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SUBJECT: 1986 IIIF/1/0RLD BANK ANNUAL MEETINGS 

1. SUMMARY: THE FORTY FIRST JOINT ANNUAL MEETINGS OF THE 
IMF AND 1/0RLD BANK CULMINATED A YEAR THAT -WITNESSED MAJOR 

NEIi APPROACHES T-01/ARDS INTERNATIONAL COOPERAT I ON ON 
EXCHANGE RATES, ECONOMIC POL I CY COORDI NATION AND LDC DEBT. 
THE DI SCUSSIONS AT THE 1986 ANNUAL MEETINGS TH EREFORE 
FOCUSED ON THE PROGRESS ACHIE VED DUR I NG THE YEAR AND 
I MPLEHENTAT I ON OF THE INSTITUTIONAL ARRANGEME NTS DEVELOPED 
TO ADDRESS THE PROBLEMS THAT REMAIN. THE SE MEETI NGS THUS 
PROVIDED AN OPPORTUNITY FOR STOCKTAKI NG RATHER THAN NEIi 

INITIATIVES. 

2. THERE WAS BROAD RECOGNITION THAT THE CURRENT PROBLEMS 
FACING THE GLOBAL ECONOMY, ESPECIALLY THE LARGE EXTERNAL 
IMBALANCES AMONG THE MAJOR INDUSTRIAL COUNTRIES AND THE 
CONT I NU I NG LDC DEBT PROBLEII, COULD BEST BE RESOLVED IN THE 
CONTEXT OF AN OPEN, GROI/ING IIDRLD ECONOMY. WHILE DIS-
AGREEMENTS REMAIN OVER THE NEED FDR AND SCOPE OF ADDITIONAL 
MEASURES TO SUSTAIN GLOBAL GROWTH, THE ACR IHONY THAT MANY 
FEARED 1/0ULD ERUPT AT THE HEETI NGS DID NOT HATER I AL IZE. 
THE MAJOR INDUSTRIAL COUNTRIES AGREED TO DISAGREE ON 
ECONOMIC POLICIES I/HILE CONTINU ING TO USE THE PROCESS OF 

CLOSER COORDI NATION AGREED AT THE TOKYO SUMMIT TO REACH A 
CON SENSUS. THE AGREEMENT IN PRINCIPLE ON NEIi COMMERCIAL 
BANK LENDING PACKAGE FOR MEXICO ALSO SER VED TO DEFUSE LDC 
CONCERNS REGARDING THE STRENGTHENED DEBT STRATEGY LAUNCHED 
AT SEOUL. 

3. THE SEARCH FOR COMPROMISE AND CONCILIATION EXTENDED TD 
THE DISCUSSIONS ON SPECIFIC ISSUES AFFECTING THE IMF AND 
1/0RLD BANK. PAST DISPUTES ON ACCESS TO IMF RESOURCES I/E RE 
LAID ASIDE AS THE INTERIM COMMITTEE DECIDED TO EXTEND THE 
ENLARGED ACCESS POLICY FOR ONE YEAR 111 TH THE CURRENT 
LIMITS. PROGRESS WAS ALSO IIADE IN THE NEGOTIATIONS ON THE 
IDA 8 REPLENISHMENT WHICH COULD EXCEED 12 BILLION DOLLARS, 
111TH A FINAL AGREEMENT EXPECTED TO BE REACHE D IN 
NOVEMBER. THE U. S. STOOD FI RM ON ITS VI Ell THAT IT WOULD 
BE PREMATURE TO BEGIN NEGOTIATIONS ON A WORLD BANK GENERAL 
CAPITAL INCREASE. THE CHANGE IN LEADERSHIP AT BOTH THE 
IMF ANO 1/0RLO BANK PROVIDED FERTILE GROUIIO FOR SPECULATION 

------ - -

OVER A SUCCE SSOR TO JACQUES DE 
MANAG ING-DIRECTOR AND THE COUR SE BARBER CONABLE WOUL D 
STEER AS THE NEIi PRESIDE NT OF THE WORLD BANK . END SUMMARY. 

4. THE 1986 MEETINGS TOOK PLACE IN AN ECONOMIC 
ENVIRONMENT THAT WAS GENERALLY VIEi/ED AS MI XED. IN RECENT 
YEARS, STRONG U.S . GROWTH HAS FUELED GLOBAL RECOVERY, WI TH 
THE U. S. EXPANSION ACCOUNTING FOR ABOUT HALF OF THE GRO WTH 
I N OTHER MAJOR INDUSTRIAL COUNTRIES AND THE U. S. AB SORBI NG 
ROUGHLY 60 PERCENT OF THE GROIITH IN DEVELOPI NG COU NT RY 
EXPORTS. WITH U. S. GROWTH MODERATING TO A MORE 
SUSTAINABL E PACE, THE NEED FOR INCREASED GRO WTH IN OTHER 
COUNTRIES TO MAINTAIN THE GLOBAL EXPANSION, REDUCE TRADE 
IMBALANCES AND DEAL WITH LDC DEBT PROBLEMS I/AS A FOCAL 

·PO I NT OF THE MEETI NGS. 

S. AT THE MEETINGS, THERE WAS RECOGNITION THAT DOME STIC 
DEMAND IN OTHER INDUSTRIAL COUNTRIES IS STRE NGTHENING AND 
THAT THE EXCHANGE RATE ADJU STMEN TS OF THE PAST YEAR SHOULD 
HALT THE I NCR EASE IN THE EXT ER NAL IMBAL AN CES . RECENT IMF 
PROJECTIONS SUGGEST, HOWEVER, THAT IN 19 87 GROWTH OUT SIDE 
THE U.S . WILL 1/E AKEN, RE SULTING I N LI TTLE CHANG E I N THE 

LARGE TRADE IMBALANCES THAT REMAIN. 

6. A MAJOR THEME OF U.S. STATEMENTS AT THE MEETINGS I/AS 
THE NEE D FOR ALL COUNTRIES TO SHARE IN THE RES PONS IBILITY 
FOR ACHIEVING SUSTAINED, NON-INFLATIONARY GROIITH . IN HIS 
STATEMENT TO THE ANNUAL MEETINGS, PRES IDENT REAGAN 

-·- COMMITTED l HE U.S. TO CONTINUE TO DO I TS PART BY REDUCING 
THE BUDGE T DEFICIT BY CURBING GOVERNMENT EXPENDITURES, 
LOWER I NG INTEREST RATES FURTHER, AND MA INTAI NI NG AN OPEN 

MARKE T. HE NOTED, HOWEVER, THAT OTHER INDUSTRIAL NATIONS 
MUST ALSO CONTRIBUTE THEIR FAIR SHARE TO 1/0RLD RECOVERY 
AND ADOPT MORE GROIITH-ORIENTED POLICIES. IN THIS 
CONNECTION, PRESIDENT RE AGAN POINTED OUT THAT THE LARGE 
TRADE IMBALANCES THAT NOii EXIST POSE A MAJOR THREAT TO THE 
OPEN TRADING SYSTEM AND CAN BE RESOLVED ONLY THROUGH 
INCREASED GROWTH ABR OAD, A GREATER COMPETITIVENE SS FOR THE 
U. S. DOLLAR OR BOTH, COUPLED Ill TH THE OPEN I NG OF MARK ETS. 

7. THESE ISSUES SERVED AS THE AGENDA FOR. l!I E G·l EI N8W:E 
.,t1J NI HEili. MEET I NG 1/H I CH UNDERTOOK THE FIRST MULTI LATERAL 
SURVEILLANCE EXERCISE AS PROVIDED BY THE TOKYO ECONOMIC 
SUMMIT. AT THE MEETING, THE MINI SHRS ASSESSED THEIR 
ECONOMIC OBJECTIVES AND FORECAST~, USING A RANGE OF 
ECONOMIC INDICATORS, 111TH A VIEi/ TO EXAMINING THEIR MUTUAL 
COMPATIBILITY AND CONSIDERING THE NEED FOR REMEDIAL 
ACTION . THERE I/ERE NO DEC ISIONS FOR THE TIME BEING ON 
IMMEDIATE ACTION ON EITHER INTEREST RATES OR EXCHANGE 
RATES. THE GROUP AGREED TO FOLLOW THE SITUATION CLOSELY 
AND STAND READY TO CONSIDER ACTION IF IT SH OULD BECOME 
APPROPRIATE. 1/E CONH DER THE ./1EETI NG , HO\/E VER, AN 
IMPORTANT STEP FfeRIIARD IN ADVANC ING EFFORTS TO STRE NG THEN 
ECONOMIC POLICY COOROINATION AMONG THE MAJOR INDUSTRIAL 

COUNTRIES. 

8. THE LDC DEBT SITUATION AND PROGRESS UNDER THE 
STRENGTHENED DEBT STRATEGY ffiEBT STRATEGY PURSUED BY 
I NDUSTR I AL COUNTRIES SINCE 1982, REINFORCED BY U. S. DEBT 
INIT I ATIVES ADOPTED IN SEOUL) I/ERE MAJOR TOPICS FOR BOTH 
THE INTERIM AND DEVELOPMENT COMMITTEES. THERE I/AS BROAD 
RECOGNITION THAT SIGNIF I CANT PROGRESS HAS BEEN MADE IN 
IMPLEMENTING GROI/THORIENTED STRUCTURAL REFORMS IN 
DEVELOPING COUNTRIES AND THAT THE INTERNATIONAL 
INSTITUTIONS HAVE BEEN ADAPTING THEIR POLICIES AND 
PROCEDURES TO SUPPORT THIS EFFORT HORE EFFECTIVELY. IN 
REAFFIRMING SUPPORT FOR THE STRENGTHENED DEBT STRATEGY, 
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BOT'II COIIH I TTEES EHPHAS IZEO THAT RE SOL UT I ON OF THE DEBT 
PROBLEM REQUIRED A GROWING WORLD ECONOMY ANO OPEN EXPORT 

MARKETS IN INDUSTRIAL COUNTRIES. THERE WAS CONCERN, 
HOWEVER, ABOUT THE IMPACT OF THE SHARP DECLINE IN OIL ANO 
OTHER COMMODITY PRICES ON DEBTOR NATION' S DEBT SERVICING 
CAPACITY, AS WELL AS THE DECLINE IN COMMERCIAL BANK 

LENDING IWRING 1985 AND EARLY 1986. 

9. THE UNCERTAINTIES FACING DEVELOPING COUNTRIES ANO THE 
NEED TO SUPPORT GROWTH ORIENTED REFORMS WITH ADEQUATE 
FINANCING LED TO A DECISION BY THE INTERIM COMMITTEE TO 
EXTEND THE IHF'S ENLARGED ACCESS POLICY FOR ANOTHER YEAR 
WI TH CURRENT ACCESS LI HI TS {I, E., UP TO 90 PERCENT OF 
QUOTA ANNUALLY, ANO 270 PERCENT OF QUOTA OVER THREE YEARS, 
PROVIDED NET OUTSTANDING USE DOES NOT EXCEED 400 PERCENT 
OF QUOTA!. THERE WAS NO CONSENSUS, HOWEVER, ON A FURTHER 

SOR ALLOCATION OR ON THE ROLE THAT THE SOR SHULD LAY IN 
THE SYSTEM IN THE FUTURE. Ill TH REGARD TO THE 1/0RLD BANK, 
THr DEVELOPMENT COMMITTEE WELCOMED THE PROGRESS THAT HAO 
BEEN MADE ON IOA 8 AT A NEGOTIATING SESSION THAT OCCURRED 
JUST PRIOR TO THE ANNUAL MEETINGS AND REQUESTED THAT 
NEGOTIATIONS BE CONCLUDED BY NOVEMBER ON A REPLENISHMENT 
OF AT LEAST 12 BILLION DOLLARS. ON THE 1/0RLD BANK GCI, 
THE U.S. '\/AS PRESSED HARD TO BEGIN NE GOT I AT IONS 
I MMED I ATEL Y BUT DID NOT ALTER I TS POSIT I ON THAT ADEQUATE 
RESOUR~ES \/ERE AVAILABLE TO MEET PROJECTED LENDING LEVELS 

-AND THAT GCI NEGOTIATIONS SHOULD OCCUR ONLY WHEN THERE IS 
A DEMONSTRATED NE~D FOR ADO IT I ONAL RESOURCES. 

18. THE HEX I CAN ANNOUNCEMENT THAT IT HAD REACHED AN 
AGREEMENT-IN-PRINCIPLE WITH COMMERCIAL BANKS ON A NEW 
HONEY PACKAGE TO SUPPORT THE MEXICAN "PROGRAM FOR 
SUSTAINED ECONOMIC GROWTH" WAS RECEIVED AS A POSITIVE SIGN 
OF COMMERCIAL BANKS' Ill LL I NGNESS TO PROV I DE SUBSTANTIAL 
NET NEIi LENDING UNDER THE DEBT STRATEGY. THIS ~ROGRAII, 
WHICH EXTENDS THROUGH 1987, FORMED THE BASIS FOR A STANDBY 
ARRANGEHENT NEGOTIATED WITH THE IHF DURING THE SUMMER, AND 
IT INCLUDE~ ffiOVATIVE EXTERNAL FINANCING ARRANGEMENTS 
DESIGNED TO PUT IIEXICO ON A PATH OF SUSTAINED ECONOMIC 
GROWTH. THE BANK AGREEMENT PROVIDES A CONCRETE EXAMPLE OF 

THE BANK'S WILLINGNESS TO SUPPORT THE STRENGTHENED DEBT 
STRATEGY PROPOSED BY SECRETARY BAKER AT SEOUL A YEAR AGO. 
THE TOTAL EXTERNAL FINANCING ASSOCIATED WITH THE MEXICAN 

PROGRAII IS 

APPROXIMATELY 12 BILLION DOLLARS, OF WHICH THE COMMERCIAL 

WiK SHARE rs§ BlbblQN DOLLARS INCLUDING 758~LLION 
DOLLARS OF BANII- LOANS GUARANTEED BY THE WORLD BANJi. (THE 

PACKAGE ALSO INCLUDES UP TO 2.4 BILLION DOLLARS IN 
ADDITIONAL CONTINGENCY FINANCING 1/HICH COULD BE ACTIVATED 
IF PERFORMANCE IS BELO\/ PROJECTIONS.I I. 6 BILLION DOLLARS 
OF THE PACKAGE \/AS PROVIDED BY DEBT RELIEF FROM PARIS CLUB 
CREDITORS IN MIO-SEPTEMBER, AND THE REMAINDER COMES FROII 
THE IMF, MULTILATERAL DEVELOPMENT BANKS AND OFFICIAL 

EXPORT CREDIT AGE NC I ES. 

11. THE SURPRISE DECISION BY IMF MANAGING-DIRECTOR 
DE LAROSIERE TO RELINQUISH HIS POST AT THE END OF THE 
YEAR FUELED SPECULATION AT THE MEETING ON A POSSIBLE 
SUCCESSOR. THE POSITION IS TRADITIONALLY HELD BY A 
REPRESENTATIVE OF A EUROPEAN COUNTRY AND DUTCH FI NANCE 
MINISTER OHNO RUDING ANO FRUICH CENTRAL BANK GOVERNOR 
MICHEL CAHDESSUS HAVE BEEN PUT FORWARD BY THEIR 
GOVERNMENTS AS CANO I OATES. IT IS EXPECTED THAT EC 
FINANCE MINISTERS \/ILL REACH AGREEMENT ON A SINGLE 
CANDIDATE AT THEIR OCTOBER MEETING. THE UNITED STATES 

HAS NOT PUT FORWARD A CANDIDATE AND \/ILL REACH A DECISION 
ON THE POSIT I ON \/HEN A EUROPEAN CONSENSUS EHERGES. ON 
OTHER ISSUES, THE UNITED STATES STRONGLY SUPPORTED THE 
BID BY SPAIN AND AUSTRALIA TO JOIN THE G-IS BUT A DECISION 
\/AS NOT REACHED AND THE QUESTION OF G-10 EXPANSION \/ILL BE 

CONS I DER ED FURTHER NEXT YEAR. WHITE HEAD 

BT 
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SUBJECT: Issues at the Upcoming IMF/World Bank Meetings 

The major issues during the series of meetings leading up to next 
week's annual meeting of the IMF and World Bank are LDC debt, the 
Baker Plan, growth rates in Germany and Japan, and economic 
policy coordination. These and other issues are summarized 
below. 

LDC Debt/Baker Plan 

The Development Committee, a joint body of the IMF and World 
Bank, will review the LDC debt situtation and progress made since 
last year in devising growth-oriented strategies to better cope 
with the debt burden. While some LDC's are likely to support 
more drastic solutions to the debt problem, the Baker Plan will 
probably be reaffirmed. The question of more World Bank 
resources to support the Baker Plan will be side-stepped this 
year, although Barber Conable's announced goal of a lending 
program of $21 billion per year (compared with last year's level 
of $13.2 billion) implies a General Capital Increase in the near 
future. 

Growth Rates in Germany and Japan 

The meeting of the Interim Committee -- the IMF's steering group 
-- will be the forum for continued pressure on Germany and Japan to 
accelerate their economic growth in order to expand export 
markets for the U.S. and debtor countries. Germany has been 
intransigent. Japan last week announced a package of domestic 
measures that has been widely dismissed as inadequate. The 
sticking point for both countries is lowering of their discount 
rates. 

Economic Coordination Among Developed Countries 

At the Tokyo Summit, it was agreed that the seven partners and 
the IMF would consider ways to improve coordination of economic 
policies so as to reduce the variation in exchange rates. The 
Interim Committee will consider a report on specific economic 
indicators that might be used in a surveillance system. The 
problems with implementing such a system are illustrated by our 
current differences with Germany and Japan -- economic data can 
be interpreted in many ways. 
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G-5 vs. G-7 

The Italians and Canadians are smarting from public disclosure of 
a recent G-5 deputies meeting in Paris. Those countries consider 
that meeting -- intended to be secret -- as inconsistent with the 
Summit Declaration creating the G-7 for economic surveillance. 
The G-5 will meet at the end of this week, but have expanded to 
include the Italians and Canadians. The Japanese in particular 
favor retaining the G-5 (expanded ad hoc to include Italy and 
Canada) as a coordinating forum forarr-issues but surveillance, 
which would be the province of the G-7. From my viewpoint, the 
distinction between the G-5 and G-7 is almost meaningless and 
should be abandoned. 

IDA-8 

Final agreement should be reached on an eighth replenishment of 
the International Development Association (IDA). The U.S. has 
already accepted an IDA-8 replenishment of $11.5 billion over 
three years, implying U.S. payments of $958 million annually. 
This would represent a 28% increase over the IDA-7 replenishment 
of $9 billion ($750 million per year from the U.S.). The size of 
the overall replenishment may be increased, however, if Japan is 
prepared to contribute additional funds in exchange for a large 
voting share in the World Bank. 

New IMF Managing Director 

The IMF will name a successor to Jacques De Larosiere, who last 
week announced his intention to resign by the end of the year. 
The post is by tradition filled by a European. The leading 
candidate is H. O. Ruding, the Minister of Finance of the 
Netherlands and Chairman of the Interim Committee. 

The U.S. position is reasonably well defined on all of the issues 
noted above. However, it is worth noting that there has been 
almost no interagency coordination of the U.S. position. Even 
State appears to have been cut out. In past years, Treasury has 
used the International Monetary Group (IMG) to bring in other key 
agencies -- State, the Fed, NSC, CEA and 0MB, but that group has 
not met for several years. The Economic Policy Council has never 
considered such issues. Same story with Treasury: what's mine is 
mine; what's yours is negotiable. 
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Washington. D.C. 20520 SYSTEM II 
90408 add-on 

aJ.f lBENTIAL June 6, 1986 

MEMORANDUM FOR VADM JOHN M. POINDEXTER 
THE WHITE HOUSE 

Senior Interdepartmental Group on 
International Affairs Funding for FY 1987 

As directed in your memorandum of May 29, Deputy Secretary 
Whitehead convened a SIG on May 30 and June 3. These meetings 
focused on a strategy for reversing the cuts aade in the Budget 
Resolutions, and for dealing with the upcoming budget 
conference and 302(b) allocation. Subsequent sessions will 
address our strategy in the appropriations process. 

The Budget - A Damage Assess■ent 

The agencies represented at the SIG agreed that we have a 
major crisis in funding for our international affairs 
activities in FY 1987. Both the Senate and House versions of 
the budget resolution sharply reduce the President's $22.6 
billion request for Function 150. Both Senate and House 
rejected the President's request for a 10 percent increase over 
the enacted, post-sequester FY 1986 baseline and began instead 
with a straightlined "freeze base.• The Senate then made 
further reductions in development assistance, Foreign Military 
Sales credits, foreign information activities, and the Inman 
Diplomatic Security Program. The House made even larger cuts 
from the "freeze base," reducing most programs by 4.2 percent, 
cutting foreign aid a further 14.4 percent, and then adding a 
final 2.5 percent reduction across the board. Within this 
smaller aggregate total for the function, however, the House 
allowed virtually the entire request for the Inman program and 
allowed substantially more for USIA and the Board for 
International Broadcasting (BIB) than did the Senate. Both 
versions included over a billion dollars for Export-Import Bank 
direct loans, which were not part of the Administration's 
request. The Senate aggregate for Function 150 is $17.9 
billion and the House total is $17.0 billion. 

Even at the higher Senate level, we would have to make 
signi f-icant policy -ehoi-ces. After --fund-i:ng our · highe·st priority 
commitments to Israel and Egypt, the base rights countries, 
Pakistan, and Central America, and after allowing for the 
Export~Import Bank add-on, the shortfall in the rest of our 
foreign affai~s:programs is on the order of fifty percent. In 
economic assistance, for example, the Senate level would 

OECLASSIFIEO / REt..EA 

ffiNFIBENTIAl: 
DECL:OADR 

BY 41'/ , NARA. DATE; //!M/,,,,_ 
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effectively eliminate ESF programs in Africa, South America and 
the Caribbean. The outlook for military assistance is equally 
bleak. 

The Administration's Response: A Two-Track Approach 

To date, the Administration has not been engaged in the 
Congressional budget actions. We have supported the 
President's request and declined to compromise with the budget 
committees. Underlying this approach was an expectation that 
the budget resolution process would never reach consensus. 
This may still be the case, since the House and Senate are far 
apart, particularly on defense spending. Now that each body 
h~s passed its own resolution, however, the nuabers have 
assumed a certain status. Even if the budget conference fails 
to reach a consensus, each Appropriations Committee is likely 
to begin mark-ups based on its own set of 302{b) allocations 
derived from that body's version of the budget resolution. 

The agencies represented at the SIG reco-end that the 
Administration now become actively engaged in the budget and 
appropriations process. They recomiend a two-track approach. 

The first track would build upon the momentum which 
Secretary Shultz has generated to date with his press briefings 
and public statements criticizing the Congress for underfunding 
international affairs programs. We have garnered significant 
media attention and numerous favorable editorials and op-ed 
pieces by detailing the policy costs associated with recent 
congressional budget actions • This campaign should be pressed 
at the highest levels, taking as its theme the fact that we 
have produced a strong and vibrant foreign policy over the past 
five years, and now risk jeopardizing and reversing these gains 
through unwise budgetary action. Our strongest point will be 
to explain the consequences of cuts of the magnitude proposed, 
and to shift attention from aggregate numbers and percentages 
to real programs that would need to be eliminated. Each agency 
is providing specific examples of programs that would likely be 
cut, which could be used to illustrate graphically to the 
public and to the Congress what is at stake. 

In addition, we should mobilize those constituencies and 
interest groups which support foreign assistance to help us 
make the case that funding reductions of these magnitude are 
irresponsible and will make it im_possible to pursue the 
President's basic foreign policy objectives. 

G9NPIBEN'PIA¼. • 
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The second track would seek to engage the Congressional 
process at each crucial decision point in order to prevent 
further damage to our interests. 

The Budqet Conference 

The first decision point in the process is likely to be the 
budget conference, scheduled to begin this week. We have 
differences among the agencies represented in the SIG over what 
we should support in the budget conference - the Senate version 
is larger in the aggregate and generally superior in every 
account with three exceptions1 

(1) the Inman Diplomatic Security Initiative -- the Senate 
does not allow enough outlays even to accomaodate the modified 
Inman package recommended by the Senate Appropriations 
Committee in the FY ~986 Urgent Supplemental. 

(2) USIA -- the Senate version falls $80 ■illion short of 
the 1986 freeze level the miniaum judged necessary by USIA 
to conduct its operations. The House version is more 
favorable, but still many millions below the freeze. 

(3) Board for International Broadcasting (BIB) -- again the 
House version is more favorable; although it is well below the 
level BIB requires to keep Radio Free Europe/Radio Liberty, 
Inc. from declaring bankruptcy at current exchange rates. 

Our obvious approach should be to support the Senate 
version and seek additional outlays from outside Function 150 
to cover Inman, USIA, and BIB. This would entail a functional 
total higher than either of the two versions, which will be 
difficult to achieve. 

If in the end we must live within the Senate aggregate, 
State, AID, USIA and BIB believe that our first priority should 
be to maintain the integrity of our institutions. By 
protecting foreign affairs agency operating bases, and by 
continuing our security enhancement program, we preserve the 
underpinning of policy without which our other 150 programs 
could not survive under the best of funding scenarios. 

DOD believes that the Inman program is of significant 
importance but that further cuts in budget authority for 
military assistance would require reductions o-r eliminations in 
funding for countries which desperately need to improve their 
external and internal security -- to include counter terrorist 
forces. Such a situation could also increase the threat to 
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Americans abroad by reducing countries' incentives and 
capabilities to provide adequate protection. Further, such 
reductions would unacceptably weaken US regional defense 
strategies. 

The Treasury Department believes that, until the 
Administration prioritizes all of its foreign assistance 
requirements, the FY 1987 budget request of $1.4 billion for 
the multilateral development banks, which translates into total 
MDB lending of $23.8 billion, should be protected. Treasury 
and Eximbank also believe the $300 million Fair Export 
Financing Program (the •warchest•) is a critical element of the 
President's trade action program and is vital to our efforts to 
negotiate an end to the predatory use of tied aid credits. 

With these concerns in mind, the SIG reco-enda a 
legislative strategy for the budget conference which would 
involve: 

(1) The immediate release of the Presidential letter to 
Chairmen Domenici and Gray, which should attract considerable ~ 
press and public attention to the foreign policy implications 
of reductions in the 150 function. 

(2) A Secretary Shultz phone call to Chairman Domenici 
which would underscore the importance of not reducing the 
Senate aggregate in conference. 

) 

(3) A Secretary Baker phone call to Chairman Gray to 
encourage the House to accede to Senate level for Function 150. 

The 302(b) Allocation Process 

If there is an overall settlement on the budget, we will 
have to ~uickly to ascertain what the exact 302(bJ 
giviswne of the budget resolution should be for our three 
subcommittees (Foreign Operations; Colll.llerce, State and Justice; 
and Agriculture). At that point, our immediate task will be to 
ensure a fair allocation of those amounts, given the 
traditional propensity to poach from Function 150 accounts to 
benefit other programs. The key action will be to encourage 
House Appropriations Committee Chairman Jamie Whitten to 
allocate the full amount to each subcommittee. 

The SIG recommends that Secretary Shu1tz call Senate 
Appropriations Committee Chairman Mark Hatfield with the same 
-message. · ·•We ·do ·not ·anti-ci-pate a-s 11111ch diffi--culty in the -302{b) 
process on the Senate side, but feel it is important to touch 
base with the Chairman. 

C!etff'I1':mf'Pil!b 
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Finally, appropriate senior Administration officials should 

call A ro riations subcommittee Chairmen Obe, Smith, Kasten 
and Rudman to encourage t em to see a air O b proce~s in 
full committee. 

If There Is No Budget Resolution 

The differences between the House and Senate on defense, 
taxes and other issues may make a settlement of the budget 
resolution impossible. If the conference bogs down, the 
Appropriations subcommittees will begin ■arking up based on 
their separate budget resolutions' notional 302(b) 
allocations. In the 150 area, the first likely subcommittee to 
do so will be the Obey subco-ittee (Bouse Foreign Operations), 
perhaps as early as next week. In that event, the SIG will 
reconvene to recommend an Administration posture for that 
mark-up and beyond. 

l'YkM/u P/U:-
Nicholas Platt 
Executive Secretary 
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1. SUMMA RY. SECRETARY BAK ER GAVE T\10 STATE MENTS AT 
OCTOBER 6 MEET ING OF IMF INTERIM COMM ITTEE. MORNING 
STATEMENT SUMARIZE O U.S. VIE\IS ON 1/0R LD ECONOMIC 
OUTLOOK, PROGRESS ON LDC DEBT PROBLEMS, ACCESS TO IMF 
RESOURCES, AND SOR ALLOCATION. IT ALLUDED BR IEFLY TO 
U.S. SUGG ESTI ONS FOR STRENGTHENING THE DEBT STRATEGY 
AND TO THE SEPTEMBER 22 G-5 AGREEMENT, NOTING THAT 
THESE \IOULD BE ELABORATED IN OCTOBER 8 ADDRESS TO 
IMF / IBRD ANNUAL MEETINGS . AFTERNOON STATEMENT 
PRESENTED DETAIL ON U.S . VIEI/S ON USE OF TRUST FUND 
REFLOIIS. DESPITE MEDIA BEPORTS TO THE CONTRARY, 
SECR ETAR Y BAKER DID !lOT REPEAT NOT BEGIN QUOTE BACK 
OFF END QU OTE U. S PROPOSAL. INSTEAD, HE CHALLENGED 
OTHER MEMBERS TO CONSIDER A BOLD APPROACH, INVOLVING 
MORE INTENSIVE IMF /IB RD COLLABORATION THAT 1/0ULD 
COMBlttE TH EIR RESOURCES AND EXPERTISE TO PROVIDE A 
FR AMEIIORK FOR THE GENERATION IF COMPREHEN SI VE ECONOMIC 
PROGRAMS, AND STATED U. S. WILLINGNESS TO CONSIDER 
SEEKING ADDITIONAL RESOURCES TO SUPPORT SUCH AN 
APPROACH . OETA I LS ON REACTIONS TO U.S. PROPOSAL ARE 
BEING PROVIDED SEPTEL. END SUMMARY. 

2. BEGIN TEXT OF MORNING STATEMENT: 

STATEMENT BY SECRETARY BAHER BEFORE THE IMF INTERIM 
COMMITTEE, SUNDAY, OCTOBER 6, 1985 (MORNING SESSI ON ) 

MR . CHAIRMAN, MR . MANAGING DIRECTOR, FELLOW GOVERNORS : 

- LAST SPRING \IE HAO AN IMPORTANT DI SCUSSION OF THE 
POLIC IES WHICH COULD HELP IMPROVE ANO SUST AIN GROIITH 
IN ALL OF OUR COUNTRIES OVER THE MED I UM TERM. 1/E MADE 
NO SPECIFIC COMMITMENTS ON MEASURES 1/HICH EACH OF US 
\IOULO TAKE, BUT OUR DI SCU SSI ONS HELPED TO UNDERSCORE 
THE IMPORTANCE OF JOINT EFFORT S TO REACH OUR COMMON 
OBJECTIVES . 

CSN : HCE913 
SINCE THAT MEETING, THE UNITED STATES HAS GIVEN 

CONSIDERABLE ATTENTION TO \/HAT \IE COULD DO, IN CONCERT 
111TH OTHER NATIONS, TO HELP IMPROVE THE CLIMATE FOR 
GR OIITH AND STABILITY IN THE GLOBAL ECONOMY. 

CURRENT OUTLOOK 

THE GLOBAL COMMUNITY HAS MADE CON SIDERABLE 
PROGRESS IN THE PAST FEIi YEARS IN RED UCING INFLATION, 
RESTORING GROIITH, AN O DEALING 111TH THE INITIAL 
FINANCIAL STRAINS OF THE DEBT PROBLEM. THE STRONG 
U.S . RECOVERY THAT BE GAN IN LATE 1982 HAS PROVIDED A 
STR ONG IMPETUS TO TRADE ANO GROIITH IN OTHER NATIONS. 
NOii THE BE NEFIT S OF GROWTH ARE SPREADING MORE 1/IOELY, 
AS ECONOMIC POLICIES 1/HICH HAVE BEEN PUT IN PLACE OVER 
THE PAST TWO TO THREE YEARS ARE BEARING FRUIT. 

TH IS IS TRUE NOT ONLY FOR OTHER I NOUS TR I AL 
NATIONS, BUT FOR MANY DEVELOPI NG COUNTRIES AS I/ELL. 
REAL GROIITH IN THE INDU STRIAL WORLD I/ILL REMAIN ABOVE 
3 PERCENT TH IS YEAR, DESPITE MORE MODERATE U. S. 
GROIITH, DUE TO STR ON GE R DOMESTIC DE MAN D OUTSI DE OF THE 
UNITED STATES . iT IS APPARENT THAT JAPAN AND GERMANY, 
IN PARTICULAR, ARE RE LYING LESS ON EXPORT-LEO GR OWTH 
AN O ARE BEGINNING TO GENERAT E SUSTAIN ED DOMESTIC 
EXPAllSION. THIS SHOULD RESULT IN STRONG ER INDUSTRIAL 
COUNTRY GROWTH NEXT YEAR IN THE 3-1 / 2 - 4 PERCENT 
RANG E. 

CECO INTEREST RATES ON AVERAGE ARE ONLY HALF AS 
HIGH AS THEY I/ERE FOUR YEARS AGO. INFLATION RATES IN 
THE MAJOR INDUS TRIAL COUNTRIES ARE AT THEIR LOI/EST 
LEVELS IN ALMOST 20 YEARS, REFLECTING A FIRM 

FOUNDATION FOR A MEDI UM-TERM EXPANSI ON OF 
NONINFLATIONARY GROWTH. 

THE INDUSTRIAL NATIONS ARE THUS PROVIDING A SOLID 
FRAMEWORK FOR GROWTH IN THE DE VELOP ING NATIONS. IT IS 
CRITICAL, HOIIEVER, THAT THIS GROIITH BE REINFORCED BY 
FIRM RESISTANCE TO RI SING PROTECTIONIST PRESSURES IN 
ORDER TO ENSURE THAT LDC EXPORT MARKETS REMAIN OPEN . 
BT 
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DOMESTIC POLICIES ADOPTED BY THE CAPITAL -I MPORTING 
CURRENT ACCO UN T DEFICITS FROM DOLS 104 TO 44 BILLION 
DURING THE PAS T THREE YEARS, AND TO LAY THE BASIS FOR 
BETTER GRO \/Tr OVER THE MEDIUM TERM. DEVELOPING 
COUNTRY EXPORTS HAVE RISEN SIGNIFICANTLY AND THESE 
NAT IONS ARE NOii GROWi NG AT AN AGGREGATE RATE OF 
APPROX I MA TEL Y 4 PERCENT. 

NE XT STEPS 

HOWEVER, SOME MAJOR PROBLEMS NEED TO BE ADDRESSED . 

FIRST, LAR GE TRADE AND CURRENT ACCOUNT IMBALANCES 
IN THE INDUST RIAL WORLD NEED TO BE CORRECTED THROUGH 
THE CONTINUED CONVERGENCE OF RELATIVE GROWTH 
PERFORMANCE AND EXCHANGE RATES 1/H ICH MORE FULLY 
REFLECT UNDERLYING ECONOMIC CONDITIONS . MEASURES TO 
PROMOTE THE ACHIEVEMENT OF THESE OBJECTIVES \/ERE 
ANNOUNCED IN NEIi YORK ON SEPTEMBER 22 BY THE SOR 
CURRENCY COU NTRIES. 

- FOR OUR PAR T, THE UNITED STATE S RECOGNIZES ITS 
RESPONSIBILI TY IN HELPING TO ASSURE A SOUND WORLD 
ECONOMY. PRE SIDENT REAGAN IS FIRMLY COMMITTED TO 
CONTINUE TO ,E DUCE GOVERNMENT EXPENDITURES ANO THE 
FEDERAL BUDGET DEFICIT AS A SHARE OF GNP; TO IMPLEMENT 
FULLY THE DEF ICIT REDUCTION MEASURES ADOP TED BY 
CONGRESS, ANO TO SEEK FURTHER REDUCT I CNS IN ORDER TO 
REDUCE THE DEFICIT STEADILY IN THE YEARS AHEAD. THE 
PRESIDENT HAS IN FACT RECENTLY WELCOMED PROPOSED 
LEGISLATION lHAT WOULD ESTABLISH A MAXIMUM ALLOWABLE 
DEFICIT CEILING THAT \/ILL REDUCE THE DEFICIT IN EQUAL 
STEPS TO A BALANCED BUDGET IN 1991. HE IS ALSO 
COMMITTED TO PUT IN PLACE REVENUE -NEUTRAL TAX REFORM 
THAT \/ILL ENCOURAGE SAVINGS AND EFFICIENCY. 
FURTHERMORE, THE PRESIDENT HAS REITERATED OUR FIRM 

C:. N: HCE914 INTENTION TO RESIST PROTECTIONIST MEASURES; HIS RECENT 
REJECTION OF IMPORT RESTRAINTS ON SHOES BEARS WITNESS 
TO THAT CONVICTION. HOWEVER, OUR ABILITY TO AVOID 
PROTECTIONIST ACTION DEPENDS CRITICALLY ON OTHER 
NATIONS OPENING THEIR MARKETS AND ELIMINATING UNFAIR 
TRADING PRACTICES. 

FURTHER ACTION IS ALSO NEEDED TO ADDRESS THE 
CONTINUING DEBT PROBLEMS OF THE DEVELOPING NATIONS. A 
NUMBER OF THE MAJOR DEBTOR NATIONS, DESPITE 
CONSIDERABLE PROGRESS IN THEIR EXTERNAL ACCOUNTS, HAVE 
MADE LESS PROGRESS AND EXPERIENCED SETBACKS IN THEIR 
EFFORTS TO REDUCE DOMESTIC IMB ALANCES AND INFLATION . 
NET COMMERCIAL BANK LENDING TO THE DEVELOPING NATIONS 
HAS AL SO BEEN DECLINING OURrNG THE PAST YEAR ANO A 
HALF , IN SOME CASES TO LEVELS THAT ARE NOT ADEQUATE TO 
SUPPORT ADJUSTMENT EFFORTS. 

ADDRESSING THESE PROBLEMS \/ILL REQUIRE A 
STRENGTHENING OF THE CASE-BY-CASE DEBT STRATEGY TO 
INCLUDE: 

--FIRST ANO FOREMOST, THE ADOPTION BY PRINCIPAL 
DEBTOR COUNTRIES OF COMPREHENSIVE MACRO-ECONOMIC AND 
STRUCTURAL POLICIES, SUPPORTED BY THE INTERNATIONAL 
FINA14CIAL INSTITUTIONS, TO PROMOTE GROIITH ANO BALANCE 
OF PAYMENTS ADJUSTMENT, ANO TO REDUCE I NFL AT I ON. 

--SECOND, A CONTINUED CENTRAL ROLE FOR THE IMF, IN 
CONJUNCTION 111TH INCREASED ANO MORE EFFECTIVE 
STRUCTURAL ADJUSTMENT LENDING BY THE MULTILATERAL 
DEVELOPMENT BANKS ~DB ' S), BOTH IN SUPPORT OF THE 
ADOPTION BY PRINCIPAL DEBTORS OF MAR KET-ORIENTED 
POLICIES FOR GROWTH. 

--TH IRD, INCREASED LENDING BY THE PR IVATE BANKS IN 
SUPPORT OF COMPREHENSIVE ECONOMIC ADJUSTMENT PROGRAMS. 

I \/ILL ELABORATE ON THESE THOUGHTS IN MY ADDRESS TO 
THE PLENARY SESSION OF THE ANNUAL MEETINGS . 

ACCESS 

BT 
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PERMIT ME TO TURN NOW TO THE ISSUE OF THE IMF ' S 
ENLARGED ACCESS POL ICY . AT THE OUTSET, LET ME STATE 
CATEGORICALLY THAT THE UN ITED STATES IS FIRMLY 
COMMITTED TO A STRONG AND EFFECT I VE I MF . WE ARE 
CONVI NCED THAT THE IMF HAS PLAYED AN ES SENTIAL ROLE IN 
DEALING WITH LDC DEBT PROBLEMS. MANAGING DIRECTOR DE 
LAROSIERE AND HIS STAFF HAVE DONE AN OUTSTANDING JOB 
AND DESERVE OUT DEEP GRAT ITUDE . THE IMF CAN AND MUST 
REMAIN AT THE CENTER OF INTERNATIONAL E,.FORTS TO 
PROMOTE A SOUND WORLD ECONOMY AND STABLE INTERNATIONAL 
MONETARY SYSTEM. 

IN RECENT YEARS, THE UN I TED STATES HAS SUPPORTED A 
SUBS TANT I AL INCREASE IN I MF RESOURCES . WE HAVE 
INCREASED THE U.S. COMMITMENTS TO THE IMF BY DOLS 8. 5 
BILLION AS PART OF THE OVERALL EXPANSION IN IMF QUOTAS 
AND THE GENERAL ARRANGEMENTS TO BORROW. THE UNITED 
STATES IS THE LARGEST CREDITOR TO THE FUND, WITH A 
RESERVE POSITION TOTALLING ROUGHLY DOLS 15 BILLION. 

AS PART OF THE INCREASE IN IMF QUOTAS, IT WAS 
AGREED THAT THE POLICY OF ENLARGED ACCESS WAS 
TEMPORARY . THIS COMMITTEE REAFFIRMED THAT VIEW AND 
HAS TAKEN STEPS TO GRADUALLY PHASE OUT ENLARGED 
ACCESS. ON THE BASIS OF THESE UNDERSTANDINGS, AND AS 
PART OF OUR ACHIEVING FOR THE FIRST TIME IN 15 YEARS 
FULL FUNDING FOR THE MOB ' S, WE COMMITTED TO CONGRESS 
THAT THE ENLARGED ACCESS POLICY WOULD EVENTUALLY BE 
ELIMINATED . 

THE UNITED STATES BELIEVES THAT THI S PROCESS 
SHOULD NOW BE CONTINUED. WHILE WE RECOGNIZE THAT 
CONTINUING DIFFICULTIES IN A NUMBER OF COUNTRIES 
WARRANT AN EXTENSION OF ENLARGED ACCESS TO FUND 
RESOURCES, WE NEVERTHELESS BEL I EVE THAT GLOBAL 
CIRCUMSTANCES PERMIT A REDUCTION OF ACCESS LIMITS IN 
ORDER THAT WE WILL BE SEEN AS KEEP ING OUR COMMITMENT 

CS N: HCES 15 TO GRADUALLY PHASE OUT ENLARGED ACCE7,. 

A MODEST REDUCTION OF THE CURRENT CUMULATIVE AND 
ANNUAL LIMITS WOULD REAFFIRM AND PROTECT THE REVOLVING 
CHARACTER OF THE FUND ' S RESOURCES, WHILE ENSURING THAT 
THE FUND RETAINS SUFFICIENT FLEXIBILITY TO MEET THE 
LEGITIMATE NEEDS OF ITS MEMBERS. SIMILAR REDUCTIONS 
IN ACCESS TO THE SPECIAL FACIL ITIES SHOULD ALSO BE 
IMPLEMENTED. 

WE REMAIN OPEN TO CONSIDERATION OF PRECISE 
PROPOSALS FOR REDUCTIONS WHICH OTHER MEMBERS MAY WISH 
TO SUGGEST. HOWEVER, WE BELIE VE THAT IT IS CRITICAL 
TO HAVE AN ADEQUATE REDUCTION TO MAINTAIN PROGRESS IN 
GRADUALLY PHASING OUT ENLARGED ACCESS. FOR OUR PART, 
WE MUST KEEP OUR COMMITMENT TO CONGRESS . 

SOR ALLOCATION 

TURNING TO THE QUESTION OF A FURTHER ALLOCATION OF 
SPECIAL DRAW ING RIGHTS, THE UNITED STATES CONTINUES TO 
BELIEVE THAT THE BASIC REQUIREMENT FOR AN ALLOCATION 
HAS NOT BEEN SATISFIED. A CONVINCING CASE HAS NOT 
BEEN MADE THAT THERE IS A LONG-TERM GLOBAL NEED TO 
SUPPLEMENT RE SERVES. INDEED, GLOBAL RESERVES HAVE 
INCREASED AT AN AVERAGE ANNUAL RATE OF ABOUT 11 
PERCENT SINCE 1982. NON-OIL DEVELOPING COUNTRY 
RESERVE S HAVE ACTUALL Y GROWN EVEN FASTER. OTHER BASIC 
INDICATOR S, INCLUD ING THE RATIO OF GLOBAL RE SER VES TO 
IMPORTS AND TO EXTERNAL OEST, HAVE IMPROVED OR 
REMAI NED RELATIVELY CONSTANT. 

THUS, ALTHOUGH SOME DEVELOPI NG NATIONS STILL FACE 

DIFFICULT ADJUSTMENT ANO LIQUIOITY PROBLE~S, THE 
SOLUTION IS NOT SIMPL Y CREATING UNCONDITIONAL 
LIQUIDITY, ONLY A SMALL SHARE OF WHICH WOULD FLOW TO 
THE DEVELOPING COUNTR IES. THE KEY IS IMPLEMENTATION 
OF SOUND ECONOMIC POLICIES TO PROMOTE GROWTH AND. 
ADJUSTMENT, SUPPORTED BY ADEQUATE COMMERCIAL AND 
OFFICIAL SUPPORT AND A FAVORABLE GLOBAL ECONOMIC 
ENVIRONMENT. 

OUR DI SCUSSION OF THE ALLOCATION QUESTION HAS ALSO 
BT 
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RAISED BASIC QUESTIONS CONCERNING THE ROLE OF THE SOR 
IN SYSTEM THAT HAS EVOLVED SUBSTANTIALL Y SINCE THE SOR 
\/AS CRE ATED . THESE CHANGES MAKE IT NECESSARY TO 
REVIEW THE BASIC RATIONALE FOR THE SOR IN TODAY'S 
SYSTEM, AND SUCH A REVIEW WILL BE UNDERTAKEN BY THE 
IMF EXECUTIVE BOARD. WE SHOULD NOT PREJUDICE THAT 
REVIEW. WE ARE CONFIDENT THAT THERE WILL BE A 
COMPREHENSIVE TREATMENT OF TH IS ISSUE IN THE EXE CUTI VE 
BOARD . 

CONCLUSION 

ACHIEVING THE OBJECTIVE OF GROWTH ANO AOJUSTMENT 
SUPPORTED BY A FAVORABLE GLOBAL ENVIRONMENT ANO 
ADEQUATE FINANCIAL FLOWS \/ILL REQUIRE DETERMINATION 
AND MUTUAL EFFORT. AS I ND I CA TEO IN THE SEPTEMBER 22 
STATEMENT BY THE UNITED STATES AND OTHER KEY 
INDUSTRIAL COUNTRIES, WE ARE COMMITTED TO HELP CREATE 
A GLOBAL ENVIRONMENT 1/HICH \/ILL PROVIDE A POSITIVE 
CONTRIBUTION TO SUPPORT THE DEVELOPING COUNTRIES IN 
THEIR CONTINUING ADJUSTMENT EFFORTS . WE NEED TO 
CONSIDER FURTHER HOW THE OTHER ELEMENTS CAN BE PUT IN 
PLACE, AND I \/Ill ELABORATE ON OUR VIEWS 111TH RESPECT 
TO THAT IN MY SPEECH AT THE ANNUAL MEETINGS. ENO or 
TEXT . 

3. FOLLO\IING IS TEXT OR AFTERNOON STATEMENT: BEGIN 
TEXT: 

STATEMENT BY SECRETARY or THE TREASURY JAMES A. BAKER, 
I II AT THE IMF INTERIM COMMITTEE MEETING ON USE or 
TRUST FUND REFLO\IS ON OCTOBER 6, 1985 

MR . CHAIRMAN: 

OUR DISCUSSION THIS MORNING CONFIRMS THAT IN SPITE or 
A NUMBER OF POSITIVE SIGNS IN THE IIORLD ECONOMIC 
OUTLOOK, THE ECONOMIC CONDITIONS IN HOST or THE 
POOREST COUNTRIES IIHICH RELY PRIMARILY ON CONCESSIONAL 
FINANCING HAVE NOT NOTICEABLY IMPROVED. THE ECONOMIC 
FACTS BEAR 1/ITNESS TO THIS SITUATION: 

---ECONOMIC GRO\ITH N TH Pt>OREST COUNTR JES 111 RE CENT 
YEARS HAS AVERAGED 1. 8 PERCENT ANNUALLY, ANO IN SOME 
COUNTRIES LIVING STANOAROS ARE CURRENTLY AT THE LEVELS 
OF IS YEARS AG O. 

---THEIR TRADE AND CURRENT ACCOUNT DEFICITS HAVE NOT 
IMPROVED DESPITE RECOVERY IN THE 1/0RLO ECONOM Y, ANO 
ARE NOT PROJECTED TO IMPROVE OVER THE NE XT FE W YEARS, 
DESPITE FREQUENT USE OF I~ FINAUCING BY MANY or THESE 
COUNTRIES WHICH HAS LED TO PROLONGED USE or IMF 
RESOURCES . 

·--DEBT SERVICING DIFFICULTIES IN THESE COUNT RIES HAVE 
RESULTED IN THE IMPOSITION AND INTENSIFICATIOI/ OF 
TRADE AND PAYMENTS RESTRICTIONS AND IN GROWING ARREARS 
ON FINANCIAL OBLIGAT IONS, BOTH DOMESTIC ANO EXTERNAL , 
INCLUDING ARREARS TO THE IMF. 

THE IMF HAS PROVIDED BALANCE or PAYMENTS FINA I/ CING ANO 
ADVICE IN THE CONTE XT Of ECONOMIC PROGRAMS FO R MANY or 
THESE COUNTRIES IN RECENT YEARS. THE WORLO BAN K HAS 
ALSO ASSISTED THESE COUNTRIES , THROUGH BOTH PFOJECT, 
SECTORAL AND STRUCTURAL ADJUSTMENT LENDING . BUT, 
THESE PROGRAMS HAVE MET WITH ONLY LIMITED SUC CESS . IN 
PART THIS REFLECTS INADEQUATE ACTION BY THE COU NTRIES 
ON THE FUNDAMENTAL CHANGES NEEDED TO CREATE THE 
CONDITIONS FOR SUSTAINED GROWTH AND OEVELOPMEIIT . 
HO~EVER, ADVERSE EXTERNAL OEVELOPHENTS ANO · NATU RAL 
DISASTERS HAVE ALSO PLAYED A ROLE. FINALLY , "H E LACK 
or SUCCESS PARTIALLY STEMS FROM THE FACT THAT THE 
ECONOMIC PROBLEMS OF THE POOREST COUNTRIES RE QU IRE A 
COMPREHENSIVE APPROACH INVOLVING STRUCTURAL CHA NGES AS 
\/Ell AS SOUND MACRO-ECONOMIC POLICIES . . , 

THE TRUST FUND REFLO\IS PRESENT US WITH AN OPPORTUNITY 
TO UTILIZE IMF RESOURCES IN SUPPORT OF COMPRE HEN SIVE 
ECONOMIC PROGRAMS. IN ORDER TO 00 THIS MOST 
BT 
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EFFECTIVELY, 1/E BELIEVE THAT A NEIi TRUST FUND PROGRAM 
SHOULD INCLUDE THE FOLLOWING BASIC ELEMENTS: _.-\, if'_./"\~ 
---EL IGIBILITY 1/0ULD BE BASED SOLELY ON LOIi PER CAh~~ 
INCOME, PERHAPS THE DOLS 550 LEVEL USED BY THE 1/0RLD 
BANK TO DETERMINE IDA PARTICIPATION. ACTUAL USE OF 
THE RESOURCES, HOIIEVER, 1/0ULD BE BASED ON AN ELIGIBLE \.• 
COUNTRY HAVING A PROTRACTED BALANCE OF PAYMENTS ' 
PROBLEM AND BEING WILLING TO IMPLEMENT A COMPREHENSIVE 
GROIITH-ORIENTED ECONOMIC PROGRAM. ACCESS TO PRIVATE 
MARKETS COULD ALSO BE TAKEN INTO ACCOUNT IN 
DETERMINING ACTUAL USE OF THE FACILITY. 

---TERMS ON LOANS 1/0ULD BE CONCESSIONAL 111TH LOIi 
INTEREST RATES, SUBSTANTIAL GRACE PERIODS, ANO 
EXTENDED MATURITIES . 

---COND ITIONS FOR PARTICIPATION 1/0ULO INCLUDE A 
COMMITMENTT TO A MULTI-YEAR GROIITH-ORIENTED ECONOMIC 
PROGRAM IN 1/HICH FUNDS 1/0ULD BE DISBURSED 
SEMI-ANNUALLY BASED ON SATISFACTORY PERFORMANCE UNDER 
THE PROGRA~ THE PROGRAMS THEMSELVES 1/0ULD BE 
DESIGNED TO SUPPORT GROWTH - ORIENTED ADJUSTMENT BY 
REMOVING STRUCTURAL IMPED I MEN TS TO PRODUCT I ON, SAVI NG, 
INVESTMENT AND NON- I NFL AT I ON ARY GROIITH . 

TO ACCOMPLISH THESE OBJECTIVES, EACH PROGRAM SHOULD 
CONTAIN BOTH MACRO-ECONOMIC AND STRUCTURAL COMPONENTS, 
TAILORED TO MEET THE INDIVIDUAL NEEDS OF EACH 
COUNTRY. MACRO-ECONOMIC POLICIES MUST CONTINUE TO 
INCLUDE SOUND MONETARY AND FISCAL POLICIES TO REDUCE 
DOMESTIC IMBALANCES AND INFLATION, AS I/ELL AS FREE 
MARKET PRICES AND EXCHANGE RATES TO ENCOURAGE 
PRODUCTION ANO A MORE EFFICIENT USE OF RESOURCES . 
THESE MEASURES CAN HELP ASSURE A MORE STABLE DOMESTIC 
POLICY ENVIRONMENT 1/ITHIN WHICH TO PURSUE LONGER TERM 
RESTRUCTURING AND GROIITH. 

STRUCTURAL ANO INSTITUTIONALCMEASURES SHOULD ALSO BE 
ADOPTED TO ENHANCE THE ROLE bf THE PRIVATE SECTOR AND { 
TO ENCOURAGE PRIVATE INITIAT VE IN ORDER TO PROV IDE l_ .if\., 
GREATER STIMULUS TO DOME ST I Cf GROIITH . THESE SHOULD ~\\,\ \""_l. 
INCLUDE EFFORTS TO IMPROVE TFE EFFICIENCY OF 
STATE-01/NED ENTERPRISES AND RIVATIZE THE PUBLIC 
SECTOR, REDUCING GOVERNMENT >NTERVENTION IN TH E 
EG ONOMY. GROWTH-ORIENTED TA t REFORM AND INTEREST 
RATES DESIGNED TO STIMULATE lAVINGS AND DOMESTIC ~ 

INVESTMENT SHOULD ALSO BE AD~1PTEO. ~~~ 

FINALLY, TR ADE LIBERAtlZATIO~ AND MEASURES TO MA KE ~i 
FOREIGN DIRECT INVESTMENT MOE·E ATTR ACT I VE ARE CRITICAL 11. ..o-i 
TO BR ING IN THE RESOURCES NE10EO TO BOOST BOTH ~\a-­
PRODUCT I ON AND EXPORTS , EQUf TY INVESTMENT CAN BE 
PARTICULARLY VALUABLE IN SUP ·ORTING GROIITH, SINCE IT 
IS NOT DEBT CREATING AND CAN(GENERATE SUPPORTIVE 
ADD IT I ONAL INVESTMENT IIH I CH :AN HAVE A COMPOUND I NG 
EFFECT ON GROWTH ANO HELP TO KEEP CAPITAL AT HOME. 

E 

---OPERATIONS 1/0ULO BE THE RisPONSIBILITY OF THE IMF. 
IT 1/0ULD BE CRITICAL, HOIIEVE ·, TO HAVE CLOSE 
COOPERATION BETIIEEN THE FUNOfANO THE BANK TO ACHIEVE A 
CONSISTENT POL ICY APPROACH TiAf IIOilLD HELP THESE 
COUNTRIES IN CREATING THE FU ~OAMENT AL CONDITIONS FOR 
GROIITH . 1/E BELIEVE THAT IN ~OME CASES THIS COULD BEST 
BE ACCOMPLISHED BY A JOINT A~PROACH BY THE FUND ANO 
THE BANK . SUCH AN APPROACH ,ouLO INVOLVE, ON A CASE 
BY CASE BASIS, JOINT FUND/BA IK TEAMS TO ASSIST THE 
MEMBER IN DEVELOPING A BROA01RANGE OF POLICIES THAT 
ADDRESS BOTH MACRO-ECONOMIC ~NO STRUCTURAL PROBLEMS IN 
ORDER TO PROMOTE GROWTH· Bl(ATERAL AID FLOI/S COULD BE 
DISBUR SED IN CLOSE AssoCIATI IN 111TH SUCH JOINT 

PROGRAMMING. 
( 

THE U.S. 1/0ULD BE PREpARE~r'~ CONSIDER A BOLDER 
APPROACH INWOLVING MORE IA E~SIVE IMF AND 1/0RLD BANK 
COLLABORATION TO PROVIDE EC~~AMEIIORK FOR DEVELOPME NT 
OF UNIFIED COMPREHENSIV\cl~~OMIC PROGRAMS, -AND TO 
CA TALYZE ADDITIONAL f lNA AT T~ IN SUPPORT OF SU CH 
PROGRAMS . 1/E BEL I EVE TH I ON IS APPROACH 1/0ULD HELP 
INSURE THAT THE INSTITUT FU~lPROVIDE SOUND, MUTUALLY 
CONSISTENT ADVICE ON THE RANGE OF POLICIES THAT 
BT 
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CAN BE USED TO ATTAC K PO VERT Y AND PROMOTE GRO WTH. 
MOREOVE R, IT MIGHT GE NER ATE SUBST AN TI AL ADDITIONAL 
RESO U~ CES FOR THESE COUN TRIES. IN FACT , THE UNITED 
ST ATES ~ HICH SU P PORTED AFRIC AN CO UN TRIES WITH DOLS 
1. 7 BIL L ION IN BILATER AL AID I N 1985) WOULD BE 
PREP ARE D TO CONSIDER S EE KING ADDITION AL RESOURCES IN 
SUPPOR T OF S UCH A BOLDER AP P RO ACH I F OT HER DO NORS WERE 
PREP ARE D TO MA KE EQUIT ABLE CO NTR IB UT IONS . 

WE RECO GNIZE TH AT SOME OF YOU MAY HAVE RESERV ATIONS 
ABOU T S UCH AN APPROACH , VIE WING IT AS COMPLIC ATED AND 
DIFFICU LT TO IMPLEMENT . I WOULD AGREE T HAT THIS WOULD 
NOT BE AN E AS Y APPRO ACH TO PUT INTO PLACE , BUT I 
BELIEVE TH AT IT OFFERS SUBSTANTI AL POSSIBILITIES FOR 
HELPING THE POOREST COUNTRIES -- AND FOR STRE NGTHE NI NG 
THE TI ES BET WEEN THE FUND AND THE BANK -- AND TH AT WE 
SHOULD BE PREP ARED TO E XPLORE IT . I WOULD WELCOME 
HE ARIN G THE VIE WS OF OTHER ME MBERS ON SUCH AN 
APPROAC H, AND HOPE THAT FURTHER CONSIDER ATION COULD BE 
GI VE N T O IT IN THE MONTHS AHEAD . 

TH ANK YO U MR . CH AIRM AN. 

WAL KER 
BT 
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FOLLOIIING IS VERBATIM TEXT OF AGREED COMMUNIQUE : 

BEGIN TEXT: 

1. THE OEVELOPl1ENT COMMITTEE HELD I TS TIIENTY-SEVENTH 
MEET ING IN SEOUL, KOREA, ON OCTOBER 7, 198S UNDER THE 
CHAIRMANSHIP OF HIS EXCELLENCY GHULAM ISHAQ KHAN. MR . 
A.W. CLAUSEN, PRESIDENT OF THE 1/0RLD BANK, MR. J. DE 
LAROSI ERE, MAN AG I NG DI RECTOR OF THE INTERNATIONAL 
MONETARY FUND, AND MR . FRITZ FI SCHER, EXECUTIVE 
SECRETARY OF THE DEVELOPMENT COMMITTEE, PARTICIPATED 
IN THE MEETING. OBSERVERS FROM A NUMBER OF 
INTERNATIONAL ORGANllATIONS AND S\IIHERLAND ALSO 

ATTENOED. 

2. THE COMMITTEE HEARD A REPORT FROM THE IMF MANAGING 
DIRECTOR ON THE INTERIM COMMITTEE DISCUSSIONS ON THE 
1/0RLD ECONOMIC OUTLOOK. 

3. THE COMMITTEE CONTINUED A DISCUSSION BEGUN IN 
APRIL CONCERNING THE IBRD'S LENDING PROSPECTS AND 
IMPLICATIONS FOR ITS FINANCIAL REQUIREMENTS . THE 
COMMITTE E EXPRES SED SUPPORT FOR AN EXPANDED ROLE FOR 
THE BANK IN HELPING DEVELOPING COUNTRIES IMPLEMENT 
POLICIES DESIGNED TO PROMOTE EFFICIENCY AND MOBILIZE 
DOMESTIC SAVINGS AS THEY CONT I NUE TO ADJUST TO THE 
ADVERSE EXTERNAL ECONOMIC ENVIRONMENT . THE COMMITTEE 
CONCLUDED THAT ALL COUNTRIES NEED TO MOVE AS QUICKLY 
AS POSSIBLE TOWARD SUSTAINED ECONOMIC GROWTH. THE 
COMMITTEE FURTHER AGREED THAf MANY HEAVILY INDEBTED 
COUNTRIES HAVE MADE CONSIDERABLE PROGRESS IN THEIR 
ADJUSTMENT EFFORTS, BUT NOTED THAT SER I OUS 
DIFFICULTIES REMAIN. IN THIS CONTEXT, THE COMMITTEE 
STRESSED THAT SUSTAINED GROIITH IN THE INDUSTRIAL 
COUNTRIES, OPEN MARKETS, TOGE.THER Ill TH GREATER 
STABILITY IN THE EXCHANGE MARKE TS AND LOWER INTEREST 
RATES, ARE NECESSARY TO FURTHER ADVANCE PROSPECTS FOR 

CSN: HCE818 GROWTH IN SUCH DEVELOPING COUNTRIES . MOREOVER, THE 
COMMITTEE AGREED THAT THERE \/ERE OTHER ELEMENTS WHICH 
ARE ESSENTIAL TO STRENGTHEN GROIITH PROSPECTS: 
COMPREHENSIVE STRUCTURAL AND DEVELOPMENT POLICIES, 
PROVIS I ON OF SUBSTANTIAL NET NEW RESOURCES BY 
COMMERCIAL BANKS, AND ENHANCED PARTIC IPATION OF THE 
NULTILATERAL DEVELOPMENT BANKS AND THE IMF. THESE 
ELEMENTS MUST BE CLOSELY INTEGRATED, WITHIN A 
CONS I STE NT FRAMEWORK, IF THE GOAL OF GROWTH IS TO BE 
ACHIEVED IN THESE COUNTRIES. THE COMMITTEE CONCLUDED 
THAT IN THIS SITUATION THE WORLD BANK HAD AN 
INCREASINGLY IMPORTANT ROLE TO PLAY IN RESTORING 
GROWTH AND REQUESTED THAT BANK MANAGEMENT PREPARE, FOR 
CONSIDERATION AT THE APRIL MEETING OF THE COMMITTEE, A 
REPORT FOCUSED ON HOii SUSTAINED GROWTH CAN BEST BE 
ACHIEVED IN THESE COUNTRIES. 

4. THE COMMITTEE REVIEIIED THE RESPONSE OF BANK 
NANAGEMENT TO ITS REQUEST FOR FIVE-YEAR PROJECTIONS OF 
BANK LENDING, I.E. A THREE -YEAR LENDING PROGRAM 
(FY86-88) OF DOLS 48-45 BILLION, RISING TO AN ANNUAL 

LEVEL IN FY90 OF BETWEEN DOLS 16. S ANO DOLS 21! 
BILL I ON. THE COMMITTEE EXPRESSED I TS STRONG SUPPORT 
FOR A SUBSTANTI AL EXPANS I ON OF THE BANK'S LENDING 
PROGRAM IN ORDER FOR IT TO R(SPOND MORE EFFECTIVELY TO 
THE NEEDS OF ITS BORROWING MEMBERS AND TO STIMULATE 
THE FLO\/ OF CAPITAL FROM OTHER SOURCES. 

S. THE COMMITTEE DISCUSSED THE IMPLICATIONS OF THE 
EXPANDED LENDING PROGRAM PROPOSED BY MANAGEMENT FOR 
THE RESOURCES OF THE BANK. MINISTERS AGREED THAT THE 
BANK SHOULD BE PROVIDED WITH THE CAPAC ITY TO INCREASE 
ITS QUAI TY LEND ING AND THAT THE BANK SHOULD NOT BE 

CONSTRAINED BY LACK OF CAPITAL OR BORROWING AUTHORITY 
IN MEETING FUTURE DEMAND . THE COMMITTEE CALLEO UPON 
MANAGEMENT TO BEGIN DISCUSSIONS WITH THE EXECUTIVE 
BOARD ON PROPOSALS THAT WOULD ENABLE THE BANK TO MEET 
ITS RESOURCE REQUIREMENTS OVER THE NEXT FIVE YEAR~ 
INCLUDING THE POSSIBILITY OF A GENERAL CAPITAL 
INCREASE, AND TO REPORT ON PROGRESS AT THE NEXT 
MEETING OF THE DEVELOPMENT COMMITTEE . 

6. THE REPORT OF THE TASK FORCE ON CONCESSIONAL 
FLOWS, COMPRISING REPRESENTATIVES FROM EIGHTEEN 
DEVELOPING ANO INDUSTRIALIZED COUNTRIES, WAS PRESENTED 
TO THE COMMITTEE BY ITS CHAIRMAN, PROFESSOR JOHN P. 
LEI/IS. THE COMMITTEE EXPRESSED ITS APPRECIATION FOR 
THIS IMPORTANT REPORT AND UNDERLINED THE CONSENSUS 

BT 
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REACHED IN IT ON AID EFFECT IVENE SS , PUBLIC SUPPORT FOR 
AID, AND AID VOLUME. THE COMMITTEE RECALLED ITS 
AGREEMENT REACHED LAST APRIL THAT FOR THE LOIi-iNCOME 
COUNTR IES INCREASING ODA FLOWS DE SERVES THE HIGHEST 
PRIORITY AND EXPRESSED ITS SUPPORT FOR THE TASK FORCE 
REPORT. IT URGED THAT THE REPORT AND ITS SU GG ESTIONS 
SHOULD BE TAKEN INTO ACCOUNT BY All GOVERNME NTS 
CONCERNED. IT CALLED ON THE WOR LD BANK TO TAKE THE 
LEAD IN FOLLOWING UP ON THE TASK FORCE ' S CONCLUSIONS 
AND TO REPORT TO FUTURE DEVELOPME NT COMM ITTEE MEETINGS 
ON PROGRESS ACHIEVED. 

7. AGAINST THIS BACKGROUND WH ICH EMPHASIZED THE NEED 
FOR INCREASED AID n'o11s TO POOR CO UNTRIES, THE 
COMl'I ITTEE HEARD A REPORT ON THE MIO-TERM REVIEW OF 
IOA-7 FROM THE CHAl ~MAN OF THE IDA DEPU TIE S, FOLLOWING 
THEIR MEET ING ON OCTOBER 5. 19 8S. THE COMMI TTEE URGED 
THAT A SUCCESSFUL ANO ADEQUA TE EIG HTH REPLEN IS HME NT OF 
IDA BE ACH IEVED BY SEPTEMBER 1986 FOLLOWING THE 
TIMETABLE ESTAB LI SHED BY THE DEPUTIES . 

8. THE COMMITTEE NOTED THE REPORT FROM THE I MF 
MANAGING DIRECTOR CONCER NING THE CO NS TR UCTIVE 
DISCUSSIONS THAT HAD TAKEN PLACE IN THE INTERIM 
COMM ITTEE ON THE USE OF I MF TRUST FUND REFLO WS. THE 
COMMITTEE WELCOMED THE INITIATIVES PROPOSED THAT WOULD 
CONCENTRATE THE USE OF THOSE RESOURCES IN LOIi- INCOME 
COUNTRIES Ill TH PROTRACTED BALANCE OF PAYMENTS PROBLEMS 
IN SUPPORT OF PROGRAMS TO PROMOTE STRUCTURAL 

ADJUSTMENT AND GROIITH IN A MEDIUM-TERM FRAME IIORK. IN 
THIS REGARD, THE COMMITTEE STRESSED THE IMPORTANCE OF 
CLOSER COLLABDRAT ION BETIIEE N THE FU ND ANO THE BANK 
\IIIILST AVO IDING CROSS-CONDIT IONALITY. 

9. THE COMMITTEE CONTI NU ED TO RE VIEW THE ESPECIALLY 
DIFFICULT ECONOMIC SITUATION OF SU B-SAH ARAN AFRICAN 
COUNTR IES . . IT EXPR ESSE D I TS PLE ASUR E THAT THE BANK' S 

SPECIAL FACILITY FOR SUB-SAHARAN AFRICA HAD BECOME 
EFFECT IVE JULY 1, 1985 111TH OVER DOLS 1. 2 BILLION IN 
ANTICIPATED CONTRIBUTIONS, AND NOTED 111TH SATISFACTION 
THAT SEVERAL CREDITS HAD ALREADY BEE N MADE BY THE 
FACILITY IN ITS FIRST THREE MONTHS. 

10. THE COMMITTEE NOTED 111TH GREAT CONCERN THE 
INCREASING NUMBER OF COUNTRIES IN SUB-SAHARAN AFRICA 

WH ICH FACE SEVERE DEBT, ANO MORE GENERALLY, RESOURCE 
PROBLEMS. IT 1/ELCOMED THE EMERGING CONSENSUS THAT THE 
USE OF THE IMF TRUST FUND REFLOIIS WOULD CONTRIBUTE 
TOI/ARD THE SOLUTION OF THESE PROBLEMS. THE COMMITTEE 
ALSO AGREED THAT CONTINUED BROAD-BASED ADJUSTMENT 
EFFORTS, INCLUDING STRUCTURAL REFORMS, AS WELL AS 
ADDITIONAL CONCESSIONAL FLOIIS, ARE NEEDED FOR THESE 
COUNTR IES TO RECOVER AND RESUME PER CAPITA INCOIIE 
GROWTH. IN THIS CONTEXT, THE COMMITTEE URGED THE 
WORLD BANK AND THE IMF TO IMPROVE THE IR COOPERATION IN 
DEVELOPING SOUND ANO CONSISTENT ADVICE ON POLICIES 
DESIGNED TO REDUCE POVERTY AND PROMOTE GROWTH IN THESE 
COUNTR IES. THE COMMITTEE ALSO REQUESTED THAT \IORLO 
BANK MANAGEMENT PREPARE A STUDY FOCUSED ON THE 
RESOURCE PROBLEMS OF SUB-SAHARAN AFRICA FOR DISCUSSION 
AT THE NEXT COMMITTEE MEETING. 

11. THE COMMITTEE \/AS INFORMED BY THE GATT 
DIRECTOR-GENERAL OF THE LATEST DEVELOPMENTS ON 
INTERNATIONAL TRADE ISSUE S. THE COMM ITTEE RE ITERATED 
ITS CALL FOR ALL GOVERNME NTS TO RESIST PROTECTIONISM 
AND WELCOMED THE UNANIMOUS AGREEMENT RECORDED IN 
RECENT DISCUSSIONS IN THE GATT CONCERNING PREPARATIONS 
FOR THE PROPOSED ROUND OF MULTILATERAL TRADE 
NEGOTIATIONS . IT IN VITED THE GATT DIRECTOR-GENERAL TO 
CONT INUE TO KEEP IT INFORMED ABOUT FURTHER 
DEVELOPMENTS. 

12. THE MINISTERS NOTED THAT, PURSUANT TO THE 
CONSENSUS REACHED AT THE APR IL DEVELOPMENT COMMITTEE 
MEETING, THE EXECUTIVE DIRECTORS OF THE WOR LD BANK HAD 
PREPARED THE DRAFT CONVENTION ESTABLISHING THE 
MULTILATERAL INVESTMENT GUARANTEE AGENCY (MIGA) 111TH A 
VIEW TO ENHANCING THE FLOW OF CAPITAL AND TECHNOLOGY 
FOR PRODUCTIVE PURPOSES TO DEVELOPING COUNTRIES . MOST 
MEMBERS OF THE COMM ITTEE NOTED 11 1TH SAT ISFACTION THAT 
THE CONVENTION HAD BEEN TRANSMITTED TO THE BANK'S 
BOARD OF GOVER NORS RECOMMENDING THAT IT NOii BE OPENED 
FOR SIGNATURE BY INTERESTED GOVERNMENTS. MOST MEMBERS 
OF THE COMMITTEE EXPRE SS ED THE HOPE THAT THE 
BT 
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CONVENTION WOULD BE SIGNED AND RATIFIED BY INTERESTED 
MEMBERS IN THE NEAR FUTURE IN ORDER TO E NABLE THE 
AGENCY TO START OPER ATIONS AS EARLY AS POSSIBLE . 

13 . THE DEVELOPMENT COMMITTEE NOTED THAT A 
PRELIMI NARY EXCHANGE OF VIEWS HAD T AK EN PLACE IN THE 
INTERIM COMMITTEE ON THE REPORTS ON THE INTERNATIONAL 
MONET AR Y SYSTEM PREP ARED BY THE GROUP OF TEN AND THE 
GROUP OF TWENTY-FOUR . IT WELCOMED THE COMMITMENT OF 
THE INTERIM COMMITTEE CHAIRMAN TO COMMUNICATE WITH THE 
CHAIRMAN OF THE DEVELOPMENT COMMITTEE WITH A VIEW TO 
SEEING TO WHAT EXTENT ARRANGEMENTS COULD BE MAGE FOR 
COOPERATION ON MATTERS PERTAINING TO DEVELOPMENT . 

14 . MINISTERS EXTENDED THEIR DEEPEST SYMPATHY- TO THE 
MEXICAN PEOPLE AND GOVERNMENT FOL LO WING THE TRAGIC 
EARTHQU AK E THAT HAS CAUSED SUCH GRE AT HUMAN LOSS AND 
SUFFERING. THE Y CALLED UPON THE INTERNATIONAL 
COMMUNITY TO GIVE ITS STRONG SUPPORT TO ALLEVIATING 
THE EFFECTS OF THE DISASTER . 

15. THE COMMITTEE E XPRESSED ITS APPRECI ATION TO THE 
GOVERNMENT AND THE PEOPLE OF THE REPUBLIC OF KOREA FOR 
THEIR WARM HOSPITALITY AND FOR THE EXCELLENT 
ARR ANGEMENTS PROVIDED FOR I TS MEETING. 

16. THE COMMITTEE AGREED TO MEET AG AIN O APRIL 
10-11 , 1986 IN WASHINGTON , D. C. FOR AN E XTENDED 
SESSION. END TEXT. 

WAL KER 
BT 
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1. FOLLOWING IS THE TEXT OF THE SPEECH GIVEN BY 
SECRETARY BAIIER AT THE OCTOBER 6 MEET! NG OF THE 
IBRD/IMF DEVELOPMENT COMMITTEE MEETING. BEGIN TEXT : 

I WELCOIE TH IS OPPORTUNITY TO CONT I NUE THE 

DIALOGUE \IE IEGAN AT THE LAST MEETING OF THE 
DEVELOPMENT COMMITTEE. AT THAT TI ME, \IE FOSTERED A 
GREATER AIIARENESS OF OUR SHARED INTEREST AND THE 
RESPONSIBILITY TO ACHIEVE SUSTAINED GLOBAL GROIITH. 
THE THOUGHTFUL PREPARATORY \/ORK OF OUR CHAIRMAN, THE 
COMH I TTEE STAFF, AND THE BANK HAVE PROV I OED A 
FRAME I/ORK FDR FURTHER FRUITFUL DISCUSS I ON TODAY. 

POLICIES FOR GROWTH 

LET ME RESTATE MY BELIEF THAT PURSUIT OF SOUND, 
GROIITH-ORIENTED ECONOMIC POLICIES REMAINS THE KEY TO 
SUSTAINED WORLD ECONOMIC GROWTH AND DEVELOPMENT. AS 
1/E DISCUSS TOOAY ' S AGENDA, 111TH ITS FOCUS ON OFFICIAL 
FINANCING, IE MUST REMEMBER THAT SOUND GROIITH IS 
SIMPLY NOT POSSIBLE \IITHOUT A SOUND POL ICY FRAMEWORK. 
THOSE COUNTRIES THAT HAVE BEEN THE MOST SUCCESSFUL 
PERFORMERS HAVE PURSUED SUCH POL IC I ES. THEY HAVE 
PERMITTED THEIR ECONOMIES TO RESPOND FLEXIBLY TO 
CHANGES IN WORLD MARKETS AND THEIR PRIVATE SECTORS TO 
OPERATE FREELY. 

IT IS MY BELIEF THAT TWO CURRENT POL ICY 
INITIATIVES -- A NEIi GATT ROUND OF TRADE NEGOTIATIONS, 
ANO THE MUL Tl LATERAL INVESTMENT GUARANTEE AGENCY, OR 
MIGA -- HOLD GREAT PROMISE FOR ENHANCING FUTURE GROWTH 
ANO DESERVE OIJR ENTHUSIASTIC SUPPORT. 

A FREE AND OPEN TRADING SYSTEM IS ABSOLUTELY 
ESSENTIAL FDR SUSTAINED ECONOMIC GROWTH. A NEIi GATT 
ROUND OF TRADE NEGOTIATIONS ON GOODS AND SERVICES IS 
OUR BEST HOPE FOR HALTING PROTECTIONISM AND EXPANDING 
TRADE OPPORTUNITIES FOR All OF OUR COUNTRIES. 

PRESIDENT REAGAN HAS RECENTLY RESTATED THE U.S. 
COMMITMENT TO FREE TRADE AND A NEIi GATT ROUND, BUT 
SUCCESS IN THE NEGOTIATIONS DEPENDS ON THE WIDEST 
POSSIBLE PARTICIPATION BY THE DEVELOP I NG COUNTRIES. 
THE PROTECTIONIST PRESSURES WE ARE FEELING IN 
WASHINGTON MEAN THAT THE FAILURE TO LAUNCH A GATT 
ROUND COULD INCREASE THE LIKELIHOOD OF PROTECTIONIST 
LEGISLATION ANO COULD SPILL OVER INTO CONGRESSIONAL 
ATTITUDES TOI/ARD MULTILATERAL DEVELOPMENT BANK 
FUNDING, REDUCING AND RESTRICTING U. S. PARTICIPATION. 
I THEREFORE URGE ALL OF YOU TO LEND YOUR ACTIVE 
SUPPORT TO THE NEW ROUND. 

THERE IS A PRESSING NEED FOR DEVELOPING COUNTRIES 
TO RELY LESS ON BORROWING FOR EXTERNAL CAPITAL AND 
HORE ON EQUITY FLOWS, SUCH AS FOREIGN DIRECT 
INVESTMENT. IN ADDITION TO EASING THE LONG-TERM DEBT 
BURDEN, THESE CAPITAL FLOWS ALSO CONVEY THE ADVANTAGES 
OF TECHNOLOGY TRANSFERS AND MANAGERIAL KNOW-HO\/ -­
ESSENTIAL INGREDIENTS OF ECONOMIC DEVELOPMENT. THE 
MIGA SHOULD PLAY AN IMPORTANT ROLE IN INCREASING THIS 
TYPE OF FINANCING FOR DEVELOPING COUNTRIES, BOTH 
THROUGH PROMOTION OF SOUND INVESTMENT POLICIES AND 
DIRECT INSURANCE ACTIVITIES. I HOPE THAT ALL MEMBER 
GOVERNMENTS OF THE BANK WILL SUPPORT OPENING THE "IGA 
FOR MEMBERSHIP, ANO \/ILL TAKE THE STEPS NECESSARY TO 
JOIN. 

THE ROLE OF THE BANK AND BANK LENDING 

THE UNITED STATES VIEWS THE PRIMARY ROLE OF THE 
BANK AS SUPPORTING POLICIES WHICH ENCOURAGE ECONOMIC 
GROWTH ANO REVITALIZATION IN ITS DEVELOPING MEMBER 
COUNTRIES . THE BANK CAN ACHIEVE THESE GOALS PRIMARILY 
BY MAINTAINING AN EFFECTIVE LENDING PROGRAM IN SUPPORT 

OF GROWTH ORIENTED POLICIES THROUGH EFFECTIVE RESOURCE 
USE AND BY CATALYllNG OTHER CAPITAL FLOWS. 

THE CENTRAL FOCUS OF THE BANK ' S LENDING PROGRAM 
REMAINS SOUNDLY BASED INVESTMENT PROJECT LENDING, AND 
WE ENCOURAGE ALL MEMBERS TO CONTINUE TO TAKE ADVANTAGE 
OF THE BANK'S EXPERT I SE IN TH IS AREA. THE BANK'S 
I NTROOUCT I DN OF STRUCTURAL AND SECTOR ADJUSTMENT 

.PROGRAMS HAS PROVED AN EFFECT I VE MEANS TO HELP MEMBERS 
BT 
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BOTH SUSTAIN GROWTH AND IMPLEMENT POLICY CHANGES OVER 
THE MEDIUM-TERM. 

WITH THESE POLICY INSTRUMENTS, THE BANK SUPPORTS 
MEMBERS ' EFFORTS TO ACHIEVE EFFICIENCY IN THEIR 
PRICING POLICIES, ANO IN THE MANGEMENT OF THE IR PUBLIC 
SECTOR AND THEIR TRADE, INVESTMENT ANO TAX REGIMES . 
WE BELIEVE THERE IS STILL CONSIDERABLE SCOPE FOR 
EXPANDING T~E USE OF STRUCTURAL AND SECTOR ADJUSTMENT 
LENDING, PARTICULARLY IN THOSE COUNTRIES WITH MAJOR 
DEBT SERVICING DIFFICULTIES. 

IF THESE COUNTRIES ARE TO ACHIEVE THE MAXIMUM 
GRO\ITH FROM INCREASES IN THIS TYPE OF LENDING, OTHER 
ELEIIENTS MUST COME INTO PLAY IN AN INTEGRATED 
FASHION: INDUSTRIAL COUNTRIES MUST SUSTAIN THEIR 
GRO\ITH AND MUST KEEP THEIR MARKETS OPEN; DEVELOPING 
COUNTRIES MUST UNDERTAKE COMPREHENSIVE ADJUSTMENT 
PROGRAMS; THE IMF SHOULD CONTINUE TO PLAY ITS 
TRADITIONAL ROLE ; ANO THE COMMERCIAL BANKS MUST BE 
WILLING TO PROVIDE SUFFICIENT NET NEIi RESOURCES. I 
I/Ill BE PROVIDING MORE DETAILS ON THIS IN MY PLENARY 
ADDRESS TOMORROW. 

IN TODAY'S ENVIRONMENT OF CONSTRAINED EXTERNAL 
FINANCE, THE POTENTIAL BENEFITS OF THE BANK ' S 
CAT Al YT IC ROLE ASSUME PART I CUL AR IMPORTANCE. THE 
BANK'S INNOVATIVE EFFORTS TO EXPAND CO-FINANCING 111TH 
PRIVATE SOURCES OF FINANCE ARE TO BE COMMENDED AND 
SHOULD BE PURSUED VIGOROUSLY TO INCREASE THEIR 
EFFECTIVENESS IN ATTRACTING PRIVATE FINANCE. 

WE ALSO BELIEVE THE BANK SHOULD CONTINUE TO 
ENHANCE ITS ROLE IN THE DEVELOPMENT OF THE PRIVATE 
SECTOR AND WHERE APPROPRIATE PROV IDE DIRECT ASSISTANCE 
TO THIS PRIVATE SECTOR. IN ADDITION, THE BANK SHOULD 
SEEK TO ASSIST, BOTH IN A TECHNICAL ANO FINANCIAL 
CAPACITY, THOSE COUNTRIES WHICH WISH TO DIVEST SOME OF 
THEIR STATE-OWNED ENTERPRISES . THE NEWLY EXPANDED IFC 
CAN PLAY AN IMPORTANT ROLE IN THESE EFFORTS . 

CSN: HCE806 IN APRIL, 1/E SUPPORTED THE DEVELOPMENT · COMMITTEE 
CALL FOR AN EXPANSION IN BANK LENDING, PROVIDED THE 
BANK MAINTAINS ITS LENDING STANDARDS AND ITS PRUDENT 
FINANCIAL POLICIES. THIS REMAINS OUR POSITION TODAY. 
TH~ ACTUAL RESOURCE REQUIREMENTS OF THE BANK I/Ill, OF 
COURSE , BE DEPENDENT UPON THE EXTENT TO 1/H I CH 
BORROII ING COUNTRIES ARE 1/ILLING TO I/ORK 111TH THE BANK 
IN DEVELOPING THE POL ICY PROGRAMS TO BE SUPPORTED BY 
BANK LE ND I NG. 

AS WE All ARE Al/ARE, CURRENT BANK RESOURCES ARE 
SUFFICIENT TO SUSTAIN LENDING OF DOLS 13.S TO DOLS 14 
BILLION PER YEAR, COMPARED TO THE 1985 LEND ING OF DOLS 
11.4 BILLION. IF THE DEMAND FOR QUALITY LENDING WERE 
TO INCREASE, THE IBRD SHOULD BE ENCOURAGED TO RESPOND 
EFFECTIVELY AND RESOURCES SHOULD BE MADE AVAILABLE TO 
ENABLE IT TO DOS~ WE INTEND TO KEEP THE CAPITAL 
NEEDS OF THE BANK UNDER CLOSE REVIEW AND WE I/Ill 
CAREFULLY ASSESS THE ADEQUACY OF THE BANK'S RESOURCE 
BASE AS THE DEHANO FOR QUALITY LENDING INCREASES. 

THE POOREST COUNTRIES 

SOME OF THE BANK ' S POOREST MEMBERS, ESPECIALLY 
THOSE IN SUB-SAHARAN AFRICA, FACE SEVERE ECONOMIC 
PROBLEMS. WE APPLAUD THE BANK'S SPECI Al EFFORTS TO 
SUPPORT STRUCTURAL ADJUSTMENT BY THESE COUNTRIES. THE 
UNITED STATES IS ITSELF PROVIDING GROWING 
POLICY-LINKED BILATERAL AID -- A TOTAL OF DOLS 1. 7 
Bill ION IN 1985 -- AT TIMES IN CLOSE COOPERATION 111TH 
THE BANK ' S SPECIAL FAC ILITY FOR SUB-SAHARAN AFRICA, AS 
ARE OTHER DONORS. 

HOWEVER, MUCH MORE NEEDS TO BE DONE, ESPECIALLY IN 
BETTER COORDINATING DONORS ' EFFORTS 111TH THE ECONOMIC 
PROGRAMS ASSOCIATED 111TH IMF AND 111TH WORLD BANK 
LENDING. AS I INDICATED IN THE INTERIM COMMITTEE 
DI SC USS I OMS YESTERDAY, I BEL I EVE THE I MF TRUST FUND 
REFLOI/S OFFER AN OPPORTUNITY TO IMPROVE COORDINATION 
AND PROVIDE A NEIi SIGNIFICANT STIMULUS FOR GROIITH. 

THE UNITED STATES IS ALSO PREPARED TO CONSIDER A 
BROADER APPROACH TO ENCOMPASS JOI NT IMF ANO WORLD BANK 
BT 
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PROGRAMS AND FINANCING TO FOSTER ADJUSTMENT AND 
CATALYZE ADDITIONAL SOURCES OF FINANCING FOR THESE 
POOREST COUNTRIES. 

TASK FORCE ON CONCESSIONAL FLOWS 

WE ALSO WELCOME THE WORK OF THE TASK FORCE ON 
CONCESSIONAL FLOWS. IT CHARGES DONORS AND RECIPIENTS 
TO ASCERTAIN THAT AID IS USED EFFECTIVELY IN PROMOTING 
ECONOMIC GROWTH, IN PROMOTING STRUCTURAL REFORM AND IN 
PROMOTING DEVELOPMENT . THE TASK FORCE RECOGNIZES THE 
SEVERE CONSTRAINTS AFFECTING THE VOLUME OF AID FLOWS 
AND CLEARLY, IN SUCH AN ENVIRONMENT, ONLY PROGRAMS 
WHICH ACTIVELY AND EFFECTIVELY SUPPORT APPROPRIATE 
DEVELOPMENT POLICIES DESERVE CONTINUED SUPPORT. 

CONCLUSIONS 

FURTHER ACTION IS NEEDED ON THE PART OF BOTH 
DEVELOPED AND DEVELOPING COUNTRIES TO PROMOTE 
SUSTAINED ECONOMIC GROWTH, TO MAINTAIN NECESSARY FLOWS 
OF CAPITAL , AND TO PRESERVE AND EXPAND OPEN MARKETS . 
THE UNITED STATES REMAINS COMMITTED TO THIS PROCESS, 
AND TO INSTITUTIONS LIKE THE WORLD BANK THAT HAVE AN 
ESSENTIAL ROLE IN PROMOTING THESE GOALS AMONG THE 
DEVELOPING COUNTRIES. 

I LOOK FORWARD TO HEARING YOUR VIEWS ON THESE 
IMPORTANT ISSUES, AND TO WORKING WITH YOU TO RESOLVE 
OUR PROBLEMS. END TEXT. 

WALKER 
BT 
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Global Growth Forecast· Scaled Bacl{ 
~ 
'le 

JMF Staff Sees Industrial Nations Expanding at 2.8~% Rate in '85 

By. Hobart Rowen 
Washington Poot Staff Writer 

expected modest recovery in the 
United States next year. This is 

. also a· marginal pic~up from the 
Because the U.S. economic out- IMF's spring forecast for the indus-

look is "less buoyant," the Interna- trial nations for 1986 of 3.0 per- '. 
ti,onal Monetary Fund staff has cent. 
scaled back its economic growth On a global basis, th,e current 
estiinates for global economic ac- -IMF forecast for l 985 is a growth 
tivity in 1985 made only six months rate of 3.1 percent, down from 4.5 
ago, officials at the agency con- percent in 1984, and 0.3 percent, 
firmed yesterday. down from the · spring forecast of 

The figures are part of the IMF's 3.4 percent. For 1986, the global 
World Economic Outlook report, forecast is unchanged at 3.4 · per-
which will be released in Seoul on cent. 
Oct. 6 during the meeting of the "There's more concern about the 
IMF's Interim Committee, the world economic outlook than there 
agency's policy board. . was 1n the spring," an IMF spokes-

Officials said the report will pro- man said. "Not only does the Amer-
ject the real growth rate of indus- ican: picture look softer, but oil and · 
trial nations at about 2.8 percent other coininodity prices are down. 
for 1985, down from the· 3.1 per- 'Evefything,is a.little less positive." . 
cent forecast : last spring, and far ,But another IMF official offered a 
~low the · 4.9 . percent • growth slightly brighter perspective. "In 
achievement of 1984, which was reality;" he s~id, "what the stai:f-is 
the best in almost 10 years. foi:ecasting ii.ow is a :steady 3 per-

But for 1986, the staff sees a ·· cent tren~ for the two .years, 1985-
slight improvement over i985·to a- · stCTliai:. 1s reasonably positive, and 
rate of 3.1 percent, reflecting an I thinkshowsquite a bit cif strength 

in contrast to some of the gloomy 
forecasts you hear." 

For the Third World countries­
heavily dependent on the trend in 
the industrial world-the staff fore­
cast is a decline to 3.5 percent real 
growth in 1985 from 3.75 percent 

·· in 1984, but a gain to 4 percent in 
1986. 

At the time the IMF made its 
forecasts for the spring meeting of 
the Interim Committee in Washing­
ton, the guess on U.S. economic 
growth for 1985 was 3.5 percent, 
down from 6.8 percent in 1984. But 
actual results for the first half of the 
year show that U.S. gross national 
product gained at an annual rate of 
onlyl.5 percent. The new estimates 
by -the IMF staff place the U.S. 
growt~ rate for all of 1985 at about 
2.5 to 2.6 percent, with a pickup to 
3.3 percent .ih 1Q&6. 

All of the figures, may :.ie adjusted 
when iinaUy released in Seoul, re­
fle¢'ting earli·estimates of the U.S. 
third-quarter GNP rate, which . will 
be -published this morning. 

-~'._•~ ........ · .... ~ .... ~ 
\,~" Jj)"T.~ 1~·1.:-- 1 :~ ~ \ 
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U.S. to Propose 
Lending Pool 
To Aid Africa . 
Plan Calls for World Bank, 

IMF to Direct $5 Billion 
To Needy Countries 

ByAKrPINE 
Staff Reporter of THE w ALL STR.ELT .l OURNAL 

WASHINGTON-The Reagan adminis­
tration plans to propose a new interna­
tional lending pool designed to channel 
more than S5 billion to poor countries, 
mainly in black Africa, over the next five 
years. 

Th~ proposal, in final drafting, is ex­
pected to be unveiled by Treasury Secre­
tary James Baker at the annual meeting of 
the International Monetary Fund and the 
World Ban1c in Seoul, South Korea, early . 
next month. U.S. officials have shown por-

For other major international 
news. please see: . . · 

-House panel votes to impose 
quotas on some textile imports. page. · 
~- . - . 

-Richardson-Vicks 's planned issue 
of super-voting preferred stock . .is. 
temporarµy blocked. page 10. . . ·· .. 

tions of the plan to their counterparts from ·· 
industrial iand developing .countries. For­
mal IMF-World Ban1c approval could come 
as soon as the Seoul meeting. 
· The first major U.S. initiative for devel0 

oping countries in several years, the plan 
is designed 1o help grapple with two seri­
ous economic and financial problems in-

. :Volving African countries: 
. -First. how to stave off possible de­

faults by African nations on some $7 billion 
in loans that the IMF made to these coun­
tries in the early 1980s and that are coming 
due in the next several months. Some Afri­
can countries. h ard hit by drought and a 
continuing decline in export earnings, 
don't have-the money to repay the· IMF. A 
series of defaults could undermine the 
IMF's own finances. _ 

-Second, how to step up aid substan· 
tially to help black African nations cope 
with their economic and political prob­
lems. The World Bank already has assem­
bled a Sl.1 billion special lending pool, but 
thP. money is considered inadequate to help 
revitalize the African economies . . ·. 

THE \\'ALL STREET JOLTRKAL FRIDAY, SEPTEJ\IBER 20, 1985 

;- \ ·:'-.~ The move represents a major change 
by the Reagan administration. Only last 
autumn, the U.S. declined to contribute to 
the World Bank's sub-Saharan Africa fund, 
saying it preferred to step up its own bilat­
eral aid. The new program wou:ld be 
funded by major .contributions from the 

I 

i 
U.S. as well as the IMF and World 
Ban1c. 
J oiilt Administration 

t · 
1 · • The plan calls for the lending pool to be ! administered jointly by the IMF and the · 
i World Ban1c, the first time the two institu-
1 tions would share responsibility for a ma-
t jor new program. 

. About 80% of the new_ lending would go 
to black African countries. The rest would 
go to other poor countries such as Bangla­
desh. 

The proposal, though, isn't designed to 
provide relief for Latin American debtor 
countries. Top administration officials 
have said they are sympathetic to those 
nations' pleas for relief, but so far haven't 
come up ·with any new proposals. Washing­
ton still hasn't lifted its opposition to in­
creasing the World Bank's general lending 
pool. . 

The money would be disbursed only af-
. ter the borrowing countries formally 
agreed to a series of Jong-term policy 
changes designed to streamline and revi­
talize their economies. However, because 
of the special problems that the African 
countries are facing, · the conditions · 
wouldn't be as harsh as those the IMF~ · 

I . ically demands .~m debtor countries. 

- Funding From pold Sales .. 
• · -·: At least half the money for the new 

·- Jending program, some $2. 7 billion over the 
-.next five years, would come from another 
.IMF lending pool-a special trust fund es­
tablished in 1976 using money from the 
Jate-1970s sales of the IMF's stock of 
gold. 

The remainder of the package woula 
come from a variety of sources. The Rea­
gan administration would ask Congress for 
S300 million to $500 million in new money 
over the next five years to serve as the 
U.S. contribution. U.S. officials already are 
considering disbursing $Th million in exist-

; 1ng bilateral U.S. aid to Africa "in conjunc-

·r tion with" the new fund. The World Bank would contribute a siz-
·. able portion, ·both by tapping its own un­

used resources and by diverting part of its 
-: :_ ·own sub-Saharan Africa aid program. And 

· the ·u.s. would ask other major industrial 
f countries to contribute, mainly by redirect-
£ • ing some of their bilateral aid. 

! ... _ Separately, the World Bank said it is 
· / -i considering stretching out repayment pe­

. ; riods on Joans to developing countries with 
.··/ heavy debt burdens, in an effort to ease 

f
. - the world debt situation. The repayment 

. :_ terms will be discussed at the Seoul meet-

l~: .· -~g. 
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--- '/ .) STEPHEN I -~· ' DANZANSKY /HE EN E. SOOS 
/ 

African Economic Initiative 

• I 

7955 

Treasury plans to announce a major African Economic Initiative 
which, like the recent G-5 meeting, has not been cleared by the 
NSC or with the President. Treasury has been discussing this 
initiative with State and AID for several months. There was a 
Wall Street Journal article on it a week ago (Tab A), and State 
sent Helen a copy of a proposal (Tab B). Helen called Treasury 
and was told they could not provide a copy. Treasury advised 0MB 
that they would not provide them a copy unless instructed by 
Baker who is on an airplane. Steve called Darman directly and 
was supplied a copy at 7:00 PM this evening. 

The proposal involves a joint IMF/World Bank Facility for Econom­
ic Reform which is designed to reschedule IMF and other debt for 
up to 50 years on a low-interest basis. Eligible countries would 
be those with 1) low per capita income and reliance on conces­
sional aid; 2) protracted balance of payments problems, and 3) 
willingness to undertake comprehensive economic policy reform. 
The funds would come from the IMF Trust Fund ($2.7 billion); 
existing World Bank funds ($1.8 billion); the Sub-Saharan African 
Facility ($1.3 billion) and donors. From the U.S. they would 
like to absorb the Economic Policy Initiative which the President 
announced 18 months ago, or scarce ESF funds. We think that 
would be a mistake, since the program has resulted in significant 
policy reform, directed in large part at reforms promoting 
private sector development. State, however, has agreed to the 
change. 

While not exclusively directed at Africa, all but 6 African 
countries would qualify for the program, in terms of income 
levels. Not all African countries need the program, however. 

The idea has many merits and some we ak areas which should be 
strengthened. Encouraging the IMF and the World Bank to work 
together is a big plus. The IMF has dealt with stabilization 
without regard to growth criteria, which it considers to be 
outside its domain. However, how a country implements stabi­
lization factors such as credit ceilings and imports can impact 
heavily on growth. This deficiency has led to a great deal of 
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economic stagnation, whereby countries simply cannot generate 
growth while achieving stabilization, thereby falling to lower 
income levels which have led to political instability. The World 
Bank could focus on these issues and improve the stabilization 
process. 

One weakness of the proposal is that reform is limited to 2-year 
programs, with the option to follow up. For a SO-year loan, 2 
years of reform, which always turns out to be gradual, is 
insufficient. Another potential weakness is that the nature of 
reforms is not specified. Until we focus on private sector 
growth, we are unlikely to see any growth. Neither the IMF nor 
the World Bank seem to understand this, and this program could 
provide a major impetus to this type of policy reform. These 
points are details which could be worked out later. Helen has 
discussed some of them with one contact at Treasury, and he 
seemed to be interested. But it is important that NSC play a 
role to ensure this happens. 

State is pleased with the proposal, but fears that the IMF and 
World Bank staff may sabotage the plan because it would force 
them to change the way they do business. 

Early this week Steve and Dave Wigg sought your approval to 
request a briefing of the debt issue from Treasury. Deputy 
Secretary Darman casually mentioned the matter to Steve 
yesterday, expressing uncertainty as to whether it would take 
place because of "problems at State". Steve spoke with Darrnan 
again this afternoon and was told State had signed off on a 
proposal. When asked what proposal Darrnan responded that it was 
incorporated in a paper which he would send over. Darrnan 
continued that the paper proposal was not what would be announced 
in Seoul since there was some negotiating to be done and the 
extent of U.S. commitment wasn't to be revealed. When asked what 
was to be announced in Seoul, Darman responded, "I don't know, 
they are working on that on the plane." 

The "final" proposal that Darman sent this evening from Treasury, 
contains a copy of a statement supposedly to be delivered by the 
Secretary of the Treasury in Seoul on October 6, 1985 (Tab C). 
The statement indicates that the USG will use $75 million in 
bilateral assistance in FY86 and "seek to assure roughly 
equivalent amounts in direct contributions to the facility in 
FY87-91, provided other donors also make equitable 
contributions." 
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While we expect this to be discussed as a U.S. proposal in Seoul, 
we are unclear whether that means there will be a major 
announcement by Baker, or merely a statement read to the interim 
committee. Perhaps the form and content of the announcement are 
being massaged on the airplane. If you and Don Regan agree that 
the announcement should be made by the President, some contact 
will have to be made with the delegation on the plane to clarify 
what it is that can be announced and to stop any pre-conference 
"leaks" by Treasury here or in Seoul. Your decision. 

Clearly, the NSC and the President have been left out of the 
process. We understand Treasury has been discussing a proposal 
for Latin American and other middle income countries as well, and 
we should insist upon participation in that process immediately. 

Phi@*ngdahl concurs. 

Attachments 
Tab A Wall Street Journal article of Sep 20 
Tab B Proposal 
Tab C "Final Proposal" and Statement by Secretary Baker 

cc: 
John Poindexter 
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Proposal for a Joint IMF/World Bank Facility 
for Comprehensive Economic Reform 

The poorest LDCs, primarily in Africa, have generally proven 
incapable of effective economic adjustment, and are sinking int 
a deeper economic nnd financial morass characterized by low 
growth and protracted balance of payments problems. 

These countries have . been on·-the ·edges of the ·-debt strategy si1 
they rely primarily on official financing, with the IMF provid J 
a growing proportion of the resources in recent years. 

o However, the economic problems.of these countries. are 
structural in nature and require a comprehensive relorm 
effort extending over a number of years. ' 

o The IMF's efforts to deal ~ith economic issues that are 
largely outside its traditional focus on temporary balan1 
of payments problems has resulted in the prolonged use o. 
IMF resources by the poorest countries and growing arrea. 

-to --the · IMF. Unless addresse·a ·promptly-,-this situation-­
poses a major threat to the IMF's financial integrity an, 
effectiveness in the debt strategy. 

o In contrast, the World Bank has not been adequately 
integrated into the debt strategy in a manner that would 
facilitate structural adjustment. 

The United States has important economic and security interesti 
in the poorest countries but very limited bilateral assistance 
resources to deal with their economic and financial problems. 
Bµdget constraints also severely limit the scope for providing 

• 
additional multilateral assistance for the poorest LDCs. 
Consequently, reliance will need to be placed on concen­
trating existing resources ~here the need is greatest and pro­
viding more effective coordination by the institutions to 
assure that the available resources are used most efficiently. 

Prooosal 

Conceot: The IMF Trust Fund is scheduled to receive $2.7 bill J 
in reflows over the next few years which are already committed 
for use in the poorest LDCs. It is proposed that these funds, 
supplemented by World Bank resources, be used for a Joint 
IMF/World B~nk facility to provide loans to the poorest countr 
~ith protracted balance of payments problems. 

DECLASSIFIED 

NLS 'f--t-'~~£ W// 
BY Q(-d + NARA. DA TE _dk!P._; <!OHf __ ENTJAL 



- 2 
. ...,.,- ·: 

Eliiibility: A group of 30-45 countries, mostly Sub-Snharan 
Afr ccn (SSA) countries (see attached list) end excluding both 
the major debtors and India/China. Selection based on: 

o Low per capita income and reliance on concessional aid1 

o Protr~cted balance of payments problems; and 

o Willingness to undertake comprehensive policy reform. 

Terms: .. Highly concessional (~ithin the r~nge of current IMF 
Trust Fund and IDA terms) -- 0.5-0.75 percent interest; 5-10 
years grace; 10-50 year repayment period. · 

Conditions: Commitment to a 2-year comprehensive program of 
macroeconomic and structural reform; release of funds t!eB to 
quantified performance targets. The initial program could ~e 
followed-up by additional progrruns to carry on the reform 
process. 

Operations: The facility would be the vehicle for the developm• 
of a comprehensive reform program by the IMF and World Bank th~ 
would_be _incorporated in a formal agreement~ith the -borcower. 
The actual financing ~ould be provided by the IHF and World Bar 

o New joint Fund/Bank teams ~ould be created from existing 
staff; 

o Joint team negotiates each country program and prepares 
single document for review by IMF and World Bank Boards; 

o Performance review by both Boards under similar guidelinE 

Funding: The Joint Facility ~ould have available $5-6 billion 
fof lending over 1986-1991, including: 

o IMF Trust Fund: $2.7 billion in reflo~s. 

o World Bank: $1.8 billion of existing/projected resources 
including: 

$850 million in the Sub-Saharan African (SSA) Facili 
for 1987-88; and 

$1 billion of other World Bank resources (i.e., net 
income, increased lending). 

o Othere An additional $1.1-1.3 billion ~ould be obtained 
expanding and extending the existing SSA Facility to perm 
it to channel its activities through the Joint Facility. 

U.S.: current pl e ns call for $375-500 ~illion in 
State ESF to be used for SSA policy reform over the 

no,:p T PP!::TfflY & T. \ 
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:::,-. . next 5 ycnra ($75-100 million annu a lly). These 
rceourcea could be used for an c~pnnded SSA fccilit 

Other donorss an additional $750 million ~ould be 
obtained from otheis to extend the SSA. 

Benefitoz The estnbliehment of such a f&cility could be an· 
Important meano of cchieving U.S. objectives. 

o Would provide substantial additional reaources to low 
income countries fncing serious nnd protracted balance c 
payments problems. 

o The costs to the United Statea ~ould be very modest, 
basically involving a reprogrrunming of resources from 
bilateral to multilateral uses. 

' o Helps recipients meet major repayment oblignt1ons over, t 
next few years, including IMF obligations. 

o Provides a comprehensive approach combining demand 
management and structural reforms. 

o Strengthens IMF/World Bank cooperatio~~ .... . 

,_- CO!iPIDENTIAL ► 



Joint lMf/World Bnnk focility 

Hypothetical Lint of Countries• 

(actual eligibility would be based on a sub~et of these 
countries with protrocted balance of payments problems) 

Africa -:z!, · 

Benin 
Burkina Faso 
Burundi 
Cameroon 
Cnpe Varde 
C.A.R • . 
Chad 
Comoros 
Djibouti 
Equatorial Guinea 
Ethiopia 
Gambia 
Ghana 
Guinea 
Guinea-Bissau 
Ivory Coast 
ltonya 
Leaotho 
Liberia 
Madagaacar 
Malavi 
Mali 
Mauritania 
Mozambique 
Niger 
Rwanda 
Sao Tome 
Senegal 
Sierra Leone 
Somalia 
Sudan 
Tanzania ;; 
Togo 
Uganda 
Zaire 
Za~bia 

Other 

P.fghanistan 
Bangladesh 
Bhutan 
Bolivi~ 
Burma 
Guyanll 
Haiti 
Kampuchea 
Lab P.D.R. 
H~ldives 
Nepal 
Viet Nam . __ _ 
Yemen Arab Rep. 
Yemen P.D.R. 

. ' 

0 Countries t1ith par capita GDP below SSSO per yaar, _excluding 
IDA/IBRD blend countries, but including oth~rB that era. 
prolongod IHF uoero. 



Mr. Chairman: 

Statement by Secretary of the Treasury 

James A. Baker, III -
at the IMF Interim Committee Meeting 

on Use of Trust Fund Reflows 

October 6, 1985 

Our discussion this morning confirms that in spite of a number of 

positive signs in the world economic outlook, the economic 

conditions in most of the poorest countries which rely primarily 

on concessional financing have not noticeably improved. The 

economic facts bear witness to this situation: 

o Economic growth in the poorest countries in recent years 

has averaged 1.8 percent annually, and in some countries 

living standards are currently at the levels of 15 years 

ago. 

o Their trade and current ·account deficits have not improved 

despite recovery in the world economy, and are not 

projecte d to improve over the next few years. 

o Debt servicing difficulties in these countries have 

resulted in the imposition and intensification of trade 

and payments restrictions and in growing arrears on 

financial obligations, both domestic and external, 
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including substantial arrears to the IMF, which are 

weakening the financial integrity and monetary character 

- --of the Fund. 

The IMF has provided balance of payments financing and advice in 

the context of economic adjustment programs for many of these 

countries in recent years. The World Bank has also mounted an 

effort to assist these countries, through both project, sectoral 

and structural adjustment lending. But, these programs have met 

with only limited success. In part this reflects inadequate 

action by the countries on the fundamental reforms needed to 

create the conditions for sustained growth and development. It 

also reflects, however, an adverse external environment and 

natural disasters. Finally, the lack of success also reflects 

· the fact that the problems of the poorest countries transcend the 

traditional role and policies of the Bank and Fun·d and the need 

for closer cooperation between the institutions. 

We now have before us an important opportunity to develop a new 

approach to reverse the economic decline facing the poorest 

countries. The United States proposes that a new joint IMF/World 

Bank facility be created that would combine the resources and 

expertise of both institutions in coordinated, comprehensive 

economic programs that would promote structural adjustment and 

growth. 
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The basic features of the new facility would involve the -
following elements: 

o Eligibility would be based solely on low per capita 

income, perhaps the $550 level used by the World Bank 

to determine IDA participation. Actual use of the 

facility, however, would be based on an eligible country 

having a protracted balance of payments problem and being 

willing to implement a comprehensive economic program. 

o Terms on loans would be concessional with low interest 

rates, substantial grace periods, and extended 

maturities. 

o Conditions for participation would include a commitment 

to a multi-year economic program in which funds would be 

disbursed semi-annually based on satisfactory performance 

under the program. ' The programs would involve policies 

aimed at promoting adjustment and removing the structural 

impediments to growth. They would include sound monetary 

and fiscal policies; exchange rate, interest rate and 

pricing policies to provide more efficient use of 

resources and to help eliminate domestic and external 

imbalances; measures to encourage savings and investment, 
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such as tax reform and economically efficient investment 

programs; and greater openness to foreign investment and 

trade liberalization. 

o Operations would be undertaken jointly by the IMF and 

World Bank, including joint teams and a single document 

detailing the program that would be submitted to both 

Executive Boards. Such a joint operation is particularly 

important as it will facilitate the close cooperation and 

coordination needed to achieve the consistent policy 

advice and approach essential for success. 

The United States believes that a joint IMF/World Bank facility 

could provide the framework for channeling up to approximately $5 

billion in resources to support reform efforts in the poorest 

countries. We believe that the full $2 . 7 billion in resources 

arising from the Trust Fund reflows should be used for this 

purpose. In addition, the World Bank could provide a comparable 

amount to support the operations of the facility. 

The United States is convinced that such a facility could make a 

real contribution in addressing the severe economic problems of 

the poorest countries. We are- prepared to seek to use $75 million 

in bilateral assistance in close cooperation with the operations of 

the facility in fiscal 1986, and to seek to assure roughly equiva­

lent amounts in direct contributions to the facility in fiscal 

1987-91, provided other donors also make equitable contributions. 
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.. -
In our view, an effective response by all major donors could 

result in direct new donar contributions for the· full period 

in excess of $1. billion;-which could be supple~ented by other 

World Bank funding sources. Mr. Chairman, a joint facility 

combining the resources and expertise of the Bank and Fund would 

introduce a new element in our efforts to overcome poverty i ~ 

poorest countries. It provides a mechanism to obtain more 

consistent and effective policy advice by improving coordination 

and strengthening cooperation between the Fund and Bank. It 

would initiate mutually reinforcing policies that could break the 

cycle of failure of recent years and create the conditions for 

sustained growth and development. And, most important, it_ would 

provide tangible evidence that the world community is responding 

in a constructive, cooperative manner and on a significant scale 

to assist the poorest countries, thus providing renewed hope to 

these countries. 

I hope you ·will join me in this initiative and give your strong 

support to the proposal. 




