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FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 
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CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Irving S. Friedman DATE: October 25, 1966 

FROM: A. N. Kamarck, P. Pereira Lira and B. N. Jalan 

SUBJECT: The First Meeting of the UNCTAD Inter 
Financing - Geneva, October 10-l 19 

General 

Grou 

1. The Intergovernmental Group met in Geneva from October 10 to 
October 14, 1966. To the 13 members elected from among groups of developing 
and developed countries at the meeting of the committee on financing and 
invisibles in April (e.g. Argentina, Brazil, Ceylon, Ghana, India, the U.A.R. , 
Yugoslavia, France, Germany, Japan, Sweden, the U. K. and the U.S.), the Soviet 
bloc added Poland as a member to the Group. They have another seat, but 
haven ' t yet elected to fill it. 

2. The U.A. R. was not present at this first meeting; for what reasons, 
the Secretariat was unable to tell us . The recent events in the U.A. R. and 
uncertainty following these perhaps accounts for the absence . Yugoslavia , though 
represented by a member of its Permanent Mission in Geneva, was unable to actively 
participate in discussions because of the sudden illness of Mr . Marmolja, its 
designated representative . At the end of the meeting, however, Yugoslavia assured 
the Group of its continued deep interest in the Scheme. 

3. The meeting got off to a slow start because of the inability of the 
Group to elect a Chairman. We gathered that the preference of the Group was for 
India or Yugoslavia; but India could not accept it because it had only one person 
on its delegation, and Yugoslavia did not turn up. In the end, by an informal 
arrangement Everts of Netherlands took the chair on the first day and Saxe of the 
United States chaired the meeting for the rest of the session . But neither of 
them was elected Chairman of the Group; the election was postponed until the next 
meeting of the Group which is supposed to take place in the second week of Feb­
ruary. In addition to this February meeting, a third and last meeting of the 
Group is planned in late May or early June. 

4. In view of the dates set for the next two meetings, it seems probable 
that the Group will be able to make only an interim report on the progress made 
to the Committee on financing, which is scheduled to meet in April . Dell of the 
Secretariat had suggested that the Group might decide to make its final report 
to the Second UNCTAD directly; and there was tentative agreement among members 
of the Group that this may well be the course that they would have to adopt. 

'~~ There was some talk at the beginning that the Group may be able to hold its 
second meeting in December and the third one in February which would enable it 
to come up with a final report for the use of the Committee; but it was decided 
to postpone the meeting of the Group so that they may have more time to consider 
the papers that they expect to receive from us on the work that we are already 
doing as well as some further work that they have asked us to undertake. 
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5. Requested by the Chairman (Everts) to make a statement, Mr. Pereira 
Lira (who was speaking for the Bank in the first two days in the absence of 
Mr. Kamarck who arrive on the third day) indicated the kind of papers we were 
working on. These were (i) calculation of shortfalls and overages (ii) the 
question of form and terms of assistance (iii) relation between supplementary 
financing and other sources of finance (iv) policy package and performance 
(v) export projections (vi) data on invisibles and import prices. As to the 
dates when these would be available, Mr. Per.eira Lira indicated that the papers 
(i) and (iv) could be ready in three to four weeks, but a little more time may ~ 
be needed for the preparation of others. During the course of its discussion 
on financial amounts required to run the Scheme, the Group expressed considerable 
interest in having a paper from the Bank which would explain how we arrived at 
the $300 and $400 million figure. We agreed to provide them with a paper which 
would explain this. 

6. In addition to the above, the Group requested a number of subjects on 
which they would like some further work to be undertaken. A list is attached. 
Of these items the Bank is supposed to be responsible for (1) on the relative 
importance of export shortfalls and other causes of instability in the external 
financing of development and to the extent possible, estimates of the effects 
of these causes on selected countries (this was a combination of requests by 
the u.s. and Germany) and item (5) on Bank calculation of the financial require­
ments of the Scheme. The Fund is supposed to be responsible for item (3) 
requesting revision of a table in its 1963 Report on Compensatory Financing 
Facility and item (6) which asks for "an estimate of the effects of recent 
changes in Fund's compensatory financing facility on the annual cost of the 
Scheme." The Secretariat is supposed to be responsible for i tern ( 4 ) on export 
projection; item (2) invited the Bank and the Fund for views "they may feel able 
to express on how supplementary finance would fit into the existing financial 
system." 

Discussion of the Group 

7. The discussio~of the Group were centered around the questionnaire 
(enclosed) prepared by the Secretariat based on the issues raised in the April 
meeting of the Committee on financing. These issues were grouped under various 
subject headings following the terms of reference of the Group • . After the first 
day1s discussion on overages, import prices etc. it was felt that the sequence in 
which these issues were grouped did not follow any logical order and it was 
therefore considered desirable to alter the order in which various subjects were 
to be taken up by the Group for discussion. They summary of the discussion here 
follows the order in which various issues were taken up for discussion. 

(i) Overages, 1rnport Prices and Invisibles 

8. On import prices and invisibles, most of the discussion was centered on 
whether sufficiently reliable statistics were avilable to make possible their 
inclusion in the supplementary finance shceme. The developing countries were 
generally in favor of taking same account of price changes for imports, but with 
the exception of Ceylon, the issue did not arouse either strong support or 
strong opposition. Of the developed countries, the U.K. thought that it was 
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possible to take same account of import prices, and logically the Scheme should 
do that; Japan was against it because of the non-availability of statistics; 
Germany thought that it should be left to the discretion of the Agency and 
should form a part of the Agency e.xamina tion of the "appropriate economic cir­
cumstances" related to a shortfall. The question whether invisibles should be 
included or not depended mainly on how good the statistics of this item were, 
and no definite opinions were expressed either way. The treatment of 11 overages" 
in the IBRD staff study did, however, arouse a lot of comments and suggestions. 
Mr. Pereira Lira speaking for the Bank clarified the issues involved. A 
conference document summarizing the question raised on import prices, invisibles 
and overages is enclosed. 

(ii) Export Projections 

9. The~in concern of the Group was methodological--what was the difference 
between Bank and Fund methods of calculating the shortfall, and why; the Secretariat, 
in response to a request from Japan prepared a document comparing the Bank and 
the Fund Scheme after consultation with the Fund and the Bank representatives 
(enclosed). Germany was particularly anxious that projections should be revised 
more often, and was generally in favor of the IMF way of calculating a shortfall 
after the event. Germany and Japan wanted the Bank and the Fund to prepare a 
joint paper on methodology, but it was finally decided during private conver-
sations that this should be left to the Secretariat. In the discussions there 
was a general consensus that for the purposes for which the Scheme was designed, 
a long-term projection was necessary and that the differences between the Bank 
and the Fund methodology could be explained by the different purposes they were 
designed to deal with. A conference document prepared by the Secretariat and 
listing various questions raised on export projection is enclosed. 

(iii) Policy Package and Performance 

10. There was no opposition to the point of view expressed in the Staff 
Study - that assistance from the Scheme should be related in some way to 
"performance" on the part of developing countries. Nor was there a disagreement 
in principle to the idea that elements of this may be embodied in a prior under­
standing with the Agency. The main question that was raised was with respect to 
the content of this policy package - there was a very strong feeling on the part 
of developing countries who were joined by U.K. and Sweden that this policy under­
standing should be confined to policies that had some impact on the export sector. 
The Japanese were particularly worried about the political feasibility of having 
such a policy package, while the Germans definitely wanted a post-shortfall 
examination of the country's policies and the nature of the shortfall in order to 
determine whether a country qualified. The questions raised fell mainly under 
these headings - (a) distinction between policy and performance (b) nature of the 
commitment that the developing countries would have to undertake and (c) what 
has been the nature and extent of the Bank e:A"Perience in this field. It was 
suggested that the Bank should elucidate some of these points in writing, and 
great stress was placed on documenting the Bank's experience in the form of a 
paper for the Group. The questions on this subject were summarized in the form 
of a conference paper which is enclosed. 
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(iv) Adjustment Process 

11 . Here again the discussion was not whether some adjustment following 
a shortfall was desirable but what the form and timing of this adjustment should 
be and how was it to be achieved in practice . Did this adjustment relate to 
development program or development policies? Would the Agency advise in adjust­
ments to be undertaken after the shortfall or before it? U.K. and Brazil felt 
that desirable adjustments should be confined to the export problems of the Plan . 
The Fund representative felt that adjustments under the Scheme should not 
interfere with the Fund criteria for balance of payments adjustment (see below) . 
There was some question as to how the Fund and Agency collaboration with respect 
to policies and adjustment would work out in practice . Mr . Kamarck , speaking 
for the Bank, explained how the system of cooperation between the Fund and 
the Bank worked and how in reaching economic conclusions in the Bank about a 
country ' s policies Fund's views were sought and adhered to in matters falling 
within the Fund' s area of activity. A conference paper incorporating various 
comments and questions under this item is attached. 

(v) Financial Requirements of the Scheme 

12 . The main question here was, of course, how the Bank arrived at the 
$300-400 million figure. (The paper that we had prepared on the explanation of 
this figure was earlier given on a personal and confidential basis to the repre­
sentatives of developed countries in response to corridor questioning on this 
subject . ) Everyone agreed that though one could not have scientific accuracy in 
any estimate of the future , one should at least have s ome reasonable explanation 
of the factors behind the Bank figure . This sentiment was particularly forcefully 
expressed by the Japanese and the Germans . They along with the U. K. voiced their 
complete reservation against any Scheme which might imply open- ended ,commitments ­
this view was apparently shared by other developed countries . 

13. There were some other questions - what difference did the revis ed 
compensatory financing facility make to the estimate given in the study? Did the 
estimate relate only to the "initial period with the implication that after the 
first five years the need for resources to run the Scheme could be much greater? 
What assumptions were made about the extent of membership , and why? Breakdown 
of allowance for overages and IMF facility? How do we justify the use of short­
term funds (e.g. IMF) to partially cover a shortfall when the rationale of the 
Scheme was that shortfalls which disrupt long- term development should be met by 
long- term funds? These and other questions are summarized in a conference paper 
which is enclosed . 

14 . Mr . Kamarck, replying for the Bank, gave a qualitative analysis of 
the judgements underlying the $300- 400 million figure. In the course of this 
he indicated the work that the Bank was doing in the commodity field especially 
towards improving projections as well as the work being done in the field of 
performance . As for what the drawings under the Fund would be if the Scheme 
were to be established, we looked to the Fund for providing an estimate . On the 
use of bilateral emergency assistance, the governments with such programs were 
of course the best to come forward with an estimate . On the use of short and 
long- term funds, Mr . Kamarck suggested that any difficulty arising out of repay­
ments due to the IMF could be taken care of in the overall examination of the 
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financing plan of a colU1try by donors at the beginning of the next planning 
period. If, however, the shortfall turned out to be a persistent one and the 
repayments to the Fund fell due within the same planning period, .the possibility 
of refinancing from the Scheme was not precluded. But this was a judgement which 
the countries participating in the Scheme would have to make . There seemed to 
be a general consensus (following the interventions by Germany and U.S . ) that use 
of the Fillld in the first place was justifiable and appropriate since· the short­
fall could turn out to be a reversible one; if it didn ' t, some refinancing 
arrangement under the Scheme or in essence through basic development finance 
would have to be provided for. France felt that refinancing provision should 
be applied only in exceptional cases since otherwise the Scheme could be used 
to meet the general problem of consolidation and rescheduling of debts . 

15. India had already expressed its agreement with the Bank estimate, 
Sweden found the Bank explanations convincing . Others felt that it was yet too 
vague, and wanted to see a more quantitative breakdo~rn of various factors 
involved. U. K. introduced the subject of rationing since one could never be sure 
that, whatever the amount, the Scheme would be able to meet all claims against 
it . There was a feeling that though 100% coverage of "net" shortfall was desir­
able, some provision should be made for rationing, even though it might prove 
to be an unlikely eventuality. There was no agreement on the most desirable 
method of rationing, but it was felt that an element of flexibility should be 
maintained in whatever the method used. The view was also expressed that in 
arriving at an estimate of resources required for the SCheme, one should not 
start with the assumption that financing provided by the Agency would be rationed. 
The provision for rationing should be operative only under the most exceptional 
circumstances rather than being the general rule . 

(vi) Relationship Between Supplementary Finance and Basic Finance 

16. Discussion on this subject, though brief, was broad and discursive, 
and tended to focus on the overall advantage, if any, of a Scheme such as this in 
relation to the total picture of development finance . Ghana, while for the 
Scheme, was worried that basic finance itself might not be forthcoming ; Japan 
was impressed by the supplementary nature and conditionality of the Scheme, while 
Sweden thought it would make a definite contribution to widening the area of 
international cooperation in the field of aid . U. K., forthrightly and embarrass­
ingly for some, suggested that for its success, the Scheme required a fairly 
thorough discussion and definite understanding regarding the flows of basic devel­
opment aid but concluded that even with present practice the developing countries 
had learned to live with the partial assurances they got on basic finance. There 
were no reactions to this from other developed countries . 

(vii) Terms and Conditions 

17 . Mr . Kamarck explained the thinking of the Bank on the terms of supple-
mentary finance, emphasizing that these should be concessional and tailored to 
the needs of individual developing countries . There was no basic disagreement 
from this position, except from Japan (Germany did not express a view) which 
thought that they should be shorter, though the interest rate charged could be 
fixed according to the debt-servicing capacity of the borrower . There was , 
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however, some discussion of what exactly was meant by "on similar terms as 
basic development finance" - were these average terms over a period of time 
or for the latest year only; did these correspond to actual terms or ideal 
terms? Mr. Kamarck said that the terms should be those that economic 
appraisal of a country and its prospects indicated as appropriate for finance 
of its development program. In this connection, he also explained the present 
practice of the Bank whereby a variety of terms for different groups 9f devel­
oping countries (within certain limits) were obtained by varying the Bank/IDA 
mix in the total volume of lending to a particular country. 

(viii) Comparative Effect in Economic Development of the Scheme 
Proposed and other Methods 

18 . There wasn ' t much discussion on this. France, in fairly moderate 
terms, explained its preference for a general organization of markets . It, 
however, felt that the proposed Scheme far from being contradictory was comple­
mentary to it, though it feared that the existence of the Scheme might reduce 
the willingness of the donor countries to accept the organization of markets . 
Japan emphasized that regard should be paid to the effects of existing and 
potential Commodity Agreements on Supplementary Finance Scheme since both had 
common objectives . Ghana wanted a study done on the comparative effects of the 
Scheme and other measures such as Commodity Agreements on various groups of 
developing countries belonging to different groups of commodity exporters . This 
suggestion was , however, dropped since it was felt that such a comparative study 
would sidetrack the Group from its main purpose, which was the consideration of 
the proposed Scheme . The u.s. reminded the Group of their interest in the item and 
the fact that in April they had been anxious to put this point in the terms of 
reference. They would like to return to a consideration of this point at an 
"appropriate time" . 

(ix) Administration 

19 . There was no discussion of this issue . The U. K. implied and Germany 
stated that they would like to have the World Bank/IDA run the Agency. But, 
following interventions by Ghana, Brazil and the u.s., it was decided that an 
exploration of this item would be premature atihis stage . 

Position of Delegations 

20 . There was no basic changes in the position of various delegations 
from what was witnessed in April . The U.S. is still pretty much on the fence -
awaiting a clear assessment of reactions in other countries, especially the less 
developed ones, though one got the distinct impression that they would like to 
take their time in arriving at a judgement; however, they wanted work on 
consideration of the Scheme to move ahead without needless delay. The U. S. 
representative Jo Saxe made a short statement half-way through the session (and 
without provocation l ) on where the U.S . stood indicating that their first priority 
was the "nature, condition and scale" of IDA replenishment and that they would 
like to be sure that the Scheme was the best way of tackling the problem (if 
there was one) of disruption due to export shortfalls . This would require same 
further study. 

21. There might have been some change in the degree of enthusiasm that 
the U.K. has for the Scheme - they are still for it but want to be sure that 
the magnitude of funds needed can be controlled. Sweden once again gave enthus-
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iastic support to the Scheme . Germany is worried by the cost particularly 
that it may rise rapidly in the future . They want the Scheme to work closely 
with the Fund but it must clearly be administered by the Bank group . Japan 
did not take a clear position but seemed to feel that something would occur . 
France was definitely much more moderate than it had been in April, but that 
may have been due to a change of personnel . Less-developed countries were 
all in favor, only Ghana raised problems but the Ghanaian representative stated 
his position as being that of "sympathetic criticism and not constructive 
opposition" 1 

The Fund Participation in Discussions 

22 . The Fund was represented by Mr . Marcus Fleming . Since the Fund, in 
one way or anothe~, is likely to be fairly intimately involved in the study 
and operatiion of the Scheme, it may be useful here to record Fund interventions 
in discussions of the Group in more or less the order in which these were made : 

(i) In response to an invitation from the Chairman on the first day, 
Mr. Fleming explained the changes which have recently been made 
in the Fund facility, in particular emphasizing the greater 
reliance now to be placed on quantitative analysis in calculating 
a medium-term "normn for a country' s exports, which brought the 
Fund calculation near to the concept of "reasonable expectation" 
in the Scheme . He said that these changes were not of a funda­
mental character, although they did constitute significant liberal­
ization of the facility. No regard had been taken of Supplementary 
Finance Scheme in the present revision, but provision has been 
made for periodic reappraisal of the facility . If the present 
proposal became a practical proposition, this would be one of the 
circumstances taken into account in reviewing the Fund policy. 

(ii) During the course of discussions on the Hfeasible adjustments" 
required under the Scheme, the Fund made a statement sett:ing out 
its views on the balance of payments adjustment process . The 
concept of planning should not be so rigid as to preclude a 
stretching out or cutting down of the investment targets if it 
was found that the stipulated level of expenditure was inflationary 
or more than what the country could finance . In taking measures 
to adjust to changes in the balance of payments situation, one 
cannot wait to be sure of the temporariness or persistence of 
shortfalls, because then one can wait too long . This is the prin­
ciple which has guided the Fund ' s policy. The Fund has the respon­
sibility for supervising the use of some of the policy instruments 
such as adjustment of exchange rates and exchange restrictions, and 
also some of the internal financial policies which influence the 
level of total domestic demand . It is important that the initial 
agreement under the Scheme should be compatible with the Fund ' s 
criteria . It should, however, be possible with mutual cooperation 
and goodwill to devise something workable and practical . The U.K. 
in this connection pointed out that there was no reason why the 
Scheme ' s and the Fund ' s criteria should be irreconcileable; the 
Fund in its own work would have to take into account the new 
element introduced by the existence of the Scheme . 
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(iii) Questioned about the effect of the revision in the Fund 
facility on the resources required for the Scheme, Mr. Kamarck 
had said that the Bank would look to the Fund to p~ovide us with 
an estimate. Mr. Fleming said that the estimate of the likely 
use of the facility that the Fund had made for its own operations 
was not a guide for the Scheme. To arrive at a reasonable 
estimate, the Fund and the Bank would have to consult ~ach other. 
But his own guess would be that the revision in the facility 
would increase the availability of the resources from the Fund 
by about 50%. This, however, is on the assumption that the Fund 
facility would remain unchanged if and when the Scheme came into 
existence. If the Scheme is established, the Fund facility would 
have to be changed. It is possible that it might be decided to 
withdraw this facility since it si questionable whether it is 
sensible to have two systems of compensation working for a country 
experiencing shortfalls. On the other hand, it is possible that 
the "norm" used by the Fund would be closer to the export projections 
under the Scheme, v-;hich would increase the arnoun t of drawing on 
the Fund. 

(iv) During the discussion on the use of other sources of finance under 
the Scheme, Mr. Fleming said that all Fund dra1v-ings were made in 
order to meet balance of payments needs which is judged by the 
current payments deficit and the reserve situation of the country. 
In the event of a shortfall, there will have to be close coordination 
between the Fund and the Scheme .in order to decide how much 
resources would be made available from each since the Fund in 
making available its own resources had to take into account how 
much was available from all other sources. In arriving at this 
decision, the views of the Fund on the reserve position of the 
country should prevail. Thus, when there is a question of financing 
from both the Fund and the Scheme, it was no longer correct to say 
that the Scheme had a residual function. The residual function 
would have to be jointly exercised. Mr. Kamarck remarked that the 
Fund's views were quite consistent with our own. In our thinking, 
even in cases where there was no Fund drawing, the views of the 
Fund as to the right level of reserves ought to prevail. 

(v) There was a proposal that the Bank and the Fund should provide a 
joint paper on "collaboration and how it would work" if the Scheme 
were to come into existence. Mr. Fleming said that it was quite 
difficult for them to work out such a paper because first the staff 
of the Fund would have to make up its mind about the Scheme and the 
Fund and the Bank would have to reconcile their views on the matter; 
then the Board would have to be brought into the picture. Ivfi:'. 
Fleming further remarked that the discussion in the Group on this 
Fund/Bank question had tended to be just a little superficial and 
optimistic. There were important policy matters to be considered, 
and devising a workable formula within which cooperation could be 
carried out was not so easy as had been suggested. It was, however, 
later agreed in a private meeting between some members of the Group 
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and the Bank and the Fund that the Group would "invite both 
the Bank and the Fund to express any views they may feel able 
to express on how supplementary finance would fit into the 
existing financial system." 

cc: Messrs. Frank 
Hulley 
Mac one 
Sarma 
Sun drum 



Mr. Heinrich Ziegler 
International Bank for Reconstruction 

and Development 
4 Avenue d•lena 
Paris 16 , France 

Dear Heinrich: 

September 27, 1966 

I am writing you on the forthcoming 
Supplementary Financial asure • 

tings concerning the 

1. I told 14a.rtin toda7 I would lik rou to atten<i tb.e 
meeting of DAC to be hel4 on. October 1 in Paris. Mo one will come from. 
Washington to this meeting. 

2. Thereafter, I woulcl lik you to go to G n v: and ttend, 
as an observ r, the eting of the government exp rts on the SUppl mentary 
Financial Measures (October 10 - 14). 

a. rs. Friedman, Per ira Lir and Jalan will be there . Pleas 
get in touch with them and tell them about 7our Pari me ting. 

I shall be interested to hear about your ilnpres ions, both on 
the meetings in Paris and Geneva. 

Best wishes, 

Cc . Messrs: Friedman ~ 
Pereira Lira 

Akara.s z : VM 

Sincerely yours, 

Arthur Kara z 



' H EADOUARTERS : 

WAS }11NGTON 25 , D . C . 

' · INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

Dear ~r. Consolo: 

C Al3LE ADDHESS -IN T BAFRAD 

INTERNATJONAL DEVELOPMENT ASSOCIATION 
CABLE ADDRESS- IND E VAS 

EURO PEAN OFF I CE: 

4 , AVENUE D ' l E NA 

PARIS (16E) - FRANCE 

T E LEPHONE: KLEBER 2 5- 10 

September 26, 1966 

'··· 

Further to my letter from Geneva dated Se ptember· 21 , plc:> a~3e .f:Lnc1 
attached copy of aletter I recej.ved today "l. n Paris from : .. ·lr. Choussudovsky; 
as you will see, the list of participants is sti .. ~~ .. ~~~-:"'E:~o~:~ .. St?.!D.Q.-hgt~.,: . 

.-----· ... - ... __.........---.· ... ~ 1 ................ _ ................... "'" .... -...,.._ •• ,. .. ~ ... ,-.. . 

I am s end:i.ng you this before having rec e ived a ceply to rny al>ovc;­
mentioned letter as, should your answer be in the affirma1,ive, some tl rne 
might be saved thereby . 

I intend to start working on my final repo r t on the Conference t ·...>day , 
and will s end you a copy on its completion . 

:;.-;_;ncs. 

~1r . "B""~rederi c e> Consolo 
Special Reores ntative for U. N. 

Organizations 
~Jevelopment Serv j_ccs ue partment 
I n.tP.rnational Bank fo r Re constr11.c~ L,)n 

and Development 
T/Jashington, D. C" 



U N I T E ·D N A T I 0 N S NATIONS UNIES 

OONFEREN·CE ON TRADE AND 
DEVELOPMENT 

CONFERENCE SUR LE COMMERCE 
ET LE D~VELOPPEMENT 

Tclcgrnmmea : UNATIONS, GEN:£VE 

Telex ~ 22.212 ou 22.344 

Telcppone : 34 60 11 33 40 00 33 20 00 33 10 00 

REF. N° ' TDO 280/1 

Dear Mr. Pay,mans, 

Palais des Nations 

1211 GEN:£VE 10 

22 September 1966 

In accordance with our conversation on 16 September, I 
enclose a list of the experts who will be attending the meeting 
of the Intergovernmental Group on Supplementary Financing. 

You will recall that I suggested that the Bank may wish, 
in order to save time, to send copies of their study directly to 
the experts. This, of course, would not affect the arrangement 
whereby the Bank will send to the UNCTAD secretariat an adequate 
supply of the document in question. 

It was a great pleasure to make your acquaintance. 

Yo1li!~'{ . 
E. M. Chossudovsky ,;:--­
Assistant Diroctor, 

Division for Conference Affairs 
and External Relations. 

Mr. Martyn I. W. M. PaY-mans, 
Liaison Officer, 
International Bank for Reconstruction 

and Development, 
4, Avenue d 1 Iena, 
Paris, 16e. 
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. ARGEi~TINA 

FEDERAL REPUBLIC OF 
GERMANY 

POLAND 

SWEDEN 

UNITED KINGDOM 

INTERGOVERNMENTAL GROUP ON SUPPLEMENTARY FINANCING 
Geneva, 10-14 October 1966. 

.. _ Sefior D. Horacia Anibal Alonso, 
' Subgerente de Investigaciones Econ6micas, 

Banco Central de la Republica Argentina, 
Buenos Aires, 
Argentina. 

Mr. Koinzer, 
Federal Ministry of Economic 
Bonn, 
Federal Republic of Germany. 

Mr. Schuessler, 
Federal Ministry of Economic 
Bonn, 
Federal Republic of Germany. 

Dr. Schulte, 
Federal Ministry of Finance, 
Bonn, 
Federal Republic of Germany. 

Nr. W. Plawecki, 
Deputy Director, 
Ministry of Finances, 
Warsaw, 
Poland. 

Mr. L. Myrsten, 
Head of Section, 
Ministry of Finance, 
Stockholm 2, 
Sweden. 

Mr. H. Ewerlof, 

Affairs, 

Affairs, 

First Secretary of Embassy, 
Permanent Delegation of Sweden, 
91-93, rue de la Servette, 
1211 Geneva 7. 

Mr. B. Wrangmark, 
Head of Section, 
Board of Commerce, 
Birger Jarls torg 5, 
Stockholm G, 
Sweden. 

Mr. B. Kjellen, 
First Secretary, 
Ministry for Foreign Affairs, 
Stockholm 16, 
Sweden. 

Mr. J. Mark, 
Under Secretary, 
Ministry of Overseas Development, 
Eland House, 
Stag Place, 
London, S.W.l. 



UNITED STATES OF AMERICA 

INTERNATIONAL BANK 
FOR RECONSTRUCTION 
AND DEVELOPMENT 

INTERNATIONAL 
MONEl'ARY FUND 

- 2 -

Mr. Jo W. Saxe, 
Associate Assistant Administrator for 

Multilateral Aid Programs, 
AID, 
c/o Department of State, 
Washington, D.C. 
U.S.A. 

* * * * * 

Mr. Irving S. Friedman, 
Economic Advisor to the President, 
International Bank for Reconstruction and Development, 
1818 H Street, N.W., 
Washington, D.C. 20433, 
U.S.A. 

Mr. P. H. Pereira Lira, 
IBRD. 
Mr. B. N. Jalan, 
IBRD. 

Mr. J. Marcus Fleming, 
Deputy Director, 
Research and Statistics Department, 
International Monetary Fund, 
Washington, D.C., 
u.s.A. 
V~. Asahiko Isobe, 
International Monetary Fund, 
58, rue de Moillebeau, 
1202 Geneva. 
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FORM No. 57 

TO: 

FROM: 

SUBJECT: 

~ . 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORA T1 ON 

OFFICE MEMORANDUM 
Mr . Irving S. Friedman DATE: September 22, 1966 

Paulo H. Pereira L~Jfand Bimal Jalan N{ 
Papers for the Intergovernmental Group of Experts on Supplementary Finance -

Progress Report 

Please find enclosed the paper on Commodity Agreements (No o4 of 
the memo of September 13, 1966) which has been discussed by the group . 

After that date, w·e have already sent you the Policy Package Paper 
(No . 5) . 

You will be recelvlng today under se~arate cover a note on the 
financial requirements of the Agency - explaining the reduction from 
the figure of ~1,200 million to $300- ,p400 (No . 6). The complete paper 
on the financial requirements , including t he explanation of the ~1,600 
million figure and its adjustment to the $1 . 2 million level will be 
ready early next week . 

On invisibles (No . 8) and import prices (No . 9) , I1r . Hacone expects 
that the statistical material being prepared should be ready for 
presentation to the Group of Experts when they meet. 

cc . Professor Frank 
Ir . Hulley 

Mr . Jalan 
Mr. Mac one 
Mr. Sarma 
Hr o Sundrum 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
Cable AJ.cir..,., -INTBAFRAD 

INTERNATIONAL DEVE LOP~1ENT ASSOCIATION 
Cable A·ldreu -INDEVA.S 

1818 H Street, N.~'l., Washington, D. C. 20433, U.S.A. 

Az,a c.,J, 202 • Telephone- EXecutive 3 ·6360 

Geneva, September 21, 1966 

De~r Mr. Consolo, 

Today I met briefly '\-Ti th Nr . Chossudovsky of the UNCTAD 
Secretariat and ~re talked about the Bank papers on Supple-­
mentary Financing which are now being prepared in Washington 
by Mr. Friedman's group . 

As it is desirable for participants at the October meet­
ing of the Intergovernmental Group to have these papers in 
their possession as soon as possible and in order to avoid 
(1elay in the transmittal of these papers, I was asked if the 
Bank would be willing to send the documents directly to the 
participants. The Secretariat would then provide us with the 
list o: addresses. 

As not all the members of the Intergovernmental Group are 
Bank members, I told Mr. Chossudovsky that I would check this 
with headquarters and let him know as soon as possible after 
my return to Pari • 

Would you be so kind as ·to let me know what is the Bank's 
position on this point? 

Mr. Federic~ Consolo 
Internati onal Bank for 
Reconstructi on and Development 
l81S H Street, N.W. 
Washineton, D.C. 
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United Arab Republic 

United Kingdom 

United States 

Yugoslavia 
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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. Fri. edman DATE: September 20, 1966 

Paulo Pereira M. Sundrum 

Policy Package for Supplementary Finance Scheme. 

The paper on 'Policy Package for Supplementary Finance Scheme' 
prepared by Mr. Sundrum vJ"as discussed at a meeting with Professor Frank, 
Mr. Sarma, Pereira Lira and Sundrum, yesterday. It was felt that the 
words 'an important purpose 1 should be substituted for 'The principal 
object' on page 1 (line 14) and the words 'domestic and foreign exchange 
resources' be substituted for 'resources' on page 6 (line 5). 

The paper as written is an elaboration of the position taken on 
page 9 of the Bank staff report, where it says: "Essential elements of the 
policy understanding for a specified period would normally include (a) a 
financing plan ••••• and (b) a projection of the balance of payments •••• 
The financing plan and balance of payments projection would 'quantify 1 the 
underlying policy understanding. 11 Hence, the main theme of the paper is 
that the policies that the country would undertake should be consistent 
with the development program, in the sense that they would be efficient 
in meeting the goals of the individual country, as laid down in the program. 
This position would therefore meet the suggestion made by Dr. Prebisch 
that there should be a dividing line between the technical and political 
requirements. 

The Bank staff report also says that JJthe agreements could be 
essentially of the same scope and character as are fundamentally necessary 
for extending broad support in development finance to a country" (p.9) and 
that "of central importance would be the government 1 s commitment to good 
performance in the pursuit of sound policies for development. 11 (p.9) This 
is further elaborated on pp.54-55. An issue that might arise is whether 
the policy package would involve normative judgments by the Agency of what 
are the appropriate policies, over and above the criterion that these 
policies should be sufficient to raise the needed amounts of the country's 
own domestic and foreign exchange resources. 
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TO: 

FROM: 

SUBJECT: 

I~TERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR . 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr . Irving S. Friedman 

R.M. Sundrum. ~ . 

Supplementary Finance Scheme . 

DATE: September 13 , 1966 

I am enclosing a dr aft of a statgrrent on the Policy 

Package concept involved in the Supplementary Finance Scheme • 

• 



Draft 

R.M. Sundrum 

September 12, 1966 

THE POLICY PACKAGE OF THE SUPPLEMENTARY FINANCIAL SCHEME . 

I . Introduction . 

The UNCTAD Resolution A.IV.l8 of 1964 called for a ~cheme to 

provide long-term assistance to developing countries which would help 

them to avoid the disruption of their development programs due to 

unexpected shortfalls in their export earnings . The Bank Staff Report 

on Supplementary Financial Measures proposes a scheme for this purpose . 

An integral part of this proposal is a mutually agreed projection of 

'reasonable expectations' of export earnings over a period of years, 

so that this could be used to determine whether and to what extent an 

'unexpected shortfall' of export earnings occurred during the period . 

Another basic feature of the scheme is a 'policy package', i . e . an 

agreement between the Agency administering the scheme, and a member 

country about the development program to be undertaken by the country 

and a set of basic development policies which are objectively regarded 

as appropriate by the international community. The principal object 

of the policy package is to ensure that, when a shortfall occurs, it 

is due to factors beyond the control of the country, and of a nature 

likely to disrupt the development program. If these matt~rs are agreed 

to between the Agency and the country at the beginning of a planning 

period, and so long as the country adheres to the terms of such an 

understanding, it can be presumed that any shortfall from reasonable 

expectations of export earnings, as specitied in the agreed export 

projection, is one for which the country is eligible to receive assist-

ance from the Agency, without a need for a time-consuming study of the 
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causes and consequences of such shortfall at the time it occurs. It is 

hoped, in this way, that the assistance provided by the Agency will be 

both certain and prompt in times of difficulty. This paper is a further 

elaboration of the nature of such a policy package. 
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2. The Development Program. 

A basic element of the initial understanding between the Agency 

and a country is the development program which the country intends to 

undertake. Some developing countries have already reached the stage of 

being able to formulate comprehensive and systematic medium-term develop­

ment programs, covering a period of about five years. However, some 

other countries have not yet reached that stage, but even in this case, 

there would be partial public investment plans; in these cases, the Agency 

would adopt a flexible interpretation of the criteria of potential dis­

ruption. vfuile it is not necessary that all countries should have 

systematic and comprehensive plans, there must be some conscious attempt 

to lay down specific courses of action for the future . It is only on the 

basis of such targets for future action that any meaning can be given to 

the idea of potential disruption of a development program. 

A country's development program is related to the long-term 

goals of the people of that country. However, subject to that consider­

ation, a development program must be formulated to achieve those goals 

as efficiently as possible. In evaluating the efficiency aspects of a 

country's development program, the approach of the World Bank in its 

periodic study of the efforts of the developing countries may be found 

useful. The World Bank missions have been concerned with various aspects 

of the development program of the less-developed countries- They consider 

first the extent to which the proposed investments are likely to promote 

the economic growth of the country. In the case of large development 

projects, especially those involving Bank financing, these are studied 

on the basis of their economic, technical, managerial, organizational, 

commercial and financial aspects. In addition, the entire investment program 
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is also evaluated by considering the incremental capital-output ratio, 

to see whether there is efficient use of scarce capital, for a high 

capital-output ratio is an indication of a low return on investment, 

and also to see whether the investment target is adequate to achie~e 

the growthenvisaged. Finally, the sectoral distribution of investment 

is also considered to see whether investment is directed to the areas of 

greatest productivity, and to solve the most pressing problems of the 

economy. In countries where data are available, econometric and input­

output models may al so be used to appraise the distribution of invest­

ments. 

A country ' s development program should be evaluated not only 

on the basis of its 'paper plans' but also on the operational quality 

of these plans . This has to be judged, partly on the basis of past 

experience in implementing such plans and partly on the basis of the 

administrative machinery available in the country to implement such 

plans . This is an aspect of the absorptive capacity of the economy, 

which should be considered to determine the technical feasibility of 

the development program. 
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3. The Financing of the Development Program. 

The next important element of the policy package relates to the 

manner in which it i s proposed to finance the development program. The 

initial understanding with the Agency should therefore indicate the 

mobilization of a country's own re sources and of external assistance for 

the program. An important element of the financing plan relates to the 

public sector, and should therefore indicate the policies affecting· the 

growth of public revenues and of public current expenditures . Regarding 

the private sector , t he financing plan should indicate the policies 

affecting the level of consumption in the private sector and the policies 

affecting the mobilization of private savings through the banking system , 

savings institutions and the capital market . 

In most countries, an important constraint on the development 

program is the foreign exchange constraint. Therefore, the financing 

plan should indicate the policies to promote the growth of exports and . 

to reduce the growth of non-development imports in order to obtain a 

sufficient foreign exchange surplus for financing the foreign exchange 

requirements of the development program. In addition to this, the 

financing plan should also indicate the country's policies to promote 

the net inflow of foreign capital. A matter of special interest is 

the policy of a country towards external indebtedness, especially with 

a view to reduce the net burden on the present and future balance of 

payments, arising from the terms under which foreign debt is incurred. 

The various policies which have been mentioned above are 

relevant for considering the financing plan of a development program, 

but they also have important political and social consequences for the 

country. The se political and social consequences of policies are 
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matters on which the individual country must make the final judgment. It 

is therefore not possible to lay down any absolute criteria for evaluating 

such policies. In examining these policies, therefore, the Agency must be 

guided solely by the criterion of whether they will be adequate to'mobilize 

the amount of resources which the country contributes to financing the 

development program by way of self-help. 

An essential element in the financing plan of a development 

program is the scale of foreign assistance likely to be available. As 

of the present time, donor countries have not been willing to make firm 

commitments of their assistance to the developing countries over medium-

term periods, covering their development programs. Even if firm commit-
\' 

ments cannot be made, there must be some indication that the scale on 

which external assistance is envisaged for the development program is a 

feasible one. The developing country has to obtain some assurance on 

this matter in drawing up its development program and the Agency has 

to make a decision on the feasibility of such assistance, either on the 

representation of the developing country or by consulting the interested 

donor countries. 

When the elementsof the financing plan are brought together, 

the Agency must satisfy itself that these are adequate financing for the 

development program. 
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4. Export Policies. 

A ma-tter of special importance, both in connection with the 

financing plan and the projection of a country's export earnings, (is 

the set of policie~ which a country intends to pursue in connectioi?- with 

its exports. The exports of a country depend, not only on the conditions 

of world trade, but also on the country's own policies. In .order to 

make a reasonable projection of export earnings, we must consider the 

conditions of world trade, the policies of other countries and also 

the country's 01~ policies affecting its exports. The policies which 

are relevant relate to the investments to be made in the export sector, 

the incentives to be given to producers in this sector and the exchange 

an~ trade policies which might affect the country's competitive position 
' ' 

in world trade. In addition, nati'onal . and intern ctional agencies are 

engaged in seeking various methods of overcoming the problem of export 

fluctuations, particularly through interna·tional commodity agreements . 

~fuerever feasible, developing countries should cooperate with such 

attempts in order to stabilize the conditions of commodity trade and 

hence lead to a better climate for pursuing their development efforts. 
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5. Monetary and Financial Policies. 

Another element of the policy package that has to be a part of 

the initial understanding is the set of monetary and financial policies 

of the developing country, as these would affect the development program 

itself, the mobilization of resources of the program, and the balance of 

payments . However, quantitative precision i n such matters cannot be 

achieved over a period as long as five years . Therefore, it is envisaged 

that theinitial policy package would include undertakings on the part of 

the country concerned to follow such recommendations as the International 

Honetary Fund, which is the international agency concerned with these 

metters, might make in subse~uent years in consultation with that country, 

with respect to its exchange policies and internal financial policies, 

provided that these are compatible with the objective of maintaining the 

development program as originally agreed . 

In the past, the International Monetary Fund has been concerned 

that a country, in balance of payments difficulties, arising from export 

shortfalls or any other cau~e, should make speedy adjustments to restore 

balance of payments equilibrium, and some of the adjustments recommended 

have had the effect of disrupting the development program. These adjust­

ments have been necessary because the International Monetary FUnd was only 

able to give short - term assistance to countries, in order to maintain the 

revolving character of its resources, so that these adjustments were 

required to enable the country to repay such assistance in a relatively 

short period. However, when the Supplementary Financing Scheme is in 

operation, countries in balance of payments difficulties arising from 

unexpected export shortfalls, will receive long-term assistance from the 

Agency; therefore, the adjustmen~ s to be recommended by the International 

Monetary Fund have to take account of this new circumstance, and would not 

have to involve the ri sk of disrupting the agreed development program. 
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6. Adjustments to Changing Conditions . 

When a development program is drawn up, an attempt must be made 

to estimate the likely future values of many variables, using all such 

information as is available at the time . However, the actual changes of 

these variables are unlikely to conform exactly to expectations . Those 

concerned with formulating deve~opment programs must, therefore, recognize 

this possibility, and incorporate some method of adjusting the country's 

policies to changing conditions . 

tihen a country suffers an export shortfall, in addition to any 

assistance it receives from the Agency, the country itself should make 

an effort to meet a part of this shortfall . One possibility is for the 

country to reduce its consumptionf· ; to some extent this would follow 

automatically because of the fall in incomes of the export sector; in 

addition there may be deliberate attempts to restrict consumption of 

non-essential items over and above the automatic adjustments which would 

result . from the income changes . FUrther, in some cases, countries 

affected by export shortfalls may be able to use a part of their reserves 

to meet the loss of export earnings. Finally, some countries may also be 

able to borrow on short-term from other sources for this purpose; although 

the Agency might have to refinance such indebtedness . In order that the 

obligations of the Agency and the country are clear-cut from the beginning, 

there should be an agreement in the initial understanding about these ways 

of meeting any shortfall. 

In the past, when developing countries were faced with large and 

unexpected shortfalls. of their export earnings, they often had to make 

serious adjustments in their investments, amounting to a disruption of 

their development programs. The establishment of the Supplementary 
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Financing Scheme, by guaranteeing a particular export projection, will 

remove this cause of a disruption of developmenG programs . However, 

even though the Agency will be ready to provide assistance to meet the 

effects of the unexpected shortfall, the country should reconsider 'its 

development program, particularly to consider whether the shortfall 

indicates a permanent change in the export prospects of particular 

commodities and to reconsider its investments in those sectors . 1ihile 

the sectoral composition of the development program might be altered, 

it would generally be possible to maintain the scale of the program, 

unless the change indicated by the shortfall is so fundamental that a 

different program and a new policy package is agreed to between the 

Agency and the country . 

Because of the need for these various adjustments, to meet the 

effects of a shortfall, policies agreed upon in the initial understanding 

cannot be assumed to be frozen at the time . On the contrary, they would 

be adapted to the particular circumstances which will occur in the course 

of a planning period . 
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7. Periodical Review . 

For the purpose of the Supplementary financing Scheme·, it is 

not sufficient that a satisfactory development program is agreed to at 

the beginning of a plan period. It is also necessary that such a ' 

development program and associated policies are implemented during the 

plan period. This requires a periodical review and consultations between 

the Agency and the member country. The method of such consultations may 

be based on the present practice of such institutions as the World Bank 

and the International Monetary Fund. In the course of such periodic 

reviews, it may be found that a country is not foll01:dng the poJ:icies 

agreed to initially; in that case, the country vdll no longer be 

eligible for assistance from the Agency in the event of unexpected 

shortfalls occurring in the future, until such time as the country 

restores these policies, or a new understanding is arrived at . 



. . 

Isaiah Frank 

September 20, 1966 
Second Draft 

COMMODITY AGREEMENTS AND SUPP~ARY FINANCE 

~orters of primary products face two problems which have become 

matters of major concern to the international community: the short-run 

instability of export receipts; and the tendency of export receipts to 

grow too slowly over the long- run to support the development goals of 

poor countries . Among the approaches to mitigating each of these prob-

lems are commodity arrangements designed to affect the prices of primary 

exports, and financial mechanisms designed to offset shortfalls in 

export earnings . Supplementary finance falls into the latter category 

and is intended to prevent the disruption of development programs arising 

from any type of unanticipated export shortfall beyond the control of 

the country concernedo 

The distinctive feature of supplementary finance is that it comes 

into play as a result of the failure of export earnings to came up to 

expectations as expressed at the beginning of a plan period . To the 

extent that commodity agreements succeed in stabilizing the export 

earnings of developing countries, the scope for supplementary finance 

would be reduced since greater stability would usually imply greater 

predictability as well, at least within the time-perspective of a 

development plan . By the same token, to the extent that countries have 

access to supplementary finance, part of the burden placed on commodity 

stabilization agreements may be reduced since countries would be 



- 2 

protected from the disruptive consequences on their development of 

unanticipated swings in export earnings. The two approaches therefore 

complement each other and are in no way mutually inconsistent. 

Even if a commodity agreement is intended simply to moderate the 

year-to-year fluctuations in export earnings, it may have favorable 

effects on the long-term trend of earnings -- for example, in arresting 

the shift of demand from the natural to the synthetic product caused 

by the price instability of the former. This long-term effect is 

incidental, however, to the short-ter.m stabilization effect. Recently, 

however, greater stress has been placed on the potentiality for using 

international price-control mechanisms as explicit devices for improving 

the export earnings of developing countries over the long-run. Whereas 

in former years the objective of commodity agreements, in theory if not 

in practice, was to stabilize prices around a long-term trend determined 

by market forces, the more recent thinking has been to combine the 

stabilization function with a conscious effort to affect the price trend 

itself. One of the purposes of the International Coffee Agreement, for 

example, is to prevent coffee prices from declining below an agreed 

level. For any commodity for which demand is price-inelastic, higher 

prices over the long-run woul~~te foreign exchange earnings 

for exporters. This approach · essentially what the FreRGh mean~n 

t~ 1efe1 ~the "organization of markets" as a means of improving 

the position of developing countries. 

Just as pure stabilization agreements may be viewed as complementary 

to supplementary finance, broader market-organization schemes, such as 
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~ 

proposed by -&he "Ffiii:oh, may be viewed as complementary to ordinary 

long-term development assistance. Both market-organization and finan-

cial aid are designed developing 
~," ~ ~, 

countries, the former by requiring importer princ~pall f' th~ rich 
~ 

countries) to pay more for the commodities they buy from poor countries, 

the latter by capital transfers from the governments of the rich 

countries to the governments of the poor countries. 

The relative merits of these two methods of transferring resources 

need not concern us in this paper, however. In the face of a growing 

need in developing countries, the volume of bilateral aid has remained 

virtually unchanged t about $6 billion per year throughout the five-year 
....-'*' t .JJC ..f;..e. c~_..,_, ; ~ 

period 1961-1965. T · · · s 1of bringing about a substantial 
~~(..~~ .l ., 

increase in aid t~ oRVent~ena~~~~~~~: 

a such that 

~. 

to~i ~~ded y the French notion 

~ments 

pP3:-ee-=ra1sinifmd s Labi:lization gbjeetives. In considering t'Ms "market 

organization" approach as an alternative to financial mechanisms, two 

questions arise: 1) is this a feasible approach; 2) to what extent is 

it likely that such agreements would reduce the need for supplementary 

finance. 
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Feasibility of "market organizationn 

Apart from difficulties of an administrative or negotiating 

character, can the price-raising device be applied to the bulk of 

primary products now exported by developing countries? If a ten percent 

price increase could be obtained on, say, two-thirds of the present 

volume of primary exports from less-developed to developed countries, 

the former would receive approximately $1 . 5 billion of additional 

resources, an amount equal to one-fourth the present volume of bilateral 

economic aid . 

the applicability of the nmarket organiza­
~AA 

conditions . 

An important consideration is the locus of production . Unless the 

commodity is produced almost exclusively in developing countries , it 

is doubtful that this t echnique can be successfully applied . If 

advanced countries are major exporters , importers are not likely to 

agree to international price-raising arrangements . But even where 

production in advanced countries is for home consumption, the effect 

of higher world market prices might well be to increase the volume of 

domestic output in the advanced countries at the expense of exports 

from developing countries . Price-raising schemes would therefore seem 

ties such as coffee, bananas, etc . for which producers in the developing 

countries effectively control supplies in import markets . As a recent 

U. N. report points out, 3/4 of the primary commodities exported by the 

~ . 
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developing countries are subject to competition from similar items 

produced in the industrial countries . ( 1) 

Another limitation is competition from substitutes, including 

synthetics . ESpecially for industrial raw materials , higher prices 

make substitutes more attractive (aluminum for copper, synthetic fibre 

for cotton, paper for jute, one vegetable oil for another, etc . ) . 

Although export earnings may increase for a few years, they may be 

adversely affected over a more extended period because of the stimula-

tion of substitution . The demand for many primary products appears to 

be characterized by low short-run price elasticities but by high 

elasticities in the long-run . 

When the various constraints are tak into account, it would seem 
,.tVY"~ ~ 

that price- raising schemes have to be substantially limited to 

the following commodities: coffee, tea, cocoa, bananas and tin . Based 

on 1964 data, exports of these commodities from the developing countries 

amounted to 12 . 40 percent of their total exports , including petroleum, 

or 16 . 96 percent if petroleum is excluded . If coffee and tin are 

excluded from the figures (since agreements already exist for these 

commodities) the remaining products account for only 4 . 25 percent of 

developing countries' exports, including petroleum, or 5.82 percent 

excluding petroleum. (2) 

(1) If petroleum is excluded, the figure is 2/3 . •t Hooft-Welvaars, M. J . 
liThe Organization of International Markets for Primary Commodities , n 
UlN. Conference on Trade and Development, Proceedings , Vol . III, 
United Nations, New York , 1964, p . 483 . Among the main products are 
cotton, copper, fats and oils, sugar, meat, iron ore . 

(2) United Nations Conference on Trade and Development, Trade and Develop­
ment Board, Permanent Sub-cormnittee on Commodities . rrinternational 

, · Organization of Commodity Trade- Examination of Criteria for the 
Selection of a list of Commodities of Interest to the Developing 
Countries," TD/B/C. 1/PSC/8, May 20, 1966, Appendix A. 
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Apart from the economic constraints, there are severe practical 

limitations to negotiating agreements even with respect to "eligible" 

commodities . Producer and consumer interests have to be reconciled, 

but these coincide only in regard to the reduction of price fluctua­

tions, not in relation to setting the price target itself . ~cause 
the Coffee Agreement seeks to keep the price above what it would be 

in the absence of the Agreement, it encountered serious opposition in 

the United States and it took several years of hard bargaining and 

persuasion for Congress to adopt the necessary implementing legislation . 

Even supporters of regular aid appropriations objected to this method 

of transferring resources because, in their view, it constituted a 

regressive form of taxation in donor countries and provided no 

assurance that the f~ds would be used effectively for development in 
~ 

the recipient cowftries~ Conflicts of interest also exist as among 

producing countries --small vs . large producers, new vs . established 

producers, producers of one grade or variety vs . producers of another . 

Among the main points of contention in negotiating agreements are 

the questions of price, size of total quota, allocation of the quota 

among producing countries, the method of adjustment to changing circum-

stances of total quotas and country allocations, policies with respect 

to the maintenance and financing of stocks, the mechanism of enforcement, 

etc . Recent unsuccessful attempts to negotiate a cocoa agreement 

illustrate the difficulty of resolving these as well as other problems . 

Although there is a good basis for believing that a cocoa agreement will 

I 
I 
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in the end be achieved, the obstacles have been such as to leave few 

grounds for optimism that agreements can be negotiated for more than 

a few comnodities in the near future . 

To what extent are commodity agreements a substitute for supplementary 

finance? 

The answer to this question is partly implicit in what has already 

been said about the narrowness of the range of commodities in which 

agreements combining price raising and stabilization objectives are 

possible . Yet there is little interest today in pure stabilization 

agreements predicated on an acceptance of whatever underlying price 

trends are determined by market forces and directed purely to evening 

out fluctuations about such trends . As Gerda Blau stated in a recent 

FAO report,( 1) 11The fact that the conclusion of price stabilizing 

commodity agreements has proved so difficult in practice appears to 

indicate that neither exporters nor importers were really prepared to 

pay a substantial premium for this kind of insurance . n 

Purely short- term export declines can be met through access to 

ordinary sources of liquidity, including regular and compensatory 

drawings from the IMF, provided these facilities are adequate . By 

definition, such fluctuations in earnings will reverse themselves 

within a year or two . Developing countries are mainly concerned with 

the more persistent adverse movements of exports that threaten to 

(1) United Nations Conference on Trade and Development, Proceedings , 
Vol . III, United Nations, New York, 1964, p . 142 . 
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disrupt their development programs . As explained above, however, these 

can, as a practical matter, be dealt with through commodity agreements 

only in a handful of cases . Supplementary finance is directed preci~ely 

to such adverse movements that cannot be anticipated and that occur 

within the time-span of a development plan . Even if more commodity 

agreements could somehow be negotiated than now seem feasible, there 

would still be a case for supplementary finance to offset shortfalls 

of export earnings for those countries that do not benefit from such 

agreements . 

But the need for supplementary finance is not necessarily limited 

to countries whose exports do not benefit from commodity agreements . 

Such agreements are intended to stabilize, shore up or raise the price 

of primary commodities . They cannot insure against the other element 

of risk, namely adverse movements in volume . If consumption in the main 

importing countries declines and remains depressed for more than a year 

or two, it is unlikely that a commodity agreement can succeed in main­

taining the earnings of the primary product exporters . Buffer stock 

operations and export quotas could help maintain prices and moderate 

the decline in earnings , but if the adverse movement in demand were 

persistent, some other mechanism would have to be brought into play. 

Supplementary finance can, therefore , serve as a useful complement in 

offsetting export shortfalls even for commodities benefiting from 

international agreements . Insofar as commodity agreements do, however, 

help to sustain the earnings of exporters, the cost of maintaining a 

supplementary finance scheme would of course be less . 
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It has been alleged that a basic difference between the organiza­

tion of markets through international commodity agreements on the one 

hand and supplementary finance on the other is that the commodity 

approach deals with the fundamental causes of adverse trends whereas 

supplementary finance deals merely with their symptoms . According to 

this view, commodity agreements can come to grips with the underlying 

disequilibrium between supply and demand of which price is merely a 

symptom, whereas supplementary finance can simply provide compensation 

for the effects of the disequilibrium after the event . 

Unfortunately, this view rests on an idealization of the function­

ing of commodity agreements and on a misconception of the basic elements 

of supplementary finance . \~en one examines the history of commodity 

agreements, one is left with some doubt as to the likelihood of their 

coping effectively with the underlying forces of demand and supply 

which determine price over the long-run . Total demand is dependent on 

the demand schedules of thousands of consumers which cannot be readily 

influenced . vlhile it is true that demand is affected by measures to 

increase access to markets, such measures have not been integral parts 

of commodity agreements and are today being pursued independently of 

efforts at market organization . As for the supply side, the feasibil­

ity of effective control measures has not thus far been borne out by 

experience . Even the Coffee Agreement, which has had a fair record of 

price stabilization, has had little success in bringing production and 

consumption into equilibrium. The Agreement establishes no real 

production controls and leaves exporting countries entirely on their 
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own in adjusting production to demand. Overproduction has continued 

and much of the attention of national policy-makers ih the coffee­

producing countries has been directed to the financing and storage of 

surplus stocks rather than to the task of controlling production . 

An attempt is now being made through the Coffee Agreement to address 

the basic problem of resource reallocation but the results remain to 

be seen. In short, while it may be possible in the future to build a 

real stimulus to production control and diversification into commodity 

agreements, it would be risky to count on it at this stage . 

On the other hand, supplementary finance is not simply a device 

to provide symptomatic treatment for the results of the disequilibrium 

underlying adverse export movements . The essence of the supplementary 

finance proposal is that funds would be provided to offset shortfalls 

in export earnings only from realistic projections and on the condition 

of prior agreement between the administering agency and the country 

with respect to development objectives and the policies designed to 

realize them. Basic to the whole conception of supplementary finance 

is the inclusion in a development program of measures to shift resources 

out of export commodities where market prospects are poor to other more 

remunerative fields. Unless a country lived up to its commitments in 

this respect, access to supplementary finance would be denied. 

Our conclusion is that there is no one method of dealing with the 

corr.m1odity export problems of the developing countries. As stated at 

the outset, conm1odity agreements and supplementary finance are not 

mutually exclusive alternatives; in fact, they can complement each 

other. But the scope for commodity agreements directed to the problem 
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of adverse trends is limited in terms of the products to which they are 

applicable, and the countries that would benefit . E¥en where they are 

feasible, moreover, coromodity agreements cannot insure against adverse 

movements in export earnings as opposed simply to price . For all these 

reasons, supplementary finance has an essential role to play in prevent­

ing the disruption of development programs as a result of unexpected 

export shortfalls . 
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OFFICE MEMORANDUM 
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Paulo Pereira tll~ M. Sundrum 

Supplementary Finance Scheme: Explanation of $300-400 million Figure 

We are enclosing herewith a note, which is meant to be the 
second part of a paper on the Financial Requirements of the Supplementary 
Finance Scheme. The first part, which is being prepared by Mr. Macone, 
deals with the explanation of the figures $1.6 billion and $1.2 billion. 
The present note, which has been discussed with Professor Frank and 
Messrs. Jalan, Macone and Sarma, explains our derivation of $300-400 
million from $1.2 billion as follows: 

Financial Requirements for Supplementary Finance 
- initial five-year period -

US$ billion per year 

Gross Shortfalls 

Deductions: 

overages 
IMF Compensatory Facility 

lag in membership 

better projections 
better policy adherence 

use of reserves 
internal adjustment 

(reduction in consumption) 

other source of finance 

-0.25 
-0.15 

-0.5 

-0 . 1 
-0.1 

-0.05 
-0.05 

-0.05 

Requirements adjusted 
for different factors 

1.6 

1.2 

0.7 

0 . 5 

0.4 

0.35 

The note also indicates that the $300-400 million figure has to 
be revised to take account of (i) refinancing and (ii) a rise in average 
membership if the adoption of the Scheme is delayed longer than expected. 
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F.:i.nancing Requirements of the Supplementary finance Scheme 

$1.200 to $300/$400 million 

To arrive at an estimate of the financing requirements of the , 

Agency for an initial period, several other factors have to be considered, 

besides the noverages" and use of the IMF Compensatory Facility considered 

above. They are the number of developing countries likely to become effective 

members of the Scheme in the first five years, the improvement in the preparation 

and use of export projections as compared to the period of the simulation exer­

cise, the extent to which the developing countries will 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 Facility. 

It should be made clear from the beginning that, given the nature 

of the problem, it is not possible to quantify these factors in any exact way. 

But, on the other hand, if one is estimating the amount of resources that can 

be regarded as necessary to run the Agency during an initial period, one cannot 

avoid attributing some orders of magnitude to the different factors which were 

mentioned above. 

An attempt is made belo'ti to indicate the orders of magnitude of 

these factors, according to the best judgment of the Bank staff, at the time 

the report was prepared. On this basis, it was estimated that the effect of 

taking these factors into account would be to reduce the net shortfalls of 

$1. 2 billion to the annual requirements of· $300 - $400 million for the initial 

five years. 
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Expected Country Membership 

The Supplementary finance Scheme is based on the supposition that 

a developing country can present its case for aid to the international 

community in an articulate way. This implies that the country has an opera-

tional development plan, which indicates the targets which the country intends 

to pursue, backed by specific projects and by a set of policies which will 

allo't-t the achievement of the proposed targets. Besides the fact that the 

plan has to be feasible -i.e., within the absorptive capacity of the country, 

it has also to be financially viable. Not only must there be an assurance 

that the required domestic savings will be available, but there must also be 

an indication by the providers of foreign assistance that the amount of external 

assistance being counted upon (basic finance) is a reasonable one in their 

judgment. Given the need of this basic framework for the operation of tlj.e 

Supplementary finance Scheme, it did not seem reasonable to expect that all 

developing countries would be in a position to become effective members of 

the Scheme as soon as it was established. It was felt that membership would 

increase over the years of the initial period, as more and more countries get 

operational plans which had been discussed with the donor countries. 

To estimate the effect of this factor on the financial requirements 

of this Scheme, it was felt that the oil-exporting countries (whose reserve 

position is generally good), accounting for 22% of the exports of the less 

developed countries in the period 1962-1964, were unlikely to join the Scheme 

from the first year of its operation and that only a few of them would do so 

even at the end of the initial period of five years. On the other hand, a 

number of developing countries, with 18% of the export~ of the less developed 

1/ Merchandise exports only; the developing countries included are India, Pakistan, 
Colombia, Nigeria, Sudan, Tunisia, Thailand, Malaysia, Ecuador, Turkey and Greece; 
exports of the less developed world include Africa (excluding South Africa}, Asia{~~ 
Western Hemisphere (excluding United States and Canada} and Greece, Turkey and J"~) 
Yugoslavia from Europe; export data according to IFS-IMF. 
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world in the period 1962-1964, already had a mechanism for discussion of their 

development efforts and aid requirements with the donor countries. These 

countries were, therefore, in a position to join the Scheme from the very first 

year of its operation. Of the remaining countries, accounting for 60% of the 

exports of the less developed world in the period 1962-1964, there was consider-

able variation in the state of their development planning and in their arrange-

ments for discussing their aid need with donor countries, so that it may be 

assumed that countries with about half of these exports may be in a position 

to join the Scheme from the beginning. Assuming, therefore, that the effective 

membership would increase from a group of countries, accounting for about 45% 

of the export of the less developed world, in the first year, to countries 

accounting for about 75% of such exports in the last year of the initial five-

year period, the Scheme would have to meet the needs of countries accounting 

for an average of 60% of exports of the less developed world. 

~port Projections 

On the basis of the simulation exercise, it was estimated that 

developing countries in the period 1959-1963 had an annual average gross short­

fall of $1.6 billion, which was partly compensated by "overages" of $0.25 billion. 

The main reason for this amount is the problem of the unexpected fluctuations 

in the export proceeds of the developing countries, which could not be predicted 

accurately for individual countries and which is also reflected in the export 

proceeds of developing countries which had "net 11 overages¥ 'l'tvo other causes, 

however, have to be considered when the experience of the past is being used 

to extrapolate future requirements: the quality of the export projections and 

the adherence by the country to the policies which underlie a projection. 

!( Supplementary Financial Measures - Annex IV - A Simulation Exercise, Table 5. 
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Better Projections - Part of the shortfalls estimated in the 

simulation exercise may have resulted from the fact that the projections 

which were used could have been improved, if more time and personnel had been 

devoted to them. This would certainly be the case if the Supplementary , 

Finance Scheme were in operation and, consequently, it may be expected that 

export projections, receiving a new operational significance as the basis of 

the Scheme, would approximate actual exports in individual countries more 

closely and hence reduce the amount of unexpected shortfalls requiring assis­

tance from the Scheme. 

Moreover, the export projections which were used for the pur:poses 

of the simulation were in many instances of the simple kind, in which only 

the terminal year was directly estimated, the projections for the intennediary 

years being assumed to follow a straight line. This may have contributed to 

over-estimating the deviations from the projections. For purposes of the 

Scheme, it is contemplated that export projections would be prepared for every 

individual year of the projection period, using to the full extent the available 

information. 

Policy Adherence - The second factor which has to qualify the use 

of estimates of shortfalls based on past projection is the extent to which 

countries deviated in the subsequent years of a projection from the policies 

which were assumed to underlie the projection in the first place. This factor 

is particularly difficult to evaluate. The indication of the policies which 

supported an export projection was not explicit, in many instances. On the 

other hand, it is to be supposed that the whole mechanism of the Supplementary 

Finance will put a premium on a closer adherence to the enunciated policies 

'With which the country hopes to achieve the export targets, among others. 
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Although one can be sure that the two reasons mentioned above would 

contribute to make shortfalls in the future smaller than they would otherwise 

be, there is no quantitative basis to estimate their possible effects. To the 

extent that it was felt that they would be operative, an adjustment was made 

to correct the experience of the past for purposes of estimating the future by 

an amount of $0.1 billion for each of the two factors: Better projections and 

better policy adherence. Together, these notional amounts correspond to 25 to 

30% of the $0.7 billion of estimated shortfalls after ttoverages 11 and the IMF 

Compensatory F.inancing Facility, for the countries participating in the Scheme 

($1. 2 billion adjusted for the 60% membership factor). 

Shortfalls Met by the Developing .Countries 

Under the Supplementary :finance Scheme, a developing country is 

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

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

adjustments invol v:Lng a reduction in demand for foreign exchange. It is under­

stood that these actions could be undertaken without disrupting the development 

effort in which the country was engaged. Although the extent to which each 

individual country could be expected to make this contribution would vary from 

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

the sffort which was considered reasonable when all developing countries are 

grouped together. Andc 'this is the infonnation which is needed for purposes of 

estimating the financing requirements of the Agency. 

Use of Reserves - Quantification of this item started with an idea 

of the amount of reserves which was reasonable to expect the less developed 

countries to use for purposes of meeting export shortfalls, considering that 

there were other shortfalls for which the country had to provide, outside the 
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Scheme, and the level at which their reserves stood at the end of 1964. For 

purposes of further exploration, it was thought feasible for the countries 

participating in the Scheme as a group, to use $250 million of their reserves, 

over a five-year period to meet unexpected export shortfalls, averaging ~50 

million a year. The level of reserves of the less developed countries at the 

end of 1964 was about $10 billion. The position of individual countries varied 

greatly; the oil-exporting countries and a number of others had been consistently 

gaining reserves since 1959-1960, whereas other countries were in the opposite 

situation. Operating with the assumption previously introduced that only 60% 

of the developing countries - on an average over the first five years - would 

be participating in the Scheme and considering that probably half of the countries 

would be subject to shortfalls,!! it follows that the assumed use of reserves 

would represent some 5 to 10 per cent of their reserve levels available in the 

end of 1964, for the participating countries who might have export shortfal?-s. 

Reduction in Foreign Exchange Expenditures during Shortfalls -

Imports of consumer good manufactures and other manufactures excluding capital 

goods and base metals accounted for some 30% of total imports of less developed 

areas in 1960, on a f.o.b. basis. This was roughly true not only for the areas 

taken as a whole, but for different regional groupings, such as Latin America, 

Southeast Asia, The Middle East. For the other non-industrial countries, 

including mainly Africa, the proportion was somewhat higher.Y Total imports of 

less developed countries over the 1962-1964 period - with the same coverage that 

was used when dealing ~~th their exports2f- averaged $35 billion, on a c.i.f. basis. 

1/ Supplementary Financial Measures - Annex IV - A Simulation Exercise -
- Tables 1 and 4. 
y Gatt, International Trade 1961, Tables II, III and IV of Appendix. 

J! See footnote on page 2; data from IMF International Financial Statistics. 
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Using the same percentage mentioned above, it was estimated that imports. of 

less developed countries as a whole which would receive the major impact of 

internal adjustment measures subsequent to a shortfall, without disrupting their 

development efforts, could be estimated at an annual average of about $10 billion, 

for the period 1959-1963. Adjusting for the 6o% factor for average memb'ership 

coverag~ in the initial period, out of which only half might be subject to short­

falls, and assuming that the internal adjustment process would amount to 1% to 

2% reduction in the imports of the particular type being considered, the contem­

plated reduction in foreign exchange expenditures could amount to some $0.50 

billion a year. 

The two items which account for the actions which the developing coun­

tries themselves would undertake to meet the shortfalls (use of reserves - $0.050 

billion a year and reduction in foreign exchange expenditures during shortfalls -

$0.050 billion a year ) represent roughly 15% of the shortfalls of the partici­

pating countries - after "overages 11 and IMF Compensatory ·Financing Facility 

($0.700 billion), in the initial period. 

other Sources of Finance 

The Bank Statement contemplated the possibility that sources of finance, 

other than the IMF Compensatory Facility might contribute to the financing of the 

unexpected shortfalls, such as the "emergency foreign trade loans" advanced by the 

EKport-Import Bank of Washington and program loans as well as the "Food for Peace" 

Program of the United states AID. The Export-Import Bank of Washington alone made 

emergency foreign trade loans to developing countries at an average of $0.180 

billion a year, during the fi scal years 1958 to 1965. It is possible that the 

establishment of international machinery to provide for the financing of the 

unexpected export shortfalls would affect the amount of funds which were previously 

made available on a bilateral basis. It should be recalled, however, that the new 

Scheme will provide only for one type of shortfall. For purposes of determining 

the financing requirements of the Agency, a conservative estimate of $0.050 billion 

a year available from bilateral sources was adopted. 
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The f llowing table summarizes the effect of all these 

consideratieDs n the estimated financial requirements of the Scheme 

f r an initial five-year period: 

Financial Requirements for fupplementarz Finance 
initial five-year period -

US$ billion per year 

Gross Shortfalls 

Deducti ns: 

overages 
IMF Compensatory Facility 

lag in membership 

better projections 
better policy adherence 

use of reserves 
internal adjustmeDt 

(reduction in consumption) 

other sourcesof finance 

-0.25 
-0.15 

-0.5 

-0.1 
-0.1 

-0.05 
-0.05 

-0.05 

Requirements adjusted 
for different factors 

1.6 

1.2 

0.7 

0.5 

0.4 

On this basis, the Bank staff estimated that the financial 

requirements for the .Agency administering the Supplementary Finance Scheme, 

in its initial period of operation, would be of the order of $300 to $4.00 

~ million per year. 
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A few additional remarks about this estimate are in order. 

It should be considered that in the period for which the 

simulation exercise was carried out, the export fluctuation of the 

developing c untries had not been much influenced by co:mm.odity 

agreements. As such agreements are put into execution, besides the 

one which now regulates the coffee market, there should be a net 

contribution to reduce future Shortfalls. To this extent, the 

financial requirements estimate has an implicit safety factor. 

On the other hand, the estimate was presented with the idea 

that the Scheme - if accepted by the countries - might come into existence 

within a period of - say - two years. To the extent that it might take 

1 nger for the Scheme eventually to become operative, two factors have to be 

considered. The need to make an adjustment for scale to take into account 

the growth in the exports of the develpping countries will become increasingly 

important, because the simulation exercise considered the magnitudes only up 

to 1963. In addition, as time elapses, the number of developing countries 

which will be in a position to join the Scheme readily because they have 

operational plans discussed with the donor countries will tend to increase. 

This may mean that the average membership which would have to be contemplated 

for an initial five-year period of the .Agency might be higher than the 60 per 

cent which was adopted for the present estimate. 

The estimate of $300 to $400 million a year did not consider the 

~ effect n the size of the Scheme of the needs which would result from a 

decision that the Agency would refinance loans received from other sources of 
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finance - including the IMF Compensatory Financing Facility. If a 

decision is made along this line, the requirements might change, 

although it is to be expected that the main burden due to refinancing 

would tend to fall in the periods subsequent to the first five years. 

The estimation exercise was based on exports measured as 

trade exports, w.i. thout the inclusion of invisibles. There was no basis 

for doing so in the simulation exercise. The evidence which is being 

prepared in relation to invisibles has still to be examined to determine 

to what extent this might affect the original estimate, although the 

working hypothesis at the time that the estimate was made was that the 

inclusion of invisibles would not fundamentally alter the results. 

Finally, in accordance with the position taken in relation to 

the import prices question in the study, the estimate does not take into 

account the possible effects of unexpected fluctuations in this item. 

September 23, 1966 
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Progress Report on papers for the Intergovernmental Group of Experts on 
Supplementary Finance (cleared with Professor Frank, Messrs . Hulley, 
Hacone, Sarma and Sun drum) . 

Please find below the current situation of the papers which are 
being prepared in connection with the next meeting of the Intergovernmental 
Group of Experts on Supplementary Finance on October lOth . 

Paper Status 

A 1 . For~d Terrn.iJ of Assistance . Paper- ag-Feed upon. . .by: the Gr:oup and in 
your hands for approval (draft. of June 
29 , 1966 with partial redrafting of 
August 30, 1966. ) 

(/ 2. .The Role of the Agency as a 
Residual Lender . 

3. Shortfalls and "Overages 11 in 
the Supplementary Finance 
Scheme . 

4. Commodity Agreements and 
Supplementary Finance . 

J 5. The Policy Package and 
Supplementary Finance Scheme . 

6. Financing Requirement of the 
Agency ($300 to $400 million 

figure) . 

7o Export Projections . 

8. Background paper on 
Invisibles . 

P agreed upon by the Group and in 
your hands for approv "draft of June 
28, 1966 - with a change in paragraph 8 -
delete the sentence : 11 This would, of 
course, call for coordination with other 
bilateral agencies but this would not be 
difficult if the provision of such 
assistance under the Scheme is made 
contingent on agreed plans and policies" . ) 

J: aper agreed @Qn by t,!le Group and in 
your hands for approval . 
(draft of August 25, 1966; delete 
paragraph 23 . ) 

Paper being discussed by the Group today. 

Paper to be discussed by the Group tomorrow. 

Paper available for discussion by the 
Group, in the light of your remarks on 
the explanation of the $300 to $400 million 
figure in the meeting of September 6, 1966. 

Paper expected to be available mid-October . 

Paper being drafted 
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Paper 

9. Background paper on import prices . 

10. Relationship of the TI4F with 
Supplementary Finance . 

cc: Professor Frank 
Messrs . Hulley 

Jalan 
Mac one 
Sundrum 
Sarma 

Status 

Statistical material being processed; 
initial results expected to be 
available end of week. 

The Group feels that a paper on this 
subject should be given to the Inter­
governmental Group of Experts only if 
the Fund would present to it a paper 
on Supplementary Finance . If this 
would be the case and the Fund paper 
f ollowed the line of the one which 
was submitted to the llvrF Board 
(SM/66/ 95) , the Bank could circulate 
a paper incorporating the substance 
of the memo of September 12, 1966. 



Supplementary Finance 

~~-d-~) 
"Form and Terms of Assistance n 

Redrafting of 
Form of Assistance 

DRAFT 
August 30, 1966 

As in the case of the provision of any type of long- term aid, Supple-

mentary Finance could be provided to a country by the Agency in three forms : 

a) related to projects: b) related to a list of goods and services for which 

the funds_ could be used, and c) as an outright transfer of cash to the country. 

~ 
The criterion which should determine the choice of one of these three forms as 

1\ 

the appropriate one for Supplementary Finance is that of "timeliness"; that is, 

such assistance should be forthcoming shortly after an ~~~~~d shortfall has 

been identified so that it avoids the disruption of the~~;ment program 
It 

which would otherwise occur . 

Consideration of the "timelinessn criterion lead to the ~ng 

of the alternative of ~Supplementary Finance to projects~istration 

of aid through them i~ tim consuming process, which s not meet the need 

to have assistance conveyed in a matter of a few months .I\ In addi ton, even the 

availability of a series of projects ready on the nshelf 11 to be financed in 

case of a shortfall does not solve practically the problem that the payments 

for which a substitute has to be provided - in lieu of the export proceeds 

which did not materialise - relate to import of capital goods outside 

currently contemplated project of raw materials, semi-manufactured 

components and spare parts and, finally, scheduled debt service payments of 

remittances of profits and dividends . 

The disbursement of assistance related to a list of goods and services 

may be based on the experience of providing non- project financing by 

_. We:f'lEi Bank and .bilateral donors. 1\ The outright transfer of cash would corres­

pond more to the way assistance is~ the IMF ! The choice between 

providing Supplementary Finance ~~~&e~W&~~~~~~~~~~~~~-
ec-Gaemie ~~sua£ s . vlliatever alternative is chosen, ~fundamental need for ,. 



fact ory performance of the members under the Scheme is a prerequisite to 

the assistance and access to it depends on the implementation of a 

development program and related policies previously agreed with the Agency. 

In relation to the two alternatives previously mentioned, if it 

would be found necessary to tie the assistance to certain types of expendi-

tures, the procedures adopted would have to take into consideration the 

particular situation of each country concerned, so as to ensure that the 

requisite of "timeliness" would be fulfilled . This consideration seems to 

indicate that a rule governing the fonn of assistance which would ensure 

the most efficient operation of the Agency - in terms of achieving its 

objectives - would be to leave to the discretion of the Agency to work out 

with the member country how the finance ·would be 

that the development progr~n would go forward . 
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DRAFT 
August 25, 

1966 

SHORTFALLS AND "OVERAGES 11 IN THE SUPPIDIENTARY FINANCE SCHEIYT.E 

1. An essential feature of the Supplementary Finance Scheme is 

the understanding between the Agency and the country on an export projection 

for a period of time which is the same as that of tbecountry's development 

plano 

2. The export projection indicates the yearly amounts of foreign 

exchange which the country is expected to earn out of the use of its own 

production. Together with the expected gross inflow of foreign capital -

on short, medium and long-term basis - as well as possible use of reserves 

(if advisable),they would provide the means to meet the payment of foreign 

goods and services which are needed to carry the development program and the 

projected level of consumption expenditures, and the servicing of its liabilities. 

Agreement on the above between the country and the Agency would reflect the 

financial viability of the development plan, both from the point of view of 

internal and external resources, or in other words, from the point of view 

of availability of domestic savings and of foreign exchange. 

3. The specific objective of the Scheme is to help avoid the 

disruption of well conceived development programs, which have commanded inter-

national support for their financing, when this disruption could potentially 

be caused by a lack of foreign exchange due to an unexpected export shortfall -

actual exports proceeds placing themselves below the projected amounts. The 

for protecting development programs from one particular 
~ 

unavoidable circumstance - the lack of expected foreign exchange proceeds. 
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~ 
4. The Scheme would assist a country by providing 1~ in the event of 

shortfalls. At the same time, the -Scheme assumes that when "overages" would occur -

actual exports being larger than projected - the country would use ' them to repay 

for loans which had been received during the projection period or to meet subsequent 

shortfal.· ls, also durin. g g v t?hee j ame pr:!·e.ction period. T.his way of running the Scheme 
~#>-~ ~~ 

would en~rue iree ~;;:!;: =~ mpatible with achieving its stated objective. 

5. The following pages present a method of calculation of the financial 

relationships between the country and the Agency, which tru{es account of other 

factors which have to be considered, such as the adjustment for consumption in 

shortfalls , and overages, the use of the country's own reserves and borrowing from 

other sources of finance. 

Adjustments in Shortfalls and "Overa~esn 

6. When an export shortfall takes place the income of the export 

sector is correspondingly lower. This may affect ~ consumption and invest­

ment expenditures . Depending on the kind of compensatory policies which the 

country adopts, there may be room to absorb part of the lack of expected 

foreign exchange through a reduction in consumption expenditures, w~thout 

disrupting the development program. This reduction in consumption may include 

deliberate attempts to restrict consumption of "non essential" items over and 

above the automatic adjustment which would result from the income adjustments . 

In the same way that shortfalls will cause a decrease in con-

sumption expenditures through the process of income reduction, overages will 

~ operate in the reverse direction. There will be a tendency to increase the 

demand for foreign exchange to meet the consumption expenditures which will 

absorb part of the unexpected receipts . To the extent that overages and 

shortfalls would be registered during the projection period,the allowance for 

the expansion of consumption in the event of overages would compensate the 

corresponding reduction in the case of shortfalls . This seems adequate because 
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program 
when the development/of the country was found feasible at the beginning of 

the projection period, one i mportant consideration which led to this 

conclusion was that the savings effort which the country itself was supposed 

to produce (in other words, the expected behavior of consumption with its 

repercussions on the demand for foreign exchange) was considered reasonable . 

8. Given the magnitudes of the development plan, the available 

knowledge as to the workings of the economy and the policy intentions of the 

government, for each possible level of shortfall which could be observed in 

any year it would be possible to determine the corresponding amount of 

reduction in foreign exchange consumption expenditures . For practical 

purposes, it seems that the adjustment for the consumption factor in overages 

and shortfalls could be taken care of by agreeing on a single coefficient 

which would be applicable to both cases . 

9. Besides taking care of the shortfall through the reduction in 

consumption expenditures, there are other ways of meeting the shortfall: 

use of the countries own reserves and borrowing abroad - either from the 

Supplementary Finance Agency or from other sources such as the ll1F Compensatory 

Facility, ~~ tranches and bilateral sources . Whether the use of the country' s 

reserve or bor.rowing from If other sources of finance" - besides the Scheme - will 

be contemplated in the understanding between the country and the Agency depends 

on the particular situation of the country. 

10. The expected use of reserves by the country within the context 

of the Scheme has to take into account what has been assumed about them when 

estimating the basic foreign finance requirement to support the development 

program, so as to avoid double counting of their use . Situations may exist 

in which, due to previous favourable circumstances, the country may be in a 
program 

situation to plan the use of its reserves to finance the development/and 
correspondingly reduce the need fo~ the inflow of capital . 
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This is a once and for all use of reserves and diminishes the amount avail-

able to meet all kinds of unforeseen events (including the unexpected export 

shortfalls) and the known leads and lags in the receipts and payments of 

foreign exchange . An item would be included in the understanding between 

the country and the Agency whi ch would correspond to that part of the 

reserves which the country could be expected to use to meet unexpected 

export shortfalls, when consideration is given to the fact that there are 

other unforeseen events which have to be taken care of, and that the time 

distribution of foreign exchange transactions of the country results in certain need 

of foreign balances. To the extent that it is possible to agree on a certain 

amount of reserves to meet unexpected export shortfalls, the eventual demand 

for funds from the Scheme by the country will be correspondingly d' · ished . 

On the other hand, the level of reserves for a mL~ber of developing countries 

is such that this item of the understanding could be expected fo~practical 

purpose~ to be zero with a number of countries. 

11. The same type of consideration expressed before would also 

influence the determination of the item concerning the increase of indebtedness 

of other sources of finance which would be temporarily expected to meet an 

export shortfall . In the international financial machinery there exists one 

type of arrang ment which is specifically designed to meet export shortfalls, 

the ll'W, Compensatory Financing Facility. The extent to v-rhich recourse to other 

sources vmuld be contemplated between the country and the Agency - for 

example the other TI\IT tranches and bilateral sources - would also have to take 

into account, besides the outstanding level of this type of debt at the beginning 

of the projection period, the fact that the country is faced with other unexpected 

events beyond those that occur in the area of exports. It is assmned that the 

Scheme would refinance the borrowings obtained by the country from the other 
sources of finance to finance the nnexpected export shortfaJJ.. 
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Financial Relations between the Agency and the Countrl 

12 . Based on the above considerations , the amount of· loans which 

a country can expect in the event of a shortfall and the amount of repayments 

can be expressed in relation to the formulae presented below. They indicate 

the outstanding indebtedness which a country is entitled to have with the 

Agency at the end of any intermediate year and at the final year of a projection 

period. The loans which the country receives during the projection period are 

regarded as "contingent" loans being subject to repayment in case of subsequent 

over ages during the same period. The outstanding amount of loans received at 

the end of the projeciion period would then be converted into a final long- term 

loan. 

13. If one would call: 
c~~) 

accumulated shortfalls during the projection period 
(-*) 

accumulated overages during the projection period 

coefficient of adjustment of consumption 

expected use of reserves 

outstanding indebtedness from other sources of 
finance (at the end of the year) 

s 

0 

a 

R 

F ' 
the outstanding indebtedness which the country would be entitled to have with 

the Agency at the end of any intermediate year during the pr ojection period 

(Li) would be given by the result of the following calculation (when positive): 

Li = (S - a. S) - (0 - a.O) - R - F. 

The outstanding indebtedness at the end of the last year of the projection 

period (Lf) would be equal to : 

Lf = ( S - a . s ) - ( o - a . 0 ) - R 

(~~) See Annex 1, on the effect of unexpected changes in the volume of exports 

on the measurement of shor.tfalls .and overa.ges . 
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14. 1ihen the outstanding indebtedness would increase from the end 
c~~7~) 

of one year to the other, the country would receive a contingent lQan equal 

to the difference. On the other hand, if it would decrease, the country, 

would have to pay the difference to the Agency. This repayment would Qbviously 

have to take place only to the extent that there still existed an outstanding 

amount of contingent loans. 

The amount of outstanding indebtedness at the end of the last 

year of the projection period (which would be equal to the sum of the contingent 

loans ·eventually received the less the corresponding repayments made during the 

projection period) would then be transformed in a long-term loan, with terms and 
(.JI \1 V) 
'~'''' 

interest rate as discussed in another note. 

16. 1be eventual operation between the country and the Scheme 

( "contingentu loan or repayment of a "contingent" loan) would take place on a 

yearly basis. Given the usual delay for the availability of data on actual 

exports to be compared with the projection, there would normally be a lag of 

a few months for the registrations to be made and for the eventual loan from 

the Supplementary Scheme to be made available. It is to be hoped that the 

existence of the Scheme in operation might contribute to improve the speed with 

which these data would be prepared . Moreover, it would be possible to operate 

on the basis of preliminary data, if they could be considered reliable enough. 

(**) Up to the value of the indebtedness in the second period, this being positive. 

(.JWI~~) "'''' It might be simpler from an administrative point of view if the contingent 

loans which are received during the projection period would not be subject 

to any other repayments during the projection period besides those which 

might occur as a result of the behavior of overages. 
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The yearly operation would then be made for an initial value , subject to 

alteration when the final data would become available . 

17. The meaning of the suggested rule for calculation of the indebtedness 

which the country is entitled to have with the Agency in relation to the operations 

of a projection period can best be understood by referring to alternative situations . 

For example, if during the projection period, the country would have 

only shortfalls, , the Scheme would have allowed the country to continue its develop­

ment program without disruption. The loss of foreign exchange due to unexpected 

shortfalls in export proceeds would have been substituted by a long- term loan . 

On the other hand the country would have contributed its share to meet the unexpected 

situation by reducing to some extent its foreign exchange expenditure for consumption 

purposes , and by using part of its reserves . This would mean that for the next 

projection period - unless the country ' s reserves would have been replenished by 

an inflow of capital - the "reserve 11 item in the new understanding would have to 

be zero . 

18 . In another situation, if during the projection period the amount 

of shortfalls would have been equal to the amount of "overages" , the country would 

have been able not only to carry out its development efforts, but also to maintain 

the expected level of consumption expenditures . Although it would have used the 

facilities of Supplementary Finance on a contingent basis, it would end the pro­

jection period ~nthout making a net drain on the resources of the Scheme, because 

it would have repaid the loans which would have been received during the projection 

period. 

19. It should be remarked also that the country would be supposed to 

use its overages to repay the contingent loans received from the Scheme during 

a projection period, even if this would mean that the level of the country' s 

reserves vTould have to go below that level to vThich it 'W·ould go down,if the 

country would have used them only to meet unexpected export shortfalls . 
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This would be the case if the country had been obliged to use them to meet other 

unexpected events, which the Supplementary Finance Scheme is not designed to meet. 

20. It should be pointed out that the item for the indebtedness to be 

obtained from the other sources of finance considered in the calculation of the 

"contingent" loan for a year is the amount corresponding to the outstarJ.ding debt 

to these other sources at the end of same year . ·This would mean that if the 

country had to liquidate part (or the totality ) of the loans received from the 

other sources of finance without having had a corresponding overage in the period, 

the Agency would provide a contingent loan of an amount equal to the repayment to 

the other sources • . This follows fr~m the objectives of the Scheme: a) that the 

country should not use more of its reserves to finance an export shortfall than 1 

had been agreed upon, b) that the reduction in consumption expenditures should 

be kept within the established limits and c) that the development plan should 

not be disrupted because of the export shortfall . 

21~ The calculation of the indebtedness which the country is entitled to 

have with the Agency at the end of the projection period and 1vhich is equal to 

the long-term loan which the country would finally receive from the Agency in 

relation to the operations of the projection period which has just finished - does 

not take into account the i tern "F" - the outstanding indebtedness to the "other 

sources of financen at the end of the projection period (see paragraph 13) . 

This means that the country could ask the Agency to refinance through the long­

term final loan whatever indebtedness to the 11other sources of finance" would be 

outstanding at the end of the projection period, up to the limit which had been 

initially agreed that the country would obtain from them for the purposes of 

fina~cing the unexpected export shortfalls. This is in accordance with the idea 

that although the country would be expected to use "other sources of financen -
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which would result in a temporary diminution on the demand for the funds of the 

Agency - this should not lead the country to finish the projection period with 

an increase in indebtedness to finance unexpected export shortfall with terms 

and conditions which would be worse than those of the Agency long- term loans . From 

the point of view of funds available to the Agency, it would be convenient if the 

refinancing operating would be carried in such a way that the Agency would assume 

the obligations which the country previously had vis- a- vis the "other sources of 

finance", instead of having the debt of the country immediately paid out . 

22 . It is worth noting that all calculations referred above are related 

to a projection period . The value of· accumulated shortfalls and overages at the 

beginning of the next project period would be zero . This would mean that if the 

country had finished the previous projection period with net overages, they would 

not be transferred to the next projection period for purposes of the operation of 

the Scheme . Hembers who succeed in acquiring more foreign exchange than had been 

reasonably expected-during the course of a projection period would be allowed to 

consolidate their advantage . However, they would begin the next phase of their 

development 1v.ith a stronger financial position. This would be taken into account 

in assessing their need for long-term capital or for the possible extent to which 

the country would be expected to use its own reserves , before coming to the 

Scheme for the financing of the eventual shortfalls in the next projection 

period . By not carr ying the nexcess of net overages" from one period to the 

next, the Scheme would provide a measure of incentive for developing co~tries 

to try harder to surpass their exPort targets . -
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Limit on the Maximum Amount of Contingent Loans 

23. The outstanding amount of contingent loans which a country would 

be allowed to receive from the Agency, given a certain accepted projection of 

the country's export proceeds, would have to be subject to a certain maximum 

amount, which should be related to the total value of the export proceeds for 

the projection period . If the outstanding amount of contingent loans at the 

end of a yea:r would exceed the adopted maxiumum, a revision of the country ' s 

export projection - with the simultaneous revision of its development plan 

and overall balance of payments projection - may be necessary. It is not 

conceivable that the Agency would possibly underwrite to finance without limitation 

the shortfalls of each and every country that was a drruiLng member , because the 

Agency 1vould always be subject to some limitation ~s to possible available funds . 

24. Obviously, the rule as to the maximum permissible amount of con-

tingent loans which a country would be allowed to oue in relation to the initially 

projected export proceeds would depend, among other things , on the amount of funds 

which the Agency would have available for its operation. On the other hand, it 

seems reasonable ·that this maximum would have to be of a meaningful size, in 

order that the attraction of unde~v-riting of export proceeds could achieve its 

objective . For example, for purposes of further eA~loration, one could start 

with the suggestion that this maximum should be one-fifth of the projected export 

proceeds , over a five-year period (assuming this would be the usual length of the 

projection periods of the different countries) . 

The Jeed for a Foreign Reserves Policy 

It should be stated that nothing in the Scheme would relieve the 

country from the need of having a very definite foreign reserve policy which is 

compatible ~rith its short-run objective of stability and long- run objective of 

development. Much to the contrary, the availability of the Scheme would introduce 

new elements which have to be taken into account and which would point to the need 

of identifying the foreign reserves policy which the country wouJrl find moot suitable 
to meet its goals . 
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26. It has already been said that the Scheme takes into account only 

one type of uncertainty which accompanies the process of development . 

Manipulation of reserves will have to take into considertaion not only this 

uncertainty but also all the others . In addition, the suggested operational 

rules for the Scheme raise the possibility of situations for which reserves 

would be needed to absorb the impact of differences between actual and 

expected values . For example, one of the elements which is subt ·r acted from 

the total shortfall to determine the contingent loan is the expected 

reduction in foreign exchange demand associated the fall in consumption 

expenditures due to the shortfall . For purposes of operating the Scheme 

the amount deducted is that. which corresponds to the best estimate which 

can be agreed upon between the country and the Agency. What will actually 

happen is certainly likely to be different from what was estimated. Given 

the fact that there are so many different factors operating at the same 

time and that these factors operate with different leads and lags in time, 

the practical solution to the problem is to operate the Scheme under the rule 

that what is to be subt racted is the amount initially estimated. The 

experience in running the Scheme will probably teach lessons which 'dll 

influence the estimates which will be subsequently made . 

27 . Another assumption which was made for the purpose of making the 

Scheme operational was that when the amount of shortfalls during a projection 

period are matched by an equal amount of overages, the indirect effect on 

consumption expendit ures (and their effect on the demand for foreign exchange) 

would basica]y be the same . This will not necessarily be so . The hypothesis 

adopted seemed a reasonable way out from the point of view of practicability 

of the Scheme . This, however, poinwto the need of the country having a 



- 12 -

policy for foreign reserves which allows it to absorb the difference between 

what is being assumed for practical operational purposes and what Will really 

happen. 

28. The need for a very ' definite foreign reserves policy becomes appar-

ent in the particular situation in 1-rhich "overages" would precede shortfall, 

during a projection period. It has been suggested by some that the country 

should not keep its unexpected additional foreign reserves in liquid form but 

should step up the pace of its development program. The stepping up of the 

pace of the development program is meant here as the initiation of new develoo­

ment projects, above and beyond those which were initially contemplated . It 

is not meant as measures which would simply anticipate the expenditure of 

foreign exchange from subsequent periods, in the same projection period. 

In other words, the stepping up of the pace of the development program would 

involve an increase in the initially projected and already agreed expenditure 

of foreign exchange during the projection period . This argument should be 

considered in the context in which Supplementary Finance Scheme is supposed 

to work. The Scheme assumes that there is a reasonable development progr am 

for which the needed foreign financing is expected to be forthcoming, as a 

result of the understanding with the capital exporting countries and inter­

national financial agencies . Maybe this development program is not as f ast 

as the country could achieve, given its absorptive capacity, defined in terms 

of the country's actually being able to carry out and run developmental pro­

jects. But this is a realistic program for ehich it was found possible to 

obtain the necessary external sources for carrying it out and for which the 

Agency has undertaken the responsibility, subject to a meaningful limitation, 

of coming forth with the needed foreign exchange in case of a shortfall, so 

that the projected development would not; be disturbed. In other words . this 
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is a development program for which t ... ere is -certainty that it will not be 

impaired because of lack of export proceeds . 

29. If the country would use the unexpected foreign axchange 

available because of the "overages" in its export proceeds to accelerate the 

pace of its development (assuming it had the absorptive capacity to do·so), 

it would be doing so at the risk of being put in the position of having to 

disrupt the program subsequently, in case shortfalls would occur in the future 

yea~s of the projection period. Because , having spent the unexpected foreign 

exchange and not being entitled to receive a contingent loan from the Agency 

there would be a lack of foreign exchange to carry the "expanded program" which 

would then be disrupted . 

30. The fact that the country refrains from spending the unexpected 

foreign exchange (and accumulates it in some liquid form) is a price 1v-hich it 

pays to avoid the risk of eventually having to disrupt to program later on . 

It is the apparent short-run cost of having an orderly development . Countries, 

like individuals, may have different preferences as to the bearing of risks. 

The Supplementary Finance Scheme assumes that the prospective pace of development 

vJhich the capital-exporting countries and international financial institutions 

are willing to support is attractive enough to the country for it to want to 

protect the program from disruption. 

31 . There is, indeed, a very important practical problem of how the 

authorities can resist the mounting pressures to spend the accumulating foreign 

resources in the reserves of the country, when the advocates of a larger program 

point the inn~unerable problems which remain to be solved in the country. The 

logical argument of insuring an norderly developmentrt tends to weaken as the 

reserves pile up. One expedient which may help to alleviate this type of 

pressure is to allow countries - if they so desire - to make term deposits 1vith 

t.he Agency, "t·Jhich would not be included in the definition of the country's reserves . 

The Agency could use such deposits ·to mruce investments in the international 

capital markets . 
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·32. If,hbwever, there is a tendency for an accumul~tion ·of 

unexpected earnings above certain limits, (say "net overages" being equal to 

one or two average years of projected export proceeds) the country could 

initiate measures to revise its development program, taking the proper initiative 

with the suppliers of foreign financing. 



ANNEX I 

Import content of "overages" and shortfalls 

1. Let us suppose that the exports of a country were 100, out of 

which 20 percent (20) were imported from abroad, leaving a value added 

by exports of 80. If the volume of exports of the country unexpectedly 

increased by 30 percent, with no change in prices, the additional needed 

imports would be 6 and the unexpected foreign exchange proceeds available 

to the country would be 24. On the other hand, if the same unforeseen 

change had taken place in the opposite direction (30 per cent decline in 

the volume of oocports, with no change in price) the export proceeds 

would decline by 30. But as there would be a corresponding decline in 

the required imports, the actual unexpected shortfall in terms_ of for­

eign exchange available to the country (in terms of value added of ex­

perts) would be 24. 

2. If the contingent loan made by the Supplementary Finance Scheme 

would be measured in terms of the gross export proceeds, when the short­

fall took place the country would be entitled to a loan of 30, whereas 

its shortage of foreign exchange would be only 24. The coubtry would 

be receiving an 11excess" loan of 6, beyond its need of foreign exchange 

to carry out its development program. Wlen overages of the same extent 

would subsequently take place, although the unexpectedly available foreign 

exchange would be only 24, the country would be obliged to repay the full 

30. If during a certain projection period, the "overages" and shortfalls are 

measured in gross ter.ms, (instead of a valued added basis) there would be a 

compensation within the period between the "excess" loan received at one 

stage and its repayment. The country operating with the Agency would have 

to be aware of this so as to take it into account in the administration of 

its foreign exchange reserves. 
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3. If, in relation to the projection period, the "overages n more 

than compensated for the shortfalls, the 11e.xcess loans" would all 

have been repaid. There would be no question of the country having 

to repay more than it should, because of the ways the rules regulating 

the disposition of 11overagesn operate. 

4. However, if, in relation to the projections period, the short-

falls were larger than the observed "overages", the co~try could have 

outstanding a certain amount of "excess loans n. 

5. The rule of computation of noverages" and shortfalls on the basis 

of gross foreign exchange proceeds instead of 11value added" foreign ex­

change proceeds does not penalize the borrowing country. In any case, it 

is not obliged to take the full amount of' the contingent loan to which it 

is entitled, so that the country can avoid having "excess loans 11 if it so 

desires. 

6. The rule poses a problem from the point of view of the application 

of funds by the Agency. Being subject to a limitation on the availability 

of' funds, it could be put in the position of having to make more 1 ans to 

a country than would be strictly necessary from the point of view of ful­

filling its stated objectives. 

7. From the point of view of operationality, however, it was considered 

that, as a general rule, the magnitude of the problem was not important and 

that the adoption of the rule, on a 11value added basis" would add to the 

complications of implementing them on a practical basis. It should be left 

open to the Agency, however, the power to request that, in relation to parti­

cular countries in which the problem might prove to be significant, the rule 

for computation of shortfalls and 11overages u be made on a 11value added n 

basis. 



FoRM No. 57 INTER~ATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORA T1 ON 

OFFICE MEMORANDUM 
TO: Files DATE: July l, 1966 

FROM: 

SUBJECT: 

Bimal Jalan 

Mr. Friedman 1 s talk with Mr. Dell 

As desired by Mr. Dell, Mr. Friedman gave his comments on the 
attached questionnaire over the phone. 

In his general comments, Mr. Friedman emphasized that he felt 
that the questionnaire should give the impression that we're in fact 
making progress on the Scheme for Supplementary Finance. He also 
suggested that Mr. Dell might want to communicate to the member 
countries,if he thought it desirable, that the Bank was oeasaeePing ~~rj 

work on the Scheme with a view to further explaining and clarifying 
the issues involved, and that the Bank was fully ready to participate 
in the work of the inter-governmental group. 

Specifically, Mr. Friedman suggested that questions l(a), l(b) and. 
4(a) be dropped because these questions were alreedy settled. Mr. 
Dell agreed. Mr. Dell also agreed to drop the words "commercial terms" 
from Q.3(d) and to add "Slort-term balance of payments accommodation 
instead of "balance of payments" from the last line of Q. (g). 

Mr. Friedman suggested that the meaning of the Q.5(c) was not clear. 
Mr. Dell thought so too and. wanted to reconsider the question. He would 
also consider whether Q.5(d) really needed. to be included. Mr. Dell agreed 
that question 7(c) be dropped because it was already covered by question 
7(d). 

Mr. Dell sa . that he would pass on Mr. Friedman's comments and his 
reaction to those to Mr. Prebriseh. He added that a number of questions 
in the questionnaire were alzeadJ sete!ed, but they were included since they 
were raised by delegations at Geneva; _and needed brief clarifications. 

cc: Mr. Friedman 
Mr. Perei _a Lira 



FoRM No. 57 INTERNATIONAL DEVELOPMENT INTERNAT IONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Irving Friedman DATE: July 1, 1966 

FROM: Bimal Jalan tWv) f. ~e;L!'I" -l..• 

SUBJECT: Mr. Dell ' s Letter of June 28, 1966 

L 0 

The questionnaire probably serves a useful function in bringing 
together in one document the various issues raised at Geneva, which the 
intergovernmental group is under instructions to consider . But we feel 
that there is hardly any point in raising once again the questions of 
principle, for example, 9 .1 {a), "Is the primary objective of supplementary 
finance to avoid disruption of development programmes . " We would have 
thought that we (and UNCTAD) have already crossed that bridge . We wonder, 
if in your chat with Mr . Dell, you would wnat to suggest that questions 
of these nature, as well as some others which cannot be fruitfully 
discussed "a priori", be dropped, specifically the following: 

Questions l(a), l(b), 2(i), 2{j), 4{a), 5(c), 5(d). 

We have marked these questions in the copy of the questionnaire 
sent to you by Mr . Dell . 



J 29, 1966 

B1mal Jalan 

Mr. Erb ot UNCTAD called la t k to tell that the 
Inter-Oo'\11 rnmental Group on tbppl ntary Financing va eting 
on Septe r 12. In th1a cormeetion nt1oued that Mr. Dell 
would be ending you list of atio bich the group might 
diacu s. He did ot ask tor r action to this 1 ea of having 

liet of qu ations !or the group, I did not discus whether 
this wa a go 1deao 

' . 



(~~- ~ UNITED NATIONS ~w · (/ ~ NAT ONS UNIES 
~ if? 
~ 

NEW YORK 

.~ 

TDS 213 -(1) 
Inter-Governmental Group 
on Supplementar,y Financing. 

••• 

28 June, 1966o 

Dear Irving, 

The latest information I have is that the meeting of the Inter­
Governmental Group on Supplementar,y Financing is lll{ely to take 
place for a two week period in Geneva beginning on September 12. 
There has been some talk in the last fevr days of trying to advance 
the meeting, but we are discouraging this because of the procedural 
difficulties involved. 

I think it would be helpful if, in addi~ion to anything that · _ 
you might be thiru(in8 of presenting to the September meeting, we 
listed the various questions that were raised by delegations during 
the resumed session in connexion with each of the main head~gs ·of 
the terms of reference. I gather that this idea was discussed on 
the telephone· last vfeek by Mr. Erb and Hr. Jalart. 

I .now enclose a draft of such a list of questions, and . should 
appreciate your comments. I myself am leaving for Europe early 
next week, and should be glad to talk to you on the telephone about 
this later this week, if· you .are able to deal with the matter by 
then. If not, may I ask you to contact Mr. Toren, Chief of the 
Financing for Trade Section here who will be responsible·. in this 
area during my absenceo · 

V'lith best personal regards, 

Yours sincerely, 

~~· 
S.De11, Director . 

New York Office of UNCTAD 

1'1r. Irving Friedman 
Economic Adviser to the President 
International Bank for Reconstruction 

and Development 
1818 H Street, N.Wo 
Washington D.Co 20433 
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'l:F..ADE AND DEV:"~LO~<!ENT BOARD 
Cc:.:mm±t.tet.3 on Invisiblos e.nd Iilin.ancing 

rel.ntGd to T~~ad.-;s 

Inti!.irgov"'c:r·l-m1o:ntal G .. \.1llp 011 Supplsmr.1n.tm7 
F~~aneiP~ Mea~_u'eso 

COI~SIDERAT.ION OF TfLE SCHE.HE FUR SUPPIEMENTAF.Y 

li"''NANCL\L 1'1EA~UR1!13 OON'rAINED II~ 'l"'l!E F..EPORT OF 'l'~'ffE 

IN1'ERNP~.1IOUAL BANK FOR H.ECOI'JSS.rRUCTIOr,y Al~il DEiJEICPl·ii~NT o 

In c..-onne--uon \>r.J.~~ thcJ in'i:iergove!'n~C.!. t.al grat.lp9 ·a study of the }lt'Opoaed 

~L~l·~~,W;.~:z~.l:.~ru;i.f~H!r~Y.at~ft (T:D/B/kJ)s the tol.lO't:tlng q.!ostio:ns hn.ve 

bta·sn :pl"''pa!:'Sd on the basis of !Ofereneo mado to th<i Repo:rt"'"ii ot the COlil!'~:~.ttae 

o::1 J.nTlsiblaa &:..:Q Fir..a.nci:rrg .1·eJ.a·~A to •rradc on it,s Re11'1.mled First S~ssion 

('I1)/B/7J) ~ d ita ML~i:eS & wail rJ to the Bank Study ('l~/B/1..~3) o The 

q1cst:io:n.r; h.a.v~ been orga'll1.!r.ed tu"der ~--he headings cont,aimd in the grou~r.i 

1·(; Quar:.r~ions a.f.f6~tr~ing ·the scope of. ·t,he ~eh~"naa . 'incUud:tng the tr--.ot..tment. 

of o•t\' :rages &~ tba 1·-egc'l.J;:d to t~ pt!id t.!: J..ru:PO:rt p:1.ides.'o 

(a) Is th~ priaacy ob~;ecti.ve of ~~pplemen.ta;rj .. finence to rr:v'"O:to. 

diSl"t.~ption ol dovolopmt;.mt p.t'""'Dgxe.mrrres? 

(b) ?'~ls:(, shox"i:.fall~ 'i:.O be d~~lt, t~Tlth by th-3 sc.hene be of a. na:ti~~re 

or· du:t~t,ion v.h:l.ch aotud. not, adoqua.tsly ba de-·ut ,.,,'ith -by nvaiJ .•. J .... le 

ahort=ta:;;;..,m l~~la:<lce o£ pr>_;;m0I'lt ~pport;? 

(c) Shonld a nJ:il~~ css0 foe ~sietune · t'\l de"~ ths fjchew.~.., "''e 

establit1d.OO on. th~ ~nais o£ ·an ad terse t!lovement in expor·i~ 

pl100Ct.""6d.s in reu.l ns ~all a.a in money tsi"ma? 

(d) t·[hat Q.rl,, ~ ·0.,"1_:: _·';.T()'U.ld be eppj."'pl"•iatf) in respoct or ;:\. CO t.:r~· 

dhich -3A""'f'erl nc,~s 8n ~xcqss of exports (tY•.reTage) o··er p:•oj~H:.t~d 

eat:l.ma·"e-s? 
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( ) Shoula auch ar ~as be e g;ed !or of'i'set/\,ing Bhorlfa.J~ ... ? 

(t) /l:ra thele circu c s in t~i .. ch ove:r.. es u ~ht be us · fOl' 

o-ther .. rpo s? 

2., Th to .l, te:t: ~"~ nnd conditiortS fo... th • ion of .f"-·ne"Ulci 

{a) Ho could it - an ....... -...... that supplem.enta.ey fin:ulc uld be 

-t· imel;r :d. cer"·, in? 

( ) S 10 th ta't"~ · ot S'1lpplemonta:t-y firume oe .... imi1ar to ·'"hos 

b 1:. applied to b ic dev lopment !i ce CPJ the various 

io landing agancien? 

(e) Sho J.d 't:hv Agency 'tJail.or the t · ~ 
f:tnanc ..,o ·t,"' overall finaneia.l 

c 0111It,cy e ne. · ? 

. con -t tions o£ su.pplem nt, .y 

cono o po .. tion of the · 

(d) L., \:hat -ey would th d ~ se-~e poro:tion of d · 7· lop:l ., eount ie 

be talt into c ouut in the d€. ·. 1~trion of the tenns 

conditio ot suppl ntary fin'' c ? 

( ) \fuo.t uld be th ost des1rab 1 ?!gth o£ ma.tw·i ty for loans 

provid b. the Agency 1 keeping in mind the need f'o:r reconstit,ut­

ion 0 . its re ourc s? 

(r) Should th Agency ha; t ..... right in c rta.:in eire stances to 

raqttcst ~msnt f:ram participating countries earlier tl n 

oriu~ sti~ d? 

(g) S ould all feaGi :t d ·t,ic· adjuatl nt,e be made · .u.ch 'No 1 d 

not di...,rupv d v l.o · rt· 
(h) Sl ould aueh adjustments mclude "not ncoura.ging conti '-S1i 

in,: . tment and o tput in export sectors on ~'Orld d d is 

ial:rlnin am adjusting eo pilil.J.C ~cpendit ··S 

to the po tJX> am.ent of ... ,,. latj~v ly lc;~ss gent, o-

l . <! pO- t, or 1 t ring ~1 tax str u.cture to the hnnged 

cohditionau? Y 

1/Bank Study, p., 5lo 



( ) a reduction in pl d ill':est.mant in a expo ;. s cto ~ · 

i!ld.i~at by st ct in wo ild d nd o u.pp~ 

ould cor_ spondingl.y 1 ger inv stment b , e in divers"'!)"ing 

th r st of th econo~? 

(j) lfould th :tot in ·t.his div itication? 

$1iab;l: ahing n lationship b · tuaen tho resom'tce 

tJ o cos aq.uir ; in this co e.xion th Group s,10uld 

-~-··~U~"' tho 1mplica ion8 for trhe ech O:L • o bypoth i that ra.~w 

scale suggGst in t e Bank a"· t study ( tald.ng neccunt ot a.ny 

ich the Group su8ge t) uld bo ·ailable o 

( ) It ie ~ d t.hat ,.,.300 to - yeo.r wo ba h 

ount uir to o rat the c.lt 

(b) To at t, ., ould ordina.ry z urce or the IMF$ :t.eo gold 

credit t1~che , be ed 1n addition 1#o th compens: :toey 

ti: 

(c) U 

cing facility tn"ior to utiliz Mon of euppl tar_y tot .a...r1ce? 

ppl iar7 financ 18 to b granted only e..ft onable 

(d) 

use 

r 

it 

b n e of othor c s or financ , ho 1 is tch 

use to be int;erpreted? 

VlUld a count 'Y bs quired to draw do 

erves or utiliz ere t on e · rcial t n.a.a bator 
rec iving sistanc ? 

~unaary bet ot aeon c 

turo thin th political ophere in th 

~~:..wt tion of ar!Y ch •. 

( ) I~ 1 ppropri te to make the pro ri ion ot suppl00191ltney finance 

nditio up:>n tis.f ctory po ormanc rcc..'\.p't t count ia 

in e ~tion of dev lo .... nt programmes! 

(b) Assum:i.ng t :t th0 Ag ncy d the · pi t ·country to ....... :u • • ,,... .. , 

upon certain , should such reQ1Cl 

be limit to th r sulta chi ved de elopnent progra.mm s or 
ouln h y end to 1~icular pollc,. e l ereb;r such raoult 

d? 

(c) In could a diotinc ion b dr n tectmical m 
cts of' d lo · t rogramm ? 

~ • t .... 
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(d) Wnich to .:t.u.1~ ot a. dav lo~nt would be the subject of agree­

ment batwaan the Agency and :the recipient country? 

(e) \'ihat proviBions uld be made for count.rJ.as withot·t im ove~.ll 
develo nt pL.·m? 

(f) rlould it be poaaibl fo1 .. a country to modify its plan or, 

programme in ea1~ain roapects w1 tr.:.eut seeking t:.J.s.a ecnsent of 

the Agency? 

(g) Wou.ld the ur.de1•standing bet -00 the Agency and recipient countri0s 

differ ill arq respect fran ~del,standings required by inter­

national financial agencies :ln the provision or ba.sic dcvelopt...ent 

.finance or balanca of pa~nt.s accommodation? 

5o Qu ations relating to the methodology to b applied ill the formulation 

ot the projections and the tech~"lical assessment of t.zha policies ·on lttaich 

the develotment plans of individual courriries ai e based, the c.1..rcumstancas 

which l'l'tcy' give ri e to a claim on the s~h e, and the corJSidera.tions wh.i..cl1 

tho Agency should take into account in dealing with uch a claimo 

(a) Do the projections of expo~t, earnings ot the type Pl"'vided for 

in the B~ StudY constitute an acceptable method ot determiniP.g 
11reasona.bl:e expactationsu? 

(b) \rJhat u1d. be .~(,he relationship bet~ calculations or shortfalls 

by the Bank and the Fund? 

(e) lihat r l&tive anpho.si 'WOuld be placed on shortfalls f't•om xport 
pro,jections and on im.plement,a.tion or the agreEment with the 

Ageney concerning parf'ormanca criter:Ls. in dealing t1ith a claim 

for a\.tpplementar.r finance? 

(d) Is it po ·.sible to determine in advance the extent of the dis­

tion of• the Agency in deto 'mining 'Whether or not supplemmritary 

finenc to be prawlded u1 parti~llar caees? 

6o The appropxia.to psriod of time for hich the ral vant projectiona ot 
exports should M. established and tor ttlhich the concomitant obligations 

. o£ the Agcmey and the .. developi.ng country cone rned reopectivaJ.:- shou~d 

be assumed\) 
(a) Should t~ rojections and obllga.tl.ons referred t.o above conf'o:rilt 

to tho planning period ot the coUJ."ltr-lee eonee.rn d? 



=5-

{b) Under what ciNumstances vhould export projections be revised? 

(c) What :minimum iod of tim should elapse be ore a revision 

in projoetions could be und rtaken? 

(d) Ho, would oueh revisions a.tfect the obligations ensuring the 

l.mpl ntation of develoF.ent prog1: ot too Ageney, donor 

eountria nd recipi t countri ? 

7 o The rele.tionship between supplementary jlinancial. mee.aures and other 

t~s ot econanic istance both mul:t-Ua.teral and bila.teral.D td.th 

particular regard to tho neod. t,o enm.U"e compatibility b twaen them as 

regards the t , cond.it ons and criteria on which tney are to be 

provid d. 

(a.) How is coordination to be ochi y, am!>ng partormance ~ents 

in connexion with bilateral ~d programmes, other sources ot 
d v lo nt as 1 tane , lMF stabilization pzogram.mss and the 

propoued pplemontar'7 financial msasurea? 

(b) vlh.at 'trou..td be the ralationahip between the Fund •a companaatoey 

financing facility d the proposed auppl n-"aey fimmcial 
f 

measure? 

(o) Would the-proposed sch provid usi tance ~~ as cited in 

t 2(iii) ot resoh\tion A9IV~l8, "liaen the D·IF dra~ ~~re 

du to be repaid, exports had oot co red su.ff'iciently for 

thi to be possible \dthout disruption ot development"? 

(d) It e. country had resorted to other sources or .fimmce to meet 

an export hor~f'all., uld the proposed ach provida as istlmce 

if xporta had not recovered auf'f'icien ly to permit pay.ment 

of th previous loans without disrupt.l.on ot the countries 

development p ogrmm:nss? 

So Th .comparative ettects on economic develo t or the scheme 

proposed nd of other possible methods which might bo employed !or the 

same purpose but ldth due regard to tho primary t sk laid down in the 

rifth and sixt;,h pa.ragz'aphs of the resolution 11 to w.oieh the terms of 

l/ TD/B/7'J, Annex A (1) 

·, ··.l 

. j 

.. 
.· ~- . .• 

.• .::· ·.·.·; 
j 

' ; ~<'~ 
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ret ene 

ph ot e re lution nr aa toll.o : 

Th c F'.i.nanei relat to Tr. de: 

* * 
\ 

AGI~ ,th t th seh e of supp aey .tina.noieJ. JDS.A~, ... Aq 

set out in th et ey prepared b;r t starr of tb Int rnational 

Bank far R construction D loiJ!lSnt in accorda.l'lca nth tb :t; 

ndation Bhould be furth r udied labo...~t d in the 

light ot th discu sions of is tt , 
wJ.th this qu tion, and t rare~ 

DECID££. tor this a , subject to the pproval ot th Board, 

to stablish rule 6.3 of tb ceduro ot th C t 
a small group of r pr enta:·i or goy, uts, with e requ:lsite 

exp rtie , consist.ing o£ l3 to lS !I ... s, to tudy d report 
on this :tt r to t.h second a Bion of t e Committ , with tOO 

t rms of t t out in the to t,hi resolutiono 

9. Th statu 1 

. . ~th other inte 

part A ot ~e 

berabip and function o! the Agency and ita relations 

tional bodios, rl.ng nrd to par: pi 7 and 8 ot 

Par graphs 7 and. S ot ~h r c~.tion are aa i'ollo~ • • 
7. Once a 11 ed tb should 1: e 

~ow..u.~eotion, unde.-; th Int rna.tional D lo nt A cia.tion, ot 
all rel t eco~omic eire tanc s (see No 3) Yin order to se s 

how ·tar i tanee from th scheme lroUl.d b · Q.lired and justi.t'ied in 

order help :v-oid disruption ot d velopment progr So Subj ct 
to the points, ssistance could cover b tantial proportion 

ot a shortfall reasonable elq)ect tionso ---?!/ C "lon, Federal R public ot Gorma,rv, Frane , Glum , 
India, J pal:, S J United Arab Republic, United Kingdom of G at 
Britain and Northern Ireland, Unit St :te o rica, Yu sla; I 
o or t b r3 ot Group D wish to join, t count...~es .. oul.d be 

ded to th 11 t of rao 

y Not 3o Among other tt r , the would includ adver efteeto 
from signit .. cant rise iri import prie o 



- -
ach 1 ich cW.d b dministe un r 

opnent s c :tion, should. be in the to 

c s, 

to the A soc :tion; all th 

A sociation ehould contr:t 

scribed :in advanc , tor ontribu io 

jor Part# I r countr-les ot 

l-••• 



FORM No. 58 IN-TERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr 0 Friedman DATE: June 29, 1966 

FROM: Bimal Jalan 

SUBJECT: 

jl{ .f. 

Mr. Erb of UNCTAD called me last week to tell me that the 
Inter-Governmental Group on Supplementar.y Financing was meeting 
on September 12o In this connection he mentioned that Mro Dell 
would be sending you a list of questions which the group might 
discuss. He did not ask for ~ reaction to this idea of having 
a list of questions for the group, and I did not discuss whether 
this was a good ideao 

v~ ---- ~ ~ )~ !c ' 

J~ rl-
b-.-/ t ~)· 

... ~,J f ~"' / -:t.-t 
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UNITED NATIONS NATIONS UNIES 

NEW YORK 

CA.LE ACCRE•• • UNATIONB NEWYORK' ACRE •• E TELEGRAPH! QUE 

TDS 213 (1) 
Inter-Governmental Group 
on Supplementar.y Financing. 

0 •• 

2S June, 1966. 

Dear Irving, 

The latest information I have is that the meeting of the Inter­
Governmental Group on Supplementar.y Financing is likely to take 
place for a two week period in Geneva beginning on September 12. 
There has been some talk in the last few days of trying to advance 
the meeting, but we are discouraging this because of the procedural 
difficulties involved. 

I think it would be helpful if, in addition to anything that {l 
you might be thinking of presenting to the September meeting, we 
listed the various questions that were raised by delegations during 
the resumed session in connexion with each of the main headings of 
the terms of reference . I gather that this idea was discussed on 
the telephone last week by Mr . Erb and Mr . Jalan. 

I now enclose a draf t of such a list of questions, and should 
appreciate your comments . I myself am leaving for Europe early 
next week, and should be glad to talk to you on the telephone about 
this later this week, if you are able to deal with the matter by 
tnen . If not, m~ I ask you to contact Mr . Toren, Chief of the 
Financing for Trade Section here who will be responsible in this 
area during my absence . 

With best personal regards , 

Yours sincerely, 

~~ 
S.Dell, Director 

New York Office of UNCTAD 

Mr. Irving Friedman 
Economic Adviser to the President 
International Bank for Reconstruction 

and Development 
1?18 H Street, N.Wo 
11ashington D. C. 20433 



TRADE AND DE\r.6I.OP1-~N1f BOft..RD 
Commit-te on Invisiolcs and lt'lnancing 

ralatGd to 'f1:•a.de 
Int,ergovern .. t. · 1 G~o :tp on Suppl mentazr.r 

Fin·,)ncial .As 

;DRAFT 

CONSIDERATION Ott THE ...,CHEa·m liUR SUP W.I&rr.ARY 

In 

.?II~A :rciAL MEASmtES· COrlTAlt&\ II~ T'rl.E REPORT OF 'l'HE 

It1"TF..RNATIOllAL BA 1 FOR RECONSrRUCTIO!~ AND DEVF~OPl·fElfi• o 

~ "th tho intargo1ro ~-ental gx.roupos stud¥ or t p po 

!?:A1.1Pl.:;Q11· ~~;;-o:;..,...o:..oo:;.;.::.;t;O~~.....-.;.~I*J-·~· ~o.~:y-;,.. (TD/B/1}3)'9 the ton· -dng quo t.iona ~e 

co mado to th rt or th~ · Co mitta 
o:a. 1.r.viaib1 .. a and F ~~ ed o 'fi"'ade on i'(.s R Fire"~ S ~ssion 

/ 

(rfD/B/73) .. "te M · ·sa well 6 to ·tb Ban ~tudy {TD/B/k.3)Q Th 

qu . stioft ... ~ have 11 organa , 1 u·:xter ·:he headings cont"1.inad in the grou · 

tsrms of .. "31: ~eneeo 

).-.; Quor:.i:.ions aff.ect,ing ·~he sco ot tl e ~~hem: Jl inc:.l.u.d;.ng the ·t,rea.tment. 

r 0 rer ges and. the .. gar.~ to 00 id t: .l.li.tpO t Pr.ices.o 

( ) Ia 1jh pri! o. j etJ:v. oA I pnl finance to · :void 

dit;rup&ion ot demlo1 t ? s? 
... 

(b) - t e Ol"t tilla ·~o b · d9a.l~ 'ttti.th by the Scit e be of a. natur 

o · dtU-ation ihich cou.1..d n(r'· -dcqun.t 1y b dealt. with ·by a: .. ailable 

rmor .. t .... ta bala:aco ot ·'leu't suppo ? 

(c) S! ou.ld a l}l~_f'ari:l. c S for .... rJ' tane tU ~ th: ach e "' · 

a t.... l:x.sll nt in oxpo:rtc. 

(d) e.pprcpri. t L~ resooe·t of count~ 

( o erage) ovo ~ pro j ctad 

~ . 



(a) Should s-u.ch ovGl~agee be e~u:kca tor o.~.fsetting shortfalls? 

(£) J:'f;3 there cirmmmt-a1c0s in t'l 1.:i.ch ove:...,...~'.gea w..:tgh:t ba ueed for . 

othe p x poses? 

2e The fo.. , "'c..orr.12 B..&<td cond.iticns for the prov-.L~ion of" financla.l 

&ssiatance to count:r•les p~t4.ci .. "'c,ing iu the schouwo 
(a) no~ could i, be ensu.:t,ad tha:c suppletaer.ffiell.7 fixlanee would b0 

tiJ:iwly d co-'"t.a:tn? 

(b) Shaul he torm3 ot suppl ~Gnta;~y finance be ..,:t.miJ.al;~ to those 

boi."'lg pplied ·~ buaie davalopment r· n nee 0:,' t!le variou1 

intc!nat ... orwl. land.:i.ng agencies? 

(c) ShouJ .. <:t the Agency W.lor the ttl"i:'!lW · :r co~<rl.ticns of sup :~lsmenta.1:7 

finan,..e o th ov·araJ~ r·· nancial a.nd. aconomic poe:i.tion of the ­

o~~tt7 eon~~rned? 

(d) 1n wlw.t ·oy ·ou.ld ·tJ a d ..... bt servio po~~tion of de eloping oou.ntr·~-3s 

be tcl.ta1l .:_-..rto aacount in the de-~ I"r:li.M: ,ion or the tel"mB G.nd 

oondi.tiona of supplementar-y .fiJ::tance? 

(e) tf.iW.t wuJ..d be tbe most des:lr~ble le?'..g·~h o£ mturity for lo:m.e. 

prorld oy the Agency, ke ping in mirA ths nsoo fo ' · aconotitut­

ion of its resov~as? 
(r) Should th Agency ha.vl9 -}~ right in cor'~in eir<!ums~ee.s to 

request pq~t, from pro.-rt~.cipe.tir.g countries earlier the .. n 

OJt'iginally Zvipulatc.1? 

(g) Should alJ .. fea.sib1e domostic· adjuft.:;ments be lna.d.G \~.ich 't'~.;,uld 

not dis~ pt a "3lorment ~~gramtw · ? 

(h) Shou~d su.eh , · "u.stmcnts include nnot encotU .. aging con.tinn.ed 

:lnvet:rl:.ment a 1d output in OX}»rl sectors 'i:nan W'.Jrld dc.ljland is 

alli11g, .... a-entn:lning a1 adjusting eo.me pttblie e,.;~end:i.tim·es 

to ensuro tha postponom.eJtc, of the :;:~elativ ly less urgan·(, ol~ 

le-00 L~rt.ant,,.. or alto_ing t11 tax st.ructu.ro to tx1e cuanged 

conoition~"? JJ 
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( 1) if a - ction in pln.nned in'-.restment 1n :-JlG ~l~ sectol." is 7 

indie ·c. · by gtrt\C G cha.ngo in world d d or supp)Jr, 

should corr spondingly larger invas· . ents be made in div sifY:Utg 

the rest of the eco~ 
(j) Would th ~ahenle e:J..st in this diversification? 

3 o 1fJ3SUl··eo for a ta .liehing a rel&.tiov..ship bet\ en the resource 

available and · resources require ; in this conne:x:ton the G:coup should 

e:x:D.m.in the 1mpllce.t1ons for th ch me of ha bypoth io th t r&~m~es 
on the scale augge t~ J..n the Bank staff study (taklng account; ot any 

moditicationa uhicll th Group may ugg ot) wou.ld be availableo 

(a) It io ag-.ttasd that $:JOO to $400 mill ·Ion par year ~ould. be th 

amount required to ·o rate the chem · ~ · 

(b) To tr!mt extent should ordina...7 Nsourees ot the JMF~ ioOo gold 

e.nd credit t1~chas, be "~ad in ddition to the compensatocy 

financing tacUity p:rior to util..i.zat.ion ot' aupplema:nl·ta··zy- finertce? 

(c) If supple~.. t.a.ry i.n.ri-nce is to be granted only after r on.,.ble 

use has b ~ mru:le of other so .,.ce of finance, ho is such 

rea: ot'..able u.ea to be int.erpreted? 

(d) In "t-Ihat eireumstenc s .~uld a country be requ ed ~ aw do 

its sel""res or util..ize eredit on commet•wl terms before 

receiving a.ssis-csnce. 

4u. The nood to es:tabllah a bou.ncls.r:! between probl ot 1 econOmic 

netur· and thooo which feJ.l wi~hin the politic sphel'»e in th 

Cjdnrhd stration of W'G' schG~n .,. . 

(a) I~1.,.app!~priatra to malta the provia=l.on ot suppl6illetltnry finance 

nditionaJ. upon sat.isfaetor.y pertormanc by r ecip.~ent countries 

in th xe..,ution of develop ent pr gra.mm.ea1. 

(b) AsWl!d.ng that the Ag nc;r d the r ·cipient ·country are to agree 

upon certain per:ror-msnc ~irem.ents, ahould such r&Qldrements 

b9 J.imj_tod to the reuul.ts achieved qy developn.ent programmes o:r 

hould the7 ui,end to pa.1-ticular polieieo t-lheroby such results 
are obtained? 

, 

(c) In at wq CO\.\ld a distinction be dra h9t roen techrJ. al .er~ "2:, 

poli·iiical aspects ot de olopment progrmnmoo? 
/ . 
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(d) Which to turas of a development e th~ subject o:r ag-re · 

mant b t n th Ag ncy and :th recipient oou.nt,cy~ 

( ) \'Jha provisioDS wuld . made fol~ countries tv"itho t an over~ 1.1 

develo · nt plan? 
(f-) rlould it be possibl tor a country to mod:tty it pl.a..n o::;', 

programme in ceriiain ro pects lrl.thout aoeking ~l-te eorusent of 

the Ag ncy? 

(g) Would th ume1-- c..and:ircg bet ,een the Agency and recipient COlh'"ltriea 

dift in rm.y respect rr updersts.ndings required by inter-

financial a.gencia. :l.n the provision of ba ic dovelop:nent ? 

Questions relating to the methodology to be pplled in the formul~tion 

ot the projections d · he technical seesemen·t, of th policies on "·hich 

the d veloJD nt pl.a.ns ot · ividual c01.lltGrles aroe bas , the circu.:matances 

which mey give rleo to claim on the ·ch a, ar.d the consid ration t1hich 

tho Agency should take into account in dealing with such a claimo · · 

(a) Do the projections ot xpo ~ earnings of the type provided for­

in the B . lk Study consUtu·t;e «:U"l acceptable method ot det rminirz.g 

"reasona.b~e expaeta.t.:ona"? - ~ 
(b) What 1rould b ·th r lationship betwen calcul.a.tions of shortfalls 

by' the ~ .. nk tt.nd the Fund? 

(e) Uhat relative an.phaais lfOuld be placed on shortfalls fxaom e.."tpert 

projectiona and on impl~nt.a.tion of the agraanent with the 

Agency coneaming pe-formance crl.t ria. in dealing tdth claim 

f'or supplen:mrta.r,- finance? 

(d) I :lt po ·sible to det rmine in advanc the e~ of tho dis-

c tion of the Agene'J in dstarm.:ining ether or 110t, supplementary 

finarlee ros to be provl.ded in partlcu.lar cases? 

6o Tha appropriate psriod or time for which the rel«:rJ"ant projectioos or 
exports should be established and .tor r:hieh tho concomitant obl..i..Jat:tons 

. ot the Agency d the ,.deva~oping country conce ed N$~otivaly' should 

be m!medl) 

·(a) Should the pj:Ojactions and obligations referred ·to above corlf'orm 

to the plann.1ng ~iod of' the countries concerned? 
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proj otion b avi d? 

!or a rvvi io 
in proj etion could und 1 t.akan? 

(d) Hol ··ould eu.ch 

7. Th 

typa of 

particular 

on of 
? 

to 

do 

dth 

, co and. criter on t· ch they are to 

provid d. 

( ) Ho·· 1 cbie to~e£ ~nt 

in cmno.xion. with biJ.ater aou.rc of 

d volo a:mnes th 
~aStJLrea? 

en t Fu • compans :tory 
financing facility ,., auppl· · n ~ ncial 

(c) Would the p:>s 

Not ' 2(i1i) ot r dreJ$'lgG \·, re 

hi to }X) iblo w:1 tJ out dis ption o d vel.opn.ent"? 

l . .. , 

Jlr 

d to GUtriei. ntly fo • J 
(d) If e. country l orted to o a eo cas ot fina.nce to meet 

an qx>rt hori,- all, would the p:oposod ch· p ovid· istane~ 
it ~rtS had not r'~COr d ~ ric! Dvl;r to pa t repa, -Gnt 

of th p ous lo without countri 

de l.opnant p ogramm s? 

So Th · ti effect on conoodc dwelo t ot tha ch e 

of othe po sible - th s ch might b lo d ro the 

s pose but ith du regard to th prim .. t lAid dot·:n in th 

ti h and shth phs o the resolut ·on lito which t e t of 

Jj TD/B/?3, Ann A (1) 

. j 

... 
I 

. , \. ~ . ~ . 

·· ' .. ·· . 
• • J' .. 
: i 
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rete~ ene e:re. armexod. 

•rha firt.'l and sixth paragraphs of the reool tion are as f<?lloua: 

Th Committa on Invi8ibles F-l.na.ncing related ·to T't'rade: 

* * 
' 

AG~ .the.t th eh ' ot supplem&.l"ltary fin.ancla.l me LSJ.~es 

set out in th study prepared by t starr ot ·the International 

Bank for R construction nnd De elo}:l!lent 1n accordanc ·~ with that 

recommendation should b further studied e.ncl elal>orsi·,ed in th 

light ot tha disau siona of this Coomit.t , means ot d aling 

with thia qu tion, and -(,here.fare, 

DECJD12§. tor this ~se, subject to the approval of the Boa1~_, 

to establish undar ruls 6.3 or the ruJ..eo o. · cedure ot the Commi te 
a. small group ot r a ata:ti ot governments, with th requia te 

expertise, consisting of l3 to 15 Ymembers, to study d report 

on thia matt r to th second ae eion of the Committee, wic..h tho 

terms ot rGf · renee et o t in the amtex to this resolutiono 

9 o Th status, berehip am tunetl.on ot tha Agency SJJi it relations 

)t'lth other international bodies, 11aving l: gl'sd ·\o paragraphs 1 and 8 ot 
part A of reeommandation ~ oiV~lSo 

Parngrap.l-ts 7 d a ot the . . 
7. Ones a . i.'tl.a. faeie case has n established tb ... should be 

an examina.tion:t under th International D velopuent Assoeie .. t ·on, of ,; 

all relevant econ9mic cireumst.ances ( · ea Note 3) Y' in order to assess 

ho tar sistance rrom the scheme would be q.J.ired a.nd jtt tified in 

order to h lp avoid di ru tion ot dev. lopment programme o Subject 

to th oo points, assistance could cov r a substantial p;.'"'Opoloation 

o a shortfall .from reasonable · ctation:~o 

1!/ Argentina, B azil, Ceylon, Federal Republic ot Goma!v, Franc , Ghana, 
India, ,Japan, St.reden, United Alab R public., United Kingdom of Great 
Britaill a..'ld Northam Irel d, United St :ta of .•rica, Yugoslavia If 
one o:..~ t members of Group D wish to join.!' thoir countries auld be 
added to the 1 st of memberse 

?:/ Note 3o Among otber matters, the e would include a.dver e etfec.;,s 
from igniticant rises i.li import prlceso · 
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ich nuu..II.U. be dmilrl.st .red und r So Resource . from t 

th Intel· ~ional D 

sc.h 

·~0 nt; A aoci :tion, uld be in th form 

to the Asoocia"io ; all th 

soci tion should contriw c:-

sc bed in ad'.o'l,,..f!lr, for eo~t.ri 

jor P I r countrles o 
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UNITED NATIONS NAT ONS UNIES 

NEW YO K 

CA.LE ADDRE•• • UNATIONS NEWYORK • ADRE8•ETELEDRAf'HIQUE 

TDS 213 (1) 
Inter-Governmental Group 
on Supplementar,y Financing. 

••• 

28 June, 1966o 

Dear Irving, 

The latest information I have is that the meeting of ·the Inter­
Governmental Group on Supplementar,y Financing is likely to take· 
place for a two week period in Geneva beginning on September 12 •. 
There has been some talk in the last fev-1 days of trying to advance 
the meeting, but we are discouraging this because of the -procedural 
difficulties involved. 

I think it would be helpful if, in addi~ion to anything that 
you might be thinking of presenting to the September meeting, we · 
listed the various questions that were raised by delegations during 
the resumed session in connexion with each·of the main headings ·of 
the terms of reference. I gather that this idea was discussed on 
the telephone· last week by 1-'Ir. Erb and Hr. J alan. 

I .now enclose a draft of such a list of questions, and should 
appreciate your comments. I myself am leaving for Europe early 
next week, and should be glad to talk to you on the telephone about 
this later this week, if you are able to deal with the matter by 
then. If not, may I ask you to contact Mr. Toren, Chief of the 
Financing for Trade Section here who will be responsible in this 
area during my absenceo 

vlith best personal regards' 

Yours sincerely, 

s::,.~...._ 
S.DoJ.l, Dil' ctor 

New York Office of Ui'ICTAD 

1·1r. Irving Friedman 
Economic Adviser to the President 
International Bank for Reconstruction 

and Development 
1?18 H Street, N.Wo 
Washington D.C. 20433 



TRADE AND DEVELOPI-1EI'?r BO.ft.RO 
Conmit a on Invieibles d Financing 

relst to Trade 
Intergovernmsntcl. Group on Supplament~ 

Fin cial l.foosuras o 

COrlSIDERATION OF tliE SCHafE FOR SUPPI.ElimlTARY 

Fl~lANCIAL M&ASURE~l CONTAINED IN THE REPORT OF THE 

MERNATIONAL BANit FOR RECONSTRUCTION MiD DEVElOR·mNT o 

UNC,'T.4D 

In eonnarlon ld th ·~he intGrgovert\'!'ilental group n s stu(V ot tlw propoeo t 

~-~AJ:X. .. !.in&n.cS.~l ~;ti · a.,~ (TD/B/l•.'Jl~ the fol.t· .: .. ng uea·~,~ :.ouG hn; s 

· baen pro 1-ed on the baa:! of far· nco made to th ':Report or tb · Co ~ t<J 
on Invisibl0s and FlmJ'lcing 1a· · to Tr, de on i:~s R0aumed First. Session 

\ . 

('111/B/73) :.tts· Nlll('JJ as well to iihe Bank study ('l"D/B/·3) o The 

qu. stiona h 

t·a Quostionn affecting ·..,he scops ot the ::"~h · e:, 'in eluding the ·treatment. 

·o:r O'VI rages and the reg~ to J,lldd U; port :Prices:o 
(a) Is the primm:i obj -eti ve o ~ ppl · ntar7 finance to mlid 

disrupt on ot devalo~t progr~s? 
(b) ·t, sh~-ttalls to be dsalt, With by the ~clt e be of: a na.t.r ro 

or· dm \;ion 1ich could not adoq.m.tGJJ" be d~aJ.t td"th -by o.vaila.blo 

Ghort-»ta.<~ balance ot pawm-snt support,? 

(c) Should a m!ii'i ... ~~ esc-a fo'l! as istance 
tabliGhed on tho basis or an dv; · j:•se moV< · nt in .. xportc, 

IJl oeeed in Nal a.s all as in monqy t. · · ? 

be 

(d) ~t arr. . c, .:__. ·~d ba S.J>l*E.-<'Qp;:~j.e .. t9 in re poet o_ count17 

'Which axper-letlCf>S an coo.s o ~rts (ove ag ) ove projec· G 

estimates? 
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( ) .. jht:>cld such o "eragus be annarl..!ed for of set-'Ging shortfall ? 

(f) .Arr:1 th re cireumst e · a in 'tmieh ove:..~~s ~ltt t.1l.;i us fo 

other pta'JX)&Ga? 

2o Th fol ' t.ems and conditions for the pro rision or financial 

asaiatance ,;o e~uu:trl..ea p~~t..tc pa.ting in th sche.meo 

(a) Hen·; caJ.ld i·i ba · ir!SW?ad. that supplem.enta17 finance u.1d be 

timely :d. cartai:n? 

(b) S~l~.JJil the te~ ot eupplemcmt&l .. y finance e 1ndlar .~.o t 1ose 

bo:L-,g pplied to b ic development tinanee b"J th various 

intarns."t~io .l land:ing aganai ? 

(o) Should the gency tailor th tenus and conditions of BUpplemGnt· ~ 

fii1anc to t..ha o "Groll finan.eia.l and. economic po • :t::Lon of the -

countey contsa... ? 

(d) In l'JM~ rq l:ould tha deb' serv-lce pos.:l:l;ion of developing count. 5..e , 

be talton in'Go aceowt";;, 1n the dete1emi.ns; ion of the terms end 

condit one ot supplementary finrmco? 

(o) l'Jhat u..1d be the oat desirable length o£ maturity fo .. loar.,g 

Pl\">vided b he Agency, keep:tng in mind the need .for reconst_t .. t­
ion of i~a souress? 

(t) Should the Agency ha."-e the right in certain circumstances to 
raqu.ost ~t from part,ieipnting countries earlier than 

or1glnall.y stipa.J.l.at ? 

(g) Should all feasib1e d · liic· adjuetln~nta be mada ;v'tdch u uld 

not disrupt devslo nt progr-cJmlle ? 

(h) Should auch ·. u.~ents inc:tucla "mt encouraging continued 

inve ~e..'lt and o tpat in export sectors en ~-orld demand is 

. Xaminins and adjusting eome p.tblic e: ndi·tttrss 

the po tponament or the relativ l,y less urgen·~ or 

less impo:t t,. or alt .. ing the tax structure to the changed 
conditions". 'JJ . 

!/Bank Stu~, p.,;l~ 



(i) ~ a - -~c- .:ton in plamwd imrest.atent G e1q)ort eGcto ::.C! 
!.ndicat by st . .ctw: change .:.n orld d d or 1.:1 pp],y, 

nt be . d ir1. di ·e ... sifying 

? 

(j) \'lould th chems t, in thio d.r .. er ification? 

1~ · ionship b · tua n the ., t'oou::~ce 

-aila.ble ,, · Group s 1ou 1 d 

m .Lc. the pl.ice: ior. for the ch · 

on 1·.1- · scille att.ggaated in the Bank s' l·,. e.ecowlt o_ 

i...fiea.tiona tfhich · e Group uzg t) J uld oo 
( ) It io !!re d that $300 to $l~O m:LUion par ye · ould be th 

cun01.mii r u:tr . to opa ·a;~ t ~ch 

(b) ent Si;.ould rdinary 

(c) · tary finance 

of 0 ho... ur S of ~~ (;43 1 .lO i' i uch 

I'pn)~ ? 

(d) In ~ t c country b reqtl.l.r d to dra do n 

it .. es or l!.tili3 tema b f'o: .... 
.. ~caiving sis-~ · e&? 

~." 'ill .. e need ·"o est ot 
and tho ilich :fall pha in th 

c:.u.;"'"'""".&..!~-t,rotiou ot ru · 1lGm o · 

(a) ! ., ~ pl"'Op1."'le:ii to ·o th pro rJ.aion r suppl 

ndi.tional upon sa.·iiisfactoey r.tor! .. maz1ce by reoii-----.:ent cow ~r:l.e 

:1n l oxncu: ion of develo ~ 
(b) As t~ t, th Ar.. •lC.Y 

upon e rta.in _ 1'ato 

be J.J.r.Q.,, ·~o ·f,ho r 

1ou.ld they 

ob ined? 

. the r cipi t coun:t1r,y 

(c) cq ould d.i t i ction b di , b. ~ oen t<lcrm 



... 

(d) \•fuic~ featuras ot de, lo ~ . uld b the subject of age 

mant botween the Ageney and :the recipient countza'lJF 

( ) What, provisions . uld d fol., count. . 3 without an 0 ·e· 11 

de lo nt plan? 

(f) rlould it be possibl tor a country to xoo<.ttt.r it p:W.n o~ 

p~ ogramu in certain ~.specta tlithout ocld.ng ~l-t.e eonoent o£ 
th Agency? 

(g) 'rlould th UI!derstanding bet tm the Agmc:r and recip .... ent countTics 

dif:ter 1n arrr rea ct fr up.derstandings requi:t by :tnt r• 

natio tinancial agencie;! in the provision or ba :l.c developnent 

£inane or balanc~ of ~a ·Ccommodation? 

5o Qu stions relating to the thodol gy to ppJ.ied in the formulation 

o the !Jrt?jectio and the t chnical a ement of th policies on :hich 

the de lopu nt plans of individual e tries 't~e , the cumstanc s 

which mq giVi riexe to claim on th cheme, and the conaiderations t1hich 

the Agency should tak into acco~~t in dealing ith such a clt:dmo 

(a) Do th projoctio ot xpoV..t eaminge of the type provided tor 

in the ~ Study eon itut acceptabl.e method o! determining 

ttroasonab~e ta ions"? 

(b) rlhat l«>uld be th r tionship bet en calculations of ahortfalls 

qy th Banlc and the ' ? 

(e) l'lhat relative ephasis would b plac on shortfalls !rom xpJrt 

projectio and on implementation ot th agresnent 1dth the 

Agency concerning performance criteria. in dealing wi h clAim 

for suppl ry t c ? 

(d) I it po sible to d t rmine in w-ane the ext4nt of the dis­

tion of the .Agency in dete · ining . et,her or not uppl &""itaey 

finance to be provided in particular cas s? 

6 o Th pp:..JtO~ period or · e to'l* which the relsvant p ojeetio of 

exports shwld be est hlish d and .to. which tho concomitant obligatio 

. of th - Ag ey and the .. e loping country cone l"fted razpectivol1 should 

be IJ 

(a) Should t projections d obligatio e£orred to above contom 

to the planning period of the countri s con em. ? 
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(b) Und r t c:Lro otances .. ld export ojections b revis d? 

ro a. re io (e) min rio of t. Ghould e.a.c;w,, .. li;J 

in projaetio coW.d be undertak n? 

(d) Ho · ould BUCh e ing the 
1mp1 :t:lon of a d ograame ·1 ot th Ag -ley, dono:r 

eountri e and r cipi t untriea? 

ntar.r ..)financial me sure and ot e 

c vwi:h 

particu.l.ar gard to tho ne to 

r ~ the t rms, c ·tiona and c ite on to be 

provid • 

(a) Ho i coordination to be achie 

in c on with b :teral ~d , other sourc · o 

d lo iatanc , lMF tabilization programmes the 

p:-opo d suppl financial ? 

(b) rlbat be tho r lationsbip bet on t 
tinancing t cility th proposed ppl :tar.r financial 

$ 
ntet:l.SW:'G? 

(c) Would th proposed a,..,c•&vatlC if, cited in 

n the lHF dra~s 

co :red sut£1~ ntly tor 
· thi to pn iblo wi thaut dis pt,ion ot development"? 

(d) It e. countr.r sorted to oth or tinanco to 
an export ul th propos ch prov 

it d fie~ n 17 to rmit 

et 
ist c 

, .. So Th ,-··-~~~ti,; ott ct on conomic d lo t or th scnmne 

ot other poaeible thode which might be employed xor t propo8 d " 

s purpos 

ti.fth and s 
gard to th prJ.z:!ary t laid doun in th 

h ph~ o th r olution lito which e t o 

l/ 'rD/B/TJ, Annex A (1) 

• •! 

• j 

·<: ... ·; 
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e tollo : 

toTad: 

p.t.A:liiiiW}c;,U7 tinancial ~wwres 
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to ~ish · rule 63 ot 
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a group ot p mati ot go , with th re ·· ite 

isting o l3 to lS ll maubera, to ely 

on this second on ot th 
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to 
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: 
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FORM No. 58 

TO: 

FROM: 

SUBJECT: 

INTERN:C..TIONAL DEVELOPMENT I INTERNATIONAL BANK FOR . 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman 

P. Pereira-~ and Bimal Jalan 

SupplementaJ; Finance. 

DATE: May 13, 1966 

Further to our memo of May 9, we enclose a revised list of 
subjects which need further consideration in connection with the 
Study on Supplementary Finance. The topics are the same as in the 
previous memo, but the list of issues under each topic has been 
considerably widened to include all identifiable questions - major 
and minor - that were raised at Geneva. 

A'ttachment 



~ORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPM ENT 

INTERNATIONAL FINANCE 
CORPORA TJ ON 

OFFICE MEMORANDUM 
TO: Mr. Irving S. Friedman DATE: May 9, 1966 

FROM : 

SUBJECT: 

P. Pereir&.-Li~nd Bimal Jalan ,_,a- -

Supplementary F.inance 

In response to your note of today, we are enclosing a list of 
subjects which require further consideration in connection with the Study 
on Supplementary finance . We have included under each topic a number of 
questions which were raised at the UNCTAD meeting in Geneva . There is against 
each topic, a reference to the relevant i terns in the 1 terms of reference 1 

of the UNCTAD inter-governmental group . 



List of Subjects for Further Work on New Study on Supplementary Finance Measures 

1. Scope of the Scheme - (Item (i) in the terms of reference of the inter­
~vernmental working group) 

(a) The question ~f import prices - methodology of calculating export 

shortfalls in real rather than nominal terms. Basic experience with trying 

to use changes in import prices in calculatirig the magnitude of export short­

falls for the purposes of the Scheme. Possible effects on the size of the 

Scheme. 

(b) Invisibles - what is meant by "• •• including invisibles, where appro-

priate." 

(c) "Overages" - (i) Explanation of the concept of 'overages' and its 

operational significance in the Scheme;(ii) Prebisch 1s suggestion that accrued 

1 overages 1 should be used for the purpose of import of capital goods; (iii) 

the suggestion that the adequacy of the ie~et of reserves should influence 

the consideration of overages. (iv) Israeli suggestion regarding identifying 

the import-content of overage and shortfalls ( "vahe-added"). 

2. Policy Package and Performance - (Item (iv), (v) and (vi) in the terms of 
reference) 

(a) Specification of the content of the policy package. The following 

points in particular have to be considered: (i) Prebisch 1s suggestion that 

distinction should be made between political and technical requirements of 

the plan. Should the Agency look at the realization of targets as the 

indicator of performance or should it also examine the policies underlying 

these targets? Should the Agency also examine the priorities in development 

such as social investment vs. productive investment? (ii) Elaboration of the 
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to give this concept an operational meaning? (iii) The appropriate period of 

time for which the concomitant obligations of the Agency and the country would 

be assumed (iv) Would the "policy package" that a c'ountry agrees to with the 

Agency be the same for all international organizations? How would this 'co-

ordination be achieved in practice? 

3. Export Projections - (Item (v) and (vi) of the terms of reference) 

(a) Methodology to be applied in the formulation of the projection. Can 

export projections be 1 exact1 enough to be used for deten~ning the magnitude 

of shortfalls? 

(b) The appropriate frequency of revision of projec·ti:i.ons. 

4. The Role of the Agency as a Residual Lender - (Items (v) and (vii) in the 
terms of reference). 
How would we determine : -
(a) The amount of "feasible domestic adjustment" in the programs, in 

particular the rold of K import reduction. 

(b) the amount of reserves to be used. 

(c) The amow1t of resources available from "other" sources, specifically 

the relationship of the Scheme with the IMF and bilateral agencies. Would the scheme 
refinance short-term obligations incurred to meet a shortfall from "othe:r sources'~ 
especially "the IMFl 
5. Form, ·terms and conditions of" assistan.ce - (Item (ii) of the terms of reference) 

(a) What would be the circumstances in which assistance to be given by the 

Agency would be tied to projects (p. 59 of the Study)~ 

(b) Should the terms of assistance be softer than basic development 

finance1 ~fuat is meant by the 'ter.ms of basic development finance - are these 

existing terms or 1 desirable' terms ? 

(c) What are the circums~!ces under which the Agency could request advance 

repayment of its loan to a country~ 
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6. Relationship with Commodity Agreements - (Item (viii) of the terms of 
reference. 

What are their im comparative effects on economic development assuming 

a situation in which not only the present Commodity Agreements but also a full 

"organization of markets" is in operation? Would the operation of the Scheme 

diminish the willingness of the countries to engage in new commodity agreements? 

7. Size of the Scheme: (Item (iii) in the terms of reference) 

(a) Examination of the 11.6 billion' figure in the Study, and adjusting 

it for scale in view of the fact that the Scheme is not likely to come into 

existence before 1968-69. 

(b) How was the figure '300-400 m1 derived? 

(c) Should provision be made for the possibility of 'rationing' in the 

Scheme? How would this be handled? 

8. Financing of the Scheme - (paragraph 3 of the terms of reference). 

9. The Nature of the Agency - (Item (viii) of the terms of reference) 

What would be the criteria for admission into the membership of the Agency? 

Should the Agency be an existing organization or a new one? (the terms of 

reference have a reference to the possibility of IDA as the Agency). 

10. Legal Questions: 

(a) If the Agency is the IDA, how would one allow for the possible 

participation of non-member countries such as x Switzerland and the Eastern 

European countries. 



List of Subjects for Further Work on Supplementary Finance Measures (Revised) 

1. Scope of the Scheme. (Item (i) in the terms of reference of the inter­
governmental working group.) 

(A) The question of import prices - methodology of calculating export shortfalls 

in real rather than nominal terms. Bank experience in trying to use changes 

in import prices when calculating the magnitude of export shortfalls for purposes 

of the Scheme. Possible effects on the size of the Scheme. 

(B) Invisibles - What is meant by " ••• including invisibles 'Where appropriate "? 

(Yugoslavia). 

~) Overages - Explanation of the concept and its operational significance in the 

Scheme, taking into account the following points: 

(i) Is the suggested treatment of overages practicable? (Argentina). 

(ii) Would it not lead to an immobilization of resources, preventing countries 

to develop as fast as possible? (Argentina). In the world of today with the pre-

dominance of the preoccupation of development over that of stability and with the 

existence of international. financial mechanisms to deal with balance of payments 

deficits, the unexpected export earnings should be used to increase the imports 

of capital goods. The resources so used in favorable cyclical periods could be 

recovered in case of subsequent shortfalls through the operation of international 

financial institutions (Prebisch). 

(iii) Deduction of overages would only be reasonable when countries have 

adequate reserves (Brazil). 

(iv) Should overages be carried from one planning period to the next? (United 

Kingdom). 

(v) Use of -subsequent overages to repay loans previously received will work 

against the principle that the loans should be long term and will adversely affect 

the ability to repay short term credits needed to take care of temporary fluctua-

tions of exports "' (Turkey). 
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(vi ) Suggestion that consideration should be given to the import content of 

overages and shortfalls ("value added") (Israel). 

(D) Other specific points raised: 

(i) Would an unexpected export shortfall, caused by the eventual liquidation 

of strategic stockpiles by a developed country be taken into account by the Agency? 

(Nigeria). 

(ii) The Scheme does not provide loans to developing countries suffering from 

a fall in export prices, if this is compensated by an increase in volume which 

maintains total export earnings. It should , (Turkey). 

2. Policy Package and Performance. (Items (iv}, (v) and (vi) in the terms of 
reference.) 

(A) Specification of the content of the "policy package" - the understanding 

between the Agency and the country - taking into account the following points: 

(i) The point raised by Prebisch. If a group of international institutions 

recognize in some form the need to provide resources during the lifetime of a 

plan, it has to make a thorough study of the plan, of its soundness as regards the 

objective in view, of the resources required to carry it out and of its other charac-

teristics. The question is: how far can the international lending agency go in 

analyzing purely domestic measures taken by a country? To what extent will countries 

submitting a plan be required to adopt a certain type of measure? Should the Agency 

look at the realization of targets as the indicator of performance or should it also 

examine the policy underlining these targets? For example, is the Agency going to 

enter into the:: ·.~ o'lsideration of the policy measures (monetary, fiscal, etc.) 

which the country will apply in order to fulfill its undertaking to mobilize its own 

savings, or is it only going to accept the country's commitment? Is the Agency 

going to demand that specific policy be followed so as to achieve the target? 

Should the Agency also examine the priorities in development such as social invest-

ment versus productive investment? Diff iculties encountered by a country in apply-
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ing a particular policy within the framework of its concepts of economic develop­

ment can be assessed only in the light of the experience acquired by the people of 

that country. A dividing line should be drawn between the technical requirements 

(fundamental requirements for the soundness of a plan and for its application) and 

what may be called its political requirements (the aspects which fall within a 

country's exclusive right of determination.) 1rlithout prejudice to the evaluation of 

the plan and its implementation by international credit agencies, the plan should 

first be evaluated by a small group of impartial experts. The purpose would be to 

insure the greatest measure of objectivity in the analysis and to obtain impartial 

advice on certain fundamental aspects of economic development policy. This sort of 

measure might dispel the apprehensions some developing countries have shown in 

regard to the problem of "policy package". All this being said, however, does 

not mean that countries might not be interested in receiving technical assistance 

(multilateral or bilateral) for the purpose of determining what kind of measures 

should be applied. 

(ii) When approving the Plan, it would be advisable that the Agency would 

limit itself only to offering several possible alternatives, leaving to the 

authorities of the countries concerned the responsibility for selecting appropriate 

targets and policy measures (Nigeria; also mentioned in the Committee's Report) . 

(iii) Shouldn't the examination of the ttpolicy package" be restricted to 

eA~ort policy? There is no need to ex~~e the entire plan in order to establish 

the existence of export shortfalls (Nigeria and Report). 

(iv) There is no need for a thorough examination of the country's development 

program and policies to establish whether the shortfall is beyond the country's 

control and whether it can disrupt the development program. A reply to these 

questions can be obtained on the basis of a balance of payments analysis alon·e. 
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First, as to being beyond a country's control, an examination could be made of 

the domestic prices of exportable commodities and of their available ' supplies. 

As to the potential disruption, a comparison could be made of the shortfalls with 

compressible imports defined as imports of consumer goods and of the raw m~terials 

needed for domestic production (Turkey). 

( v) Would there be an examination of the "policy package" for supplementary 

financing distinct from that which would apply to basic development financing? 

(Israel). 

(vi) The Agency should have the power to interpret the extent of the 

development program that may be advisable for a particular country, so that the 

less developed among the developing countries that need the Scheme most can 

particupate in it (Mexico). 

(vii) To what extent could the countries change the plans without the 

consent of the Agency? (Canada and Report). 

(viii) Explanation of the idea that the Scheme would involve "heavier 

accountability for performance" (Nigeria). 

(B) Elaboration of the concept of "beyond the country's control", taking into 

account the following points: 

(i) Is prior understanding necessary to give this concept an operational 

meaning? 

( ii) Even with previous understanding, the availability of supplementary 

finance is not automatic. The Scheme requires a surveillance of the country's 

development plan and policy which is too extensive in view of the aid which would 

be forthcoming (Turkey). 
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(iii) It will be necessary to determine to what extent drawings will be auto­

matic or will depend on the decisions of the Agency after the shortfalls (Nigeria). 

(iv) Decisions as to the factors to be considered "beyond the country's 

control" should not depend only on the Agency but also take into account the view of 

the participating country. (Nigeria). 

(v) How would the Scheme consider a shortfall in the mobilization of domestic 

resources for the financing of the development plan? (Israel). 

(C) The appropriate period of time for which the concommitant obligations of the 

Agency and the countries would be assumed. 

(D ) Would the "policy package" that a country agrees to with the Agency be the 

same for all international organizations? How would this coordination be achieved 

in practice? 

3. Export Projection. (Items (v) and (vi) of the terms of reference.) 

(A) Explanation of the methodology to be applied in the formulation of projections 

taking into account the following points: 

(i) As of no1.v, there is no adequate technical basis to establish export 

projections, but it is hoped that when the Scheme is to be implemented it will be 

possible to prepare them in agreement with the interested countries (Mexico). 

(ii) The Bank's suggestion has been mainly viewed in relation to commodity 

exports; but projections would presumably have also to cover manufactured goods and 

invisibles. It is necessary to decide whether projections would be established for 

these items (Switzerland). 

(iii) How would the export projections work in the context of a "rolling" 

plan? (Trinidad and Tobago). 

(iv) Some guidelines should be established for the elaboration of export 

projections to avoid a pessimistic bias which would prevent a country from bene­

fitting from the Scheme (U.A.R.). 
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(B) Can export projections be ''exact" enough to be used for determining the 

magnitude of the shortfalls? (Germany and Report). 

(C) The appropriate frequency of revisions of projections taking into account the 

following points: 

(i) Projections should be revised early, so that the Scheme could not be used 

for the preservation of situations which are out of date (Germany). 

(ii) How would the problem of structural changes be handled by the Scheme? 

(Finland). 

(iii) Is it wise to establish projections on a definite basis for a period 

of four to five years when the intention is to adjust the development plans them-

selves periodically? (Switzerland). 

(iv) Too frequent a revision of projections would defeat the purpose for Which 

they were made (Can ada). 

4. The Role of the Agency as a Residual Lender. (Items (v) and (vii) in the terms 
of reference.) 

How would the Agency determine: 

(A) The amount of "feasible domestic adjustment" taking into account the following 

points} 

(i) The possible role of reduction in imports of "superfluous" or "luxury" 

consumption goods and even of other goods which are not indispensable for economic 

development (Prebisch). 

(ii) The effect on domestic adjustment of the degree of import which the 

country has already achieved and specifically the unemployment problem which the 

reduction in imports of raw material for local production of cons~~er goods might 

create (Israel). 
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(iii) Could the adjustment mean a cut in the development program? (Brazil 

and Report). 

(B) The amount of reserves to be used. 

(C) The amount of funds available from "other sources", taking into account the 

following points: 

(i) The Scheme lays too much emphasis on the residual character of the loan. 

Countries should be entitled to obtain financing from the Scheme before having ex­

hausted all possible assistance from other sources (Yugoslavia). 

(ii) This requirement represents a source of delays which would prevent 

supplementary financing from being provided with the speed recognized by the Baruc 

as indispensable for the success of the Scheme (Argentina and Report). 

(iii) Can the role of the Agency as a lender of last resort work in practice? 

Countries might try to avoid difficult negotiations with other sources of funds 

which might establish more strict conditions for financial support (Germany and 

Iieport). 

(iv) For the Scheme to operate as a lender of the last resort, the Agency 

will have to establish an efficient coordination with the other international 

financial agencies so that their role in meeting the shortfalls will be well defined. 

(Italy, Ghana and Report). 

(v) Can different types of shortfalls be identified so that different Agencies 

would take care of them? (India). 

(vi) 1rlould the Agency refinance indebtedness taken at other sources of funds, 

especially the IMF short term compensatory facility? (India and Yugoslavia). 

5. Form, Terms and Conditions of Assistance. (Item (ii) of the terms of reference.) 

(A) wnat would be the circumstances in which assistance to be given by the Agency 

would be tied to projects? (Page 59 of the Study) (Turkey). 
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(B) ~~at should be the terms of supplementary financing, considering the follow­

ing points: 

(i) Chapter 5 of the Study can be read in different ways. The terms should 

be concessionary and lenient as indicated in the UNCTAD resolution (Brazil, · Yugo­

slavia). 

(ii) The terms of supplementary finance should be more lenient than tho,9e 

of basic finance because (a) the savings and debt servicing capacity of the country 

would have diminished because of a contraction in exports; (b) the bridging of the 

exchange gap through the Scheme can only insure a continuation of development accord­

ing to the plan but does not generate extra foreign currency earnings in the future 

(Prebisch, Israel and Report). 

(iii) The policy to be adopted with regard to terms and conditions should 

be decided by common agreement between the Agency and the government and not 

solely by the Agency (Argentina). 

(iv) The International Chamber of Commerce has called attention to the fact 

that the sufficiency of funds for the Scheme would depend on the speed with which 

the loans are repaid. An embarrassing situation might arise if the Scheme could 

not quickly offer the needed help. This might occur if the funds are frozen in 

long term obligations. The Scheme would then have assumed the role of providing 

for basic development finance. This should not be its objective. Attention should, 

therefore, be given to an adequate rotation of funds (Belgium). 

(v) The possibility of grouping countries in a number of categories according 

to the terms on which they should receive assistance (Everts). 

(C) 'VJhat are the circumstances under which the Agency could request advance 

repayment of its loans to a country? (Brazil, Nigeria and Report) . ~he idea would 

be self-defeating because development plans should promote improvement in economic 

conditions (Argentina). 
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6. Relationship with Commodity Agreements. (Item (viii) of the terms of reference.) 

The relationship of the Scheme to commodity agreements has to be further studied, 

taking into account the following points: 

(i) vJhat are their comparative effects on economic development assurni:pg a situa­

tion in which not only the present commodity agreements but also a full "organization 

of market" is in operation:? 

(ii) Would the operation of the Scheme diminish the 1villingness of the 

countries, developed and developing, to engage in new commodity agreements? (France). 

(iii) Although both approaches should converge and supplement each other, 

acceptance of the Scheme should be conditional to the adoption of further measures 

to promote stabili~ation in the primary products market (Belgium). 

7. Size of the Scheme. (Item (iii) in the terms of reference.) 

(A) Examination of the "$1.6 billion" figure in the Study, adjusting it for scale 

in view of the fact that the Scheme is not likely to come into existence before 

1968-69. Account should also be taken of the follo1ving: 

(i) Relatively small downward fluctuations in primary commodity prices 

may cause deficiencies in exchange receipts of considerable magnitude (Brazil). 

(B) Reexamination of the 11$300-400 million" figure, taking into account the 

following points: 

(i) The amount of financing needed cannot be more than an approximation 

because it would depend on the authority and the policy of the Agency and because 

other sources of funds would be involved to finance the shortfalls . (Germany). 

(ii) Countries might try to apply directly for supplementary financing, 

avoiding negotiations with "stricter" sources of credit. This would influence 

the amount of funds needed to run the Scheme (Germany). 
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(iii) Effect on the amount of financing needed if all countries could be 

admitted to participate in the Scheme (Mexico). 

(iv) Effect on the size of the Scheme if import prices were to be taken 

into account. 

(C) Should provision be made for the possibility of "rationing" in the Scheme. 

Ho1v would this be handled? 

8. Financing of the Scheme . (Paragraph 3 of the terms of reference.) 

Points to be considered: 

(i) One cannot hope for more than $300-400 million a year because of the 

other demands of international aid (Sweden). 

(ii) The Horowitz proposal could be a source of funds to finance the Scheme 

(Israel). 

(iii) A country's contribution must be subject to a maximum because of 

budgetary limitations (Germany). 

(iv) All industrialized countries should be able to contribute to the 

financing of the Scheme (Belgium). 

(v) The idea of having some developing countries also contribute to the 

financing of the Scheme is a good one. This Scheme should not only be international 

but truly cooperative. It is understood that the extent of the contribution of 

the developing countries would have to ta~e into account their relative ability 

(Ghana). 

(vi) In determining the amounts to be contributed, the balance of payments 

situation of the creditor countries has also to be considered. Many of these 

countries are subject to the same balance of payments fluctuations as the develop­

ing countries (Finland). 
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9. The Nature of the Agency. (Item (viii) of the terms of reference.) 

(A) Should the Agency be an existing organization or a new one? (The terms of 

reference refer to the possibility of IDA as the Agency.) 

(i) Any future Agency should be truly universal so that all UNCTAD countries 

could participate (Yugoslavia). 

(ii) The Agency should not be a servant of the developed countries. The 

less developed countries should play a role in it. The automomy of the Agency is 

to be limited by the existence of a governing body (U. K.). 

(B) What would be the criteria for admission of a country into the membership 

of an Agency? (Yugoslavia). 

10. Legal Questions. If the Agency is IDA, how would one allow for a possible 

participation of non-member countries such as Svritzerland and the Eastern European 

countries? 
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INTERNATIONAL BA~K FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVEL0~1ENT 
AS SOC I A T.l ON 

INTERNATIONAL FINANCE 
CORPORATION 

JUN 7 1966 
We thought we might send the 

attached memo to Messrs. Macone and 
Sarma on the consideration of the 
question of invisibles in the 
Supplementary Finance Scheme. We 
hope paragraph 4 of this memo correctly 
states your explanation of this point, 
as given to the delegates in Geneva. 

Please let us know. 

P. Pereira-f'a 

~'-"-""" ~"',& ;t;; p ~ - -b ~ .. .:...., 
~ ~-o ~.~../ c~ f:l£ -~-~ 



FORM ,1o. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR . 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORA T1 ON 

OFFICE MEMORANDUM 
TO: Messrs. A. Macone and N. Ao Sarma DATE: June 7, 1966 

FROM: Paulo H. Pereira Lira and Bimal Jalan 

suBJECT: Supplementary Finance Scheme - Treatment of the Receipts of "invisibles" 

L ~ 

1. A few delegations in Geneva (Canada, India and Yugoslavia) 
raised the question of how the Supplementary Finance Scheme would deal 
with the receipts from "invisibles n. 

2. The doubt seems to have been suggested by the following 
passage in the Study (p. 8): ".An agreement on export expectations 
should be spelled out in the for.m of a precise projection. For this 
purpose export receipts are defined to include merchandise and, where 
appropriate, invisible items." 

3. The expression "where appropriate" derives directly from the 
original UNCTAD Resolution itself, where it is said that ''an adverse 
movement for the purposes of the Scheme should be regarded as a short­
fall from reasonable expectations of the level of export proceeds 
(including in appropriate cases invisible exports). 

4. Being directly questioned about this point in an informal 
meeting with the delegations, Mr. Friedman's answer to the query 
was that the Bank Staff Scheme was related to the total export earnings 
of a country and that this included the proceeds from "invisibles 11 • 

It was not common for developing countries to have large important 
single invisible items as a source of foreign exchange, with the possible 
exception of tourism. When this would be true, projections would probably 
be made for the outstanding item or items and the remainder of the 
proceeds of invisibles would be estimated on some residual basis. It 
was a situation analogous to that of merchandise exports. -what the 
study meant was that usually, the export proceeds of invisibles would 
be determined on a residual basis. 

5. We thought that we should bring this explanation offered by 
Mr. Friedman to your attention since you might wish to include the 
consideration of this question of invisibles in writing the paper on 
"projections". A related matter is, of course, how would the inclusion 
of invisibles with export projection affect our estimate of the size of 
the S cheme, which in the Study was based on merchandise exports only. 

PHPereira Lira/eb 

co: Mr. Friedman 
Professor Frank 
Messrs. Sundrum 

Hulley 



FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

CONFIDENTIAL 
INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: June 2, 1966 

Supplementary Finance Study-Meeting With Professor Frank on May 27, 1966 

For the discussion of the balance of payments implications 
of the eventual contribution of countries to finance the Supplementary 
Finance Scheme (assuming that countries decide to establish it), the 
following calendar of events was found reasonable at this stage: 

September 1967 Approval by UNCTAD of elaborated 
Scheme. 

End of 1967 /early 1968 - Drafting of international agreement to 
be submitted to governments. 

Spring 1968 Submission of agreement to governments 
for approval, hopefully by the end of 
1968. 

1969 Scheme begins operations; need for 
financial connni tments or contributions; 
disbursements would take place only on 
an exceptional basis. 

1970 First year of ordinary operations of 
the Scheme, when disbursements would 
occur normally. 

1969/1974 Period for Which initial contributions 
would be made. 

(1973 First year for which new funds could 
possibly be needed in case there would 
be a miscalculation of the necessary 
finance for the first five-year period). 

PHPereira Lira/eb 

cc: Professor Frank 
Messrs. Hulley 

Jalan 
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TRADE AND DEVELOP:f\1ENT BOARD 
Fourth se.ssion 
Geneva, 30 August-23 September 1966 

. LETTER DATED 18 MAY 1966 FROJ\1 THE CHAIR1\1AN OF THE GROUP OF 
31 COUNTRIES , MEJ:viBERS OF THE TRADE AND DEVELOPMENT BOARD 
FROM THE GROUP OF 77, ADDRESSED TO THE SECRETARY-GENERAL 

OF THE CONFERENCE 

The Group of 31 developing countries met this morning and exchanged views on 

recent developments regarding the problem of international liquidity. They noted 

that the Group of 10 are in the process of considering a solution to this problem 

at their meeting in Rome today and that there is a possibility of an agreement being 

reached among them in the near future. The attention of the Group of 31 \vas drawn 

to the reported possibility of a scheme being agreed upon in vlhich only a fevl 

leading countries \vill be able to participate. 

2. Such an approach to the problem of international liquidity will be contrary to 

the principles set out in the Memorandum of the developing countries on international 

liquidity, presented in Nevr York January-February 1966 at the Special Session of 

the UNCTAD Committee on Invisibles and Financing related to Trade (TD/~/57, annex I). 

As pointed out in paragraph ll of that Memorandum, decisions regarding international 

monetary reform which are likely to affect not only a restr'icted group of countries 

but the entire international community must, in fairness, be taken -vri thin a frame·w-ork 

which makes possible the broadest international participation . 

3. The developing countries wish to reiterate, in particular, the principle 

embodied in the abovementioned memorandum that monetary management and co-operation 

should be truly international and that all countries, whi~h are·prepared to share 

in both the benefits and obligations of such nevr monetary arrangements as may be 

~- This doc1iment -vrill be subsequently circulated i n Geneva. 

I . .. 

I ., 
I 

. l 



'-

TD/B/75 
English 
Page 2 

devised, should be eligible to participate in the creation of ne\·r reserve assets. 

The adoption of any scheme vrhich is limited to a small group of countries will be 

a serious violation of this principle and will endanger the development of 

international monet ary co-operation. 

4. The developing countries are gravely concerned with the developments referred 

to in paragraph '1 above and while reiterating their views contained in the 

Memorandum referred to in paragraph 2 above, also endorse once again the 

recommendations of the UNCTAD Group of Experts on International Monetary 

co-operation as contained in document· TD/B/32. The Group of 31 has directed 

me, in my capacity as Chairman, to request you to bring the contents of this 

communication to the attention of the States Members of UNCTAD and the appropriate 

international monetary institutions. 

(Signed) F.S. ARKHURST 
Chairman of the Group of 31 Countries, 
members of the Trade and Development 

Board from the Group of 77 
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FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR. 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving s. Friedman 

Paulo H. Pereira 

DATE: September 19, 
1966 

~r . Prebisch's Statement at the UNCTAD Board Meeting - August 31, 1966 
('ID/B/103 Rev. l) 

Referring to the statement above by Hr. Prebisch, 
please note the following points, from the point of view of 
Supplementary Finance: 

a) he expressed the view that financing of buffer 
stocks, in combination with the Scheme for 
Supplementary Finance might provide the developing 
countries with the long sought solution to their 
problems of external instability (p.8); 

b) he advanced once more the idea that the development 
plans should be appraised by an impartial group of 
experts before being submitted to lending agencies, 
as a means to overcome political difficulties 
raised by the evaluation process (p.l7) . 
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Fo M ·~o. 2b 
( 6- ' 5) 

DATE AND TIME 
OF CABLE: 

LCXJ NO.: 

TO: 

FRCXVt: 

TEXT: 

- AUG 2 2 REC'D 
INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION AUG 2 2 P.M. 

INCOMING CABLE 

AUGUST 19, 1966 

WU 11 - AUGU~T 22 

INTBAFRAD 

GENEVA VIA UN NEW YORK 

WOODS 

ACfiON ffiPY: 

INFORMTION 
COPY: 

DEffiDED BY: 

ROUTING 

MR. WOODS 

MR. COPE 

FOLLOWING FORMAL WISrl EXPRESSED BY ONE GOVERNMENT AND POSSIBLE 

INTEREST BY OTHERS TO HAVE MEETING OF INTERGOVERNMENTAL GROUP 

ON SUPPLEMENTARY FINANCING POSTPONED FOR A FEW WEEKS FOLLOWING 

CABLE BEING SENT TODAY TO GOVERNMENTS MEMBERS OF GROUP n HAVE 

HONOUR TO REFER TO LETTER DATED 25 JULY 1966 FROM SECRETARY GENERAL 

UNC TAD IN WHICH YOUR GOVERNMENT WAS INFORMED THAT TENTATIVE ARRANGE-

MENTS WERE BEING MADE FOR INTERGOVERNMENTAL GROUP ON SUPPLEMENTARY 

FINANCING TO MEET ON 12 SEPT~~ER 1966 IN GENEVA SUBJECT TO APPROVAL 

OF TRADE AND DEVELOPMENT BOARD AT BEGINNING OF ITS 4TH SESSION 

STARTING ON 30 AUGUST 1966. HOWEVER ONE GOVER.m-iENT MEMBER OF GROUP 

HAS NOW OFFICIALLY EXPRESSED 'WISH TO SEE 11EETING POSTPONED FOR A FEW 

WEEKS AND SEVERAL FURTHER INDICATIONS HAVE BEEN RECEIVED BY TillS 

SECRETARIAT THAT SUCH POSTPONEMENT !JIIGHT BE WELCOMED BY OTHER M:Bl1BER 

GOVERNMENTS. UNDER CIRCill"iSTANCES IT IS SUGGESTED THAT FINAL DATE FOR 

MEETING BE LEFT ENTIRELY OPEN AND BE DETERMINED AT BEGINNING OF BOARD'S 

SESSION IN CONSULTATION WITH REPRESENTATIVES OF GOVERNMENTS CONCERNED 

COIDAN11
• WE SHALL BE IN TOUCH 1rJITH YOU CONCERNING ALTERNATIVE DATE FOR 

MEETING SHOULD IT BE CONSIDERED APPROPRIATE BY GOVERNMENTS TO DEPART FROM 

-------~-------------------------------------------------------------------------------------------------------
FOR INFORMATION REGARDING CABLES, PLEASE CALL THE COMMUNI~!!~~~-~!!_~_~Q~~------------------------------------------------------------------------------------------

ORIGINAL 
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( 6. o5) 

DATE AND TIME 
OF CABLE: 

LCXi NO.: 

TO: 

FR0\1: 

TEXT: 

~ 

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

INCOMING CABLE 

AUGUST 19, 1966 

vm 11 - AUGUST 22 

INTBAFRAD 

GENEVA VIA UN NEW YORK 

PAGE 'IWO 

ORIGINAL DATE OF 12 SEPTEMBER 

ROUTING 

ACI'ION ffiPY: MR. WOODS 

INFORMTION MR. COPE 
COPY: 

DEffiDED BY: 

COIDAN DIRECTOR DIVN CONFERENCE AFFAIRS UNCTAD 

UNATIONS GENEVA 

MISS LINAHAN TELEPHONED DURING WEEKEND 

MT ---------------------------------------------------------------------------------------------------------------
FDR INFDRMATION REGARDING CABLES, PLEASE CALL TIIE CDMMUNICATIONS UNIT EXT. 2021 ---------------------------------------------------------------------------------------------------------------

ORIGINAL 
I 



Mr. Pereira Lira 

A~gu &t '12 , 1966 
/ 

1036 

As information in Mr. Friedman's absence 

and any handling you deem necessary. 

Helyn Sparks 

Copy of able of Aug. 22 U~TAD Geneva to Woods 
re postponing Sept. 12 meeting in Geneva on Supplementary Financing 
for a "few weeks" 



FoRM No. 58 

TO: 

FROM: 

SUBJECT: 

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

~\i"'l '~ r 

INTERNATIONAL F INANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr . Irving S. Friedman DATE: July 5, 1966 

Paulo H. Pereira Liw-

Supplementarl Fi.nanb e StudY: - Contact with Ghana. 

I called today Mr . Hansen from the African Department about the 
telegram we sent him in Accra. vfuile there, he got in touch with the 
Authorities but they felt they did not have then people qualified to 
discuss the Supplementary Finance Study with the Bank. The few people 
that could handle the subject were away in New York for the Cocoa Con­
ference . Moreover their top people seem to be engaged in more pressing 
matters (debt rescheduling in August, Commonwealth Conference in 
September) . The Chairman of the National Economic Committee told 
Mr . Hansen he would communicate with him about the idea at a later 
date . Mr . Hansen will keep Mr . Kamarck informed . (I made clear 
once again to Mr . Hansen that our objective is to help the Ghanaians -
if they so want - to study further the question in the best informed 
way possible . ) 
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I NTERNA T I ONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

ROUTING SLIP 

INTERNATIONAL FINANCE 
CORPORATION 

Date 
SEP 9 1966 

~ d-~ ~ii':C~~\;O ,F:c THE· P R~S I DENT 

~"t'fii'.'':•':.-.~''<·,"' . .-~~ 
·).!-, 

., ~~1~:·~; ~,~~ !~_:. ,.t : ~ • ~:~ ~ r: . . • • I ' ~':~ 
Name Room No. 

*· ~e!'e:i:Pa ;~;,~~a 11!~93~ 

"r--rn.mai '"Jalan ..... ..,...) ... 
( 

" !c.-!1--i!lh li''Y'!ln'k- 10.56 

. - _, 
uarma -- .LUJ"O--.:-

" attldkWft ~ 
Action Note and File 
Approval Note and Return 
Comment Prepare Reply 
Fu 11 Report Previous Papers 

~ Information Recommendation 
Initial Signature 

Remarks 

From 
tPT1!11!" S . .,r1ea.a• 
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DATE AND TIME 
OF CABLE: 

LCXi NO.: 

TO: 

FROM: 

TEXT: 

' 

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

INCOMING CABLE 

ROUTING 
SEPTEMBER 7, 1966 1052 

RC 4 - SEPTEMBER 8 ACfiON ffiPY: MR. FRIEDMAN 

INTBAFRAD 

GENEVE 

FOR FRIEDMAN 

INFOH\1ATION 
COPY: 

DEffiDED BY: 

l1A.NY THANKS MATERIAL TO BE ADDRESSED PREBISCH 

GENEVA 

CONSOLO 

MT 

-----------------------------------------------------------------------------------------------------------------
FDR INFDRMATION REGARDING CABLES, PLEASE CALL TilE COMMUNICATIONS UNIT EXT. 2021 --------------------------------------------------------------------------------------------------------------

ORIGINAL 
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Irvin S . Fri n 

Intergo 

d ation o 

suppl ntary fi ce will consi t r 

P reira Lir , d Ja n . 

cc : Mr . Pereira Lira 
Mr. Jalan 

{;tit/A) -

p r 9, 1966 

tin in Octo r on 



Mr. ood S ptember 14, 1966 

Irving S. Fri dman 

nd Developm nt Board 

Before eein Dick ' Septe r 14 I d had on 
of younger n 1 ve 'bri r swnmBtrY of Mr. bi eh 1 peeoh. 

follow , among oth r thi s, d v lo nts w1 h ct to 
suppl ntary fi nee . 

I tho ht you an Dick might inter ted in glancing t hi 
note. 

ttac nt 

CCI • muth 
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tNTERNATI ONAL BANK FOR 
RECONSTRUtTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
- ASSOCIATION 

INTERNATIONAL FINANCE 
CORPORATION 

Date 
ROUTING SLIP August 22 

IDlrtrUOO • .. I 

Name Room No. 

Mr. Pereira Lira 1036 

Action Note and File 
Approval Note and Return 
Comment Prepare Replv 
Fu 11 Report Previous Papers 
Information Recommendation 
Initial Signature 

Remarks 

As information in Mr. Friedman's absence and 

any handling you deem necessary. 

From 
Helyn Sparks 

I 
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( 6. 65) 

DATE AND TIME 
OF CABLE: 

LCXi NO.: 

TO: 

FR0\1: 

TEXT: 

. . 

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

INCOMING CABLE 

ROUTING 
9, 

2 ACfiON ffiPY: • 
' 

INFOR1ATION 
COPY: 

-..-tltlf'IIIJb ~A,..&, 0 ~ q '"-.0 "'"""' 

DEffiDED BY: 

L 

CONCEilNBD 

FDR INFDRMATION REGARDING CABLES, PLEASE CALL TilE ffi\1MUNICATIONS UNIT EXT. 2021 
--------------------------------------------------------------------------------------------------------------~ 

DUPLICATE 
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DATE AND TIME 
OF CABLE: 

Lffi NO.: 

TO: 

FR0\1: 

TEXT: 

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

I 966 

22 

INCOMING CABLE 

DUPLICATE 

ACTION CDPY: 

INFORvtATION 
COPY: 

DECDDED BY: 

ROUTING 

• WOODS 
'\ 
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FoRM ~0. 26 
( 6- f_?) 

DATE AND TIME 
OF CABLE: 

Lffi NO.: 

1D: 

FR0\1: 

TEXT: 

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

SEP.rEMBER 2, J.966 

RC 24 - SEPI'. 5 

mTBAFRAD 

GENEVE 

FOR FRIEDMAN KAMARCK 

INCOMING CABLE 

ACfiON ffiPY: 

INFOIMATION 
COPY: 

DEffiDED BY: 

ROUTING 

MR. FRIEDMAN 
MR. KAMARCK 

UNCTAD TD BOARD TODAY DECIDED THAT GROUP GOVERNMENTAL EXPERTS ON 

SUPPLEMENTARY FINANCING WJLL BARRmG UNFORESEEN CIRCUMSTANCES MEEr 

GENEVA OCTOBER J.O THROUGH J.4. EVERTS URGING EARLIEST DISTRIBUTION BANK 

REPORT ON QUESTIONS ARISING FROM APRIL MEEfnlG 

CONSOLO 

NA 

-=- J 

----------------------------------------------------------------------
.-------------~~-rn~oo~~~-~~00~~~ CABLES, PLEASE ~~-~~-~!~!!2~~-~!!_~.:.-~Q~!-------------------------------------------------------------------------

ORIGINAL 
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INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVEL0~1ENT 
ASSOCI A T.ION 

Mr. F riedrnan: 

INTERNATIONAL FINANCE 
CORPORATION 

This is a copy of a cable sent to 
Mr . Lyle Hansen in Accra by Mr . 
Kamarck. 

Paulo H. ~-Lira 

I 



< l 

COPY 

MR. LYLE HANSEN, AMBASSADOR HOTEL, ACCRA 

GHANA 

UNCTAD DISCUSSED BANK STUDY ON SUPPLEMENTARY FINANCE LAST APRIL 

IN GENEVA STOP SEVERAL DELEGATES SUGGESTED MIGHT BE USEFUL FOR 

BANK REPRESENTATIVES TO VISIT COUNTRIES TO DISCUSS SCHEME WITH 

GOVERNMENT OFFICIALS STOP GHANA IS MEMBER OF INTERGOVERNMENTAL 

GROUP OF EXPERTS WHICH WILL POSSIBLY MEET IN SEPTD-mER ON SCHEME 

STOP PLEASE LET GHANAIAN AUTHORITIES KNOW INFORMALLY THAT BANK 

June 13, 1966 

Lt rate 

IS AVAILABLE FOR EXCHANGE OF VIEWS IF THEY WOULD FIND THIS USEFUL 

STOP IN CASE OF POSITIVE REACTION YOU COULD HANDLE CONVERSATIONS 

IF CONVENIENT STOP IF YOU WOULD RATHER HAVE SOMEIDDY ELSE FROM 

FRIEDMAN 1 S OFFICE TALK TO GHANAIANS BEST TIME FOR VISIT IS JUNE 

OR AUGUST STOP PLEASE CABLE REACTIONS. 

ANDREW M. KAMARCK 
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INCOMI Q CABL 

AUGUS 19, 1966 

W ll - lJQUST 22 

INT.BAPRA1) 

GliN UN N YORK 

WOOD 

ACTICII COPft • s 

DJFOitfATIOR 
COPY 1 MR. COPE 

J0tL0WD Q FORMAL WISH EXPltESSED BY CfiE OOVIRNMBttT AND POSSIBLE INTEREST 

BY OTHERS '1'0 HAVE --TING OF INTIRGOiaiMm'fAL GROUP 

5 tLOWING CABLE BEING S _ T !TO 

00 · TS !GMBERS OF GROUP "BA VE B OUR TO !:U'ER TO LETTER llA 

2S JULY 1966 IRO!f FlJRETARY . ERAL tJNOTAD m \4HICH OUR GOVERMMEtlT S 

INFORMED THAT TmiT. TIVE ARRANCJB.MmTS 

GROUP ON StJPPL!MltlrAR FINANClNG TO 

SUBJECT TO APPROVAL OF TRADE AND 'DEVELOPM!at' BOARD T BEGlttNINO OF ITS 

4TH SES ION STARTING )0 AUGUST 1966. FfOV'ZEVER 

GROUP HAS N0\-1 OFFICIALLY EXPRESSED WISH TO SEE TlNO POSTPONED FOR 

G01'VEIIOONTS. 

RECEIVED BY mi 

BY OmER MltmER 

- 1m CIRCUMSTANCES IT IS SUi TED mAT FINAL D· TE FOR 

MU'l*ING BE LEFT TIRELY OP1fN AND E TERMINED AT INNntG 0 lARD' S 

SESSION COttSULTATI W!nt REPR:&Sl!NT. TIVES OF GOVERNMmT CtECEmUm 

COIDAM". SHALL IN 10UCH WI1H YOU OONOEIIiiNO At'!ERNATIVE D FOR 

MEETJNO OULD IT E CWSmmEO APPROPRIA BY OO'VEmOONTS TO D T 

ORIGINAL ~ TE OF 12 SEPT!HBIR 

&opi to: 

COIDAN DIRECTOR DIVN CON 

J A '!'IONS GliMWA 
rck, con· olo -d K s,Y 

CE AFFAIRS UNC 
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