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African Economic Initiative 
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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~ copy. Treasury advise d 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 ,nitiative which the President 
announced 18 months ago, or scare 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 weak 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 - ~ g)M 
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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 Darman 
again this afternoon and was told State had signed off on a 
proposal. When asked what proposal Darman responded that it was 
incorporated in a paper which he would send over. Darman 
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 a~e 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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U.S. to Propose 
Lending Pool _ -
To Aid Africa . 
Plan Calls for World Bank, 

IMF to Direct $5 Billion 
To · Needy Countries 

By ART PINE 
Sta.ff Reporter of THE w ALL STREET JOURNAL 

WASHINGTON-The Reagan adminis
tration plans to propose a new interna
tional lending pool designed to channel 
more than $5 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 Bank 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 .· 
st , _ 

- Richartlson-Vicks 's planned issue 
of super-voting pref erred stock . .is . 
temporarµy blocked, page 10. . . · · 

tions of the· plan to their counterparts from 
industrial iand developing .countries. For
mal IMF-World-Bank 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 to help grapple with two seri
ous economic and financial problems in-

. ¥olving 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, bard bit 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 alr~ady has assem
bled a $1.1 billion special lending pool, but 
thP. money is considered inadequate to help 
revitalize _the African economies . . ·. 

THEW.ALL STREET JOURNAL FRIDAY, SEPTEMBER 20, 1985 31 

f" \::__::. 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· 
era! aid. The new program would be 
funded by major .contributions from the 
U.S. as well as the I.MF and World 
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Bank. 
J oii1t Administration 
· . The plan calls for the lending pool to be 
administered jointly by the I.MF and the · 
World Bank, the first time the two institu
tions would share responsibility for a ma· 
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 .long-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 typ
ically demands from debtor countries. 
Funding From ~Id 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 I.MF's stock of 
.gold. 

The remainder of the package would 
come from a variety of sources. The Rea
gan administration would ask Congress for 
$300 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 $75 million in exist· 

1 ing bilateral U.S. aid to Africa "in conjunc-
t lion with" the new fund. 
f The World Banlc would contribute a siz-

r 
·. .able portion, ·both by tapping its own un
.. used resources and by diverting part of its 
· .. _ 10wn sub-Saharan Africa aid program. And 

I 
·the U.S. would ask other major industrial 
countries to contribute, mainly by redirect· 
"ing some of their bilateral aid. 

_,,,. Separately, the World Bank said it is 
' ~i,i considering stretching out repayment pe-

1 • riods on loans to developing countries with 
• 

4

/ heavy debt burdens. in an effort to ease 
the world debt situation. The repayment 
terms will be discussed at the Seoul meet

· c -· ing. 
;,, ,, 
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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 

projected 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, 



- 2 -

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 Fund 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 policies1 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 supplemented 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 in the 

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, cooperatrve 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. 
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C. Closed in accordance with restrictions contained in donor's deed of gift. 
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