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UNITED NATIONS 

CONFERENCE ON TRADE AND 
DEVELOPMENT 

Telegrammes: UNATIONS, GEN:tVE 

Telex : 22.~12 ou 22.344 

Telephone : 34 60 11 33 40 00 33 20 00 3310 00 

REF. NO: TOO 230 

Dear Mr. Woods, 

NATIONS UNIES 

CONFtRENCE SUR LE COMMERCE 
ET LE DtVELOPPEMENT 

Palais des N a tiona 

1211 GEN:tVE 10 

15 July 1966 

Please find enclosed, for your information, copy of a note 

verbale recently sent to the Government! or all States members 

or UNCTAD concerning possible subjects for inclusion in the 

agenda or the second session of UNCTAD. 

Yours sincerely, 

- ~( . --.. /'f __.., 1}1..._ ........ "'"""'-"""'~-·--;~ 

Mr. G.D. Woods 
President 
International Development Association 
1818 H Street, N.W. 
Washington, D.C. 20025 
U.S.A. . I . 

RaUl Prebisch 
Secretary-General 
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UNITED NATIONS NATIONS UNIES 

CONFERENCE ON TRADE AND 
DEVELOPMENT 

CONF:J!RENCE SUR LE COMMERCE 
ET LE DtVELOPPEMENT 

Telegrammes : UNATIONS, GENtVE 

Telex : 22.212 ou 22.344 Palais des Nations 

1211 GENtVE 10 Telephone : 34 60 11 33 40 00 33 20 00 33 10 00 

REF. N°: TDO 230 

and has the honour to refer to Cha 

Trade and Development Board on 

to invite the attention of the 

of the report of the 

session (TD/B/66) and 

nments of States members of 

UNCTAD in particular to paragraphs 94 and 95 of the report, which 

set out the procedures to ~.followed in connexion with the 

preparation of the agenda of the second session of UNCTAD. 

In accordance the procedures recommended, the Secretary-

General of the renee has prepared, and encloses herewith, a 

tentative list o for possible inclusion in the agenda 

of the second ion. In preparing this list, account has been 

taken of the 

during t 

ssions on the subject and the suggestions made 

session of the Trade and Development Board, and 

arious subjects under consideration by its committees. 

An attempt has been made to limit the items under each general 

heading to subjects of major importance. Furthermore, the general 

item on the review of the work of UNCTAD would afford an 

opportunity to UNCTAD at its second session to deal with other 

questions, to the extent that should be found necessary. 

The Secretary-General of the Conference intends to present 

a draft of the provisional agenda of the 1967 Conference to the 

Trade and Development Board at its fourth session. It would be 



Conference on Trade and Development - Conference sur le Commerce et le Developpement 

appreciated if the views and suggestions of His Excellency 1 s 

Government on the list of subjects could reach him not later 

than 15 July 1966. The Secretary-General of the Conference 

is confident that such suggestions will have due regard to the 

main trends of the discussion on the 1967 Conference as summed 

up by the President of the Trade and Development Board in 

paragraph 93 of the Board's report on its third session. 

13 June 1966 

1t 
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UNITED NATIONS 

• CONFERENCE ON TRADE AND 
DEVELOPMENT 

REF. NO: TDO 230 

NATIONS UNIES 

CONFERENCE SUR LE COMMERCE 
ET LE DtVELOPPEMENT 

LIST OF POSSIBLE SUBJECTS FOR INCLUSION 
IN THE AGENDA 

I. Trends and problems in world trade and development 

(a) Review of recent developments 
(b) Implementation of Recommendations of the first Confe

rence 
(c) Trade relations among countries having different economic 

and social systems 

II. Commodity problems and policies 

(a) Review of recent developments and long-term trends 
(b) Main elements of commodity policy (including techniques 

of commodity market control, buffer stocks and diversi
fication and their financing) 

III. Promotion of export of manufactures 

(a) The reduction or elimination of tariff and non-tariff 
barriers to manufactures and semi-manufactures of export 
interest to the developing countries 

(b) Preferential or free entry of exports of manufactures 
and semi-manufactures of developing countries to the 
developed countries 

IV. Trade expansion and economic integration among developing 
countries 

(a) Commercial policies 
(b) Financial measures 
(c) Payments arrangements 

V. Development finance and aid 

(a) 

(b) 

Financial requirements of developing countries, scale and 
conditions of aid, including problems of debt servicing 
Supplementary financial measures 

VI. International and internal policies, and growth 

VII. General review of the work of UNCTAD 

(a) Activities of the organs of the Conference 
(b) Technical assistance activities 



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

OFFICE MEMORANDUM 
TO: Mr . Woods DATE: April 22, 1966 

FROM: Irving s . Friedman 

suBJECT: UNCTAD Meeting on Supplementary Finance 

I thought you might be interested in a brief memorandum on the UNCTAD 
meeting on Supplementary Finance, particularly in case the subject was raised 
during your visit to Europeo 

A more detailed report is being prepared for distribution to the staff 
and possibly to Executive Directors . I have not tried to be ~stematic in the 
following, or too worried about exact language, but rather have concentrated on 
giving the highlights and evaluation of the consequences of the meeting . 

The Committee on Invisibles and Financing met from Wednesday, April 13 to 
April 20, to consider the Bank staff proposal on Supplementary Financial Measures . 
Out of a total membership of 45 countries, 38 were present . Of these, the 15 
developed countries, or as the UNCTAD calls them "Group B" countries, were Australia, 
Belgium, Canada, Finland, Germany, France, Italy, Japan, the Netherlands, 3pain, 
Sweden, Switzerland, Turkey, the United Kingdom and the United States . From less 
developed countries, or in UNCTAD parlance "Group of 31 countries", there were 18 
present: Argentina, Brazil, China, Ecuador, El Salvador, Ghana, India, Israel, 
Lebanon, Mexico, Morocco, Peru, Korea, Trinidad and Tobago, Tunisia, Uganda, UAR 
and Yugoslavia . From the socialist countries of Eastern Europe came the following 
five: Czechoslovakia, Poland, Rumania, Ukranian SSR and the USSR . The absent 
members were: Cameroons, Mali, Viet-Nam, .cudan, Congo (B), Tanzania and Kuwait . 
Some pointed to the absence of the Cameroons, Mali and the Congo as being sig
nificant, i.e., support for the so-called French position, but other French 
speaking African countries attended. I do not know what significance can be 
attached to their absence . 

The Chairman of the group was Mr. J . Everts of the Netherlands-- who is also 
the Chairman of a Working Party of the DAC . The Rapporteur was Mr . Juan Carlos 
Arlia of Argentina o The work of the Committee proceeded in plenary sessions, 
separate meetings of the different "groups" and a continuing process of informal 
talks among the delegates and ourselves . Mr . Prebisch made the opening address 
which was very friendly to the Bank Staff Scheme . It contributed much to set the 
tone of the discussions which subsequently took place . 

Contrary to expectations, the Committee quickly got down to work. During the 
next two days of the plenary sessions, general statements were made qy a number of 
delegations . On Friday afternoon, the Chairman invited me to make some remarks 
(enclosed) to the Committee in which I covered the main points which had been raised 
not only in the plenary sessions but also in the meetings I had had with the "Group 
B" (developed countries) and "Group of 31" (developing countries) separately, at 
their invitation. These group meetings were question and answer sessions covering 
many aspects of our Report and $cheme . 

The development of an unexpected area of agreement between those groups by the 
end of the first two days of general discussions cut short the plenary sessions after 
Fridayo Most of the time of the delegates was then spent in informal discussions on 
the draft of a Resolution, which was finally adopted (enclosed) . Because of this, 
the formal Report of the meetings and the statements made during the meetings only 
partially reflect the views of the governments and what happened . 
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The United States had come to the meetings with the basic objective of 
finding out what the attitude of the developing countries towards the Scheme 
would be. Many of the lending countries seemed to expect that the developing 
countries would not be fundamentally interested in the Scheme because of the 
emphasis on performance. Germany, for example, told us that their instructions 
to the conference had been prepared under this impression, while the English 
were ready to beat a retreat from their first position at the meeting, which 
was and remained one of unqualified support for our proposal. The developing 
countries, on their part, were generally favorable to the Bank proposal, although 
they wanted to know more about some essential assumptions behind the , Scheme and 
about the detailed working of the proposed mechanism. The generally favorable 
attitude of the developing countries seemed to come as a surprise to the developed 
countries. 

As a result of the meetings, the delegates of the major lender countries -
notwithstanding the number of specific questions which the developing countries 
raised about the Scheme -- came to the unanimous view that the latter are greatly 
interested in the Bank Scheme, as a practical means of dealing with a chronic 
problem, and would regard its coming into being as a major contribution by the 
lender countries to the developing countries. 

The great majority of the developing countries did not support the French 
position, which championed the "organization of markets" idea and spoke of 
"technical paternalism" and discouragement of commodity agreements resulting from 
the Scheme. Instead, the LDC's accepted our view that commodity agreements would 
be complementary and mutually helpful to the Scheme. 

The major developed countries will now consider seriously what they are 
prepared to do next about the Bank's staff proposal. Two circumstances tend towards 
positive action: the need to have some concrete proposal appealing to the developing 
countries around which the work of the next UNCTAD in 1967 could take place, and a 
general disposition to do something useful on a multilateral basis. (President 
Johnson's views were much quoted by the Americans.) 

The pace with which the lender countries will progress towards the final 
creation of the Scheme will probably be greatly influenced by the attitude of the 
United states. At present, the United States, and probably Germany, are not ready 
to follow the quick schedule preferred by Sweden and the United Kingdom. As for 
the French some well informed delegates expressed the view that France will change 
its position, once it is clear that the supplementary finance Scheme is coming into 
being. 

It may be said that the developed countries -- even during the initial phase 
of discussions in the Committee -- gave a reception to the Scheme more favorable 
than was expected by others. Indeed, to exaggerate somewhat, everyone seemed to be 
surprised at everyone else's support for the Scheme, but nearly all gave their support) 

A measure of the attraction of the proposal to all parties concerned is 
reflected in the interest in the staff Scheme demonstrated by Poland, Rumania and 
Czechoslovakia, departing in emphasis from the more hostile line adopted by the USSR. 

During the course of the meetings, the developing countries appear to have 
found satisfactory answers on the basic points concerning the Scheme which were 
worrying them. They were pleased to be reassured that: (a) supplementary 
finance was going to be considered in the over-all context of development finance; 
(b) that it was meant to be truly supplementary, and (c) that a way would be found 

• z to fulfill the requirements of performance without prejudicing their "sovereignty"o 
In the next stage of the work, they will like to see how this can be done in 
practice and embodied in explicit rules. 
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They, as well as the developed countries, also wish to pursue a number of 
technical points. 

There was indication among some developing countries, however, of concern 
with the split which was felt to exist among developed countries. Which 
approach -- the French or the others' -- represented the wave of the future? 
Would these differences mean paralysis of action in the development finance 
field, both supplementary and basic? 

From the practical point of view, the work of the Committee resurted in 
the adoption of a Resolution deciding to establish, subject to the approval 
of the Board of UNCTAD, a small intergovernmental working party (13 to 15 
members), to further study and elaborate the Bank Staff proposal, with rather 
wide terms of reference. This group may also consider the ways in which the 
Scheme would be financed. The members of the recommended working party are: 
7 from the developing countries -- Argentina, Brazil, Ceylon, India, Yugo
slavia, Ghana, and the UAR; 6 from the developed countries -- United States, 
United Kingdom, Sweden, Japan, France and Germany . (Ceylon came as a surprise 
because it is not a member of the Committee on Finance, but only an observer.) 
Two seats have been left open for members of the socialist bloc in case they 
wish to participate. The resolution was adopted by 33 votes to none with 5 
abstentions from the socialist bloc countrieso The Bank and the Fund staff 
were invited to help the work of the group. I indicated that our staff would 
continue to collaborate. 

The agreement on the resolution may be attributed to a general concensus 
on the following points: 

(a) virtually unanimous agreement that not only the problem of unexpected 
export shortfalls which disrupt development programs was important, 
but that a practical solution to it was possible and feasible; 

(b) general feeling that the Bank staff proposal has the essential 
ingredients of a practical and feasible scheme, although a number 
of important questions of detail, administration and finance need 
further enquiry and some need answering before an international 
agreement is made possible; 

(c) there was general agreement that the figure of $300 to $400 millions 
per annum was not high, but may have been too low in view of some, 
such as Switzerland and Germany; 

(d) there was agreement that the supplementary finance must be truly 
supplementary to IDA and other forms of development finance and not 
a substitute. For the United States and United Kingdom this would 
mean staying in the neighborhood of $300 to $4oo ·million per annum. 
Germany, SWitzerland, and possibly Sweden, might be willing to go 
higher, after further study. 
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The question as to who would administer the Scheme did give some concern 
to the delegates. Many from the developed and developing countries expressed privately 
the view that if the agency was to be effective it must be the Wbrld Bank Group. 
They very much hoped that the World Bank Group would be willing to take up the 
job. With respect to the problem of administering "performance", Mr. Prebisch 
has been suggesting (in his opening address and elsewhere) that this examination 
should be conducted by an independent group of experts outside the Agency. The 
Americans and others expressed unhappiness with this suggestion and were res-
ponsible for inclusion in the Terms of Reference of the working group of a 
reference to the paragraph in the UNCTAD Resolution of 1964 which mentioned the 
IDA as the Agency. I explained repeatedly why we said nothing in the Report on 
the Agency. 

There was widespread belief expressed that the work of the Committee on 
supplementary finance had opened a new hopeful phase in the activities of 
UNCTAD, which meant a transition from a debating society to an effective 
decision-making group. Many shared the view initially expressed by Mr. Prebisch 
that the discussion of the supplementary finance Scheme was the best opportunity 
given to UNCTAD to make this vital transformation. 

From the point of view of the Bank, the reception for the Staff Scheme 
was most friendly and the efforts of the staff deeply appreciated. Delegates 
went out of their way in private conversations with each other as well as with 
us, to express their appreciation. The World Bank was widely regarded as now 
becoming the bridge between developed and developing countries. Remarks were 
made that the views of the Bank were carefully prepared and objectively arrived 
at, with development as a primary concern, and that the trorld Bank. Group has the 
needed prestige to command a hearing for its views and substantially influence 
the governments. Delegates of all countries were eager to explore technical 
and policy questions of the supplementary finance Scheme as deeply as time 
permitted and to get their own evaluation of both the sincerity and validity 
of Bank presentation. (One side effect was that Pereira Lira, Jalan and myself 
never got to bed before 2 a.m. and had discussion breakfasts every day at 8 a.m.l) 

Personally, it was a gratifying and encouraging experience. The work we 
are doing is clearly very much needed, respected and appreciated qy our members. 
These government representatives had the experience to know what a difficult job 
it is. The problem is to live up to their high opinion of the Bank staff. They 
expect us to be deeply knowledgeable and objective, economically and technically 
sophisticated by the highest standards, with imaginative but practical solutions. 
They feel that ur work commands support because we can be cooperative and keep 
above petty personal politics. Every one ended very friendly to us and eager 
to have closer relations with the Wbrld Bank Group, including not only member 
creditor and recipient countries, but also Switzerland and Polando Perhaps most 
important of all both creditor and recipient country, showing full awareness of 
the implications of what they said, emphasized in public and private utterances, 
the acceptance of our view that what was urgently needed was a new approach to 
development finance based on a concept of joint enterprises with mutual res
ponsibilities, including performance, more finance, longer-term commitments and 
much greater reliance on the multilateral approach. 
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'• 
B/4 Geneva, 16th April, 1966. 

DR~FT RESOLUTION 

The Committee on Invisibles and Financing Related to Trade: 

HAVING REGARD to Part A of Recormnendation A.IV.l8 of the 
First Conference of .UNCTAD; 

RECOG~NISES the importance of continuing to work to-vJards agreement 
on individual commodities in international trade and on any other 
practical measures to achieve the stabilisation of commodity markets 
and expresses the hope that the incidence of the mechanism envisaged 
in Part A of Recommendation A.IV.l8 on other 1-10rk on commodities, 
including the process of organisation of markets, will be studied in 
the Committee on Commodities and in other competent organs of the 
UNCTAD; 

RECOGNISES that the existing international financial machinery 
does not include a mechanism designed to deal vrith the disruptive 
effects on development programmes of problems arising from adverse 
movements in export proceeds which prove to be of a nature or duration 
which cannot adequately be dealt with by short-term balance-of-payments 
support and v1ith the consequent da~ger that the economic growth of 
these countries will be disrupted and retarded by causes beyond their 
control and that, accordingly, measures to achieve the objective 
stated in Part A of Recommendation A.IV.l8 of the First Conference 
should be introduced; 

AGREES that the scheme of supplementary financial measures set 
out in the study prepared by the staff of the International Bank for 
Reconstruction and Development in accordance ~~th that Recommendation 
should be further studied and elaborated in the light of the discussions 
of this Committee, as a means of dealing with this question, and 
therefore 

REC0r1MENDS to the Board that for this purpose a small group of 
representatives .of gover~ments, with the requisite expertise, consisting 
of •••• members, should be set up as soon as possible to report on 
this matter to the second session of the Committee and that the terms of 
reference of this group should be as set out in the annex to this 
resolution; 

RECOI~ffiNDS further to the Board that representatives of the IBRD 
and the IMF should be invited to assist in the work of the inter-

1'1 governmental group and to prepare sum factual material as may be 
required to enable the group to accomplish its task. 



B/4 
ANNEX 

Terms of Reference for Intergovernmental Group 

1. In order to define the best means for resolving the problems 
posed by unforeseen shortfalls in export reciepts which because of 
their nature cannot be adequately dealt "tvith by short-term balance
of-payments support, the Group should examine the study presented 
to the Secretary-General by the staff of the IBRD, in the light of 
the discussion of it in the Committee. The Group should submit a 
report on the study (with such modifications to the Scheme as it may 
consider appropriate) as a means of achieving the objective set out 
in Part A of Recommendation A.IV.l8 of the First Conference. Having 
regard to the timetable for the next Conference, the Group should if 
possible submit the report in good time for consideration by the 
Committee at its second session, in November 1966. 

2. The Group should pay attention to the following points: 

(i) Questions affecting the scope of the Scheme, including the 
treatment of overages and the regard to be paid to import 
prices. 

(ii) The form, terms and conditions for the provision of aid to 
countries participating in the Scheme. 

(iii) Measures for establishing the relationship between the 
resources available and the demands on them; in this 
connection, the Group should examine the consequences 
of .the hypothesis that resources on the scale suggested 
in the study would be available. 

(iv) Questions relating to the criteria to be applied in the 
formulation of the initial pro~ -8tions and in the assessment 
of the policies on "tvhich the d8. _.:..opment plans of individual 
countries are based, the circumstances which may give rise 
to a claim on the Scheme, and the considerations which the 
Agency should take into account in dealing with such a 
claim • 

. (v) The appropriate period of time for which the relevant 
projections of exports should be established and the con
comitant obligations assumed by the Agency and the developing 
country. 

(vi) The relationship between supplementary financial measures and 
other types of economic assistance, both multilateral and 
bilateral, with particular regard to the need to ensure 
compatibility between them as regards the terms and conditions 
on which they are provided. 

(vii) The efficacy of the Scheme proposed compared with that of 
other possible methods which might be employed for the same 
purpose. 

(viii) The status, membership and functions of the Agency and its 
relations Hith other international bodies, having regard to 
paragraphs 7 and 8 of Part A of Recommendation A.IV.l8. __...., 

3. The Group may also find it appropriate to put forward suggestions, for 
further consideration by governments, of ways in which the Scheme might be 
financed. 



United Nations Conference on Trade and Development 

TRADE AND DEVELOP1·J~NT BOARD 
Cmm:ri.ttee on Invisibles and Financing 

related to Trade 
Resumed first session 
Geneva, 13-20 April 1966 

Distr. 
LIIITTED 

TD/B/C .3/1.32 
19 April 1966 

Original: :CNGLISH 

The Committee on Invisibles and Financing Related to Trad~: 

TAKING NOTE of Re com: le11dation A. IV .18 of the first DIZCTAD al1d. having regard 

tn t~1e d.iscussions of the Conmli ttee durin.; its reswl1ec~ fi~st session, 

E:JJ~S~INq its considerable appre cic::tion fnr the stu -~:r prepared by the staff 

of the IBRD, in response to t:O.e invitation of the first illJCTAD under Part A of 

that Re cnmrnendation, 

NOTING tho.t the existin ~~ international financial r.1achinery does not include 

a mech&"1ism designed to deal Hith pro~Jlems arisinc_; frm•l adverse move111ents in export 

proceeds which prove to be o f such a nature or duration t hat they can.not adequately 

be dealt with by s hort - ter m balance of pa3rments sup~ort, and to provide longer term 

assistance to developing com1tries 1·rhi ch ~,,rould help then~ to avoi c~ c"isruption of 

their develop:raent prograrn:rnes and that, accordingly, appropriate measures should be 

introduced, 

~Jithout prejudice to current ~,nd future v.rork towards a5reement on individual 

com.noc.ities i n internc:.tional trade and other practical ueasures to achieve a 

stabilization of commodi ty markets , including t he proces s of or,sanization of 

i:tlarkets , expresses the hope that the relationship of any H!.easures taken under the 

recnrr.I:J.endation in questi0n i·Iith this other 1'Vork uill be studied in t he Committee on 

C0Lrr~1ocli ties and in other competent organs of the UiJCTAD; 

TD . 66- 923 
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NOTTITG the considerable measure of support in t he CoiJ.unittee for the concept 

of supplementary financial measures elaborated in the IBRD staff study; 

.AGI?.EES that the scheme -of supplew..entary financial measures set out in the 

study prepared by the staff of the Internationa l Bank for Reconstruction and 

Development in accordance vd th that Recommendation should. .be. further studied and 

elaborated in the light of t he discussions of t his Comrnitt ee, as a means of 

dealll1g vnth this question, and therefore 

PECIDES for this purpose, subject to t he approval of the Boar d, t o establish 

under Rule 63 of t he Rules nf Procedure of t he Comrnittee a small ~roup of 

representatives o~. governments, vTi-~h the ~equisi te e.xpertise, consi sting of 

members, to study and report ·on t hi ·s matter to t he second session of the Conunittee, 

with the terms of reference set out in tl~~ . annex t o this resolution;J( · 

;nwiTES representatives of t he staff of the I BPJ) and t he D lii' as well as 

representatives of such other bo( ies as t he Group may consider appropriate to assis t 

in t he vmrk of · t he intergovernmental group and in particular to prepare such factual 

ma.terial as may be required to enable t he group to a ccomplish its task. 
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TKRJYIS OF .REFERENCE FOH INTERGGvERl\fMENTAL GHOUP 

1 . The Group should examine the st~dy presented to the Secretary-General by the 

staff of the IBRDJ in the light of the discussio:n of it in the Committee. The 

Group should submit a report on the study (with such modific~tions to the Scheme 

as it may consider appropriate) "C U.u a means of achieving the objective set out in 

Part A of Recomr1endation A. IV .18 of the Fi:;_"'st Conference. Having regard ~o the 

t imet able for the· next Conference J the Group should emdeavour to subr:ri t the report 

in good time for consideration by the Cor:lr.'littee at its second sessionJ in November· 

1966. 

2 . The 

(i ) 

(ii) 

(iii) 

Group should pny special attention to the follmving points~ 

Questions affecting the scope of the ScheNeJ including the treatment of 

overages and the regard to be ~aid to import prices. 

The forE1J terr.1s o.nd conditions for the provision of financial assistance 

to countries participating in the Sche~e. 

Heasures for establishing a relationship between the resources available 

and the resources required; in this connexion the GroEp s~-wuld exa21ine 

the implications for the Scheme of the hypothesis that resources on the 

scale suggested in the IBBD staff study (taking accoQDt of any modifications 

which the Group may suggest) would be available. 

(iv ) The need to establish a boundary between problems of an economic nature 

and those which fall within the political sphere in the administration 

of any Schefle . 

( v ) Questions relating to the methodology to be appl~_ed in the formul ation 

of the projections and the technical &ssessment of the policies on which 

the development pla~s of indiVidual countries are basedJ the circumstances 

which may give rise to a claim on the Scheme, a11d the considerations which 

the Agency should take into account in dealing with auch a claiTI. 



TD/B/C.3/L.32 
Annex 
page 2 

(vi) The appropriate period of time for which the relevant projections of 

exports should be established and the concomitant obligations of the Ag~ncy 

and the dGveloping country concerned respectively should be assumed. 

(vii) The relationship between supplementary financial measures and other types 

of economic assistance, both multilateral and bilateral, with particular 

regard to the need to ensure compatibility between them as regards the terms, 

conditions and criteria on which they are to be provided. 

(viii) The comparative effects on economic developnent of the scheme proposed and 

of other possible methods which might be employed for the same purpose but 

with due regard to the primary task laid down in the fifth and sixth 

paragraphs of the resolution to which these terms of reference are annexed. 

(ix) The status, membership and fm1ctions of the Agency and its relations with 

other international bodies, having regard to paragraphs 7 and 8 of Part A 

of Reconnnendation AciV.l8. 

3. The Group rnay also put forward suggestions, for further consideration by 

governments, of ways in which the Scheme might be financed. 
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DECIDES for this purpo~ep subject to the approval of the Boar~ to 

establish under Rulo 63 of the RQlee of Procedure of the Committee a 

small group of representatives of governments, with the requisite 

expertise, consisting of o••• memb rs, to etu~ and report on this 

matter to the second session of the Committe , with tho terms of reference 

set out in the annex to this reBolution; 

INVITGS representatives of the s aff of the IERD and the IMF as well 

ae representatives of s~ch other bodies as the Group may consider 

appl priate to assist in the work of the intergovernmental group and in 

particular 1 prepare ~ucb faot~al material as may be required to anabl 
! 

the group to accomplish ite tas ~ 
r 
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CONSEIL DU COMNEll.CE ET DU DEVELOPPEHENT 
Commission des invisibles et du financement 

li6 au conunerce 
Reprise de 1a premieru session 
Geneve, 13 avril 1966 

10 heures 

15 heures 

P J.tOGRAl·ll·IE JOURNALIEH. 

Vendred~ 15 avril 1966 

Trente et unieme seance pleniere 

Examen du rapport de la Ban que internationale 
pour la reconstruction et le developpement 
sur son etude d'un systeme de financement 
complementaire [-8_7 

Documents : TD/B/43 
et Rev.l (frangais et espagnol seulement) 
TD/B/C.3/l9 
TD/B/59 
TD/B/C.J/20 

1rente-deuxieme seance pleniere 

Point 8 (suite) 

* * 
B-e~n.ions de group~ 

Pour prendre des di_s:t?oSi tions en vue de re·LUlions de groupes' les 

delegations sont priees de se mettre en rapport avec H. No 11yit, 

Bureau A.583, paste telephonique 4383. 

TD/B/C.3/P~OG.l7 
TDc66--856 

Salle XII 

Salle XII 
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United Nations Conference on Trade and Development 

TRADE AND DEVELOPNENT BOARD 
Third Session 
Agenda item 6 

Distr. 
GENERAL 

TD/B/57/Corr.3 
TD/B/C.3/18/Corr.3 
13 April 1966 
Original: ENGLISH 

REPORT OF THE COMMITTEE ON INVISIBLES AND FINANCING 
RELATED TO TRADE ON ITS SPECIAL SESSION 

ANNEX l 

MEMORANDUM ON INTERNATIONAL LIQUIDITY 

Corrigendum 

The last sentence of Annex 1 paragraph 5 should read as follows: "For example, 

at the end of September 1965, they held as reserves about $10.8 billion as compared 

to $58.1 billion held by the developed countries." 

TD.66-828 



United Nations Conference on Trade and Development 

TRADE~ ili1D DEVELOPMENT BOARL 
Fourth session 
Geneva, 30 August to 23 September 1966 
Item 3 of the provisional agenda 

Distr. 
GENERAL 

TD/B/NG0/4 
TD/1;3/C. 3/NG0/3 
13 April 1966 

Original ~ ENGLISH 

REVI:8l4] OF THE INPLEf.iENTATION OF THE RECm,TI-1}1~1'\fDATIONS OF TH~ CONFERENCE 

Multilateral Investment Guar antees 

Note by the Secretary-General of UNCTAD 

The Secretary-General calls attention to document E/C.2/64o±/ of the Economic 

and Social Council, dated 14 Harch 1966, which reproduces a statement on "Multilateral 

Investment Guar antees 11 issued by the Interno.tional Cho.Iilber of Commerce. This 

statement is relevant to the report on the status of the International Bank's studies 

on multilateral investment guarantees, dat ed 20 September 1965~ submitted by the 

International Bank for Reconstruction and Development to the Secretary-General of 

the United Nations in connexion with Recommendation A.IV.l2, paragraph 7, of the 

Final Act of the Conference , as well as to the report prepared by the Organization 

for Economic Co-operation and Development on the establishn1ent of a Multilateral 

Investment Guar antee Corporation , dated 18 June 1965. The progress report of the 

Bank and a summary of the OECD r eport have been r eproduced in document TD/B/55 -

TD/B/C.3/17, dated 3 February 1966. As the statement of the International Chamber 

of Commerce has already been circulated as a United Nations document to the Economic 

and Social Council, it is available in that form, r ather tho.n in the form of copies 

provided by the non-goverrw1ental organization concerned~ to Members of the Trade 

and Development Board and of its Committee on Invisibles nnd Financing related to 

Trade. 

1/ Issued in English, French and Spanish. 

TD.66-820 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

OFFI~E OF THE PRESIDENT 

Mr. Friedman: 

DECLASSIFIE 

AR 2 8 2tJ13 
WBG ARCHIVES 

INTERNATIONAL FINANCE 
CORPORATION 

ERSONAL 

I gave some "hints", on a strictly personal 

and confidential basis, to the Israeli authorities 

with regards to their appearance in the Geneva 

meeting. I hope that a strong support for the 

proposal will be forthcomingo 

The representative for the meeting will be 

Dr. Fanny Ginor. She was an economic advisor to 

the Israel Delegation to the UoN. and is know-

ledgeable about those matters. 

D. Kochav 



FORM No. 27 
( 7-61) • 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION. 

INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

· TO: 

COUNTRY: 

TEXT: 
Cable No.: 

WOODS 
INTBAFRAD 
TASHIN GTONDC 

OUTGOING WIRE 

DATE: APRIL 13 , 1966 

CLASS OF 
SERVICE: 

CONFERENCE MET THIS MORNING stop MAIN EVENT WAS STATE1Uill~T 

BY PREBISCH AS SECRETARY GENERAL ENDORSING BANK S'J:AFF PROPOSAL 

AND CALLING FOR PRIMARY ENDORSJi;MENT OF IT BY CO~IrrTEE AT 

THIS SESSION AND OUTLINTI~G OF QUEuTIONS N~EDING FURTHER 

EXPLORATION AFTER PRESID~T ~lliETING BY INTERGOVERNMENTAL GROUP 

OF EXPERTS stop PR~BISCH INDICATED CERTAIN POINTS RE FELT 

NEEDED FURTHER EXPLORATION 
FRIEDIVLAN 

Note: This cable was sent (through Mr . Prebisch's office ) 
after shown to Mr . Prebisch to assure accuracy 

HOT TO BE TRANSMITTED 

MESSAGE AUTHORIZED BY: 

NAME 

DEPT. 

Sl GHATURE ------------------ - -

TRANSMITTAL COPY 

-



15 April 1 66 

NOTES FOR HAIRMAN 

1. To declare open the 1lst rneetin of th Cow~ittee. 

2 . To expre s the hope th t by the end of th d y th fir ph s 

of the "ommitt e' consider tion of it m S (the " ener 1- pecifi o" 

discus ion) will be in the ·n terminated, nd that w 

have the opportunJ.ty to hear .. r, Fri dman ' first comments on 

this discu sion. 

Fr m the peeoh ~ which ve have o far he rd, I have the im r sion 

that delegations have k pt them, broadly sp kin , within th 

framework set out in the p per prepared by the Seer t ri t 

(TD/B/C.J/19) . However, it oes without saying th t should 

points be rr~de which touch upon problems not covered by th s 

framework, these will be reflect d in our report. 

The li t of spe ke for the 31st eating i as follows: 

Turkey V 
/ 

United Ste.te. -
i l'·· 

United Arab Republi 

Ghana V ) 

Ni ri (Observer) 

Finland 
Japan v 

C"'ne.da.v 

Me ico V 

•• ••••••• Speakers for this afternoon are: 
Italy V ___-

---I 
u tr l i e 

oma.ni " 

I /1 t?.tt-~\Jt, "-

The repr sent tive of the Bank i prep red to p k at 

junotur i n the our of the ft rnoon. 

uitabl 



INTERNATIONAL TRADE CENTRE 
GATT TRADE INFORMATION AND TRADE PROMOTION ADVISORY SERVICES 

GENERAL AGREEMENT ON TARIFFS AND TRADE 
Villa I..e Bocage 

CABLE ADDRESS: OATI'. O~VE 
TELEPHONE: 33 10 00 33 20 00 33 40 00 

Palais des Nations 
1211 GENEVA 10 
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Geneva, April 13, 1966 

Mr . 1 Verts' (Chairman) remarks at the morning session 
of the Committee on Invisibles April 13, 1966 

1 . The main task of this meeting would be an exchange of views 
on the Bank ' s report and reaching conclusions that might emerge from 
such discussions . 

2 . Referred to his previous personal views expressed in the 
Board meeting of last February - suggestion that discussion should 
be only of a professional character, the conclusions to be drawn to 
the attention of the Board . Then perhaps a more detailed study by 
government experts. 

3. Out of this would emerge a constructive report which would 
be discussed by the Second UNCTAD in 1967. 

4. Following Prebisch ' s speech, Ever ts supported the idea 
advanced by Prebisch that Committee should give its primary endorsement 
of the Bank scheme with the knowledge that the group of experts would 
deal with the specific aspects of the scheme . 



Geneva, April 13, 1966 

Mr . Prebisch's speech at the morning session 
April 13 , 1966 

1 . The Bank Report is very important because it allovTS UNCTAD 
to begin a new phase of activities whereby the dialogue between the 
developed and LDCs could take place on the basis of a concrete proposal . 

2 . He agreed firmly that it was an appropriate solution to the 
problem of export fluctuations and that it was compatible with other 
measures designed to attenuate the magnitude of these fluctuations 
such as Commodity Agreements . Two reasons why Commodity Agreements, 
by themselves , did not provide a sufficient solution : (a) not all 
commodities can be made the subject of stabilization progTams; 
(b) there would always exist a margin of fluctuationssince they indi
cate a range in prices rather than a fixed price. 

3. Projection of exports is an accepted idea and it is a part 
of all development programs . Particular methods of projection are open 
for discussion . 

4. The question of proper use of "overagesn should be examined 
by the Expert Group . He suggested that all overages should be used 
for capital imports "which would be recovered later on" (it was not 
clear what he meant by this) . 

5· On terms of financing , he asked the question: "If something 
happens to reduce the savings of the country as a result of the short
fall, would it still receive financing on normal terms or would the 
terms of supplementary financing be adjusted to the worsened situation?" 
(Question specifically directed to Mr . Friedman) 

6. He asked whether the Scheme should not cover the unexpected 
increase in import prices . (Question addressed to ~~ . Friedman ) 

1· There were some problems about determining the magnitude 
of financing required for the Scneme . He suggested that only experience 
would allow the real needs to be de~ermined more precisely . 

8 . He agreed with the idea that part of the shortfall might be 
met by reduction in imports in some cases . Foreign resources should 
be used to finance investment, and not the maintenance of consumption 
standards . 

9. He welcomed the idea that the Scheme was based on the accept
ance of the need for overall evaluation of the development plan, rather 
than wust specific projects . 

10 . The Scheme implied a previous definition of the total foreign 
assistance needed. This was relevant if supplementary financing was 
real ly going to be additional to the basic flows of aid . 
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11 . If an international financial institution accepts the idea 
of examining the total foreign financing need, it would have to examine 
the whole plan . The question is how far it would go in the examination 
of policies . For example , should the Agency accept only a commitment by the 

country that it would generate the needed amount of domestic savings or should 
they discuss the specific policies, e . g . monetary , fiscal , etc . needed 
to achieve the indicated level of savings~ Should the Agency discuss 
investment priorities, for example , social investment vs . productive 
investment? Only the country itself can decide this . A way should 
be found to demarcate the areas which can be subject to international 
examination from areas which should be within the exclusive competence 
of the country itself . The doubts of the developing countries on these 
questions should be allayed when we create an organization such as this . 

12 . The Committee should support in principle the idea of supple
mentary finance as embodied in the Bank report, and leave the considera
tion of specific questions to an inter-governmental committee . 
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Geneva, April 13, 1966 

1 . Mr . Prebisch made an opening statement 1at the conference 
which is being circulated to the Committee in Spanish as soon as feasible 
and presumably translated into English and in French as soon as possible . 

2 . Mr . Prebisch indicated his general endorsement of the 
proposal (see cable sent to Mr . Woods ) . 

3. He emphasized that UNCTAD was now entering a new phase 
because it was considering how to find a concrete solution to a maj or 
problem of developing based on a concrete proposal . 

4. He emphasized that the solution proposed was compar able 
rnth other solutions (example: International Trade Agreement ) and would 
be needed even if such other solutions were adopted . 

5· He was pleased that the scheme recognized the difficulty 
of applying uniform polic i es . 

6. He supported the use of export pro~ections . 
was now coming in development program and ought ~ be more 

He said it 
so . 

7. On overages he favored the use of excess reserves for 
development . He seemed to challenge the idea of the use of all overages 
to repay scheme . 

8 . He felt t hat t he terms of supplementary financing might 
have to be modified if the countries'"situation ~ deteriorated. He 
seemed to imply softer terms at times than those used in regular devel
opment finance. 

9 . He raised the question of what happens if stagnation 
t rade develops during the plan period and is so recognized . Would 
such an expected stagnation receive assistance? 

10 . What happens if import prices rise? Would it get 
supplementary financing? 

11 . On magnitude resources he believes the proposal is 
practical . 

12 . He supported some use of import res t rictions on the 
grounds that the assistance from supplementary financing should be 
used usually for investment . 

13 . He supported the impact of the supplementary finance 
scheme on what he called basic development financing. He felt it would 
need a recognition of the total magnitude of external resources required 
for development program . Supplementary financing was thus clearly some
thing additional to basic financing . 
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14. The question was raised as to how far international organiza
tions would go in considering domes t ic policies . This question , however, 
related more to the general question of basic development finance rather 
than to supplementary finance alone . He queried how to underlie between 
t echnical requirements and political requirements . He seemed to feel that 
technical aspects were t he legitimate concern of international organizations 
and that this would no t interfere with a country 's control over the political 
aspects . He referred to Latin American experience and said that he felt that 
only experience could indicate how the line should be drawn between what was 
legitimate concern of the international credit agencies and what was not 
(this point was not too clear) . 

15 . Finally he ended 1nth a support of the proposal in principle 
and said that the Committee should adopt the resolution in favor of the 
proposal in principle and then also indicate the areas for further investment 
discussion by the working group . 

16 . The Chairman thanked Mr . Prebisch for his strong support of 
the proposal . 
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Geneva, April 13, 1966 

1 . The Nigerian delegate volunteered information before the meeting 
that he expected the caucus of the less developed count ries to endorse the 
Bank proposal whether there would be small questions of detail requiring 
further explanation. 

2 . The Indian delegat e indicated that he would advocate the general 
endorsement of the proposal and support the idea of intergovernmental 
working group to consider remaining questions. 

3. Mr . Kennedy of the U.K . delegation thought it best for me 
to attend the caucus meeting alone. 

4. I emphasized with the Indian delegate that I would be happy 
to attend the caucus of the LDCs but only if they wished me to. I would 
not be embarrassed by not being asked. He said that he would make sure 
that others, in their caucus, understood this. 

ISFriedman/jr 
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TRADE AND DEVELOP~lliNT BOfu~ 
· Committee on Invi~ibles and Financing 

_; . related·· to Trade 
Resumed first session 
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1. The agenda for the first s ession of · thc Corrnirittee , as adopt8d uy the Corillld.ttee 

during the first part of tne s ession , i s contained in docuraent TD/E/C . J/13 . 

2 . It will be recalled tha t the Corn~ittee a t tho close of the first part of its 

first session decidGd t o c onsi der t he probl ei~~ of iter:1 8 of its e.genda (C onsideration 

of the report of the Internati ·~nal Bank for Recons t ruction and Developnent on its 

study of a schene f or suppl er:wntary f inancing ) a t a resw1ed first session in 1966, 

to be called f or this purpuse (TD/B/42 9 para . 53). No furthe i' itm.lS ho.ve been 

prop~sed for i oclusi.on i n the agenda . 

3. In connexion with tbe c on s i der a ti un of t his ite~ of the ugenda , the Secretary

General of UNCTiill has prepa r ed t:~. nGtG ( TD/B/C. J /19) i n vrhich a nur!l1Jer of headings 

and questions nr e subn1i tted as Q poss i Ll e frar::ework f or discuss i un . 

4. The a ttention of t he C·JUIJJ.i tteG i s als o c e.lJ.e d t o pa ragr aph 55 of the repvrt of 

the Board on its third session (TD/B/66 ; and, nor e particularly, t o res olution 29 

(III) adopted by the Board ~~n the $Ul1ject of a 11 c oupens a t 'Jry credit system of the 

International 1·1"cneta ry Fundn ( see TD/B/66 , Annex A). 

5. Referenc e is further ua.de t u paragr ... ph 2U of t he Conr:j_t t Ge 1 s r epurt (TD/B/57) on 

its specia l sessiun (27 J 2.nu u.ry t o L1- F0brue.r y 1966 ) 1.-1hich c ontains, inter alia, the 

following sta t el.1ent: 

li Wi th this experienc e in mind the Con.r.1i ttee decided t,) continue the 
discussion at a l a t e :r· da t e on thi s i teu Li-nternati ,jnal I!!On t:; t a r y issue~ and 
f or this pu r pos e will mc:::.int&in it t.)n tho agenda f.Jr further c onsideration at 
such tirae as the Conm.Li ttGe C'Jn s i ders appr opria t e , i n the light of the 
situa tion then c1bt aining . I~~Iemt-ers of the ConliJi ttee may wish t o cunsul t 
informally among thellisel ves on ths occ asicu of the r e SUJ1..1ed s essiun proposed 
for the spring ,Jf 1966, f or th0 purpose of dec~.ding when the discussion 
might be rosurued n • 

TD.66-673 
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The questions raised reflect the 
seriousness and care with which 
the S~heme was studied. 

-

0 
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¥ .• Please excuse the length of my remarks 
and the inevitable repetition of material in our Study. 

~4.._-.rc .... vn. · 

a one by one 



to Dr. Prebisch for giving us the word "basicu which is certainly 

better than the word "normal" development finance that we had used in 

the Study.) We could not agree more1 ~s we said in the introductory 

chapter of our Study, 11 the Scheme set forth in the Study is predicated 

on the assumption that it would be supplementary to and not a sub-

stitute for already existing forms of aid" . Supplementary finance, 

as we see it, can be meaningful only in the broader context of devel-

opment finance. The flow of development finance under existing 

procedures is a major determinant of the volume of investment in 

the public and private sectors which a country can reasonably under-

take~ it helps a country achieve its growth objectives if the country 

perseveres in its development efforts. The purpose of supplementary 

finance, as set forth in the Scheme , is to help assure that the 

achievement of these objectives will ~o~.be frustrated because foreign 
~~ ,.;4 ' 

exchange earnings from export~(~o n;t materializ 

envisaged at the time the investment and aid decisions were made. 
C.).._M.r~ 

Our suggestion, in broadest terms, Mr. P~esjs~t, is to institute 

a financial machinery which would insure the provision of the needed 

in sufficient time to substitute for the .., 
because of the unexpected ~~~4~. -additional assistance has only one purpose~ the maintenance of 

development programs and policies. fhis is primarily why the 

eart of the Scheme that we propose is that the country and t he 

international agency administering the Scheme would reach an under-

standing upon a development program and a related set of development 

policies to be pursued by the country participating in the Scheme -

the "policy package" as we have ~t in our Stud 

~ I had the opportunity to explain what we meant by this idea of 
understandings to the meeting.Jof,.u3l" but I think the point 
important enough to bear repetition i this Committee. 



- 4 -

--~-e.. 
package we ~ in mind would be arrived at in the course of close 

cooperation and exchange of views between the Agency and the country. 

I t is not meant to be frozen at the time of its adoptio~~r can it 

be defined in general or detailed terms applicable uniformly to a 

great variety of countries fal ling into the categories of developing 

countries. As we said on page 9 of our Study, "the formulation of 

an agreed policy package should be based on a real istic eval uation 

of the member's needs and possibilities and a pragmatic assessment 

of the effectiveness of the proposed measures for achieving the 

objectives of the development program. The agreements could be 

essential ly of the same scope and character as are fundamentally 

necessary for extending broad support in development finance to a 

country". I think this provides the answer to 
~ 

we might be thinking of a distinct set of policy understandings for 

the special purposes of supplementary financing scheme alone. We --
are not. The criteria which we believe should determine the flows 

of basic development finance would be the ones t hat determine the 

flow of supplementary finance. As we all know, development finance 

embraces all development activity, and this is why the policy under-

standing cannot be limited to export policies alone, but has to cover 

the whole gamut of development policy. ·,/hat is important here is the 

commitment of the government of a country to good performance, and 

said - and I quote - "good performance, rather widely conceived, 

then be the basis for the necessary judgmentn. ** 
( page 39) • "'· 

I was glad to note that there seems to exist general agreement 

that the promotion of economic development on the basis of foreign 

assistance is a "joint enterprise", involving the extenders and 

policy 
understanding that 
is reached is 
arrived at through 
constant consulta
tions, interchange 
of knowledge and 
~ews. The Agency recipients of such assistance. It is our belief - and this is a 

would be an international one with an international responsibility accountable 
to the community of nations. It would be set up to do a job and would have no 
axe to grind except a common interest in development. 
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This brings me to the operational significance that this idea 

of policy understanding enjoys in the Scheme . The unexpected short-

fall for which financing is to be provided under the Scheme has two 

' basic characteristicsi ') it should be potentially disruptive to 
• • 

the development program of the country and L~) it should be beyond 

its control. Operational meaning to these requirements is given 

through these policy understandings . Instead of having these reached 

after unexpected shortfalls, the Scheme suggests that they be reached 
--. 
befo~ the adverse movements take place so that the needed assistance 

can be timely as well as adequate. This permits the adoption of the 

rule that as long as the country is acting within the mutually under-

stood frame of reference all unexpected shortfal ls can be considered 

beyond the country's control. 

the effect of the Scheme might be to deter a country from taking 

fundamental measures to get at the roots of the problems created 

by concentration on a few primary products. This, r~~s not 

the intent, nor do we believe would be the effects of the Scheme . 
~ ~ 

As we said in the Study, "the familiar problems of the instability 

and sluggish growth of the export receipts of developing countries 

can in the long run only be solved through sustained development 

and diversification of the production and exports of primary product 

exporting countries". ~ Mr . Chairman, I need not elaborate 

this point in this meeting . As we all know , this process of diver-

sification and domestic transformation is a long one. The purpose 

of the Scheme, as we see it, is to facilitate this long-term funda-

mental task by eliminating or significantly reducing the adverse 
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consequences in the poorer countries of the chronic uncertainty to 

which their development process is frequently vulnerable to, 

unexpected shortfalls in their export receipts. 

To provide a mechanism for financial insurance not to deny 

the place of other arrangements which might reduce the amplitude 
rJ..~ . 

of fluctuations in primary products or contribute to ~long term 

goal of diversification. We agree with a number of delegations and 

the representative of the International Tin Council who expressed the 

flict involved here. These are approaches 

neously undertaken~o the greater effectiveness 

of each other. In fact, our own attitude to these arrangements is 

unequivocally positive - for example, as some of you know, in colla-

boration with the International Coffee Organization and the FAO we 

are ourselves actively involved in a major enquiry into the coffee 

problem and how careful development might attack the roots of the 

problem. 

A last general point. It has been suggested that the Scheme 

in its determination of export shortfalls should also take into 

account unexpected changes in import prices. In working out the 

Scheme we gave the matter considerable thought. We concluded, ~ 

~uote, "ideally, export shortfalls probably should be calculated 

in real terms, that is after taking account of unexpected movements 

in import prices, because this would indicate the unexpected change 

in the ability to purchase a given volume of imports resulting from 

an unexpected decline in export proceeds". In practice, however, 

it is often difficult to take this factor into account, because for 

most developing countries, import indices are not easy to come by. 

It is quite conceivable that the Agency through experience could 
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develop the statistical base which would permit a thorough inquiry 

into the nature and the extent of the problem. The Agency might 

eventua lly decide
1
if experience indicated the need and technical 

difficulties had been overcome1to calculate shortfalls in real rather 

than nominal terms, which could take care of this problem. I 

must emphasize that export shortfalls, including where appropriate 

earnings from invisibles, is the only uncertainty however broadly 

defined, to which our proposal is4rddressed~ ~e are, of c ourse, 

a number of other uncertainties associated with the process of devel-

opment but we believe that the solution of this 

important uncertainty s~antly contribute to the growth 

of developing nations and acilitate finding a solution to the other 
~ 

uncertainties, if the international community desires to do so. 

With your permission, Mr. Chairman, I would like now to turn 

to some of the more technical points which were raised during the 

meeting . 

First, there is the question of "overages". Some have suggested 

that we have treated them too kindly, while others have suggested that 

we have not treated them kindly enough. It ~ suggested that, under 

present circumstances, countries should be allowed to use overages 

to finance the import of capital goods. I believe this suggestion 

r esults from the fear that the flows of development finance may 

continue to be inadequat~ the use of the overages would thus provide 
~ ~~ ......... ..,., 

needed foreign exchange. , On the other hand~the GQP ··~~~~o~••~~~ 

~--~=ia==:=;o allo~the deduction of overages from shortfalls 

during the same projection period was that 

be available for good development 

community would not be asked to do 

for itself in the supplementary financing scheme without injuring 
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its development effort. program 

because of unexpected decline in foreign exchange availabilities that 

we are trying to avoid during the projection period. 

its 

overages. 

which the country 

not spent or other-

Questions were also raised about the advisability of the rule 

that overages should not be carried over from one projection period 

to the next one. This we did because we felt that it would provide 

a measure of incentive for developing countries to try harder to 

take measures to step up exportation. Overages which result in 

excessive reserves would either reduce the level of long~term finance 

needed from abroad or make possible some 

future projection periods. 

celeration in growth in 

A question was raised as to why not revise export projections 

to reduce the deviations from expected trends. 

long-term development plan or policie~~ 

a yearly revision in export projections under

lying the investment and procurement decisions would be self-defeating. 

Investment calculations must be based on export 

length of the latter by its very nature must be 

We have therefore suggested that during the operation of the devel

opment plan the underl yi ng expert projection should not be subject 

to r evision, except a COllfSe when certain intensive structural 

changes warrant a 

. 
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t;Iefi~ %5Kgh development 

up.oil the subject 
of the feasibility 
of making export 
projecti 

I now come to the question about the terms of financing. Our 

onfhis subject is a natural by-product of our view that supple-

ountries 
are already used 
to making projec
tions to provide 

mentary finance should be treated on the same basis as development 

a basis on which b . f' . as1c 1nanc 1nvestmeht programs ~ 

we have been arguing for terms. ~ 
overall financial and economic 

Ocan be built.. I position of the country as reflected by its debt servicing capacit~ 
ur own exper1ence 

in this field has · and o~·her economic factors, in considering the terms of financing 
been considerable 
and shows that 
usable export 
projections can 
be made to esta
blish reasonable 
expectations for 
the purposes of 
the Scheme. 
Their quality 
could of course 
be improved, and 
we are constantl 
trying to improv 
our analytical t 
as m~statisti 
data are made 
available and 
our knowledge o 

for we felt that same considerations should 

ion has asked us that terms should be 

"concessional and flexible" . We suggest flexible terms but at the 

same time the Study explicitly states that "although the terms vary 

from case to case, .. the Scheme should be prepared to extend funds on 

concessional terms in many countries". In this way it would be 

take into account the necessity of avoiding the possi-

that supplementary finance might~gravate the indebtedness 
e;t,;tt 

problem of ~ country, and at the same time meet the need for 

countries deep ns. economizing on the use of funds of a concessional ~fture . 

em~Q.t. 

our view it is primarily the capacity of a country to service debt 

hat ought to determine the terms on which it receives all development 

finance - basic and supplementary. 

The characteristics of the Scheme as a residual lender was the 

consideration by a number of delegates. This is indeed 

a point which - given the general acceptance of the Scheme - would 

require detailed examination. 

most cases some scope for the 

country to take some a marginal character which contribute 
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to solve the problem of the shortfall without resulting in a disruption of 

the development program. We were glad to hear from Drl Prebisch that he 

supports this position. There might be the uses of its own reserves - if they 

were at a level which could be considered above the normal needs - or the 

recourse to other sources of financing. There might be situations in which, 

due to the indebtedness position of the country, it might be even considered 

inappropriate for the country to borrow on short term. The Study reiterates 

that there would be a close collaboration between the Agency and the other 

international financial agencies, so that the utilization of their facilities 

would be integrated in the working of the mechanism of supplementary financing 

which - being a species of development finance - has necessarily a long-term 

character, as we have had occasion to point out. This approach - where the 

access to other sources of finance has been envisaged beforehand - is one of 

the elements which allow the provision of the needed finance by the Scheme 

with certainty and speed. 

The repeated references to the possibility of a time-consuming sequence 

in the utilization of other sources of finance which might be ~vailable for 

the financing of the unexpected shortfall have convinced me that some parts 

of t he Report do not convey the idea which is clearly expressed in page 8 

of the Study. In the first paragraph of page 8 the Study states "the Agency 

would have the essential objective of the Scheme, i.e., to provide needed 

finance with certainty and speed on appropriate terms in order to avoid 

disruption of development programs, so long as members act in accordance 

with agreed development policies". On the same page in the section dealing 

with the "effective understanding with the Agency+ it is specifically noted 

in (iii) that the use of available reserves and other sources of external 

credit would be part of this understanding. Since this understanding would 

be formulated at the beginning of the projection period the problem of ascer

taining what other possible sources of external credit would be available 

would not be left to the time of the export shortfall. The Report repeatedly 

emphasizes that the Scheme provides for certainty, adequacy and timeliness in 

providing the needed assistance to meet the shortfalls. 
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Then there is the question of the estimated 

million annually which is indicated in the Study 

the in the Study -

suggested might of course prove inadequate 

out to be excessive". The approximation that we suggested 

the result of a 

A number of representatives 

indicated their agreement with this judgment; some doubts were . 

however, expressed by a few. It is conceivable that the countries 

providing funds might prefer to adopt a different attitude towards 

the determination of the initial magnitude of the Scheme. However, 
.... 

the possible financial demands on 

the Scheme can only be done after the operative details of the 

Scheme have been spelled out. The amount we suggested was derived 

from our conception of the character and scope of the Scheme . 

~rhaps it should be emphasized that the contribution 

of a supplementary financial scheme to the growth of the developing 

countries cannot be measured only i~erms of the absolute amount of 

funds which might possibly be loaned out to a country under the 

Scheme. It is the confidence that good development programs and 

policies can go forward without fear of the effects of a major upset 

from unexpected declines in export earnings and the results of the 

close collaboration between extenders and recipients of development 

finance that are the most important benefits of the Scheme. 

May I approach the end of my remarks with a reference to the 

which would administer the Scheme . The Study da{t-b!U'I),U. I~ 

that the choice of the Agency could be best made after the exact 



should be attached in one way or 

another to the fact that the International Development Association -

which was mentioned in the UNCTAD Resolution - was not indicated in 

the Bank staff Study administering agency for the Scheme . 

~----~_of Cot<. f Sf' J 

We certainly agree-, , with the point that the Agency is 

iwportant in the operations of the Scheme . ~ 

MaP.r finish by saying tha~ .t!a.Ve""Oeen g:laa tO~ b';;e~ 
of some help to you in coping with your highly important and urgent 

responsibility and that we remain at the disposal of the Committee 

for further clarification~·~~~~~~~~~~~li&;~ • 
Perhaps I may be allowed 

question raised. I was most glad to of statements 

stressing the need to increase the flow of basic development 

and to extend this assistance on more concessional terms . 

froM of o n o r q -"' c( 

f ~' J:.no;c; ()# 

~/ 
"""~ 

------------------~'~ 
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Comments on Issues about Supplementary ~nance Study 
Raised in Mr. Macone's Report of DAC Meeting 

Many of the points raised at the DAC meeting are closely related 
to the points suggested in the agenda for the UNCTAD meeting. Therefore 
we shall only comment on these points by indicating the places where they 
are covered by our comments on the UNCTAD agenda. 

The French position on the need to improve the organization of 
markets, rather than deal with the consequences of instability, is covered 
by our conunent on Question 2 (a) of UNCTAD agenda, where we point out that 
the two approaches are not mutually exclusive and may be carried on simul
taneously. 

The question about the credibility of the figure of $300 to $400 
million per year is answered in our comments on Question 5 (a) of the 
UNCTAD agenda. 

In addition to these general points, some comments are made on 
some specific questions raised at the DAC meeting: 

a) Could the Scheme take action to deal with a shortfall if, 
in prior consultations with the Fund, the country in question 
was unable to obtain the latter's approval of its policies? 

This question is partly answered by our comments on Question 4 (e) 
of UNCTAD agenda. The main point is that conflicts between the conditions 
of the Agency and the Fund are unlikely, but in any case, it is the under
standing between a country and the Agency that would be operative. 

b) Was it really likely that overages incurred before a shortfall 
could be recovered at some later date from a less developed 
country, i.e. how could they be prevented from being diverted 
to other uses in the intervening period? 

The Study does not propose that overages incurred before a shortfall 
should be recovered from a member country. It proposes that prior overages 
will be deducted from subsequent shortfalls to determine the extent to which 
the member country is eligible to get assistance from the Scheme; it is 
hoped that this provision will be an incentive to prevent the overages 
being diverted to other uses. 

c) Could a country which was not living ~all of its commit- ( 
ments to the Scheme realistically be pe d from it entirely, 
considering that such a step would imp its eligibility to 
receive any aid at all? 
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It is expected that the commitments to the Scheme will be of the 
same general character as the conditions for all types of development aid. 
Therefore a country not meeting the test of performance, may lose its 
eligibility for aid on that ground, and not because it is likely to be 
expelled from the Scheme. 

d) Would less-developed countries be willing to accept the degree 
of surveillance implied in the Scheme in exchange for the 
limited additional aid they might possibly receive? 

It is expected that the sort of cooperation between the Agency and 
the member countries would be the basis of more fruitful aid negotiations, 
and it is therefore hoped that the less-developed countries would accept 
such conditions. In any case, it is expected that such conditions are the 
same as are at present being accepted in the case of many countries, 
especially those with Consultative Groups, etc. 

e) Were less-developed countries realistically in a position to 
honor the conditions that would be laid down by the Scheme? 

It is expected that the conditions laid down by the Scheme would 
be realistic and would take account of the particular circumstances of 
individual member countries. 

f) Is the Scheme workable in the absence of a separate agreement 
to insure meeting the resource and foreign exchange gaps? 

The basis of the Scheme would be a realistic development program 
in the member country, based on clearly foreseeable resources, including 
all sources of foreign aid. This means that for the country to be 
able to discuss with the Agency its .development program, the partners which 
are extending aid will have to give the recipient country an indication of 
how far they are willing to go in their support of its development program. 

g) Since drawings from the Scheme would be heaviest in times of 
commodity declines, this would create problems for primary
exporting donor countries (e.g. Australia). 

It is expected that contributions to the Scheme would be made ahead 
of needso 

h) Could the Scheme realistically operate at the project level or 
would it not really have to settle for giving general financial 
assistance? 

The Study proposes that 'it could be left to the discretion of the 
Agency to work out an agreement with the member country as to how the 
finances would be applied to ensure that the development program could go 
forward'. (p. .59). As the Study itself states, in many cases nit would be 
very difficult, if not impossible, to implement the Scheme through the 
project approach or any other approach which would entail significant delays.n 



Answers to the Questions Submitted by UNCTAD 

Q.l{a) Is it agreed that developing countries frequently face •problems 
arising from adverse movement in export proceeds which prove to be of a 
nature or duration which cannot be dealt with by short-term balance of 
payments support. n 

Answer The purpose of the Scheme for supplementary finance as suggested 

in the Bank Study is to protect the development programs of developing 

countries from disruption resulting from unexpected shortfalls in a country's 

export receipts. The adequacy of existing mechanisms for providing short-

term balance of payments support to schieve the purpose of the Scheme in 

the event of a shortfall would depend on the duration of the shortfall. 

If the shortfall is self-cancelling in time, that is, a year of shortfall 

is followed by a year of overages within the same projection period sufficient 

to cover the previous shortfall, the short-term assistance extended during 

the period of shortfall could be re-paid during the year of overages without 

disrupting the development plan. 

The analysis presented in Annex IV (see Table 10) of the Bank Study 

shows that neither the duration nor the depth of the past shortfalls was 

such as could be adequately dealt with by short-term assistance. Simulating 

the experience during 1959-63 no doubt suggests that, for all the sample 

t -.----coun r1es comb~ned, gross overages would have been larger than gross shortfalls; 

but as we point out in the Study only a small part of these overages, namely 

around $60 million per annum for the 18 countries, could have been used to 

finance shortfalls under the rules of the Scheme, as suggested by the Bank. 

Nearly 80% of the gross overages took place in five countries which either 

did not experience any shortfalls or suffered only modest losses. Under the 

suggested rules, overages of one developing country could not be used to 
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offset shortfalls of another. Consequently, a large proportion of gross 

overages experienced by the sample countries was simply cancelled in the 

terminal year of the projection. This result led us to the conclusion that 

there was in fact need for long-term development assistance to make up for 

the shortfall. Short-term assistance under the circumstances would not 

;r have served the purpose since most of the countries experiencing shortfalls 

~~ did not experience adequate overages to be able to make quick repayment. 

Since the purpose of the UNCTAD proposal is to prevent the disruption of 

development plan, it is suggested that assistance to cover the unexpected 

export deficit be extended in the form of long-term development finance as 

far as possible rather than short-term balance of payments support. 

As of now, the only source of short-term emergency finance designed 

specifically to meet the problem caused by unexpected shortfalls in the IMF 

compensatory financing facility. In order not to duplicate the functions of 

this facility, the Scheme suggested by the Bank comes into operation only 

after all reasonable use has been made of the Fund facility. If the Fund 

facility had existed since 1957 or 1959 (actually it was established in 1963), 

and if allowance is made for the quantitative limit on cumulative claims, 

defined by the size of the compensatory facility, the 'Simulation ~ercise' 

in the Study suggests that "the present IMF compensatory facility cannot be 

expected o play a major role in financing shortfalls of_ the type envisaged 

under the Scheme" (p.63). For the sample of 18 countries in the Ex:ercise, 

drawings on the compensatory facility would have averaged around 9% per annum 

of the gross aggregate shortfall. (In keeping with the Fund practice, this 

is based on the assumption that members repay the IMF, in equal amounts, in 

the fourth and fifth year after each drawing). 
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Thus our conclusion has been that the developing countries do 

indeed face problems arising from adverse movement in export proceeds which 

j are of a nature or duration which cannot be adequately dealt with by short

/ term balance of pq.yments supp::>rt, if 1 adequately 1 is to be defined, in the 

/ sense best conducive to long-term development. There are indeed a number 
I 
f -----·-··--·- --· -··' 

of developing countries whose overall financial position is quite ca.fortable 

and which may have easy access to the IMF. ~port shortfalls in these cases 

may be financed in large part from the IMF. If this were done, this would 

reduce the burden on the resources of the Agency itself. But for a number 

of countries, IMF facility may be too limited. As the IMF report on 

"Compensatory Financing of EKport Fluctuations 11 points out, nit would be 

shortsighted to think that a country would be fully justified in borrowing 

a relatively large amount on short term to compensate for an export shortfall 

while totally disregarding the amount that it had already borrowed on short 

term for other purposes • • • If there are any sensible limitations on total 

short-term borrowing, these limitations should be taken into account not 

only by the borrowing country itself but also in the policies of the inter-

national agency extending the credit. 11 

Q.l(b) Are there circumstances, beyond the control of developing countries, 
other than 11adverse movement in export proceeds" in which developing countries 
might face disturbances to their balance of payments, and hence disruption 
of their development programs, of a nature or duration which cannot be dealt 
with by short-term balance of payments support? 

Answer Yes, such as adverse movements in import prices, catastrophies 
and disruption of long-term aid programs f:See Answer to Q. 3 (c)] 



Q.2(a) e orm of an internationally 
administered programme for the provision of supplementary finance? 

Answer The question addresses itself to two problems: 

·I a) Whether to correct the basic causes of the instability of expo 

receipts through intergovernmental agreements to intervene in 

the markets for primary products or to seek remedy for its 

consequences, via financial schemes; 

b) If the second course of action is accepted, should it take 

the form of an internationally administered program? 

The Bank Study's answer to the first problem is that the two 

approaches are not mutually exclusive. The existence of effective commodity 

. ..r' agreements - which stabilize prices and thus diminish the likelihood of 

~-~ unexpected export shortfalls - may help the suggested Scheme to achieve its 

r~ ~( 1~ goals, both administratively and financially. It will become easier to 

l/- establish the reasonable price expectations that influence the projected 

~~ 
(}if 

r t . . expor ea~ngs. With a lesser degree of price variations, the claims 

against the Scheme would be reduced. 

J 
Although for purposes of assuring a given level of foreign exchange 

1 earqings the Scheme could be superior to the existence of commodity agree-

' ments, these also have objectives beyond the purview of the Scheme - such as 

dampening price fluctuations and insurance of steady supplies of commoditiees -

which will help primary products exporting countries to retain markets 

threatened by substitution or economizing measures. Moreover, they can 

facilitate the harmonization of production policies, thus contributing to 

·um in world markets. 
I' 

Having established that there is room for the operation of both 

policy instruments, the second problem is how to provide for the supple-

mentary financing. 



.,_ 

- ' -
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This is to a large extent determined by the basic characteristics 

of the unexpected export shortfall which is to be taken care of: 

a) possibility of disruption of a development program; 

b) being beyond the country' s control. 

The flow of supplementary financing is not to take place in 

isolation but fits into a wider context, within which the development 

program of the country was considered feasible, given, among other things, 

the reasonably expected exports and the foreign aid decisions. 

The function of the Scheme is to see that growth objectives which 

were initially considered attainable will remain so, in the event that 

exports - usually the most important single source of foreign exchange -

fail to provide the expected amount. 

Given the initial acceptance of the growth objectives - which 

were agreed upon and backed by the necessary foreign aid decisions - the 

objective of the Scheme is to insure that - after the country has made the 

adjustments which could be called for under the circumstances - the flow of 

long-term finance will be adjusted to take up the shortfall in the export 

proceeds. In this way, it will be possible to eliminate or substantially 

reduce the delay in achieving growth objectives which were considered 

acceptable and feasible. 

On the other hand, to receive this insurance as to the projected 

export proceeds, it is obvious that the shortfall must have been beyond the rJ 
country's control. The ,nl way to make this rule operative is to define 

them as those adverse movements which are not related to the pursuit of 

certain policies, as previously agreed upon. 

Such a Scheme - in which the compensation of export shortfall, is 

tied to the achievement of growth objectives and the shortfall beyond the 
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country's control - cannot be automatic. It has to be administered by 

an Agency, which will work in close collaboration with the country. 

It can, however, be operated in such a way as to enjoy the 

advantages of an automatic system, such as certainty and timeliness of 

the needed help when the occasion calls for it. 

Q.3(a) That shortfalls in export earnings must be measured against 
~ )'?bj ecti ve estimates: if so, do proj actions of the type provided for in 

1.. 
0 
// the Bank Study constitute an acceptable method? What would be the relation

--' ~ 1\) ship between Bank and Fund calculations of shortfalls, and what is the f ~.r 3V rationale of the differences in methodology? 

((;/J )- Answer The Scheme suggested by the Bank is based premise that the 

v'V reasonableness of an export projection, shortfalls from which are to be 

internationally financed, should be subject to agreement between Agency and 

the country. Reasonableness of an export projection can only be established 

if these estimates are objectively derived in the sense that they reflect 

a careful appr~s~~ the economic trends in the world market for commodities. 

free exchange of information and opinions between the Agency 

and the country concerned. As we say in the Study, ttDiscussions and agree-

ments on such projections should become part of the regular work of the 

Agency in member countries. Such an exchange would provide an opportunity 

for the reconciliation of conflicting judgments regarding the future; the 

Agency's economists in cooperation with those of other international agencies 

and their opposite numbers in member governments would thus pool their know-

ledge to formulate suitable export expectations. The result is likely to 

be even better projections than are now possible." (p.37) The agreed pro-

jections are not the Agency projections as distinguished from the country 

projections, but projections arrived at through Agency-Country cooperation. 
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~ .. ~ ......... """'""' 
The Bank method of projecting exports and its reliability are 

discussed on pages 30-37. The IMF method of calculating shortfalls after 

the event has occurred and the rationale of the differences in methodology 

are discussed on pages 28-30 of the Study. 

Should the following criteria be applied? 

Q.3(b) !hat shortfalls must be of a nature of duration which could 
not adequately be dealt with by available short-term balance of payments 
support. 

Q.J(e) That supplementary finance is residual finance, granted only 
after reasonable use has been made of other available sources of finance, 
including any previous earnings, during the projection period, in excess 
of the agreed export projection. If so, how is "reasonable use of other 
available sources" to be interpreted? In particular, should such use 

1 extend only to the compensatory financing facility of the International 
Monetary Fund, or to the ordinary gold and credit tranches as well? 
In what circumstances would a country be required to draw dovm its 
reserves before receiving assistance. Would "other sources of assistancen 
~o be utilized prior to operations under the scheme include credits 

~ ~ bearing market rates of interest? 

Q.6(b) Would the proposed Scheme provide assistance if, as cited in >< K )( 
Note 2 (ii) of resolution A.IV.l8, ·~en the IMF drawings were due to be 
repaid, exports had not recovered sufficiently for this to be possible 
without disruption of development"? What would be the situation if a 

~ country, in agreement with the agency, resorted to other sources of 
borrowing to meet a shortfall in export earnings? If exports did not 
recover sufficiently to permit repayment of these loans without disruption 
of the country's development programme, would the proposed scheme provide 
a-ssistance for that country? ><·;< 

F.irst of all it is useful to clarify that the criterion 3 (b) is 

e sense that the Scheme would offset "persistent 11 unexpected 

shortfalls, ntemporary" ones being financed elsewhere, e.g., by the IMF. 
I' 

Operational implementation of the criterion of persistence requires 

an ex-ante judgment regarding the duration of export shortfalls and it is 

not at all sure that such judgments can be substantiated. There is no known 

analytical technique which permits the quick separation of deviations in 

exports 

--changes in the trend. _ __, 

-
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The way the Scheme is to operate, however, insures that temporary 

fluctuations around the "expected" annual value of exports for the planning 

period will be self-cancelling; that is, overages which occur during the 

period will automatically cancel the registered shortfalls. 

The meaning of the criterion is that there might be countries 

whose external debt situation was such that, given an export shortfall, 

it would not be possible to have them finance@through additional short 

or medium-term debt. 

The objective of the Scheme as such is to provide long-term 

financing for an export shortfall, after allowing for the part of it that 

can be absorbed without disrupting the developnent program. 

Given the need to economize the Scheme's resources, the country 

is, however, expected to use other available sources of finance even though 

they may be of a short or medium-term nature, including all IMF financing 

possibilities. The idea of having the Agency act as a residual lender insures 
r-------------- - . 

that maximum use will be made , of those_ other sou~ of finance. This way 

of acting is understandable because there is no definite way of knowing, 

beforehand, the nature of the shortfall. 

Having agreed with the country that it would, to a certain extent, 

use short or medium-term financing to offset the shortfall, the Agency has 

to face the question of what happens at the time of payment of_thepe deots, --------if exports have not recovered and show an overage above the reasonable 

expectation. 

If such a situation would arise and other possibilities of refinancing 

did not exist, the problem arises whether the Scheme will take care of the 
......-----

refinancing on a long-term basis. The Study does not take a definite position 

on this matt;r but points out that the need for resources would be grea~er 
'-------

and that, in any case, the proolem would not arise in. the.. early years of the 

working of the Scheme. , 
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Q.3(c) That shortfalls must result from causes beyond the control of 
the affected country. Should such causes be confined to those affecting 
export earnings, or should they be extended to those affecting other 
external receipts or import expenditure? 

Q.6(a) If it is agreed that the administering agency should be given 
extensi v~,9:is~tiqn in deciding jVhether or not to provide supplementary 
assistance in particular cases, should such discretion-be~arged' to 
include problems affecting import expenditure, as well as export earnings 
including, for example, problems of rising import prices~- or of unforeseen 
import requirements resulting from a series of crop failures? 

£) j 0. r Answer The position of the Bank Study on 1cause of shortfalls' is 

~ ~~('- described on p. 38. 

}..-'t~- f-v-·__..c The Scheme suggested in the Study was designed to prevent dis-

ruption of a development program because of one specific uncertainty, 

i.e. export shortfalls. 

Apart from export shortfalls, ant element in 

/ the balance of payments which might disrupt the development program of a 

country is an unexpected increase in the prices of its imported goods. 

Ideally, as we say on p. 64 of the Study, "export shortfalls probably should 

be calculated in real terms, i.e. after taking account of unexpected move-

ents in import prices, because this would indicate the unexpected change 

in the ability to purchase a given volume of imports resulting from an 

unexpected decline in export proceeds. 11 The UNCTAD resolution had in fact 

suggested that in appraising the disruptive impact of unfavorable export 

movements, note should be taken of 11adverse effects from significant rises 

in import prices". This could be done by concentrating attention on unfore-

seen deviations in the international purchasing power of exports - the income 

terms of trade - rather than export earnings per se. 

The results of the Simulation Exercise, however, do not take 

account of changes in import prices for the reason that it was not possible 

to measure changes in import prices within a reasonable margin of error. 

? 
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For several countries in the sample, index n~mbers of import prices were 

simply not available; for others the quality of the existing index numbers 

raised serious questions regarding their usefulness. The problem was parti-

cularly acute with respect to measuring changes in prices of capit~l goods, 

a category which bulks large in the total import bill. Actually, for the 

purpose of estimating the likely magnitude of operations under the Scheme, 

we could assume that consideration of import prices would make little differ-

ence since the weighted index number of import unit values for all develo~ng 

countries combined, did not show any marked changes during this period. 

Imports of the developing countries generally consist of a more diversified 

list of goods, and are mostly of a character, in any case, whose prices are 

more stable than the prices of their exports. 

Another factor which may disturb the balance of payments estimates 

l is a domestic catastrophe, such as massive crop failure or an earthquake. 

This may also at times be of a nature and duration which call for grants or 

long-term assistance, but these are best dealt with at the time of emergency 

as is the case now. 

Yet another uncertainty which might lead to a disruption of the 

program relates to the expected flows of long-term aid. The Scheme does 

not cover this uncertainty. Rather the hope is that the successful operation 

of the Scheme and its operational co-ordination with other long-term aid 

agencies, such as the IBRD and other bilateral agencies (as for instance in 

the case of consultative groups or consortia) would reduce considerably this 

other uncertainty pertaining to long-term aid. To quote from Mr. Friedman 1 s 

statement before the Trade & Development Board, "I believe that the scheme 

would provide both an incentive and a focus for international cooperation 

on a new and more fruitful basis. - - -. Since the development programs 

of participating members and the policies for their execution would be the 

7 
/ 
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the subject of agreement with the agency, the scheme would provide a 

framework within which the international community could more readily 

judge the requirements for external assistance of all types. 11 (p. 10). 

Q.3(d} That all feasible domestic adjustments are made short oi adjust-
ments that would disrupt development programs. What type of adjustments 
is envisaged here? For example, should such adjustments include ttnot 
encouraging continued investment and output in export sectors when world 
demand is falling, re-examining and adjusting some public expenditures to 
ensure the postponement of the relatively less urgent or less important, 
or altering the tax structure to the changed conditions"!/ In the event 
of a reduction in planned investment in the export sector, necessitated 
by an important structural change in world demand or supply, should 
correspondingly larger investments be made in diversifying the rest of 
the economy, and in what way should the financial facilities provided by 
the scheme assist in this task of diversification? 

Answer The Scheme is predicated on the premise that the problems of 

instability and sluggish growth of the export receipts of developing 

countries can in the long run be solved through sustained development and 

diversification of the production and exports of primary product exporting 

countries. The purpose of the Scheme is to facilitate this continuous 

growth process by protecting a development program from disruption due to 

unexpected factors, rather than to relieve the country concerned of all 

burden of adjustment. Even in the event of an unexpected shortfall, there 

are various adjustments that a country can make without disruption of the 

development program. (See p. 49-52). The Scheme does not absolve the country 

from taking all reasonable action that it can on its own before taking 

recourse to the resources of the Scheme. To the extent feasible, the 

understanding on the action that the country can take without jeopardizing 

its development process in the period of a shortfall would be a part of 

1 the pri~r country and the Agency (See p. 8). -----
y Bank Study, p. Sl. 
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The answer to the last part of the question is on p. 52 of the 

Study. The Scheme itself cannot finance the entire cost of diversification -

this important and time-consuming task must be a part of the whole planning 

process and its cost a necessary ingredient in judging the total external 

assistance requirements of a country. The level of assistance available 

from the Scheme would be measured by the extent of unexpected shortfall 

rather than the cost of diversification. If a general recasting of the 

development strategy were thought desirable in response to the emergence of 

f an unexpected factor, the Agency would help in identifying effective measures 

I for diversification of output and exports and provide the amount of assistance 

to which the country is eligible under the rules of the Scheme. 

/' Q.3 (f) That when a shortfall occurs which cannot be offset by other 

.--.., 

means, assistance must be timely and certain. 

Answer If the primary purpose of the Scheme is prevention of disruption 

of the development, the assistance from the Scheme should be forthcoming 

before the effects of the unexpected shortfall are felt in this economy. 

The assistance therefore has to be timely, in the sense that it should be 

available at a time and in a manner so that it is most effective. :c~-• 

b ~e commitment to provide assistance on the part the 

Agency is the counterpart of a country's commitment to pursue agreed policies • 

and A country would have an incentive to enter 

into the latter understanding with the Agency only if it is certain that the 

Agency would keep its side of the agreement. 

Q.4(a) Is it agreed that the provision of development assistance, 
whether in the ordinary way or in the form of supplementary finance, may 
be made conditional upon satisfactory performance by recipient countries 
in the carrying out of development programmes? Should a new relationship 
be established ubetween individual developing countries and the inter
national community through which the incentives and prospects for effective 
internal development performance would be greatly strengthened?" 
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Answer Especially in recent years, individual donor countries providing 

development assistance have been increasingly concerned that there should 

be some performance conditions on such assistance. Whether it is agreeable 

or not depends, of course, on the nature of such conditions. In the case 

of the Scheme for Supplementary Finance, the conditions that are proposed 

V will be only concerned with the efficient implementation OJ,Q~~~n agreed 

development programmes, and to ensure that the shortfalls of export earnings 

shall not be due to the policies of the developing countries themselves. 

It is expected that these conditions will be the result of an :_~~ .,.~a 
between the Agency and the member, which reflect a meaningful consensus 

about goals to be achieved in a development process. At the same time, 

"the developing country's willingness to discuss policies and to receive 

suggestions from abroad would increase considerably if such an exchange 

of views were likely to result in arrangements regarding long-term foreign 

aid as well as supplementary finance. 11 (p. 55) 

The Scheme is based on a relationship between individual develop-

ing countries and the international community through which the incentives 

and prospects for effective internal development performance would be 

greatly strengthened. usomething like the proposed discussions and 

development plan reviews already take place under the existing consortia 

and consultative groups; it is also similar to the IMF 1 s consultations 

under stand-by arrangements and Articles VIII and XIV. (p. 53) Thus, 

"these activities would be of essentially the same character as those now 

becoming increasingly widespread as part of the process of providing develop-

ment finance, but with more emphasis on good perfonnance and on assuring 

that growth would not be retarded because of developments beyond the control 

of the recipient country. n (p.4) This is a part of their (developing countries) 
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regular relationships with a number of worldwide and regional international 

agencies. Ho1-rever, it is realized that th cheme would impose upon them 

a heavier burden of accountability for performance than many have been 

accustomed to in the past. It is believed that the~heme would provide 

both an incentive and a focus for international cooperation on a new and 

more fruitful scale. (Mr. Friedman's statement before the TD Board, p.lO). 

Q.4(b) Is it agreed that the primary objective of supplementary finance 
is to avoid disruption of development programs? 

Answer Yes, but it is also hoped that the procedures suggested in the 

Study would play a part in improving 'the international atmosphere in 1-1hich 

the problems of development are approached.' (Mr. Friedman's Statement, p.ll) 

and in particular to help solve some of the problems of long-term develop-

ment aid, on the basis of which to draw up development programs. 

Q.4(c) Performance requirements 

Assuming that the need to meet certain performance requirements 
is accepted, should such requirements be limited to the results to be 
achieved by development programming or should they be extended to the 
particular policies whereby such results are achieved? 

Answer The purpose and mechanism of operation of the Scheme demand that, 
besides an effective understanding on a quantitative basis which would define 

the development program and its financing plan, including a balance of 

payments projection comprising the export projection, agreement should be 

reached between the Agency and the country on a set of policy measures which 

would be presumed to lead to the achievement of the desired growth objective. 

This policy package should not be too detailed, but Should include the major 

criteria and policies. Moreover, it would not be frozen at the time of the 

consultation. Economic ~es require revisions in response to changing 

circumstances, 
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a five year plan. This would be achieved through 

sultations, at appropriate intervals, between the country and the Agency. 

The purpose of the Scheme is to provide financing only for 

unexpected export shortfalls which ~e beyond the country's control. 

~ve CJperational meaning to this requirement rela 
it 

to the agreed policy package. As long as the country would be adhering to 

it, the unexpected shortfalls would be considered to be beyond the country's 

control, and the country could count upon the Agency to finance it. 

Q.4(d) Should the performance requirements be the same in providing 
supplementary finance as in providing ordinary development assistance? 

Answer Yes, because supplementary finance is development finance, 

intended to assist developing countries to car~ out realistic development 

programs. 

Q.4(e) To what extent would the performance requirements under bilateral 
aid programs, as well as under stabilization programs of the IMF be identi 
with performance requirements under the proposed supplementary financing 
scheme? How is coordination to be achieved? What is to be done in case , 
of conflict. -·-....... - ·-· ·- ... --- _...._. -----
Answer "The policy package acceptable to the Agency or to other suppliers 

of foreign capital cannot be defined in general or detailed terms applicable 

uniformly to the great variety of countries falling into the category of 

developing countries" (p.55). Hence, there can be no fixed performance 

fl 

requirements for the Scheme, but the basic idea is to ~~r~o:~ the efficient 

These requirements will be 
-· 

the same as for other aid agencies, insofar as the other agencies are also 

concerned with the same objective. The coordination would be based on 'full 

collaboration with existing international agencies, such as the IBRD and IMF' 

(p.lO). It is unlikely therefore that there will be cases of conflict, but 
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in such a case, it is the understanding between a country and the Agency 

that would be operative in providing supplementary finance under this Scheme. 

Q.5(a) According to the Bank Study, "$1.5 billion to $2.0 billion would 
be required for an initial experimental period of fi. ve years." It is 
further stated that this estimate is a small part (about 20 percent) of the 
figure of the gross shortfalls that emerged from the statistical analysis 
of past shortfalls between export projections and actual realizations. 11 

Are the arguments for the $300 million to $400 million per year figure reasonable? 

Answer The quantitative evidence, considered in Annex IV, suggests that 

a global supplementary financing scheme might have to have external resources 

sufficient to cover annual aggregate shortfalls from medium-run expectations 

amounting to around $1..6 billion per year. It was also estimated that the 

use of the IMF compensatory finance facility and the use of overages earned 

by countries would reduce the requirements to about $1.2 billion per year. 

There are, in addition, a number of other considerations which would reduce 

the financial requirements for the Scheme. These considerations are: 

(i) The close consultations between the Agency and the members, 

envisaged in the Scheme, would bring realized exports closer 

to projections, and thus reduce the magnitude and frequency 

of unexpected shortfalls. 

(ii) The emphasis on policy performance would also reduce the 

frequency, magnitude and persistency of shortfalls since, in 

the past, shortfalls have at times been the r~sult of inadequate 
'-------- ~·-----·' 

domestic policies. 

It is uncertain how· many developing would be able to 

qualify under the Scheme, in the ~y years. 

(iv) In meeting an export shortfall, account would be taken of 

other available foreign exchange resources. 

( v) Consideration would be given to feasible internal adjustments 

that would not disru~t the development programs. 
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These considerat,ions suggest that the financial requirements for 

the Scheme, in its early years, would be considerably less than the figure 

arrived at in annex IV. The effect of these considerations cannot, unfortunately, 

be quantified in any precise way, but we have tried to use our best . judgment 

in taking account of these factors, in order to get a suitable figure with 

which the Scheme could start operating. In any case, the figure of $300 to J 
1 $400 million per year on the average was based on the idea of gradually 

adjusting the resources of the Scheme to the need for supplementary finance. 

Q.5(b) Is it agreed that the administering agency should tailor the terms 
and conditions of supplementary assistance to the overall financial and 
economic position of the country concerned and that the "terms should be 
similar to those being used for the extension of development finance for normal 
purposes by the various international lending agencies"? 

Answer The objective of the Scheme is to supply long-term finance to offset 

the unexpected export shortfalls. The specific terms of loans, however, -

rate of interest as well as maturity - should depend upon the financial and 

economic position of the country, particular attention being given to its 

debt servicing capacity. Although the terms would vary from case to case, 

the Scheme should be prepared to extend funds on concessional terms in many 

countries. The objective would be to let the member know in advance as far 

as feasible what terms to expect. 

Q.6(c) Should all adverse movements in export earnings (or import 
expenditure) that can be foreseen be excluded from the scope of the Scheme? 

Answer The Scheme is not designed to compe ate for projected deterioration 
~ 

in export prices or expected stagnation in export earnings. As the UNCTAD 
A 

resolution says, "To the extent that these (adverse export movements) could 

be prescribed in advance they could be taken account of by developing countries 

for planning purposes." Whether the outlook is for a boom or a recession, 

the export expectation is a datum for the purposes of the Scheme. The problems 
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of accelerating exports and of expanding the flow of long-term foreign 

aid necessary for securing satisfactory rates of income growth in developing 

countries fall outside the scope of this UNCTAD resolution, although they 

were the subject of others.!/ 

The Scheme thus does not provide assistance to countries experienc-

ing a foreseeable decline or stagnation in their export earnings. In such 

circumstances the country presumably might attempt to persuade aid-givers 

to provide additional assistance in order to allow it to mount a larger 

development effort and thus hasten the process of needed diversification, 

if it believed such expanded effort was within the limits of its absorptive 

capacity. 

l/ UNCTAD Final Act Annex A II.l, Part II A recommends that developed 
countries lower tariff and non-tariff barriers on imports from developing 
countries. Annex A IV 1-2 lays down the guidelines for foreign aid and 
recommends that developed countries endeavor to provide a minimum net 
amount of financial assistance to the developing countries approaching 
as nearly as possible to 1% of their national income. 
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UNITED NATIONS 
UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT 

Ref. No. EC 231/3(2-8) 8 March 1966 

Dear Mr. Woods, 

In accordance with the rules of procedure of the Committee 

on Invisibles and Financing related to Trade, I have the honour 

to inform you that the resumed first session of the Committee will 

be held at the Palais des Nations, Geneva, from 13 to 20 April 1966. 

The first meeting will commence at 11 a.m. 

The Committee will have before it the report of the 

International Bank for Reconstructionaod Development on supplementary 

financial measures (TD/B/43). 

Should your Organization desire to attend the session, it wo~d 

be appreciated i£ you would communicate to me at the Palais des 

Nations, Geneva, at your early convenience, the names of the 

representatives whom you have designated for this purpose. 

Yours sincerely, 

(Raul Prebisch) 

Mr. Go D. Woods 

President 
. . 

etc. 
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FORM No. 58 

TO: 

FROM: 

SUBJECT: 

INTERN'ATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR . 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman 

Bimal Jal~ereira-~and Sundrum ~' 
Comments on the Supplkmentary Finance Stud;! 

DATE: April 4, 1966 

We have discussed the questions about the Supplementary 
Finance Study raised in the Agenda for the UNCTAD meeting and in 
Mr. Macone's report of the DAC meeting and are enclosing our comments. 
We have also put down some remarks on certain general issues in our 
introductory note to our comments on the UNCTAD agenda. 

Professor Isaiah Frank has seen these papers and discussed 
them with us. We have incorporated his comments as well • 

• 
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United Nations Conference on Trade and Development 

TRADE AND DEVELOPMENT BOARD 
Committee on Invisibles and Financing 

related to Trade 
Resumed first sessi~ 
Geneva, 13 to 20 April 1966 
Agenda item 8 

Distr. 
GENERAL 

TD/B/C.J/19 
10 March 19f->6 

ORIGINAL: ENGLISH 

CONSIDERATION OF THE REPORT OF THE INTERNATIONAL BANK 
FOR RECONSTRUCTION AND DEVELOPMENT ON ITS STUDY OF A 

SCHEME FOR SUPPLEMENTARY FINANCING 

Note by the Secretary-General of UNCTAD 

In connexion with the CommitteeYs examination of the BankYs Study entitled 

Supplementary Financial Measures (TD/B/43) the following headings and questions 

are submitted as a possible framework for discussion. 

1 • . The nature of the problem 

(a) Is it agreed that developing countries frequently face 11problems arlslng 

~~~ from adverse movement in expert proceeds which prove to be of a nature 

~~~~~or duration which c~ot adequately be dealt with by short-term balance 

~ ( c }~ of payments support"?_/ . 

( (b) Are there circumstances, beyond the control of developing countries, other 

2. 

than Hadverse movement in export proceedsH in which developing countries 

might face disturbance to their balance of payments, and hence disruption 

of their development programmes, of a nature or duration which cannot be 

dealt with by short-term balance of payrr.ents support? 

Character of the solution 

(a) Should the solution take the form of an internationally administered tt:::'; ~p programme for the provision of supplementary finance? 

J 
~~~Final Act, annex A.IV.l8, para. 1. 

~06266 / ••• 
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3. Criteria for the provision of supplementary financeg/ 

Should the following criteria be applied? 

(a) 

(e) 

That shortfalls in export earnings must be measured against objective 

estimates: if so, do projections of the type provided for in the Bank 

Study constitute an acceptable method? What would be the relationship 

between Bank and Fund calculations of shortfalls, and what is the 

rationale of the differences in methodology? 

That shortfalls must be of a nat~ or duration which could not adequately 

be dealt with by available short-term balance of payments support. 

That shortfalls must result from causes beyond the control of the affected 

country. Should such causes be confined to those affecting export 

earnings, or should they be extended to those affecting other external --re~eipt~ or import _ expenditure? 

That all feasible domestic adjustments are made short of adjustments 

would disrupt development programmes. What type of adjustments is 

envisaged here? For example, should such adjustments include unot 

encouraging continued investment and output in export sectors when 

world demand is falling, re-examining and adjusting some public 

expenditures to ensure the postponement of the relatively less urgent 

or less important, or altering the tax structure to the changed 

conditions"?}/ In the event of a reduction in planned investment in 

the export sector, necessitated by an important structural change in 

world demand or supply, should correspondingly larger investments be 

made in div~rsifying the rest of the economy, and in what way should 

the financial facilities provided by the scheme assist in this task of 

diversification? 

That supplementary finance is residual finance, granted only after 

reasonable use has been made of other available sources of finance, 

including any previous earnings, during the projection period, in excess 

of the agreed export projection. If so, how is "reasonable use of other 

available sources" to be interpreted? In particular, should such use 

1/ Bank Study, p. 51. 

4. 

(f) 

TD/B/C .3/19 
English 
Page 3 

extend only to the compensatory financing facility of the International 

Monetary Fund, or to the ordinary gold and credit tranches as well? In 

what circumstances would a country be required to draw down its reserves 

before receiving assistance?Y Would "other sources of assistance" to be 

utilized prior to operations under the scheme include credits bearing 
/ 

market rates of interest? 

That when a shortfall occurs which cannot be offset by other means, 

assistance must be timely and certain. 

Performance reguirements ~/lJ 71 {'f 
(a) 

(e) 

Is it agreed that the provision of developmentt Mssistance, whether in 

the ordinary way or in the form of supplementary finance, may be made 

conditional upon satisfactory performance by recipient countries in the 

carrying out of development programmes? Should a new relationship be 

established Hbetween individual developing countries and the international 

community threugh which the incentives and prospects for effective 

internal development performance would be greatly strengthenedWf?.2./ 

Is it agreed that the primary objective of supplementary finance is to 

avoid disruption of development programmes? 

Assuming that the need to meet certain performance requirements is 

accepted, should such requirements be limited to the results to be 

achieved by development programmes or should they be extended to the 

particular policies whereby such results are achieved? 

Should the performance requirements be the same in providing supplementary ~,~ 
~;{ finance as in providing ordinary development assistance? 

To what extent would the performance requirements under bilateral aid 

programmes, as well as under stabilization programmes of the IMF, be 

) identical with performance requirements under the proposed supplEmentary· ~ 

~ [ '(1-s.S •'/ financing scheme? How is co-ordination to be achieved? What is to be J I 
1 ~() done in case of conflict? 

8"/.!L l ' ip 

pll l!f Ibid., p. 13. 

2/ Ibid. , p. 5 • 

I ... 
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5. Volume, terms and conditions of supplementary assistance 

(a) According to the Bank Study, tt$1.5 billion to $2.0 billion would be 

"{'\)required for an initial experimental period of five years". It is 

(;; (o 
1 

further stated that this estimate His a small part (about 20 per cent) 

of the figure of the gross shortfalls that emerged from the statistical 

analyses of past shortfalls between export projections and actual 

realizationsn. Are the arguments for the .$300 million to $400 million 

per year figure reasonable? 

(b) Is it agreed that the administering agency should tailor the terms and 

conditions of supplementary assistance to the overall financial and 

economic position of the country concerned, and that "the terms should 

be similar to those being used for the extension of development finance 

for normal purposes by the various international lending agenciesn?Y 

6. Scope of the scheme 

(a) If it is agreed that the administering agency should be given extensive 

discretion in deciding whether or not to provide supplementary assistance 

1 

.JC] ~· in particular cases, should such discretion be enlarged to include 

~.~ problems affecting import expenditure, as well as export earnings -

~~~ including, for example, problems of rising import prices, or of unforeseen 

~~( import requirements resulting from a series of crop failures? 

~ (b) Would the proposed scheme provide assistance if, as cited in Note 2 (ii) of 

4 

r esolution A. .IV. l 8, "when the I MF drawings were due to be repaid, exports 

had not recovered sufficiently for this to be possible without disruption 

of developmentn? What would be the situation if a country, in agreement 

with the agency, resorted to other sources of borrowing to meet a 

shortfall in export earnings? If exports did not recover sufficiently 

to permit repayment of these loans without disruption of the country's 

development programme, would the proposed scheme provide assistance 

for that country? 

(c) Should all adverse movements in export earnings (or import expenditure) 

'V1) 
that can be foreseen be excluded from the scope of the scheme? 

-----
Q/ Ibid., p. 12. 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE . 
CORPORATION ~~v~ 

OFFICE MEMORANDUM 
Mr . Irving S. Friedman DATE: March 1 , 1966 

Paulo H. Pereira Lira~ 
Reaction of Mr . Eduardo Figueiroa of Chile to the Bank's Study on 
Supplementary Financial Measures 

During this stay in New York for the meetings of the Expert Group 
on Trade among Developing countries, I met Mrp Eduardo Figueiroa who 
was participating as an Inter-American Development Bank representative . 
Mr . Figueiroa works in Santiago for Mr . Felipe Herrera as a part time 
consultant dealing with in~egration problems and was also a member of 
the Chilean Delegation to the last session of the UNCTAD Board . 

2. We discussed in a completely informal way the Bank's report 
on Supplementary Financial Measures. You may be interested in his 
reactions to the scheme, which was generally a positive one . He made 
four specific points . 

3 . Firstly, the very broad policy understanding with the Agency 
would be too high a price to secure a rather small benefit (the financing 
of the export shortfall). I pointed out that the Bank's proposal was 
not meant to exist by itself but as a part of a wider framework which 
would include some definition of the total flow of aid which the country 
could expect (see last paragraph on page 54 of Study) . Mr . Figueroa felt 
the Bank should let this position be known more clearly , maybe in 
connection with the next discussion of the matter by UNCTAD . 

4 . Secondly, Mr . Figueroa mentioned that the references to IDA mn 
Part A of the UNCTAD resolution implied that the funds would be provided 
in concessional terms; part B of the r e solution even talks about grants . 
In the Bank's study, however, it is said that "the terms should be 
similar to those being used for the extension of development finance 
for normal purposes by the various international lending agencies" 
(p . 12 of Study) . Mr . Figueroa's reaction is evidently based on the 
summary part of the report, which has just been quoted . The treatment 
of the que stion in the body of the work meets the point (" Although the 
terms would vary from case to case , the scheme should be prepared to 
extend funds on concessional terms in many countries" - p . 60 of the 
Study) . Once again, it seems to me a questmpn of clarification and 
emphasis of the Bank's position with due regard of the feelings of the 
capital supplying countries . 

5. Thirdly, Mr. Figueroa dealt with the need to have an idea of how 
the Bank's scheme would articulate with the Fund's system of compensatory 
financing . He feels this question will be raised when UNCTAD meets to 
examine the proposal . This was the reason he gave for the recommendation 
he tried to get approved by the Board, urging the Fund to accelerate 
its study on the matter . (The proposal was approved by the Board without 
reference to! the Bank's study, as he had originally suggested). 

6 . Fourthly, Mr. Figueroa said very explicitly that the World 
BANK Group was the agency that should be in charge of the scheme . 
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Friedman 

Prebisch 

Friedman 

Prebisch 

.. . 

February 28, 1966 

Meeting on February 25 - Prebisch, Friedman & Consolo 

UNCTAD Committee on Invisibles and Financing 

Bank Supplementary Financing Report 

1) Bank wants to help Prebisch to ensure the successful 
meeting of Committee 

2) UNCTAD must register success 

3) How does Prebisch see this meeting? 

4) Preliminary general discussion followed 

5) by perhaps working party 

6) No 

7) Meeting must not 
discussion 

be ~:::r for political and general 

8) Meeting must be technical 

9) to be technical and worthwhile, representation should 
be at the highest technical level of Governments 

10) to ensure such representation, timing and duration now 
envisaged are not practical because 

a) through Easter week 

b) too long 

11) meeting should not last more than three whole days , if 
representation as suggested in 9) above, a very useful first 
technical discussion can be achieved and recommendations 
could then go to political level at 4th meeting of T & D 
Board in September, 1966 

l2) Meeting could most usefully be held April 12/13 to 14/15 

13) Meeting should not present draft resolutions, there should be 
no voting, there should be no "confrontation". 

14) ~ppreciates suggestions and goes along with them 

15) will try to work out program as outl i ned by Friedman and 
change date and duration. 



Friedman 

Prebisch 

16) 

17) 

-2-

Prebisch having entree at highest levels of Governments, 
should discuss these points at Cabinet level of Member 
Governments and stress importance of 

a) approach 

b) type of discussion 
· ~ 

agiees 

18) will contact Friedman on return from Europe in mid-March. 

~~solo. 
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Friedman 

Federico Consolo~· 
DATE: February 16, 1966 

UNCTAD - Committee on Invisibles and Financing 

The resumed first session of this Committee will now 
be held in Geneva from April 4 to 13. This meeting will consider 
the Bank's report on Supplementary Financing. 

c.co Mr. Demuth 
Mr. Kamarck 
Mr. Perinbam 



Introductory Note to Comments on UNCTAD Agenda 

The set of UNCTAD questions submitted for the next meeting of the 

Committee on Invisibles as well as other reactions to the Bank's Study ~n 

various quarters suggest that there are three points of the proposal on 

which there seems to be general misunderstanding. Although a careful read-

ing of the Study would supply by itself the answer to two of those points, 

their discussion might be helped if the Bank - at the outset - would make 

its position known. 

The points are the following: 

/ a) the relationships among the understanding between the Agency 

and the country, the flow of supplementary finance and the 

flow of long term aid; 

b) the terms of the flow of supplementary finance; and 

c) the position of the Agency as a residual lender, and speci-

fically its position in relation to short and medium term 

balance of payments financing as supplied by the IMF. 

2. Before dealing specifically with the three points, it is useful to 

recall one fundamental assumption which has guided the elaboration of the 

Bank Study and the basic limitation of the scope of the proposal itself. 

3. The fundamental assumption is that promotion of economic development 

on the basis of foreign aid has to be conceived as a joint enterprise 

involving the extenders and the recipients of such assistance. In the 

working out of this enterprise, it will be possible to achieve a meaningful 

consensus about goals which, on the basis of a pragmatic and professional 

approach, will allow agreement to be reached on the scope and character of 

the development efforts of the recipient country. 



- 2 -

4. The scope of the Scheme is limited in that it aims at reducing, if 

not eliminating, the consequences of one - but a major one - of the sources 

of uncertainty that are inevitable in the process of economic growth - the 

unforeseen adverse movement of export receipts. As to the other uncertainties 

which persist, all that the Scheme offers is a forum where the interested 

partners will best be able to evaluate and decide upon alternative courses 

of action. 

roiNT 1 

5. For the Scheme to operate, an agreement will have to be reached between 

the Agency and the country on the feasibility of a development program, which 

includes an evaluation of its financing plan. From the point of view of the 

supply of foreign exchange and resources needed to carr.y out the Plan, atten

tion will necessarily have to focus on the export projections and on the flow 

of long-term aid which is being counted upon. 

6. The Agency will not be able to endorse the feasibility of the develop

ment effort if it is not convinced that there are good indications that the 

expected supply of long-term foreign aid will be forthcoming. 

7. This ~ that, in the sheer logic of the Scheme, for the country to 

be able to discuss ~the Agency its develoeent program, the partners 

which ~extending aid will have to give the recipient country~ indication 

of how far they ~ willing to ~ in their support of its development program. 

8. The unexpected shortfall for which long-term financing is to be pro

vided by the Scheme has two basic characteristics: 

a) it is to be potentially disruptive to the development program 

of the country; and 

b) it is beyond its control. 
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9. Operational meaning to these requirements can only be given through 

an understanding between the Agency and the country. Instead of having 

it after the events, the Scheme suggests that it be reached before the 

adverse movement takes place. That understanding includes an agreement 

on a "policy package", which will incorporate the major criteria and 

policies adopted by the country to gu).de its development process. The 

existence of this 11policy package n allows the adoption of the rule that, 

as long as the country is acting within its frame of reference, all un-

expected shortfalls will be considered beyond the country's control. 

10. The upolicy package 11 is not meant to be frozen at the moment of its 

adoption and the Scheme presupposes that the Agency will keep in touch 

with the country for a joint examination of the implementation of the 

accepted policy decisions in the face of the changing circumstances. 

11. It is definitely true that by agreeing on a Jtpolicy package 11 , and 

implementing it, the only formal assurance the country gets is that it 

will receive a long term loan to substitute for export earnings which do 

not materialize, thus avoiding a disruption of its development efforts. 

Other uncertainties associated with the growth process still remain; 

particularly the one concerning the degree to which the long term aid 

intentions of the developed countries, - which were one essential ingredient 

in establishing the feasible development program - will actually be carried 

out. 

12. From the point of view of the developing country, the decision to 

participate in the Scheme will basically result from the evaluation of 

whether the committment on its part, involved in agreeing with a policy 

package, will be compensated by the committment on the part of the Agency 

\ to offset an unexpected export shortfall and ~ ~~X:~ ~~az?:fication 
\ 
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not ~nvolve the same degree of committment. 

13. A few words can be added on this evaluation. The policy package which 

the less developed country will find convenient to agree upon with the inter-

national Agency incorporates those major criteria which the country itself 

considers suitable to serve its growth process. As has been said before, the 

whole Scheme is predicated on the idea that, in most cases.) such meeting of 
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-----~~-_...~ •• ~ •"1- ""<f<'~cJt'. ~ .... -

instaJlCes • ......_.. 

14. The existence of the policy package itself and the regular contact 

between the country and the Agency should increase the certainty that the 

aid intentions, expressed by the developed countries, will actually be 

implemented. 

15. Those are the considerations which led the Study to state that, from 

-, the point of view of the international community, the Scheme would represent 

. . 

an important step forward in rationalizing and systematizing the aid-giving 

process, by providing an additional important reason for having a framework 

of comprehensive analysis and continuing review of a country's development 

effort and making it possible for other sources and types of aid - besides 

supplementary finance - to be fitted into an overall program. 

POINT 2 

16. Some confusion about the terms of supplementary finance seems to 

have been prompted by the final sentence in the summary part on the Bank 

Study dealing with forms and terms of assistance where it is stated "'the terms 

should be similar to those being used for the extension of development finance 

for normal purposes by the various international lending agencies" (p.l2). 
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17. The UNCTAD resolution indicates that supplementary finance assistance 

should be available on "concessional and flexible terms". Its references 

to IDA as the administering agency for the Scheme emphasize the 11concessional n 

nature which was meant to be attributed to the funds. 

18. The position of the Study on this matter can best be understood by 

referring to the body itself of the report where it is said that the ob-

jective of the Scheme is to supply long-term finance to offset the unexpected 

export shortfalls. The specific terms of loans, however, - rate of interest 

as well as maturity - should depend upon the financial and economic position 

of the country, particular attention being given to its debt servicing capacity. 

Although the terms would vary from case to case, the Scheme should be prepared 

to extend funds on concessional terms in many countries. The objective would 

~~ be to let the me::er know in advance a~far as feasible what terms If I ---~------...... ____ . ___ ..__.. ________ ~ .. - .......... -... -...... -- -· 
' INT 3 

19. The objective of the Scheme as such is to provide long-term financing 

for the unexpected export shortfall, after allowing for the part of it that 

can be absorbed without disrupting the development program. This part would 

include not only that which would be associated with the adjustments which 

are considered desirable from the point of view of development - such as 

mentioned in p. 51 of the Study - but also that which the country could absorb 

directly through the use of its foreign exchange reserves, if these were · 

available beyond the level of its "normal 11 requirements o 

20. Given the need to economize the Scheme's resources, the country is, 

however, expected to use other available sources of finance even though they 

may be of a short or medium-term nature, including all IMF financing possi-

bilities. The idea of having the Agency act as a residual lender insures 

that maximum use will be made of those other sources of finance. This way 
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of acting is understandable because there is no definite way of knowing, 

beforehand, the nature of the shortfall. 

21. Having agreed with the country that it would, to a certain extent, 

use short or medium-term financing to offset the shortfall, the Agency ~as 

to face the question of what happens at the time of payment of ·these debts, 

if exports have not recovered and show an overage above the reasonable 

expectation. __, 

22. If such a situation would arise and other possibilities of refinancing 

did not exist, it seems to us that the logic of the Scheme implies that the 

Agency would have to take care of the refinancing on a long term basis. 

23. The Study, however, ~not take ~position £!!this point. When 

dealing with the question of refinancing (p.l4), it only says: 

a) that if the Scheme were to perform this fUnction, its need for 

resources would be substantially affected; and 

b) in any case, the refinancing would come only years after the 

Scheme had begun operations. 

24. The St udy recognizes, however, that participating emmbers might wis 

to know in advance whether such refinancing operations would be possible, 

y if needed. It seems to us that it would be helpful to ~to Geneva ~ 

cleared ~' following the logic of the Scheme. r this point 
\ 

25. The situation is made somewhat difficult because in the simulation 

-·-~ 
f 

exercise which led to the estimation of the funds needed to start the operation 

of the Scheme, the IMF compensatory financing was one of the elements which 

contributed - along with the overages - to bring the annual gross require-

ments of $1,600 million to $1,200 million. 

.J 
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26. It can be estimated that without considering the effect of the IMF 

facility, the gross requirement would have been reduced only to $1,350 

million. The difference is not that large. Moreover, following the argu

ment of the Study, it could be argued that what was being estimated was , 

a minimum reasonable amount to start operations, which would not bear the 

burden of the eventually needed refinancing. 

27. It should be noted that our comment on the UNCTAD question on this 

point was prepared in accordance with the position taken in the Study~ 
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