The Committee is of the opinion

that regular informal consultation, at periods ihich may

vary from country to country and from time to time, is

desirable. Frequent personal contacts with responsible

officials and other informed persons in the
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borrowing countries to get on-the-spot personal observa-

tions of current developments will facilitate proper inter-

pretation and evaluation of the information and statistical

materials about the borrowing countries which are being

received by the Bank. Moreover, such contacts develop an

atmosphere within which special consultation may more

profitably be effected whenever the economic position of 
the

borrowing country indicates such special consultation should

be undertaken.

4. Special Consultation Between the Bank and the Borrowing

Government. The Committee also is of the opinion that the

Bank must be prepared and equipped to engage in special

consultation with a member borrower or guarantor whenever

the Economic Department reports that conditions are develop-

ing in the economic position and balance of payments 
of such

member which may affect the accomplishment of the purposes

of a loan or the maintenance of its service. In particular,

it should be the objective of the Bank to initiate such

consultations before such member has firmly decided upon the

measures it proposes to take to meet the situation.

The Committee, in addition, notes that effective consul-

tation under such circumstances will require coordination

with consultation undertaken by the Fund (and perhaps the

International Trade Organization when established) in order

to avoid, if possible, conflicting advice being given to

the member government.
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5. Organizational Aspects of Imlementing Consultation

Technique.

Although the Committee has found it possible to arrive

at substantive agreement on most aspects of the consultation

problem, it has experienced difficulty in attempting to deal

with the organizational and procedural aspects of the subject.

Recognizing the desirability of making a systematic study of

the economic position of countries in which loans are made,

of regular informal consultation and of special consultation

on occasion, the critiical questions are (i) how do you go

about implementing the technique within the Bank and (ii) who

should be responsible for its effective use as an instrument

of Bank policy.

The Committee is divided on these points and, accordingly,

presents the two points of view for consideration by the Staff

Loan Committee.

A. Alternative A

Some members of the Committee believe that consultation

is an integral part of loan follow.up procedure and should,

therefore, to the maximum extent possible, be integrated into

the regular operation of

* Six members of the Committee support Alternative A; two
members support Alternative B.
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the Bank. They believe that the Economic Department

should report regularly on the economic progress of

borrowing goverrments and whenever the Economic Depart-

ment believes that the economic situation of the borrMww-

ing country has developed, or is about to develop, to a

point where significant changes in the siFtus of the

borrowing government can be expected, it should make

appropriate special reports as is outlined in the para-

graph on Systematic Study of the E9onomic Position of

Borrowing Governents. These members of the Committee

suggest that such reports, both regular and special, be

circulated to the Staff Loan Committee and those calling

for action be brought before the Staff Loan Committee for

decision as to what such action should be, including

special consultation if necessary. At the time special

consultation is decided upon, it is suggested that the

Staff Loan Committee also recommend the procedure on an

h -basis to- accomplish special consultation, with the

importance of the matter under consideration and of the

country involved being primary determinants of the manner

in which consultation will be effected, and the personnel

involved. Experience may indicate the desirabilUty of using

the staff working party technique for the consideration of

regular and special economic reports prior to th 4r pre-

sentation to the Staff Lgan Committee.



These members of the Committee also believe that

regular frequent consultation should, at the present time,

be accomplished by an intensification of the informal methods

currently in use. Such methods include survey trips by the

President, Vice President, senior officers and members of the

staff, missions when supplementary loan applications by borrow-

ing countries are under consideration; and visits from field

representvtives of the Bank.

These same members of the Comrittee strongly urge

the importrnce of integrating consultation within the present

activities and organization of the Bank and consider it

inadvisable for these activities to be carried out and

directed by personnel independent from the present existing

organization. They emphasize that effective recommendations

for the need for special consultation and for the type of

consultation to be undertaken can most effectively be done

by those members of the staff most familiar with the countries

and loans concerned, In this connection, they point out

the difficulty involved in obtaining top-flight personnel

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

B. Alternative B

Some.:members of the Conwmittee believe that the Bank's

consultation technique can be made most effective by placing

over-all responsibility therefor in the hands of one
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man who has been selected on the basis of specific qualifica-

tions for the post and who will be directly answerable to the

President or the Vice President for his discharge of such

responsibility. They feel that consultation should be recog-

nized and dealt with by the Bank as an important but independent

phase of its regular operations and not merely as an appendage

to or subordinate extension of the normal functions of one or

more of the Bank's operating departments. While its importance

might warrant the establishment of a new department, neither

its staffing requirements nor its mode of operation justify

this elaborate style of administrative machinery. On the con-

trary, it would be hoped that one man attached to the Office

of the President or Vice President could more than handle the

task today, given adequate cooperation and coordination onthe

part of the operating departments.

This man would be charged with;

(i) Following developments closely in countries

in which the Bank has made loans, cooperating

with the Economic Department on the systematic

economic studies of such countries and assisting

that Department in obtaining data received by

or available to the Bank from other sources.

(ii) Developing effective liaison with the top

financial and economic authorities of each

member borrower or guarantor, permitting the
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establishment of a pattern of informal

exchanges of view in which the parties

could step out of their official roles

and inhibitions and discuss mutual prob-

lems on an off-the-record and let's-face00

the-facts basis.

,4i)(iii) Supervising our regular and special con"

sultations with member borrowers or

guarantors; engaging in such consulta-

tions himself or briefing such other

man as may be designated for such purpose

in a given case.

(v) Keeping the Staff Loan Committee currently

informed of developments on matters within

his jurisdiction; directing their attention

to special problems which arise and obtain"

ing their views on major policy questions

arising in the course of his work.

(v) To the extent practicable, coordinating our

approach in consultations with that of the

Fund (and the ITO when established).

(vi) To the extent his other responsibilities

will permit, serving as a general trouble

shooter for the Bank and handling such

other special problems as the President

or the Vice President shall assign.
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Members of the Committee advocating this position support it

on three general grounds.

First, effective consultation with borrowers and guarantors is

of pivotal importance to the Bank in safeguarding its interests

and in achieving the objectives for which the loan was made. Be-

sponsibility for consultation should be a top level assignment in

the Banh: and not delegated to subordinates in one or more depart-

ments having priLmary responsibilities of a different " and some-
*

times conflicting -- character.

Second, consultation will extend over the whole period of the

loans we make and we should be taking a long-range view of our

needs in this field rather than pursuing the problem on an 24

or stop-gap basis. This procedure permits the Bank to develop an

over-all approach to the problem, a consistent pattern in the use

of the technique, a high degree of permanence and stability in its

operation, and fixed responsibility in the event of short-comings.

Third, the personal equation in effective consultation is of

the highest order of importance. This factor is less likely to be

fully exploited if responsibility for the problem is widely diffused

and the primary occasion for consultation turns on the accident of

when the Bank is sending a mission to the country for other reasons

and who happens to be going for such other purpose, There are times

when these means can and should be used but the pattern of consulta-

tion should not evolve as the poor relation tagged on to every

mission regardless of its qualification for the task.

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

If P new consultation provision along the lines

suggested by the Committee is adopted by the Benk 
for future

loan end guerantee agreements, the question pill arise as to

T.,hqt Potion, if any, te should take 'With respect to the

consultation provisions included in outstrnding lorn and

guarantee agreements. It is rersonpble to assume, in vie,

of the objections heretofore reised by the interested members

to the consultation provisions nov in force, that the Bank

iiill be requested to make some Pdjustment of such provisions.

The Committee believes that some Ponrooriate adjudtment

in consultation provisions now in force mpy be desirable in

the interest of effective consultetion and in order to eccord

equality of treatment to members of the Ban,. The Committee

does not believe it is edventageous or practical to attemot

now to decide the precise form of adjustment to be mpde so

long as the principle involved is established, It would

seem, however, that the adjustment might take the form of 
an

informal exchange of letters pursuant to which the Bank

would advise each member borrower or guarantor tht Ps a

procedural matter, the Bank proposes, with the consent of

such member, to extend to it the rights and orivileges of

the new consultation nrovision.
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STAFF LOAN COMMITTEE DECLASSIFID

MEOURANDUM Y I.,AN DICTOR

DANK PLIQX WT1H RESPECT TO LOANS TO COUNTRIEP
IN DEFAULT TO THEIR EXTEINAL CREDITORS

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

2. The question anyhow has become of immediate concrete importance as we
are now called upon to take a position with respect to unsettled defaulted debt
in the case of

A. Yugoslavia,

B. Peru, and

C, Ecuador,

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

The Bankts general position is that it will not be
prepared to enter into a commitment for a loan to a member
country unless it is satisfted 1hat -satiifactery aelat4eo-

external creditors.

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

a. A settlement has been reached with the debtor
which the !recognized bondholders't/representatives
have agreed to recommend to the bondholders'
acceptance, [A,

b. e Bank hk n e recognize bond,-
ho sa represen that, no standin e
absence settlement, n
teh-s &a la at



c. The debtor has offered a settlement which
although not recommended by the bondholde
representatives, is judged by the Bank to be i

d, Where ratification of a debt settlement is
necessary for its implementation, the effective-
ness of any Loan Agreement into which the Bank u X
might have entered would be contingent on
ratification of the debt settlement,

/s/ W. A. B. liff

May 23, 1950

mk
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CONFIDENTIAL

R-596

INTERNATIONAL BANK FOR (For consideration by
RECONSTRUCTION AND DEVELPMENT Executive Directors on

June 10, 1952.)

FROM: The President June 2, 1952

DECLASSIFIED

REGISTRATION OF BANK'S LOAN AND GUARANTEE MtS 71c.
AGRERIENTS UNDER UNITED NATIONS CHARTER

Following discussions with the United Nations Secretariat, the

General Counsel has submitted the attached memorandm recommending a

procedure for the registration and filing by the Bank of its Loan and

Guarantee Agreements.

This document has been shown to the staff of the Fund in order to

ascertain whether it created any problems for the Fund and the Fund

staff stated that thcy had .no~ ?,-caaents.

I am in agreement with the memorandum from the General Counsel

and recommend it for approval by the Executive Directors at their

forthcoming meeting on June 10.

Attachment

Distribution

Executive Directors and Alternates
President
Vice President
Assistant to the President
Department Heads

Sec. 6-189
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To: Mr. Black
From: Mr. Sommers

Subject I Title
Registration of Bank's Loan and Guarantee Agreements under the United Nations Charter

Exception(s)
Attorney-Client Privilege

Additional Comments
The item(s) identified above has/have been removed in
accordance with The World Bank Policy on Access to
Information. This Policy can be found on the World Bank
Access to Information website.

Withdrawn by Date
Chandra Kumar 31-Oct-14

Archives 1 (August 2014)
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COMMUNICATION: SLC/M/352

DATED: May 27, 1952

TO:

FROM:

SUMMARY, Committee considered SLC/0/473
Memo from Mr. Somers to Mr. Black
"Registration of Bank's Loan and Guarantee Agreements
under the United Nations Charter" and approved the
recommendations contained therein.

FILED UNDER:

CROSS REFERENCE:
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INTERNATIONAL BANK FOR R-600
TECONSTRUCTION APD DEVELOPMENT

(For consideration by
Executive Directors on

MEORANDU June 10, 1952.)

June h, 1952
FROM: The President

Composition of Statutory Loan Committees

Under the provisions of Article III, Section h(iii), of the

Articles of Agreement, the Bank may make or guarantee loans only on the

condition, among others, that "a competent committee . , has submitted

a written report recommending the project after a careful study- of the

merits of the proposal." Article V, Section 7, provides that this

committee shall be appointed by the Bank and "shall include an expert

selected by the governor representing the member in whose territories

the project is located and one or more members of the technical staff

of the Bank." This committee is usually called the Statutory Loan

Committee.

Under our current loan procedure (Memorandum on Organization and

Loan Procedure as revised May 24, 1950, Memorandum R-106/h), the members

of the technical staff serving on Statutory Loan Committees are the Vice

President, Loan Director, General Counsel, Economic Director and Treasurer.

If any of those officers is unable to serve on a particular committee, the

President or Vice President designates a substitute. The "expert selected

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

Distribution:

Executive Directors and Alternates
President
Vice President
Assistant to the President
Department Heads
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I read the Articles, particularly the words quoted above, as

contemplating that the report will be made by individuals who have

themselves investigated the detailed technical aspects of the project.

The loan operations of the Bank have grown to such an extent that this

cannot be done by members of the Statutory Loan Committees as now

constituted. They study each loan as members of the Staff Loan Committee

but their study is necessarily devoted primarily to the basic features

of the loan and details which are specifically brought to their attention

as involving questions of policy.

Technical investigation of the loan project is in practice now

carried out by a working party which is formed for each loan operation.

In fact, the whole process of investigation, appraisal, negotiation and

recommendation of a loan to the management centers in the working party.

These working parties normally consist of an economist, an engineer, an

accountant and a lawyer, under the coordination of a loan officer.

I suggest, therefore, that the Statutory Loan Committee for each

loan should in the future be composed of the members of the working party

assigned to that loan, together with the expert selected by the governor

representing the member, Each member of the Bank's technical staff, in

serving on the Committee, would be primarily responsible for aspects of

the Committee's report that are within his special technical competence.

The loan officer would have general responsibility for the report, but

in forming his own views he would of course take full account of the

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

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

in our loan procedure.

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

dated May 24, 1950, with regard to Organization and Loan Procedure,

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

"f. The Statuto-r Loan Comwittee required to be established

under Section 7 of Article V of the Articles of Agreement

to make reports on loans pursuant to Article III, Section h,

shall consist of the expert selected by the Governor repre-

senting the applicant, and the Vice President, Loan Director,

General Counsel, Economic Director and Treasurer of the Bank.

If any of such officers shall for any reason be unable to act

on a particglar loan comittee, the President or Vice President

may designate a substitute to act for him."

be amended to read:

"f. The Statutory Loan Committee required to be established under

Section 7 of Article V of the Articles of Agreement to make

reports on loans pursuant to Article III, Section 4, shall

consist of the expert selected by the Governor representing

the member in whose territory the project is located and

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

for each loan by the President or Vice President of the Bank."
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STAFF LOAN COMMITTEE
TO: CONFIDENTIAL DATE:

1. President 13. Engineering Adviser

2. Vice President 14. Financial Adviser

3. Assistant to President 15. Special Asst. to Loan Director

4. Loan Director 16. Secretary, Staff Loan Committee

5, 6. General Counsel (2) 17. Files

7, 8. Treasurer (2) 18.

9, 10, 11. Economic Director (3) 19. xe A4 A* )-wMIO 'Aaluft

12. Assistant to Vice President 20. 0 AM

-A* xro a* CldeA 7 * 61

me o V Staff Loan Committee will be held at

on , in room 1005.

AGENDA

*it

Geargd dcato . .

George GonTas

sA o "tee
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7, 8. Treasurer (2) 18. *, M$4% ROOn

9, 10, 11. Economic Director (3) 19. 11 om"W
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Secretary
Staff Loan Committee
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