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FORM No. 57 

TO: 

FROM : 

SUBJECT: 

INTERNA TI ONAL DEVELO PMEN T I IN T E RNATIONAL BANK FOR I INTERNAT I ONAL F I NANCE 
ASSOC I ATI ON RECONSTRUCT I ON AND DEV EL OPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr . Irving s. Fri. · an 

N. A. Sarma N. A. 
Supp1 entary Finance: IOO Meeting in New York 

June 23 - Ju1z 3 

DATE: June 20, 1969 

Please refer to the discussion Mr. a.tl&!'ck and I had wi you 
this morning . I understand the following to b instruction for m 
in attending the above session: 

In view of the delicate nature or the tters involv d, especially 
in the context of the whole development aid effort., the diseussi of 
eo odity probl , third replenishment of IDA, we confine ourselves to 
the questions directly posed to us : 

(i) Whether the Bank staff Scheme could be impl ted by Bank/IDA, 
within their existing Articles of Agre t, if the E. D. 's so 
agreed and if finance were made ailable: We have a (dra.f1i) 
note on this fro the Legal Depart ent, taking the view that 
administration or such a sch e within the Bank Group is po sible 
by setting up an affiliated agenc7, r directly b7 the Bank or 
IDA (preferably the latt r) . Further deta.i.ls would depend on 
the specific scheme that might erge. A brief stat en-w to 
this effect would be made at the eating, but it is not proposed 
to circula1ie the note to the Group . 

(ii) ther question relates to the r vision of cos estimates : 
We would inform the Group that we hav; looked at available data 
tor more recant years also, i.e. up to 1967, and our present 
esti te of financial requireman is about 00 million a year. 
We have a paper with us on this, but would not circulate it to 
the Qroup. Any explanation that. is required will be given orally. 
If it should becom necessary to give th Group a written presen­
tation, I am to consult you . 

(iii) Relation between Supplement ry Finance and Fund ' s Compensatory 
Finance Faclli tys During earlier discussio 1 we tried to clarify 
this point on a technical basis . It S. F. should co e to be 
administered by Ba:nk Group, the questi n would become part of the 
whole framnork of continuing consultations and cooperation between 
th Fllnd and Bank Group. It should be ssibl to administer 
S. l". in close cooperation with the FUnd. 

r "" 

On these and other questions, such as he relation with C modi.ty 
Stabilization, our response would be as Bank staf'f m ers , on a technical. 
level, not co tting the Bank; the basis that the Board. has agreed for 
the staff to continue to cooperat in the work of UNCTAD on S. F. , not giving 
a negative impression. 



Mr. Friedmsn - 2 - June 20, 1969 

In particular, wa on our part would avoid rmy discussion of S. F. 
in the context of IDA replenishment . We will not put on record any kind 
ot staten~ant that S. F. could be tied up with IDA replenishment. 

In this orning •s discussion, I expressed the view that. this 
session of IGG is likely t.o b the final. one, though there y not. be 
complete agre ent on the Report . The Report goes to the 'l'rade and 
Development Board at its ninth session (August 26 - Sept iber 12) . 
It is for the Board to take a decision, at the political level, hether 
to have S. F. , and on what basis . It is possible at that s ge they may 
decide to agree in principle to a sche e, and mtrust the whol matter 
to 'the Bank (not just for further study but for drawing up a sch e to 
be implemented) . 

I understand that I shall be repr enting the Bank staff at the 
IGG eating, and you do not propose to ai;t d, unless you hear fro • 
otherwise . 

cc: Mr. Kamarck 



INTERNATIONAL BANK FOR 
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August 26 thru Sept. 12 1969. 
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Bonn, July 19, 1969 

Dear Irving: 

It was much to my regret that I could not see you 
during my stay in Washington. I would have liked to 
have an exchange of views with you about how to proceed 
further in the SFM business after the Intergovernmental 
Group had finished its work. I suppose that at a certain 
time, either now, or somewhat later after a further 
narrowing down of the issues, the whole matter should 
be sent again to the Bank with a request to examine 
whether SFM of a certain nature could be instituted 
within the World Bank Group. It is too early to know 
whether the TDB which meets at the end of next month will 
address itself to that question. But this question will 
certainly play a role in the minds of the participants. 

I heard from Mr. de Vries that you had to go to a 
hospital. I hope very much that it is nothing serious 
and wish you very sincerely a speedy and complete recovery. 
I trust that I shall see you at the Annual Meeting in good 
shape and full of energy as ever. 

With my best wishes and kind regards 

Yours very truly 

Helmut Koinzer 
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Bonn, July 19, 1969 

Dear Irving: 

It was much to my regret that I could not see you 
during my stay in Washington. I would have liked to 
have an exchange of views with you about how to proceed 
further ln the SFM business after the Intergovernmental 
Group had finished its work. I suppose that at a certain 
time, either now, or somewhat later after c. '-'-'- ..,J..cr 
harrowing down of the issues, the whole matter should 
be sent again to the Bank with a request to examine 
whether SFM of a certain nature could be instituted 
within the World Bank Group. It is too early to know 
whether the TDB which meets at the end of next month will 
address itself to that question. But this question will 
certainly play a role in the minds of the participants. 

I heard from Mr. de Vries that you had to go to a 
hospital. I hope·very much that it is nothing serious 
and wish you very sincerely a speedy and complete recovery. 
I trust that I shall see you at the Annual Meeting in good 
shape and full of energy as ever. 

With my best wishes and kind regards 

Yours very truly 

Helmut Koinzer 
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:rnTERGOVERNMENTAL GROUP ON SUPP~ARY FnaNCING 

Attached for information is a report on the Fifth Session of 

the Intergovernmental Group on Supplementary Financing convened 

in New York from June 23 to July 3, 1969. This has been prepared 

by Mr. N. A. Sarma, of the Bank Staff, 1...rho attended the session. 

A working text of the Report of the Intergovernmental Group 

is available in the Development Services Department. The Report 

is to be fo~varded to the Trade and Development Board for its 

Ninth Session during August 26 - September 12, 1969. 

Distribution: 

Executive Directors and Alternates 
President 
President's Council 
Executive Vice President, IFC 
Vice President, IFC 
Department Heads, Bank and IFC 



Intergovernmental ~roup on Supplementary Financing 

Fifth Session: New York: June 23-Ju1y 3, 1969 

1. It may be recalled that UNCTAD II} having considered t l1e (so-called) 
Final Report of the Intergovernmental Group (IGG) on Supplementary Financing 
(SF), instructed and expanded IGG to consider further certain aspects of SF, 
to "torork out measures for supplementary finance, and to report to the Trade 
and Development Board (TDB) not later than its ninth session, t.vhich is to 
convene during August 26-September 12 in Geneva. The TDB is to study and 
take early action on the findings of the IGG, taking account of proposals 
for action in the field of international commodity policy submitted to the 
Boards of Governors of the IBRD and IMF. The IGG itself proceeded '.,Jith its 
'vork on the basis that this <vas its concluding session. 

2. The first ueek of the session itJas devoted to discussion of various 
technical questions mainly relating to the Bank Staff proposal, and also 
to a consideration of some alternative proposals, following the (provisional) 
agenda that had been circulated. Refinancing the Fund Facility was only 
briefly referred to, not as an alternative, but as a possible function of 
supplementary finance. The simplified scheme that had been suggested by the 
German delegation was considered in some detail and there was support for 
such a 'discretionary' scheme from several Group B (donor) countries' repre-
sentatives especially Canada and the U.S. The need for flexibility and 
discretion to the Agency 1rJas stressed. 

3. Brazil, Chile, India, Pakistan and the U.A.R., among the developing 
countries, referred to the (earlier) joint statement of less developed coun­
tries on SF, which accepted the essentials of the Bank Staff proposal. In 
their vieH this subject had been adequately considered for over three years, 
and the time had come for decision; further studies .,:rere not needed. They 
underlined the basic objective of the Recommendation on SF -- i.e., speedy 
assistance to countries that faced export difficulties so as to help avoid 
disruption of development programs. For this, in their view, an export norm 
based on objective criteria tvas required. The finances for SF should be 
additional to basic development finance. As for policy understandings and 
consultations, they should be 1;-rithin the frame1vork of existing procedures 
of international financial institutions, and should not involve duplication 
of effort. In their statements, the less developed countries' representatives 
more than once indicated their readiness to adopt a flexible attitude on par­
ticular issues so as to facilitate an agreed conclusion that could be for­
warded to the TDB from the IGG. 

4. ~reden referred to the possibility of mid-term rev1s1on of export 
projections, but could not envisage a compromise that would alter the basic 
character of the SF scheme envisaged under the UNCTAD Recommendation and 
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elaborated in the Bank Staff proposal. France and Australia reiterated 
their known position with respect to the principle of SF. 

S. Canada agreed in principle to SF but not to specific features 
such as a predetermined export norm, and saw some merit in integrating SF 
into an expanded IDA. The U.S. felt that Canada's comments were useful and 
could be pursued further. If the decision was to implement a scheme of SF, 
it would be best to entrust it to the Bank/IDA, so that the administering 
agency would work out appropriate procedures. The U.K. reiterated its sup­
port of SF. The problem that SF was intended to deal with was a serious 
one, but this should not be permitted to affect IDA replenishment. The 
Bank Staff scheme was a well-worked out one, and the cost estimates furnished 
by Bank Staff were technically admirable, but it was for governments to ne­
gotiate and decide on financial requirements. 

6. In the second ;,-reek of the session, formal meetings of the IGG were 
not regularly held. On July 1 t he various sections of the Report (other 
than the conclusions) were adopted. Considerable time \..ras devoted to in­
formal consultations on the content and form of the IGG 1 s recommendation 
to the TDB. It uas clear that the developing countries and &veden (and 
also the U.K. to some extent) continued to prefer the Bank Staff proposal; 
some other major donor countries expressed themselves in favor of a more 
flexible scheme. Therefore, the less developed countries vJere prepared to 
go along, so as to facilitate implementation of SF. The general consensus 
was that implementation and administration should be entrusted to the Bank 
Group. 

7. The final compromise, included in Chapter III of the Report, is 
as follows: 

1. "In accord -··itl1 :c·eco:runendation A. IV.l8of UNCTAD I and 
decision 30 (II) of UNCTAD II, the Group has considered the pro­
posals and ideas put fo!"vard to it including the scheme prepared 
by the '::Jorld Bank Staff and alternative proposals. The develop­
ing countries and t wo market economy countries members of the Group 
believe that the Bank Staff scheme represents the most reasonable 
approach to supplementary financing but being conscious that at 
the present stage its general acceptance appears improbable, agreed 
to discuss the main elements of a discretionary scheme. ~vo members 
of the Group restated the reservations they had entered at the first 
Conference and on subsequent occasions concerning the principle of 
supplementary finance. 

2. The following text represents the conclusions of discussions 
held lvithin the Group and is fornarded to the Trade and Development 
Board to be taken account of in its further consideration of sup­
plementary financial measures pursuant to decision 30 (II) of 
UNCTAD II. 
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i. Arrangements for supplementary finance can be designed 
to help meet the problem of disruption of development arising 
fram adverse movements in the export proceeds of developing 
countries. 

ii. Supplementary financial measures should be administered 
v-rithin the i·Jorld Bank Group in consultation with the Interna­
tional Monetary Fund. 

~~~. In the operation of any supplementary financial measures 
discretion should be left to the Agency so as to ensure the 
best possible adaptation to the merits and neGds of eac[l case in 
meeting the objectives expressed in paragraph 2 of decision 30 
(II). It can be expected that on the basis of the experience 
gained in the operation of supplementary financial measures 
appropriate objective criteria will be developed so as to 
provide reasonable assurance of help to protect a country's 
development plan or progi'amme against the effects of export 
shortfalls. The Agency would take into account the develop­
ment plan, including its targets, and all information rele­
vant to the objectives of supplementary financial measures. 

iv. Any understandings involved in the operation of supplemen­
tary financial measures should be no different in character from 
those ':Jhich novJ arise in the relationships betli'Jeen the Bank 
and member countries. 

v. It is the general consensus of the Group that it would be 
of little value merely to divert available resources from basic 
development finance for the purpose of supplementary financing. 
The cost of a discretionary scheme cannot be estimated pending 
the preparation of a scheme.l/11 

8. It would appear that during the informal consultations the developing 
countries and St·Jeden pressed for endorsement of a scheme based on the essen­
tial elements of the Bank Staff proposal. However, the U.S. and Germany, in 
particular, would not go beyond the above text. Paragraph 2(iii) gives con­
siderable flexibility to the Administering Agency in devising criteria 
appropriate to the objectives of the Recommendation on SF. It is specifi­
cally stated that the Agency would take into account the development plan of 
a country, including its targets. It is also recognized that it would be of 

"1/ The cost of one version of a hypothetical discretionary scheme if operated 
- in the period 1954,..65 l-Iould, according to estimates by the UNCTAD Secre­
tariat, have been in the order of $200 to $250 million per annum." 
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little value merely to divert available resources from basic development 
finance to SF. 

9. Another point to be noted is that the above are conclusions of the 
Group fort..rarded to the TDB. It is for the TDB to decide on any future course 
of action, including whether to refer the 1-rhole matter to the Bank no>v or 
later. 

Development Services Department 
July 24, 1969 



FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT COR PORAT I ON 

OFFICE MEMORANDUM 
TO: Mr. Irving s. Friedman DATE: July 7, 1969 

FROM: r. A. Sarma .A 
,...... 

SUBJECT: Fifth S ssion of Intergo ernmenta.l. Group on 

Attach hento is the report of th Group. e conclu ions of 
the Group are in Chapter III. It ay be recallacl that U C AD II ( w Dalhi), 
having consid red the (so-called) Final Report or IGG on instructed an 
expanded IOO to consider further certain as cts of S , to ork out e r s 
for suppl entary finance, and report to the ra.de and D ve1opm t rd not 
later than its ninth s ssion. The ninth s io of the Board Will conven 
during August 26-Septe er 12 in Genev • Th Board it ell i to study and 
take early action on the findings or the IGG, taking ccount of propos ls 
for cti on in the field of intema.tional c ty licy u tt to the 
Boards of Gov rnors of the IBRD and IMF. be Group i t.self proce ed with 
its work n t basis that thi was its concl ding sion. 

The first we of the ession was devoted to discu sion ot various 
technical qu stions nly relating to th Bank Starr roposal, and also to 
a consider tion or so e alternative propo als, following the (provisional) 
agenda that had been circulat d. Refinancing th Fund Facility as only 
briefly ref err to, not as an a1 temati v , but as a possible !'Unction of 
suppl entary f1nance. The si.mplif'ied sche that had be suggested by 
th 0 man delegation was consid red in so e detail and there was support 
for such a 'di cretionary ' sche e !'rom everal B Group (donor) countries' 
represent tives--especially Can da and u.s. . The n ed tor flexibility and 
discretion to the Agency vas stressed. 

During the course of the proceedings, my bri r r arks were in 
nspon to specific questions pos to us, in te s of my ra to you of 
June 20. Mr. Edgar Jones :t'ro he Fund r pond with fairly 1 by 
(writt ) stat ent with r spect to t.h nat.ure d working of Cl'F, us of 
Fund resources and consultations procedure , and onizaUon of growth and 
financial stability. These were he n questions ddr ss to the Fund. 

Brazil, Chile, India, Pakistan, U . A. R., ong the dev lopi 
countries, referred to the (earll r) joint stat t of less developed 
countri s on s , which accept the s tials or the Bank starr proposal. 
In their view thi subject had b adequately consider for over three 
years, and the time had c e tor d cision; !Urth r studie were not n eded. 
'lh y underlined t basic objective of the co dation on SP--1. • sp edy 
assistance to countries that faced export di.tficulties so as to help avoid 
di ruption of develo ent progra • or this, in th ir vi , an export nom 
based on objective criteria a requir • The financ tor S should b 
additional to basic deve1o ent finance. tor policy under tan gs and 
consult ti.ons, the should be within the fr ork of existing pr·ocedures 
of international tina cial in ti tution , and hould not involve duplication 



Mr. Irving s. Friedman - 2 - July 7, 1969 

of effort. In their stat ents • the less developed. countries • representa­
tive more than one indicated their readiness to adopt a nmble ttitud.e 
on particular issues so as to .facilitate an agreed conclusion that could be 
forwarded to the trade Board trom the Group. 

Sweden referred to the possibility of m1d-tel'111 revision of export 
projections, but could not envisage a compromise that would alter the basic 
character of SF scheme envisaged under the UNCTJ.D Reco dation and elaborated 
in the Bank Staff proposal. France re:l.t rated brlefiy ·its known position with 
respect to the principle of SF; Australia did so in a lengthy stat ent. 

Canada agreed in principle to S but not to specific features like 
a predetermined export nora, and saw some merit ln int grating SF into an 
expanded IDA. The u.s.A. felt that Canada's c ents were useful and could 
be pursued further. If the decision was to im.pl ent a sch e ot SF, it 
would be best to entrust it to the Bank/IDA, o that the a.dnrl n1 staring agency 
would work out appropriate procedures. The U.K. reiterated its aupport to 51. 
The probl that SF was intended to deal with vas a serious one, but this 
shoulcl not be permitted to affect IDA replenishment. The Bank Staff soh e 
was a well-worked out one, and the cost estimates tumished by Bank Staff 
were technieall:;r admirable, but, it was tor governments to negotiate and 
decide on financial requireaaents. 

In the second week of the session, formal meetings of the IGG were 
not regularly h ld. On July 1 the various seoUons of the Report (other than 
the conclusions) were adopted. Considerable ti e was devot d to informal 
consultations on the content and form or the Group • s reoo endation to the 
Trade Board. It was clear that the developing countri and Sw en (and also 
the U .X:. to so e extent) continued to prefer the Bank staff proposal; some 
other major donor countries expressed the elv s in f'avor of a more tlexible 
scheme. Therefore, the less developed countries were prepared to go along, 
so as to .facilitate iaple~Jtentation of SF. the general consensus was that 
impl entation and administration should be entrusted to the Bank Group. 

The final COttprOI!d.se, included in Chapter III or the Report, is 
as tollowst 

1. "In accord with rec endation A.IV.lB ot UUCTAD I and decision .30 
(II) ot UUCTAD II, the Group h s con 1dered the proposals a.nd ideas put 
forward to it including the sohe prepared by the orld Bank Start and 
al. tema.ti ve proposals. The developing countries and tvo market economy 
countries , , bers ot the Group believe that the Bank start soh e represents 
the most reasonable approach to supplementary financing but being conscious 
that at the present stage its general acceptance appears improbable, agreed 
to discuss the main el ants of a discretionary scheme. Two members or the 
Oroup restated the reservations they bad entered at th first Con.terence 
and. on subsequent occasions conoernin the principle of supplementary 
.finance. 



Mr. Irving S. Fri edJIJan - 3 - July 7' 1969 

2 . "The following text repres ts the conclusions of discussions 
held within this Group and is forwarded to th Trade Develo t 
Board to be take account of in its further c iderati of supple­
mentary financial measur s pursuant to d cision .30 (II) of Ul CTAD II. 

i . Arrang ants for suppl tary finance can be d igned to 
help t the probl r disruption or d v a.opro t ri 
adverse mov ts in th export proce of developing countrie • 

1i . Supplementary financial. mea.sur should be admi ni st red 
within the World Bank Group in consultation with the Int r­
national Monetary F\md. 

iii . In the operation of any suppl entary t.lnancial easures 
discretion should be left to th gancy o s to sure th 
b st pos ible adaption to the rit and needs of ch case in 
meeting th objectives ressed in paragraph 2 or decision 30 (II) . 
It can b expected that on the basis of the experi ce gain m 
th oper tion of suppl tar.Y financial m asu approprialie 
objective criteri will be developed so as t.o provid reasonable 
assurance of help to pr~tect a country's dev lo t plan or 
progr e again t th effec s of export shortfalls . The .Ag y 
would .. ak into account the dev o t plan, incl din its targets, 
and all information rel vant to the objectives of suppl tary 
financial easur s. 

i v . Any understandin a involved in the operation of s ppl enta:ry 
financial measures should be no different in character trom those 
which nov arlee in the relationships betw the Bank and er 
countri .. 

v . It is th general consenBus of the Group that it would be of 
little value erely to divert available r sources f'ro basic 
development fina..'"lce for th purpose of suppl tary .rinanci.ng. 
The cost of a discr t.ionary sch e cannot be estiuted pending 
the preparation of a scheme.!/" 

I understand that during the informal consultations the developing 
countries nd Sweden pressed for endorsanent of a sch e based on the essential 
el ents of the Bank St ff proposal . Bovev r, the U. S. A. and Ge any, in 
particular, would not o beyond the above text. It was with di:tficulty that 
they could be persuaded to agree to so e ot the id in 2(iii) which gives 
conside ble flexibility to the A nistering ency in devising criteria 
appropriate ~o the obj cti ves of the Rec dation on SF. It is epeci!icall7 
stated th~t the Ag cy would take into account th development plan of a 
country, including 1 ts targets . It is also r cognized that it would be o! 
little value merely to divert available resources fro basic development 
finance to SF. 

1/ 'lhe cost of one version of a hypothetica1 discretionary sch e if operat 
- in the period 1954-65 would, according to estimates by the UNCTAD secretariat, 

have b in the order or $200 to $0 million per annum. 
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Mr. A. Stevenson July 22, 1969 

N. A. Sarma ~ 
Ninth Session of TllB G;~st 26-September 12) : I o ~-- / 
Supplementary Finance 

Please see copy of' r.ry memo to Mr. Friedman, dated July 7. The 
Intergovernmental Group on Supplementary Finance, at its final session 
during June 23-July 3, has made certain rec enda.tions to the Trade and 
Development Board with respect to sup:pl entary finance . In particular, 
the group concluded: "Supplementary Financial ea.surea should be admin­
istered within the World Bank Group in consultation with the IMF . " It 
is for the TDB to decide on the future course of action, inc~uding whether 
to refer the whole matter to the Bank now or later. 

It is to be expected that the TDB will take up the above Report 
of IGG on Suppl entary Finance, for active and seriou consideration, at 
its forthcoming ession. 

As you know, I would be at tending the TDB se sion. On 8JlY 
specific que tion that mtq arise, as hitherto, our response as Bank 
staff embers would continue to be on a technical level, not c 1 tting 
the Bank. Administration of a supplementary finance scheme within the 
Bank Group is possible by setting up an affiliated agency, or directly 
by the Bank or IDA, depending on the specific sch e that finally emerges. 
Wh r the Ba.n.k. Group should take up this function is for the Executive 
Board of' the Bank to decide, at the appropriate ti::ne . This would continue 
to be our position. 



FORM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

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

FROM : Irving S. Friedman 

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

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

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

cc: Mr. Knapp 
Mr. Broches 

1 s r--

d 
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F:>RM No. 57 

TO: 

FROM: 

SUBJECT: 

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

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

N. A. Sarma fv. A. ~ . 
Su;eplementary Finance: IGG Meeting in New York 

June 23 - July 3 

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

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

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

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

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

On these and other questions, such as the relation with Commodity 
Stabilization, our response would be as Bank staff members, on a technical 
level, not committing the Bank; on the basis that the Board has agreed for 
the staff to continue to cooperate in the work of UNCTAD on S.F. We would, 
however, avoid giving a negative impression towards supplementary finance 
and be guided in substance by the Action Evaluation Paper prepared for the 
Board Seminar. 
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In particular, we on our part would avoid any discussion of S.F. 
in the context of IDA replenishment. We will not put on record any kind 
of statement that S.F. could be tied up with IDA replenishment. 

In this morning's discussion, I expressed the view that this 
session of IGG is likely to be the final one, though there may not be 
complete agreement on the Report. The Report goes to the Trade and 
Development Board at its ninth session (August 26 -September 12). 
It is for the Board to take a decision, ~t the political level, whether 
to have S.F., and on what basis. It is possible at that stage they may 
decide to agree in principle to a scheme with or without specified 
characteristics, and entrust the whole matter to the Bank (not just 
for further study but for drawing up a scheme to be implemented in due 
course.) 

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

c c : Mr. Kamarck 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

For Immediate Attention 

Room 2il 
f/12 

To: ~:lembers of the Executive Board 

From: The Secretary 

Subject: mJC'ri\D--Inter,3;overnmental :lroup 
on Supplementary FinancinG 

EBD/69/94 

J·une 18, 1969 

JUN 2 3 1969 
II&.. _-_.. 

Attached is a copy of e.. letter received from Ul\JC'£t,D inviting 
the Fund to be represented at meetings of the Intergovernmental Group 
on Supplementary Financing to be held in New York June 23 to July 3. 

It is proposed that the Fund be represented at this session 
by Messrs. Edgar Jones, Director of the Geneva Office and Bahram Nowzad, 
Economist, Exchange and Trade Relations Department. 

In the absence of objection by the close of business on 
June 20 the proposal will be deemed approved by the Executive Board 
and so recorded in the minutes of the next meeting thereafter. 

Att: (l) 

Other Distribution: 
Department Heads 
Division Chiefs 

/ 



Ref. No. TDO 280/1 Fifth session 

Dear Mr. Schweitzer, 

Palais des Nations 
CH - 1211 Geneve 10 
Switzerland 

12 May 1969 

I am writing to you with reference to decision 54 (VIII) of 

the Trade and Development Board on the calendar of UNCTAD meetings 

for 1969 (TD/B/233, Annex I) whereby provision was made for the 

fifth session of the Intergovernmental Group on Supplementary 

Financing to be held from 23 June to 3 July 1969 at New York. 

Accordingly, the fifth session of the Group will open at United 

Nations Headquarters , l'Jew York, at 11 a.m. on Monday, 23 June 1969. 

The annotated provisional agenda (TD/B/C.3/AC.3/26) has been 

distributed separately. 

You w·ill recall that t.he Committee on Invisibles and Financing 

related to Trade, in establishing the Intergovernmental Group, decided 

to invite "representatives of the staff of IBRD and the International 

Monetary Fund as well as representatives of such other bodies as the 

Group may consicer appropriate to assist in the work of the Inter­

governmental Group and in particular to prepare such factual material 

as may be required to enable the Group to accomplish its task" 

(TD/B/73/Rev . l - TD/B/C.3/22/Rev.l, Annex I (a)), and that the United 

Nations Conference on Trade and Development at its second session 

decided "to continue in existence the Intergovernmental Group suitably 

expanded" (TD/97, Vol. I, Annex I, resolution 30 (II), paragraph 6) . 

A copy of the list of the members of the Intergovernmental Group 

as expanded by the Trade and Development Board at its seventh session 

is enclosed. 

Hr. Pierre-Paul Schvrei tzer 
Hanaging Director 
International Monetcry Fund 
19th and H Streets , li . H. 
~-Tashington , D.C. 20431 
USA 
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The participation of your Organization in the work of the Group 

has been greatly appreciated and I very much hope that you will find 

it possible to appoint a representative to attend its fifth session. 

Yours sincerely, 

/s/ 

Manuel Perez-Guerrero 
Secretary-General of UNCTAD 



Hembership of the 

I t t l G S l t F . . 1/ n ergovernmen a roup on upp emen ary 1nanc1ng-

Afghanistan 

Argentina 

Australia 

Brazil 

Canada 

Ceylon 

Chad 

Chile 

Federal Republic of Germany 

France 

Ghana 

India 

Italy 

Japan 

tJ igeria 

Pakistan 

Poland 

S1.;reden 

S1vi tzerland 

Tunisia 

United Arab Republic 

United Kingdom of Great Britain 
and Northern Ireland 

United States of America 

Uruguay 

Venezuela 

Yugoslavia 

lf A/7214 , Part Tlolo, paras. 96-99, and Annex I, Other Decisions (a). 
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FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

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

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: June 6, 1969 

lv. A. ~~~\. 
\l \9Jo~ 

N. A. Sarma j\)~~ .. 0 .l ,..--

~, s. J ' 

DAC (informal) Meeting on Su£ElementaEl Financial Measures (Paris: June 4) 

I attended the above meeting, which was convened to enable DAC 
members to exchange views preparatory to the next meeting of IGG on 
Supplementary Finance in New York from June 23 - July 3. Mr. Wishart 
also was there. Mr. Koinzer of Germany was Chairman. 

In the course of discussion, in response to specific questions by 
the Chairman and by others, I stated the position 1-d. th respect to the 
further material requested of us by the IGG. The DAC members expect us 
to provide papers on specific questions for the IGG meeting; especially 
on (revised) cost estimates, and whether the Bank/IDA can administer a 
scheme, if funds were made available and if E.D. 1s so agreed, within the 
existing Articles of Agreement. They also hope there would be consulta­
tions between Fund staff and Bank staff on the relation between S.F. and 
C.F.F. and that this would be clarified at the IGG meeting. I stated that 
we have considered available data for more recent years also, and our 
present cost estimates indicated $300 million a year as a reasonable figure. 

My impression is that the overall attitude showed some resilience. 
There was an awareness of expectations of LDC's with respect to Supplementary 
Finance, and that funds for this purpose had to be additional. The U.s. 
recognized this was an important aspect of the development problem, but was 
not certain yet about the priority to be accorded to it. Australia did not 
say anything. France restated its known position, but briefly and less 
vigorously. 

The U.K. specifically said that any scheme of S.F. that only 
diverted existing development funds to this purpose would be of little 
interest to developing countries. The idea had been expressed that IDA 
would be the administering agency. The U.K. raised the question of 
replenishment of IDA for its existing functions, and funds for this particu­
lar purpose of meeting export shortfalls. Hov1 would the S.F. contributions 
be shared among donors? The UoS.A. did not preclude IDA replenishment with 
this purpose also in mind, and noted that if IDA was to be the administering 
agency, the sharing of contributions could well be like for IDA. Several 
members spoke of Third IDA Replenishment and S.F. The U.K. noted that this 
would complicate negotiations more than if the two were staggered and 
separately dealt with. France doubted if all countries would'agree to IDA 
replenishment with S.F. included in it. (I steered clear of this discussi·on.) 

As summed up by the Chairman, there was a general feeling around 
the table that the next IGG session should be the final one. It would then 
be up to the Trade and Development Board and for governments to pursue the 
matter further. Therefore, Group 1B1 (DAC) members should come prepared 

I 
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to state their respective positions at an early stage of the IGG meeting, 
so as to facilitate the finalizing of the Report. If an agreed report did 
not emerge, as seemed likely in view of the rather •4de range of views even 
among Group 'B' countries, then the Report of this meeting could be envisaged 
as supplement to the Report of the Group that was forwarded to UNCTAD II. 

Mr. Koinzer noted that the so-called simplified alternative presented 
by them earlier did not gather any wide support. They were for a simple 
scheme, that was essentially discretionary and administered by an existing 
agency. The U.s. shared this view. It was observed by some members that 
on refinancing of.Fund Facility, and other alternatives, there were no papers. 
It would not be possible to consider them at the IGG meeting unless details 
were presented. Then, as France put it, discussion would focus on Bank Staff 
Scheme, and this is what LDC 1s wanted. 

cc : Mr. Wishart 
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Mr. Irving S. Friedman A-1221 

-

To llandle Note and File 
Appropriate Disposition Note and Return 

App rova 1 Prepare Reply 

Comment Per Our Conversation ---
Full Report Recommendation 

Information S i Qnatu re 
In i tia I Send On 

REMARKS 

DAC (informal) meeting on S.F. 

You may like to see these papers, 
please. 
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... I 
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From 

N. A. Sarma 



FORM No. 58 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOP~~:T 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Richard H. Demuth DATE: Jun 10, 1969 

FROM: N. A. Rarma 

suBJECT: DAC (informal) Meeting on Supplementary Finance (June 4) 

Please see letter to you f'rOll Mr. Wishart, of June 6, enclosing 
a note to Files. The additionality of funds for s.r. came out more 
clearly during discussion than is stat d in th note. You may like 
to see a brier note I sent to Mr. Friedman on the meeting, attached 
hereto. 

co 1 Mr. Wishart 



H EADOUARTERS: 

WASHINGTON D. c: 20433 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
CABLE ADDRESS·INTE' .. FRAD 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

Dear Sarma: 

CABLE ADDRESS·INDEVAS 

EUROPEAN OFFICE: · 

4, AVENUE D'IENA 

PARIS (16•) -FRANCE 

TE1.EPHONE: KLEBER 25·10 

, r·· 
June 6, 1969 

It 1-ras nice to see you in Parip. 

I have prepared a short Note to Files on the meeting 
we attended on June 4, and I enclose a copy together -vli th a 
copy of rrry letter to Hr. Demuth. Please let Hr. Demuth have 
~1y comments you may have on rrry Note, as well as sending ne 
a copy. 

Personally I thought the meeting -w-ent not too badly. 
' I ai1l sure that I shall see you again before you leave the 

Bank to return to India and shall look forward to doing so. 

Hith kind regards, 

Encl. 

I ::r. 1-T . A • S al"TT',a 
Development Programs Studies 
Econo~cs Department 
International Bank for 

... ~ "' ........ '. 

Reconstruction and Development 
i•j ashington, D.C. 

Yours sincerely, 

\ ' • 



cc: Mr. Sa r ma 

... 

June 6, 1969 

Doar Dick: 
DAC - Informal Preparatory Meeting 
for Inter-Governmental Group on 
Supplementary Financing. 

Sarma and I attended the above meeting on June 4. 

The general atoos:phere was that delegates \·!anted 
to say as little as poscibla. The Chairoan went through 
the IGG Agenda and on most of' the items there were "No 
Co:o:ncnts". In conclusion, everyone agreed that the IGG 
should be wound up and that further consideration of a 
possible supplementary financing scheme should be left 
to the ninth session (and I am sura future sessions) of 
the Trade and Development Board. 

I enclose three copies of a Nota to Files as 
well as a further copy for Fred Consolo. Before you 
distribute these hov:ever, I should like to kno>v that 
Sarma is not in disagreement with my record. I am 
sending him a copy of my Note together with a copy 
of this letter and am asking hie to send any comments 
he may have direct to you with a copy to myself. 

r·• 

Encls. 

Mr. Richard H. Demuth, Director 
Development Services Department 
International Bank for 

Reconstruction and Development 
Washington, D.C. 

GC\1: lpl 

Yours sincerely, • 

G. C. \Hshart 

: 
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TO 

FROM 

SUBJECT: 

INTERNATIONAL BANK FOR RECO~JSTRUCTION AND DEVELOPMENT 

Or-FICE MEMORANDUM 
?ile .s DATE: June 6, 1969 

f\ \ 
G. C. \hshart )\ ~~ 

\ ./ 
D.C. .. C - Infor:-:1al P.::-enaratorv l·leetina; for Inter-
Governmental Group on Supplementary Financing 

1. Mr . Sarma and I attended the above informal meeting which 
was held in Paris on June 4 . The DAC member countries, w~ic~ 
are members "of t~e In~er-Governmental Group (IGG), were mainly 
represented by delegates fran their permanent OECD/DAC missi~ns . 
Exceptions were Mr . Koinzer from Bonn , Mr . Huijsman of CD~ who 
had come from London, a Japanese representative from Tokyo, and 
Mr. Dunkel representing Switzerland; Mr . Dunkel's presence was 
particularly important as he is the Rapporteur for the IGG. 
Mr . Koinzer was elected chairman of the meeting. 

2 . The meetinG was fairly business - like and constructive . 
It seemed generally accepted by all that there was no possi ­
bility, at the forthcoming IGG, of coming up with any a~reed 
recommendation to implement a supplementary financing scheme. 
As the IGG is by definition a group of experts and a linited 
·group, any decision on the possibility of embarking on a 
supplementary financing scheme would have to be left to the 
Ninth Session of the Trade and Development Board at which all 
govern~ents would be represented and which would be the correct 
forum for a political decision . Most delegates who spoke 
exphasized that their authorities are prepared to keep an open 
mind on the need for such a scheme although ~hey did not fore -
see any early decision to move ahead. · 

3. The Chairman \·lent through the Agenda for the forthcor:~ing 

~GG and asked regarding the status of further papers or expla­
nations whi ch had been called for . • In re gard to the further 
information required from the Bank, Mr. Sarma reported as ~ 
follows:-

(a) On the question whether the World Bank Group 
would be able to act as the administrator for 
a supplementary financing scheme, he pointed 

~ out that "this would require a decision by the 
Executive Directors. An examination is being ~ 

carried out as to whether the charters of the 
Bank and/o r IDA would permit the Bank Group so 
to act and a report would be made at the next 
meeting of the IGG. 

./. 



• 

- 2 -

(b) On cost estimates, Mr. Sarma mentione d 
that t h e original Bank staff scheme had 
be e n based on export projections up to 
about 1963. T~e Bank staff had now been 
able to exa mine export projections for 
various group~ Mof less developed countries 
up to 1967. On that basis, the ~ank staff 
estimate of the cost of the supplementary 
financin g scheme could now be put at 
$300 million a year. Mr. Sarma emphasized 
that this estimate came from data collected 
for other purposes than a supple mentary 
financing scheme and must be considered 
bearing t hat limitation in mind. He also 
repeated that the Bank staff scheme, as a mended, 
did not propose an "open-ended11 commitment and 
that, ~f necessary, rationing would have to 
take place. 

4. In the course of t he general discussion, the 
following points were made:-

The Un ite d Kingd om del eRate (Mr. Huijsman) said t~at his 
Government was on record as fa~ouring a modified form of 
the Bank sche me. It was also open to conviction on any 
alternative scheme . The final attitude of the British 
Government would be determined based on the efficacity 
of the scheme sugcested . He asked that consideration be 
given to the financial implications . 

The Un it ed S t ates' d el e ~ate (Minister van Dyke) said that 
the question , of contributions to a scheme was premature. 
A decision had to · be taken first' on whether or not there 
ou cht to be a scheme . The United States authoriti e s sti~l 

felt that the Bank staff sche me was too complicated and 
would be interested in exploring other alternatives. 

In t h is conne ction, the Un it ed State s' de le ~a te referred 
to the possibility of a predetermined portion of ~DA 
Third Replenishment funds be1ng earmarked for sunn lement--- ~ 
ary financing purposes . 

Th e J auanese de le ga t e aske d whe ther it was intended to ra~se 
t h e q~estion of ~he Th ird rteplenishment of IDA at the nex~ 

Bank Annua l Meeting and whether, at that time, consideration 
migh~ be g iven to linking the Third Reple n ishment with 
supplementary financing. The United Stat e s ' de l egate then 
made it clear he was not putting forward any such proposal 
and that no talks had taken place on this subject. 

, . I. 
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The Fr en ch del orate (Mr. Beaurain) cautioned strongly asai~st 
any mention of an lDA ~hird Replenishment, and its po3sible 
i mplications for supplementary financing, being ma de at the 
IGG. The matter of a Third Replenishment was not one to be 
discussed at a meeting at \·lhich the less-developed countri0s 
were present. 

5- Consideration was given to the form of the report 
\·ihich might ei:'lerge :t'rom the IGG meeting . It vias unanimously 
agreed that the work of the IGG should be terminated at the 
forthcoming meeting and that it was not to anyone's advantage 
to keep the Group in being by requesting a numbe~ of 
additional studies . 

6. 1-!r. Du:'1k'el, speaking personally, suggested that the 
report i:'light take the fori:'! of a supplement to the IGG report 
prepared for the New Delhi UNCTAD Conference. Such supple ­
nentary report might list the conclusions arising from the 
examination of the additional points raised at New Delhi. 
The report would conclude by remitting the further consid­
eration of a supplementary financing scheme to the Ninth 
Session of the Trade and Development Board . For the report, 
he thought that the IGG might indicate that some 11 additional:..ty 11 

of financial assistance is nec~ssary to meet the neecis of less 
I . -

developed countries which suffer periodical losses of export 
earnings . 

7. ~he United Kingdom delegate hoped that the report would 
not take the for m of a majority view (the 'Group of 77) and a 
m:..nority view (Group B) . The United States' d e le ~a te had some 
G.ifficulty about Mr. Dunkel's statement that "additior.al 
financing is vranted''· His ''authorities could only go so far as 
to say that they recognize export shortfalls as one of the 
problems of development. The Chairman summed up the sense of 
the meeting as being that all Hould like to see an agreed 
report from the IGG to the Trade a nd Development Board but 
that it was doubtful if all Group B countries could subscribe 
to the inclusion - of the idea of "additionality" . 

cc: Er. ::)emuth (3) 
Hr . Consolo 
l·:r . Sarma 

~ 

Mr . Karasz 
Hr . Steuber. 

GC\'J:lpl -·· . ., ......... . 
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l~':.r. Federico Consolo May 13~ 1969 

Irving S. Friedman 

UNCTAD - Trade and Development Board 

Thank you for your memorandum of Mey 6. 

I think I bad better plan on attending both the Co~ttee on 
Supplementary Financing in New York and the session on the Trade and 
Development Board in Geneva, at least for part of the time. 

In any case Sarma. will be attending :tull tiu..e. 

cc: Mr. Sarma 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEV EL OPMENT I INTE RNA TI ONAL BANK FOR I I NTERNAT ION AL FI NANCE 
ASS OC IATI ON RECONS TRUCT I ON AND DEVE LOPME NT CO RP ORATI ON 

OFFICE MEMORANDUM 
Mr. Friedman 

Federico Gonsol~· 
DATE : May 6, 1969 

MY 7 1969 

UNCTAD - Trade and Development Board 
j A 10 ~ ~ ' 

1. The next session of the Trade and Development Board will be 
in Geneva from August 26 through September 12. Attached is a copy 
of the Draft Provisional Agenda. 

2. This session will, inter alia, consider the report of the 
Enlarged Committee on Supplementary Financing to be held in New York 
from June 23 through July 4, and which I suppose you will be attend­
ing. 

J. I bring the Trade and Development Board session to your atten­
tion because I imagine you will want someone from your group to attend, 
unless you will come yourself. 

4. I would appreciate your reaction to this: I shall be here till 
early June, then shall go to Geneva for various meetings (UNDP, ACC, 
ECOSOC and T and D Board). MY office will always be in touch with me. 

Encl. 

cc: Mr. Demuth 



Distr. 
LIMITED 

TD/B/L.l50 
· 3 February 1969 

Ori~inal: ENGLISH 

United Nations Conference on Trade and Development 

TRADZ AND DEVELOPMENT BOARD 
Eighth session 
Genova , 21 January 1969 
Agenda item 15 

. ,. 

DRAFT . PROVISIONAL AGENDA FOR THE NINTH SESSION OF THE BOARD 

ca..----t~/~ '~ , .. <e,<t 
Note by the UNCTAD secretariat 

1. In pursuance of rule '8 of the rules of procedure of the Board, a draft provisional 

agenda for the ninth session is submitted herewith. 

2. Modifications, deletions and additions to the attached draft will be made, as 

necessary, by the .secretariat in · the light of the decisions taken by the Board at 

its present session. 

/ 

GE .69-2251 
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TD/B/1.150 
page 2 

l. 

2. 

3. 

4. 
&: 
/. 

6. 

DRAFT PROVISIONAL AGENDA FOR THE NINTH , SESSION OF THE BOARDl/ 

Adoption of the agenda 

Adoption of the report on credentials 

UNCTAD and the second United Nations Development Decade 

Review of the implementation of the recommendations of the Conference 

Report of the Special Committee on Preferences on its second and third 
sessions (Conference resolution 21 (II)) 

Growth, development financing and aid: 

(a) Supplementary financial measures: report of the Inter-Governmental: 
Group on Supplementary Financing; 

(b) Report of the Committee on Invisibles and Financing related to :· 
Trade on its third session 

(c) Recommendations of the Committee on Invisibles and Financing 
related to Trade on the draft texts remitted to the Board by 
the second session of UNCTAD 

?. Report of the Committee ori Shipping on its third session 

8. Commodity problems and policies: 

9. 

10. 

11. 

12. 

(a) Report of the Committee on Commodities on its fourth session; 

(b) Report of the Advisory Committee to the Board and to the 
Committee on Commodities on its third session; 

(c) Report on negotiations or consultations on individual 
commodities · 

_Transfer of technolo~y, including know- how and patents: 
_Board resolution 48 (VII) . 

Trade relations among countries having different economic and 
social systems 

Impact of the regional economic groupings of the developed countries on 
international trade, including the trade of developing countries: draft 
resolution remitted to the Board by the second session of UNCTAD. 

Trade promotion activities: 

(a) UNCTAD/GATT International Trade Centre; 

(b) United Nations export promotion efforts (Economic and Social Council 
resolution 1362. (XLV)) 

1/ For the ninth session and a possible resumed ninth session. 



13. 

14. 

15. 

16 . 
17. 

18 . 

19 . 

20. 

21. 

- •• ,. - .. ....,_,.,..,...,. ~ • ,. -====n . ....... '' 

TD/B/1.150 
page 3 

Progressive development of the law of international trade: second 
annual r eport of the United Nations Commission on International 
Trade Law 

Co-ordination of the activities of UNCTAD with those of other bodie s 
in t he field of. trade and development 

Hork programme of the UNCT AD secretariat and it.s staffir}g and budgetary 
r equirements ?} 

Elect ion to membership of committees 

Review of the calendar of meetingsl/ 

Provisional agenda for the .tenth session of the Boardl/ 

Financial implications of the actions of the Boardl/ 

Other businessy · 

Adoption of the report of the Board to the General Assemblyi/ 

1 ·, 

~ To be considered at the resumed ninth session to be held in FebrPary 1970. 

l/ De cisions taken at the ni~th session may be r eviewed by t he Board, if necessary, 
at the r esumed ninth session to be held in February 1970. 

~/ The Board at the resumed ninth session will also have this item before it. 

2/ The r eport on the resumed ninth session might be included in the Board's report 
t o t he twenty-fifth session of the General Assembly and be adopted by ,the 
Board at its tenth session. · 



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPi\-fENT 

FRm1: The Deputy Secretary 

DECLASS FIE 
1 ~ 20 

WBG RCHlVr 
CONFIDENTIAL 

SecM69-207 

April 18, 1969 

STABILIZATION OF PRICES OF PRI~ARY PRODUCTS 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

STABILIZATION OF PRICES OF PRIMARY PRODUCTS 

ACTION EVALUATION PAPER NO. 9 

SUPPLEMENTARY FINANCE 

I. Introduction 

I 
1. The Bank Staff Study on Supple:nentary Financial Measures was 
forwarded to the U.N. Secret8.l!y-General in December 1965 as forming "the 
basis for a feasible solution to a problem of major importance", in response 
to a Recommendation of UNCTAD I which requested the Bank to study the ff!asi­
bili ty of a scheme which "should aim to deal vi th problems arising from ad­
verse movements in export proceeds which prove to be of a nature and duration 
which cannot adequately be dealt with by short-term bailance of peyments sup­
port" and, if appropri~te, to work out a scheme. This paper gives a resume 
of the discussions that have taken place so far in UNCTAD I and UNCTAD II, 
and iq the Inter-governmental Group set up by UNCTAD on Supplementary Finance, 
describes the main elements of the scheme proposed by the Bank Staff, as well 
as the critical comments made, and points out the relationship of Supplemen­
tary Finance to Commodity Arrangements. 

2. The next session of the Inter-governmental Group, to be held 
during June 23- July 4, 1969, is expected to finalize its Report, which 
would then be considered by the Trade and Development Board of UNCTAD at 
its session during August 26 - September 12, 1969. 

3. This paper suggests a possible course of action that the Bank 
might take on supplementary finance in connection with the commodity study 
pursuant to the Rio Resolution. 

II. Recommendation of UNCTAD I 

4. In his statement at UNCTAD I on April 6, 1964, the Head of the 
United Kingdom delegation, the Rt. Hon. Edward Heath, commended the stabili­
zation of commodity prices and supplementary financial assistance as among 
the key points before the Conference. On supplementary financial assistance 
he had this to say: "We recognize that balance-of-payments problems may 
arise in developing countries which call for special measures of assistance. 
Sharp falls in the export earnings of less developed countries, such as have 
occurred from time to time in commodity trade, can be disruptive of develop­
ment. The International Monetary Fund offers certain facilities to meet the 
short-term effect of such falls ••.• However, there is a risk that development 
may be disrupted as a result of longer term adverse movements in export re­
ceipts. In the distribution of the aid which we in the developed countries 
make available, whether bilateral or multilateral, we should perhaps take 
more account of these risks." 

5. Recommendation A.IV.l8 of the Conference on Supplementary Financial 
Measures (Annex A), the result of the initiative taken by the U.K. and 
Swedish delegations, was adopted by 106 votes to none, with ten abstentions 
(USSR and other Socialist Countries). The Recommendation requested the World 
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Bank to study the feasibility of a scheme which "should aim to deal with 
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, if appropriate, to work out such a scheme. 
An adverse movement was defined as a 'shortfall from reasonable expectations". 
The purpose was "to provide longer-term assistance to developing countries 
which would help them to avoid disruption to their development programs". 
The recommendation was made recognizing that "adverse movements in the ex­
port proceeds of developing countries can be disruptive of development", 
and noting that "the IMF can make available balance of payments support to 
help meet the short-term effects of shortfalls in export proceeds". Australia 
while voting in favor of the proposal for studies as to the feasibility of 
supplementary finance, expressed reservations about .the desirability of 
financial measures as a means to dealing with long-term shortfalls in export 
receipts. France, while voting in favor of the Recommendation, did not 
accept the principle of what they termed long-term compensation of fluctua­
tions in export earnings; in its view, the real solution was in the organi­
zation of primary produce markets, permitting the maintenance of stable and 
remune~ative prices. 

6. The Recommendation represented a consensus to which both developed 
market economy countries and developing countries subscribed. There was 
another draft resolution sponsored by fourteen developing country delega­
tions. Recommendation A.IV.l8 incorporates both, as separate parts. It is 
in response to the first part of the Recommendation that the World Bank 
Staff proposed a Scheme for. Supplementary Finance, to meet the problem of 
unexpected short-falls that are potentially disruptive of a developing coun­
try's development efforts. The basic approach of the World Bank Staff pro­
posal is outlined in paragraphs 7-8 below. The Staff proposal was circulated 
to 'the Board in November 1965,1/ and was forwarded to the U.N. in December 
1965 as forming "the basis for-a feasible solution to a problem of major 
importance". Since then, discussion has been focused on this in UNCTAD 
bodies and outside. 

7. The Bank Staff Study proceeds on the premise that it is desirable 
to provide countries, already short of foreign exchange because of their 
efforts to speed up the process of development, with a ready source of long­
term a:3sistance to enable them to maintai a agreed development programs in 
the fa,ce of unforeseen ,_dverse export mov,ements that are beyond their con­
trol. It is important under the Bank Staff Scheme that the development 
programs and policies be internationally discussed and agreed. Thus, the 
Scheme seeks Ito ass-qre prompt assistance - assistance that would be supple­
mentary to and not a substitute for already existing forms of aid. While 
there is no implication that there should be binding commitments '.rith 
respect to basic development assistance over a period, it is to be expected 
that the careful examination of development programs internationally would 
facilitate the flows of development capital. 

8. In order to avail itself of this facility, a country would have 
to enter into an initial underE'tanding with the administering agency as to 

Y R/65/174: Novembe~ 15, 1965. 
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what might be regarded as reasonable. expectations for exports during a period 
covered by the country's development program and at to certain key aspects 
ot· its development program and policies. (The 'neefi for and feasibility of 
export projections are considered later.) The designated international 
agency would be reviewing the performance of. the country periodically, to 
judge whether the country's performance is l.iatisfactory enough for it to be 
eligible for assistance from the Scheme. A shortfall from reasonable 
expectations of export earnings (as specifi~d in an agree~ export projection) 
occurring in a country which has been folla.ling the agreed policy under­
standings can be assumed to be beyond its control. This obviates a time­
consuming study of the causes and consequences of such shortfall at the ti~e 
it occurs. The Scheme would be a means of providing speedy assistance at 
the time of need, without being an automatic one, because it provides for 
judgments by the Agency. Thus, the Scheme does deal with the problem of un­
certainty but makes a clear distinction between certainty and automaticity. 

III. Report of the Inter-governmental Group to UNCTAD II 

9. An Inter-governmental Group on Supplementary Financing!/ was 
established by the Trade and Development Board in September 1966, to ex­
amine the Bank Staff Scheme and to submit a report ' (with such modifications 
to the Scheme as it might consider appropriate) as a means of achieving 
the objective set out in Part A of Recommendation A.IV.l8 of the first 
Conference. Bank staff members participated in these deliberations as 
technical experts. At its third session held from October 30 to November 13, 
1967, the Group adopted its Report which was forwarded direct to UNCTAD II. 
The general assessment of the Group gi ve.n in this Report was as follows: 
"A few members have stated that, in view of unresolved questions of some 
importance (and without prejudging the question whether the objectives 
set out in Recommendation A.IV.l8 should be achieved by a scheme with the 
characteristics of that of the IBRD staff or in other w~s}, they are not 
as yet prepared to take a position. One member expressed the view that the 
Scheme would not be either a timely or a genuine solution to the basic 
problem - the instability and inadequacy of the export proceeds of develop­
ing countries - which in its opinion could only be dealt with efficaciously 
by a system of organization of markets for primary products. All other 
members of the Group believe that, although a number of questions, some 
of them important, require fUrther consideration, the objective set out in 
Part A of the Recommendation can be achieved by a scheme with the essential 
characteristics of the IBRD Staff Scheme." The developing countries' 
members of the Group prepared a joint statement of their views, strongly 
endorsing all the essential elements of the Bank Staff Scheme, which was 
also circulated as a document of UNCTAD II. 

IV. Some Other Suggestions 

10. Certain other proposals for avoiding the disruption of development 
programs made in the course of the Group's deliberations are noted in the 

~/ The members of the Group were: Argentina, Brazil, Ceylon, Federal 
Republic of Germany, France, Ghana, India, Japan, Poland, Sweden, U.A.R., 
U.K., U.S.A., and Yugoslavia. There was provision for two Eastern 
Group countries; one remained vacant. 
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Report referred to above. Each of these proposals is followed by extensive 
comments representing the views of most members of the Group who thought 
that none of these suggestions would adequately meet the objectives of 
UNCTAD Recommendation A.IV.l8 on supplementary financing. 

(a) Under one alternative the scheme would be operated on an ad hoc 
basis without the need for export projections and any prior understanding 
on policy matters. Under this suggestion also, however, a country wishing 
to avail itself of the scheme is expected to undertake to consult fairly 
regularly with the Agency administering supplementary finance about its 
development and economic policies. As for determining whether a decline 
in exports constituted a shortfall from reasonable expectations, this would 
be done by the administering agency ~ post on the basis of certain estab­
lished guidelines. When a country suffers a serious shortfall in export 
proceeds, the causes of the shortfall are to be examined in a speedy manner, 
and the amount and conditions of financial assistance are to be decided, 
taking into account the need of the country (possible disruption of the 
development program), its general performance and all relevant circumstances, 
as well as the availability of resources for the Agency. There would be 
close cooperation between the Agen~y and the Fund, possibly through a Joint 
Committee. The Joint Committee would receive and consider applications for 
both Compensatory financing and Supplementary financing. 

(b) Another suggested essentially the refinancing of IMF drawings. 
According to one suggestion, the Agency would examine, at the request of 
the countries, the economic situation and performance of countries that had 
drawn from the Fund under Compensatory Financing Facility or had made 
ordinary Fund drawings to offset shortfalls of the same general character, 
so as to ascertain whether the country in question was making a reasonably 
effective effort to promote . its own economic development. The purpose of 
assistance under this suggestion would be in effect to extend the period 
of repurchase of Fund drawings if the Agency took the view that the obliga­
tion to repurchase threatened disruption of its development progrpro. A 
variant of the suggestion was that the Agency would also be empowered to 
provide assistance should a country's entitlement to draw from the Fund 
prove smaller than the amount of the shortfall. 

(c) The third is the proposal for organization of markets. One 
representative argued that a purely financial solution to problems arising 

' from poor organization of trade relations between industrialized and devel­
oping countries would fail. In his view, an initiative with respect to 
Supplementary Finance would del8iY the work in the Fund and Bank in response 
to the Rio Resolution ou Commo~ty Price Stabilization. 

V. Resolution of UNCTAD II on the Subject 

11. In March 1968, UNCTAD II adopted the Resolution on Supplementary 
Financial Measures by 70 votes to nonf.:, with 8 abstentions (Socialist 
Countries) (Annex B). As r~corded inj the Report of the Second Conference, 
all representatives of LDC's who participated in discussions in Committee III 
(the Committee of the Conference that considered questions relating to 
finance) on this subjec~ emphasized the need, for a Supplementary Finance 
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scheme, and many called for early establishment of a scheme on the lines of 
the Bank Staff Study. The representatives of some developed mar~et economy 
countries also supportad the majority assessment of tthe Inter-governmental 
Group. Representatives of a number of other developed market economy coun­
tries, however, had reservations about the Bank Staff proposal; one of them 
felt that implementation of st\pplementary dnance might detract frori efforts 
to establish commodity stabili.zation agreements. Several references, were 
made to the Bank and Fund studies in progress pursuant to the Resolution by 
the Boards of Governors of these institutioris on stabilization of primary 
commodity prices. 

12. The Resolution on Supplementary Financial Measures adopted at 
UNCTAD II reaffirms the objective of the proposal for Supplementary Financial 
Measures set out in A.IV.l8 of the First Conference; it states that any 
scheme devised to meet this need sho~d "provide reasonable 8/Ssurance of 
help to protect a country's developmt'mt plan or program against the effects 
of export shortfalls ••• " It was decided to continue the Inter-governmental 
Group, suitably expanded, and the Group is requested to attempt to resolve 
ce-rtain outstanding issues enumerated in the Resolution. These are: 
(a) definition and method of assessment of reasonable expectations; (b) the 
scope of policy understandings; (c) measures to be taken by beneficiary 
countries; (d) relationship between Supplementary Finance and the Fund's 
Compensatory Financing Facility. This paper covers each of these issues, 
among others. Denmark, speaking on behalf of the Nordic countries, re­
called that they had come to the Conference with the hope·that the principles 
elaborated in the Bank Staff Scheme and the Inter-governmental Group Report 
would be accepted; they would do everything possible in the fUture work of 
the Inter-governmental Group to make this a reality. The "deep disappoint­
ment" of the developing countries at lack of definitive progress with respect 
to Supplementary Finance at the Conference was expressed by Brazil and 
Ceylon speaking for the developing countries. 

VI. Present Status of Discussions 

13. The expanded Inter-governmental Group has 26 members.!} The 
fourth session - first one of the expanded group - was held in Geneva from 
October 21 - 25, 1968, and was intended to be preparatory for the next 
session to be held during June 23 - July 4, 1969. According to the •Resolu­
tion adopted by UNCTAD II, the next session is to conclude the work of the 
Group, and the final Report of the Group would be considered by the Trade 
and Development Board at its ninth session during August 26 - September 12, 
1969. The Group has requested the UNCTAD Secretariat, the Bank Staff, and 
the Fund Staff to fUrnish additional material and advice. 

Afghanistan, Argentina, Australia, Brazil, Canada, Ceylon, Chad, Chile, 
Federal Republic of Germany, France, Ghana, India, Italy (Spain in 1969), 
Japan, Nigeria, Pakistan, Poland, Sweden, Switzerland, Tunisia, United 
Arab Republic, United Kingdom of Great Britain and Northern Ireland, 
United States of America, Uruguay, Venezuela, Yugoslavia. 
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14. In the discussions in the Inter-governmental Group, and at UNCTAD II, 
critical comments were made by same of the main donor countries on certain 
aspects of the Scheme put forward by the Bank Staff. In brief, it was argued 
that tfie policy understandings were likely to involve duplication with the 
work of other agencies and might raise difficulties for recipient countries 
of a political kind; that export projections for as long as 4 to 6 years 
could not be made with reliability and could not form the basis for financial 
claims; that the cost estimates were not precise and seemed to envisage 
open-ended commitments for contributing countries; that there was no pro­
vision for adequate coordination with the Fund's Compensatory Financing 
Facility. There is also the important question of how Supplementary Finance 
fits into an overall or integrated .approach with respect to the commodity 
problem, and the overlap, if any, between commodity price stabilization ef­
forts and supplementary finance. These matters are dealt with in the follow­
ing paragraphs. 

VII. Policy Understanding 

15. With respect to the sc.ope of policy understandings, and the 
frequency of consul tat ions , it was noted in the Bank Staff Study: "The 
precise nature and degree of detail of such an understan.ding would vary 
considerably as among countries. Continuing contact would be maintained, 
moreover, between the administering agency and the countrY. thTOughout th~ 
plan period in order to provide. the basis for an assessment of the extent 
to which the agreed criteria of perfo.rmance were currently being fulfilled . 
or needed adjustment in the light of changing circumstances". The "policy 
package" would have to be in broad maJro- econamic terms, including under­
standings in particular about export earnings, public and private investment 
and domestic savings; implementation would be left to continuous working 
relations between a country an-d the Agency, made necessary in any case by 
the needs of nearly all developing countries for external assistance, in­
cluding assistance from international financial institutions. The policy 
understanding would not be confined to the export sector only, because the 
factors and policies affecting exports arise in all sectors of the economy. 
It was emphasized by the Bank staff in the various meetings on the proposal 
that, in general, the policy lll:lderstanding rj~presents what a country dis­
cusses with donor countries and international institutions about its devel­
opment program when it seeks basic development finance and that understand­
ings on these matters were becaming· more common. Available data, experienc~e 
and assessments arising from consortia and consultative group discussions, 
the work in the World Bank Group and in the Fund, were to be fully utilized. 
In evaluating the development programs of countries for purposes of supple­
mentary finance, the Agency, if separate, could avail itself especially of 
the experience of the World Bank Group. Similarly, the Agency could avail 
itself of the advice of the Fund on matters falling within the field of the 
Fund's responsibilities. 

16. A multilateral institution, like the World Bank Group, while con-
cemec.' with the obtaining and allocation of its resources; he;> a wider 
perspective, i.e. the improved perfo~ance of a developing country in the 
mobilization and effective use of its resources, domestic and external. 
Given thi;s broad framew,ork of approach, however, there cannot be uniformity 
for all countries • One or another aspect mey have to be considered in depth 
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depending on the situation of a purticular country. It may be fiscal matters 
in one case; in another, the working of public enterprises. In a third, it 
may be the foreign exchange mechanism. In considering and evaluating per­
formance, flexibility is essential, seeking the crucial or key elements for 
a given country, in a certain f>i tuation. i No one will argue, for example, 
that monetary or fiscal policies can be ::'ixed over time. In any case, not 
all eventualities can be visual.i zed at this stage; procedures would have to 
evolve in the light of actual experience. Above all, policy understandings 
would be predicated on and involve mutual cooperation and con·cacts betwe:en 
a member country and the administering agency. A certain confidence in 
international agencies, created and run by governments, is needed by both 
developed and developing countries to enable them to fUnction effectively, 
especially in assessing economic performance. 

17. After extensive discussions within the framework of UNCTAD and 
otherwise, the developing countries have come to accept by and large the 
underlying purposes of policy understandings and the manner they would be 
arrived at and implemented, whatever their initial misgivings may ha've been. 
Thus, for the first time, the need for performance evaluation and ccmmi t­
ments thereon on the basis of international consultations, so important in 
the field of development finartce and urged so long by the donor countries, 
came to be discussed openly, and a certain approach was formulated to which 
the LDC's have indicated willingness in principle to subscribe. The con­
clusion of the Inter-governmental Group on policy understandJ ng in its 
Report of November 1967, expresses general agreement "that a policy tmder­
standing should be part of the Scheme", and "it was generally agreed that 
consultations might be broadly along the lines of those conducted by inter­
national financial institutions". 

VIII. Export Projections 

18. A feature of the Scheme proposed by the Bank Staff is an under-
standing between the administering agency and the country on an export 
projection for a period over which the country has formulated a development 
program. The export projection indicates the amount of foreign exchange 
which the country may reasonably assume will be available from its exports 
in each year of this period. The projections are based on informed as­
sumptions regarding world trade developments, and on the understanding that 
certain domestic policies would be followed. An export projection is a 
way of utilizing available information combined with the most plausible 
assumptions about the future circumstances in order to estimate future export 
earnings on which to base a development program. It is important to 
distinguish such projections from predictions of what will in fact occur 
in the future. Hence, it is not a valid criticism to point out that pro­
jections turn out to be 'wrong' in any particular case. In fact, if every 
projection were to prove 'right', i.e. if it were an accurate prediction, 
a scheme to handle unforeseen short-falls would not be needed. The essen­
tial point relates to the defense of a development program from deviations 
in earnings from anticipated exports on the basis of which the program had 
been formulated -- a viewpoint fully in accord with the original UNCTAD 
Resolution. 
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19. Such projectio~s, together with other items affecting foreign 
exchange availability, would be required by developing countries, irrespec­
tive of supplementary finance, in order to judge the feasibility of their 
development programs. Export projections .are built into development pro­
grams in two ways: the development program contains commitments to certain 
policy actions on which the projections are based, especially in export 
policies; the development program in turn is based on the export projection 
and is ·tested for financial feasibility on the basis of anticipated export 
earnings and other soprces of development finance. 

20. In suggesting a five-year projection period, to coincide with the 
normal length of a development plan, limitations of available techniques 
of projection over that long a ~eriod were recognized. Rowe¥er, today most 
developing countries are accus·tomed to. making export projections to provide 
a basis on which investment programs can be built. The Bank Staf_f' s con­
s.iderable experience in this field suggests that such five--year projections 
are practical. The quality of projections can, of course, be improved by 
sharpening analytical tools and strengthening the basis for technical judg­
ments, and this is being attempted in the World Bank in any case. However, 
whatever the improvement in projection techniques, this would not eliminate 
the problem of unexpected short falls because unpredictable changes in a 
country's export situation and in the world economy will continue to take 
place. 

21. The question h.as been raised relating to the desirability of 
periodic revisions, say, every year or every two years. The viewpoint 
in the Bank Staff Study is that during the operation of a development plan, 
the underlying export projection should not be subject to revision except 
when changed conditions justify a 1118.jor readjustment of the investment pattern 
and of. the development strategy, because investment calcul~tions must be . 
based on export projections. Whether or not such a major readjustment is 
required would be determined in consultations between the Agency and the 
country concerned. Revisions in export projections would be made when the 
development program itself has to be reformulated due to circumstances 
other than an export shortfall sm:h as a fundamental change in export 
prospects, major change in development aid, etc. During ~scussions, a 
consensus has been emerging that a rough mid~term r~view of the development 
program might be appropriate; this would also mak~ it possible to review 
export projections as well as increase their reliability. This can be 
reconciled with the Bank Staff view in that such a review would help to 
defend development programs in an 'orderly' way; one can see then what can 
be done to raise more resources -- -domestic f~d external-- and also evalu­
ate the changes in expo.,t outlook more precij!>ely, and act accordingly. 

IX. Cost Estimates 

22. Given an agreed projection of e~ort proceeds on which the coun-
try's clevelopment program is based, the financial assistance which a country 
can ex;?ect from the Sch~e ~n the event ~f an export shortfall may be deter­
mined by comparing the actual exports with the projected exports. The idea 
is put forward in the Scheme that such financial assistance should be related 
to the amount / of sho~falls -- the amounts by which actual exports fall 
short of projected exports in particular years -- net of "overages", i.e. 
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the amounts by which actual exports exceed projected exports in other years 
within the same planning period. 

23. In the Bank Staff Study ~ a simulation exercise was carried , out~ 
comparing merchandise export projt!ctions for inai vidual countries made by 
the Bank Staff for various period,3 with the actual export earnings of the 
same countries in the corresponding years. 'Global' gross shortfalls were 
derived from this. Overages and drawings under the IMF's Compensatory 
Financing Facility were allowed for. Then, several other adjustments were 
made to arrive at an estimate that would indicate the financing require­
ments of the Agency. They were the numbt!r of developing countries likely 
to utilize the Scheme in the initial years, the likely improvement in the 
methodology and use of export projections as compared to the periods of 
the simulation exercise, the extent to which the developing countries would 
be expected to meet shortfalls on their own and, finally, the possible 
contribution to meet export shortfalls from sources of finance other than 
the IMF Compensatory Fa.cility. Under the Supplementary Finance Scheme, a 
developing country is expected to meet the problem of an unexpected export 
shortfall to some extent with its own means, which include the use of some 
part 9f its foreign exchange reserves and internal adjustments involving 
a reduction in demand for foreign exchange. It is understood that these 
measures could be undertaken in a number of cases without disrupting the 
development effort in which the country was engaged. Although the extent 
to which each ir!di vidual country could do so would vary from case to case, 
an attempt was made to assess the probable order of magnitude of the effort 
which might be considered reasonable when all developing countries are 
grouped together. 

24. Given the nature of the problem, it vas not possible to quantity 
these factors in any exact way. On the other hand, to estimate even the 
rough order of magnitude of the amount of resources needed to run the Agency 
during an initial period, it was necessary to attribute some orders of magni­
tude to the different factors mentioned above. On this basis, it was estimated 
that an annual average of $300 - $400 million for the initial five years 
would have to be covered by the Agency administering Supplementary Finance. 
It was emphasized in the Study that the quantification of financial require­
ments and of the various factors involved was rough; no precise calculations 
were possible because the Scheme was novel and historical data were only 
useful in helping to judge magnitudes but were by no means certain indi­
cators. The intent was to arrive at· an estimate of finance for the Scheme 
with which the Scheme might reasonably be expected to operate successfully 
in the initial period, for the purposes set out in the Recommendation. 

25. In the course of discussions in the Inter-governmental Group, the 
cost estimates fUrnished in the Bank Staff Study were questioned on the 
grounds that the underlying data did not take .into account experience in 
more recent years; that the difference between estimated export shortfalls 
and the cost estimate was large; and that the Scheme seemed to be an open­
ended one, and claims might prove to be larger than t~e cost estimates pro­
vided for. 

26. However, the conclusion of the Inter-governmental Group on costs 
reads: "It was widely agreed that the estimate of $300-$400 million per 
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year of the World Bank Staff provided the basis for arriving at a figure 
with which the Scheme might reasonably be expected to operate successfully 
in the initial period." During the discussions in the Group, it clearly 
emerged that a scheme of this kind could, however, not be open-ended. It 
had to envisage a fixed fund that was considered adequate and reasonable, 
and, therefore, the possibility of rationing had to be kept in mind. ·The 
Bank Staff agreed with this view. 

27. The Bank Staff had now examined the cost estimates again, taking 
into account also available data for more recent years, i.e. up to 1967, as 
requested by the Inter-governmental Group. There is now a much longer period 
(11 years) for which data are available. Using the metho.d described above 
in para. 23, the Bank Staff now estimate the financial requirements at 
$250 mn.- $300 mn. per annum for five years. As recommended· by the Inter­
governmental Group, a fixed :f'und could be set up (partly in cash contri bu-
t ions and the rest as a readily available line of credit as:: was indicated 
in the original study by the Bank Staff and referred to during discussions 
in the Inter-governmental Group), and the Agency entrusted with the Scheme 
be asked to nuinage it within that total for five years. All discussions on 
the subject have explicitly assumed that the funds for such a_ Scheme would 
be additional to other available development resources. 

X. Administering Agency 

28. The Resolution of UNCTAD I on Supplementapr FinaJ,lCe envisaged 
administration of the Scheme under the IDA, with resources contributed by 
the major Part I member countries of the Association in the form of 
additional commitmenfs, prescribed in advanc~. The 1965 Bank Staff Study 
did not address itself to the question of Administering Agen~; throUghout, 
the reference was only to the Agency. It was believed that it vas desirable 
first to discuss the substance of the proposal made by the Staff. The 
Report of the Inter-governmental Group of November 1967 expressed the 
general agreement that the IBRD Group would be the most appropriate for the 
administration of the Scheme. In fact, the Inter-governmental Group at its 
fourth session (October 1968) asked the Bank: to wpat extent can the Bank 
Staff Scheme be implemented by the Bank and IDA within their existing 
Articles of Agreement, if the Executive Directors so agreed and if the 
necessary funds were made availab~e. 

XI. Supplementary Finance and Compensatory Financing Facility of the Fund 

29. An important question that has come up frequently in the course 
of discussions relates to the relationship of the proposal for Supplementary 
Finance to the Compensatory Financing Facility of the Fund. The Compensatory 
Financing Facility helps to even out the 1 availability of exchange earnings 
from exports for a member country and thus assists a country in meeting 
temporary, reversible, balance of payments deficits, on the understanding 
that the draltings would be repaid by the country within 3-5 years; the 
Fund recommends earlier repayment by a country when its export earnings 
exceed the trend value. The Supplementary Finance Scheme, on the other 
hand, has developmental objectives: it is intended to assist a ~eveloping 
country to maintain its development program which might otherwise be dis-
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rupted by a shortfall of export earnings from reasonable expectations on 
which the development program was based. The proposal for Supplementary 
Finance has been made because countries cannot undertake developm-ent 
programs with a longer term perspective unless there is some assuran1!e that 
their export earnings would correspond to reasonable expectations. In 
brief, it may be said that Compensatory Financing Facility has to do with 
instability or short-term fluctuations in export earnings, and Su~plementary 
Finance with uncertainty of export earnings. Another difference is that in 
Compensatory Finance the emphasis is on the simple fact of a downward 
fluctuation; in Supplementary Finance it is on the causes of the change and 
its impact on the development process. 

30. The different purposes of the two are reflected in the method of 
calculating export shortfalls. Undet· the Supplementary Finance Scheme, 
export prospects are considered in the context of a development program 
and take account not only of various objective factors, domestic and 
external, but also the impact of new policy measures. Attempt is made to 
estimate fUture export evantualities over a planning period of, say, five 
years, on which a developing country can rely in formulating and implement­
ing its dbvelopment program. The shortfall in export earnings is measured 
from ~ prior export projection for ~ future period. Under the Compensatory 
Financing Facility, the Fund meets requests for drawings by members whose 
export proceeds over the latest twelve-month period have fallen short of 
the estimated medium-term trend value of exports. The shortfall in export 
earnings is measured from a norm representing the medium-term trend value, 
estimated from a statistical formula as well as a qualitative judgment. The 
statistical formula attaches a weight of • 50 to exports in the shortfall 
year and .25 to each of the two preceding years; the qualitative estimate 
involves a direct forecast of exports for two years ahead. Formerly, the 
statistical and qualitative estimates were given about equal weight in 
determining trend value of exports; currently a somewhat greater weight is 
given to qualitative estimates • But, "the average level of exports for 
the two years following the shortfall year will not be assumed to exceed 
by more than 10 percent the average level experienced in the preceding two 
years •.• "1/ It is precisely because the trend or norm is a moving average 
for five years centered on the current shortfall year as the middle year 
that a rough balancing of shortfalls and surpluses of actual exports with 
respect to trend is expected over a relatively short period of time. 

31. It was noted earlier that during the deliberations of the Inter-
governmental Group, a view of Supplementary Finance was put forward in terms 
of possible refinancing of drawings under the Fund Compensatory Financing 
Facility: the different purposes of the two facilities would indicate that 
any refinancing of Compensatory Financing Facility could not be an alternative 
or substitute way of dealing with the problem for which Supplementary Finance 
has been proposed. Both at UNCTAD I and UNCTAD II, there were distinct recommenda­
tions on Compensatory Financing, and refinancing of Compensatory Finance 
drawings forms part of the content of these resolutions. The Recommendations 
on Supplementary Finance are separate, and are intended to deal with another 
problem. 

1/ II Report by the IMF on Compensatory Financing ahd Export Fluctuations, 
p. 8. 
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32. If' the resources of the Fund were available to meet export short-
falls as defined in the Supplementary Finance Scheme, it would help to avoid 
the disruption of an agreed development program; then, the amounts drawn 
in the Fund woUld likely be much larger and the ability of the country to 
repurchase in 3-5 years much less, as the country would not be expected to 
cut back, if necessary, its development effort to a level making possible 
the f'ulfillment of a medium- term repurchase obligation to the Fund. Thus, 
it is the mode of determining the shortfall and the length of time for which 
financing is available that are critical -- it is not a question of' techniques, 
but one of purpose. 

XII. Commodity Agreements: Elements of: 

33. The Commodity Problem is described briefly thus in the Joint 
study "The Problem of Stabilization of Prices of Primary Pr.oducts", Part I, 
by the Staff's of the Fund and the Bank: "The developing countries are 
heavily dependent on primary products for most of their exports: currently, 
88 percent of their export earnings are _derived from primary product sales. 
Furthermore, these exports are concentrated on a narrow range of products: 
almost one-half ot these countries depend on one commodity for more than 
50 percent of their total exports and as many as three-quarters derive more 
than 60 percent of' their total exports from three primary commodities. As 
a result, the export earnings of the developing countries, with their cru­
cial influence on import capacity and development potential, are heavily 
dependent on the prices and trading opportunities prevailing in world com­
modity markets. With limited but important exceptions, these markets have 
shown two major unfavorable characteristics. First~ their absorptive 
capacity has grown only slowly, so that increased sales have often been 
possible only at falling prices. Second, these markets have been subject 
to particularly wide price fluctuations, which have themselves sometimes 
contributed to ad,verse longer-term price trends. Demand for most primary 
products is growing relatively slowly as a result of both technological de­
velopments and changes in consumer spending patterns. Moreover, world 
trade in primary products, and particularly in agricultural products, ha.f) 
been held back by the protection given by industrial countries to their own 
primary producers." 

34. The stabilization of prices ·Of commodities through commodity 
arrangements and increased access to the markets of industrial countries 
represent the trade approach for influencing the foreign exchange receipts 
of developing countries. By reducing the amplitude of price fluctuations 
and by seeking to deal with the slow growth of demand for primary commodities, 
they help to improve the level and trend of export earnings. For years the 
need fc;;r commodity agreements has been recognized; their aims and essential 
features have been discussed extensively. l However, it has been possible 
to conclude or..ly !l f€~w agreements. Accese to markets has proved no more 
rapid to impr~ve . : 

I 

XIII. l~d and Bank Group Aqtion in Financing of Stocks (Proposals) 
I 

35. The extensive .study of the commodity problem in pursuance of the 
Rio Resolution by the Bank Staff and consideration by the Board in a 'series 
of Seminars have led to the recognition that: 
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(1) The sound economic development of membe1· countries can, under 
certain conditions, be ef'f'ecti vely assisted by sui table 1 

international commodity agreements providing, among other 
things, for the holding of commodity stocks in national or 
international hands; 

(2) that this would be amcng the guidelines tor the World Bank 
Group in appraising economic perf'ormance and the needs of' 
member countries tor development financing; and 

( 3) international buf'f'er stocks may, under certain conditions, 
make a usef'ul contribution to a reduction of' the amplitude 
of' short-term f'luctuations in export earnings and thus help 
to promote the sound economic development of member countries. 

While the Fund would (as proposed) "'se its Compensatory Financing F~cili ty 
to provide short-term credit to member countries to f'acilitate their parti­
cipation in international buf'f'er stocks under suitable international com­
mpdity agreements, it would appear that member countries may also need to 
cbmmit resources over a longer period for this purpose. The Bank Group, 
in considering its loans or credits to member countries, would (as proposed) 
take into account additional long-term capital requirements arising from 
countries' participation in such buffer stock schemes, while maintaining 
its customary lending standards , and as part of its normal lending operations. 

36. It is also recognized that the holding of reserve stocks by members 
to prevent abnormal price increases of' primary commodities may in some cases 
help improve the longer-term export earnings of developing countries; and, 
similarly, the holding of' stocks of certain primary products by member 
countries over medium-to-long term periods, while production is being ad­
j usted to demand, may support export earnings of developing countries from 
such products. According to the proposal under consideration, the Bank 
Group would take into account the additional need of' countries f'or external 
borrowing resulting from participation in international commodity agreements 
serving these purposes, in considering applications of' member countries for 
development loans or credits. 

37. Thus, the complexity of the commodity problem, as well as the 
limitations and f'ramework under which international financial institutions 
function, require that a positive and realistic approach be adopted. We 
may now, appropriately, proceed to consider the relevance of' this to 
Supplementary Finance. 

XIV. Commodity Agreements and Supplementary Finance 

38. As f'or the relationship between Commodity Agreements and Supple­
mentary Finance, progress in negotiating commodity agreements is likely to 
enable countries to have more accurate expectations of' their export prices 
and hence, in part, of their earnings, on the basis of' which to formulate 
their development programs. It has been observed in past periods that large 
export shortf'alls occur when commodity prices fall. Buffer and other stock 
arrangements help to maintain better price stability. When a developing 
country depends on one or two commodity exports, and a degree of price 
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stability is secured, this reduces a main factor of uncertainty in export 
earnings. Thus, effective commodity arrangements make for better export 
projections and reduce the cost of Supplementary Finance. This effect would 
depend on the number of commodities sUbject to agreements and the operative 
features of such agreements, especially in regard to export volume. However, 
even where a commodity agreement is effective, with stock management and 
other features, it is only a price range-- not a fixed price-- that is 
sought to be maintained. And, the other elements of uncertainty also re­
main. More important, however, is that insofar as commodity agreements take 
considerable time to negotiate and conclude, this effect of creating greater 
certainty of export earnings would be postponed. Other important elements 
are that a large number of successful commodity agreements cannot be ex­
pected to be concluded in the foreseeable future, for reasons fully explained 
in the Commodity Seminars; thus, at most, they would not cover a large part 
of the earnings of many countries from all their exports, so that there would 
still remain the problem for which Supplementary Finance Scheme was designed. 

39. the fact that there is some overlap between the area that mB\Y' be 
covered by commodity ag~ements and the area covered by sqpplementary 
financial measures might be interpreted to imply that the adoption of 
supplementary financial measures might inhibit efforts to conclude com­
modity agreements. This is not justified for a number of reasons. One 
reason is that primary product exporting LDC's have an advantage in earning 
foreign exchange from their own exports, subject to commodity agreements, 
rather than by obtaining foreign exchange from Supplementary Finance Scheme 
as a loan, even if these loans were to be provided on concessional terms. 
Secondly, supplementary financial measures are only concerned with the extent 
to which actual export earnings are close to their expected values, and not 
with whether the expected earnings are stable or unstable. Finally, while 
commodity arrangements have a certain impact described above on Supplementarv 
Finance, they have other, important, objectives: viz. to improve the trend 
of the export earnings of countries, especially by regulating international 
trade in partidular commodities. 

40. Thus, Compensatory Finance Facility and Supplementary Finance 
Scheme, the former to meet the volatility aspect of export earnings , and 
involving ess~nti~ly short-~erm assistance, and the latter to meet the 
uncertainty aspect and involving essentially long-term assistance, would also 
be needed, however optimistic assumptions are made about the future of 
interne.tional commodity agre.ements . These financial arrangements and 
commodity agreements become complementary to one another and reinforce 
their effectiveness mutually, so that development programs of countries 
can go forward uninterrupted by export shortfalls resulting from caus~s 
beyond their control an~ to which they cannot adapt by taking domestic 
measures o:nly without major setbacks t 'o their development efforts. It is 
only for those very few couqtries that depended to a very large proportion 
(say, two-thirds or more) of their foreign exchange earnings on one or two 
commodities, if those commodities were covered by effecti v·~ internatione+ 
commodity agreements, that the need for supplementary finance wou.}d beco111e 
of minor importance • I : ' 
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XV. Conclusions and Recommendation 

41. It is not suggested that the World Bank Group at this time give 
its views on all aspects- of the proposals made with respect to Supplementary 
Fibance. What might be done is for the World Bank Group to indicate its 
attitude on the relation between the commodity problem and Supplementary 
Finance; more particularly, after its review of the commodity problem, 
whether there still remains a need for supplementary finance. The various 
papers prepared for the Commodity Seminar and the discussions held would 
indicate that the problem of uncertainty to which the Supplementary Finance 
Scheme and suggested amendments thereof are addres~ed will still remain, 
however optimistic the assumptions which may be made about the future 
of international commodity arrangements. It is assumed that the Bank 
staff would continue to collaborate as it has in the past with the deliberations 
being held under the auspices of UNCTAD, including providing the requested 
information and analysis. In light of this there is appended hereto a proposed 
action which might be taken by the Bank as part of the Commodity Study now 
being done. 

Chairman 
Seminar on Stabilization 
of Primary Products 

April 18, 1969 



APPENDIX 

DRAFT OF DECISIONS BY EXECUTIVE DIR1i;CTORS 'tO BE 
REPORTED TO GOVERNORS ON SUPPLEMENTARY FtNANCIAL MEASURES 

The Executive Directors have approved the following statement of 

policy regarding supplementary financial measures: 

Having considered the question whether there continues to be a need 

for supplementary finance to meet unexpected shortfalls in export earnings 
I 

as pa:l·t of their review of the commodity stabilization problem, the 

Executive Directors conclude that different approaches to the problem 

are desirable and can be mutually reinforcing. 

The Executive Directors note that the United Nations Trade and 

Development Board is considering a scheme proposed by the World Bank staff 

and certain other suggestions for dealing with the problem of providing 

supplementary finance to meet unexpected shortfalls in export earnings of 

developing countries. 

The Executive Directors consider that the Bank should continue to 

collaborate with the United Nations Trade and Development Board in its 

deliberations to formulate measures for supplementary finance. 



Annex A 

UNCT.AD I: Recommendation .A.IV.l8: Supplementary Financial Measures 

A 

The Conference, 

Recognizing that adverse movements in the export proceeds ot devel­
oping countries can be disruptive of development, and noting that the Inter­
national Monetary Fund (IMF) can make available balance-of-peyments support 
to help meet the short-term effects of shortfalls in eXport proceeds, 

Recommends that the International Bank for Reconstruction and De­
velopment be invited to study the feasibility of a scheme with the o~jective 
set forth in section I below and based on the principles set forth in section 
II below, and, if appropriate, to work out such a scheme. 

I. Objective 

1. The new scheme should aim to deal with 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-ot-p~ents support. 
Its purpose should be to provide longer term assistance to developing coun­
tries which would help them to avoid disruption of their development program­
mes. 

II. Principles 

2. The scheme should be provided with resources by contributions from 
participating countries, shared between them on an equitable basis. 

3. Developing countries only should be eligible tor assistance from 
the scheme; such assistance should be on concessional and flexible terms. 

4. The scheme should nonnally be applicable after a developing country 
had had recourse to the International Monetary Fund, under its compensatory 
financing facility, and it had been possible to make a full assessment of the 
nature, duration and implication of any adverse movement in the export pro­
ceeds ot the developing country concerned. 

5. An adverse movement for the purposes of the scheme should be re-
garded as a shortfall from reasonable expectations (see Note 1 below) ot 
the level of export proceeds (including, in appropriate cases, invisible 
exports). 
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6. A prima facie case for assistance from the scheme should be estab-
lished by reference to shortfalls from reasonable expectations and to their 
nature and duration (see Note 2}. 

7. Once a priaa facie case has been established there should be an 
examination, under the International Development Association, of all rele­
vant economic circumstances (see Note 3} in order to .assess how far 
assistance from the scheme would be required and justified in order to help 
avoid disruption of development programmes. Subject to these points, as­
sistance could cover a substantial proportion of a shortfall from reasonable 
expectations. 

8. Resources for the scheme, which would be administered under the 
International Development Association, should be in the form of additional 
commitments, prescribed in advance, for contributions to the Association; 
all the major Part I meaber countries of the Association shoufd contribute. 

NOTES 

Note 1. To the extent that these could be prescribed in advance they could 
be taken acco~ut of by developing countries for planning purposes. 

Note 2. The following are offered as illustrative circUIIlStances which might 
constitute a prima facie case for assistance from the scheme to a developing 
country: 

( i) If,, following an IMF drawing in one year under its special 
compensatory fi~ancing facility, exports fall significantly ' 
below reasonable expectations in the second or third year. 

( ii} If, when the IMF drawings were due to be repaid, exports had 
not recovered sufficiently for this to be possible without 
disruption of development. 

(iii} If there were a significant shortfall in exports which the 
IMF adjudged at the outset to be other than of a short-term 
n~.ture and the IMF had decided that it would be inappropriate 
for it to prorlde temporary balance-of-p8\YJilents support. 

Note 3. Among other matters, thesE'! would include adverse effects from sig­
nificant rises in import prices. I 



Annex B 

UN£TAD II: Resolution 30: Supplementary Financial Measures 

l. The Conference reaffi.nns the objective of the proposal for Supple-
mentary Financial Measures set out in Annex A. IV .18 to the Final Act of the 
first session of the Conference. This states that "the new scheme should 
aim to deal vi th problems arising from adverse movement in eJq>ort proceeds 
which prove to be of a nature or durt.tion which cannot adequately be dealt 
with by short-term balance-of-pqments support. Its purpose should be to 
provide longer terms assistance to developing countries which would help 
them to avoid disruption of their development programmes". 

2. Any measures devised to meet this need should, on the basis of ap­
propriate criteria, which should, to the extent possible, be 'Objective, pro­
vide reasonable assurance of help to protect a country's development plan or 
programme against the effects of export shortfalls, to the extent that they 
cannot be met by short-term balance-of-pqments support. 

3. The Conference expresses its appreciation of the report prepared by 
the staff of the International Bank for Reconstruction and Development; and 
of the reports of the Inter-governmental Group on SUpplementary Financing. 
These reports have defined the issues involved and clarified many of them. 
The Conference agrees that further work is required to resolve some outstand­
ing issu~s. The principal. issues are: 

(a) The definition and method of assessment of reasonable 
expectations ; 

(b) The scope, nature and acceptability of the understand­
ings between the administering agency and individual 
participant countries on their development programmes 
and the policies to be adopted in order to carry them 
out; 

(c) The measures to be taken by countries applying for as­
sistance; 

(d) The relationship between supplementary finance and the 
IMF Compensatory Financing Facility. 

4. A matter requiring additional attention is how to determine in 
quantitative terms the disruption which has resulted from export short­
falls and consequently, what are the financial implications of propos&ls 
to meet the objectives of part A of recommendation A.IV.l8. 

5. Some of the issues set forth in paragraphs 3 and 4 above would 
arise not only from consideration of the IBRD staff Scheme but from con­
sideration of other measures to meet the objectives of part A of recom­
mendation A.IV.l8, including those submitted to the Inter-governmental 
Group. Any additional proposals clearly responsive to the recommendation 
should receive due attention, with the aim of working out the most effec­
tive measures possible. 
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The Conference decides: 

(a) To continue in existence the Inter-governmental Group 
sui tabl:Y expanded; 

(b) To req~st the Inter-governmental Group to consider and 
attempt to re~olve the j.ssues set forth in paragraphs 2 
to 5 above; 

(c) In the light of the :roregoing considerations to instruct 
the Inter-governmental Group to work out measures tor 
suppleaentary finance; 

(d) To instruct the Inter-governmental Group to report there­
on to the 'Trade Development Board as early as possible, 
and no -~&ter than its ninth session; 

(e) To direct the Trade and Development Board to study and 
take early action on the findings of the Inter-govern-

. mental Group, taking account of any proposals -'tor action 
in the field of international collllllodi ty policy which lll8¥ 
be submitted to the Board o:r Governors ot the DRD and 
the IMF on the basis of the studies which they have re­
quested to be presented to them at their next annual 
meeting; 

( t) ' To instruct the Chairman of the Inter-governmental Group 
to report on its progress to the seventh session ot the 
Trade and Development Board. 


