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The IMF Problem 
The Third World debt issue is all moment the way a well-working inter· 

the rage this week, what with a fad· national economic order promotes de­
dish new proposal to "cap" interest velopment. Underdeveloped countries 
payments on Third World loans, and have historically offered opportunities 
Mexican President Miguel de Ia Ma- for high profits; they have low labor 
drid addressing a joint session of Con- costs, unexploited resources and open- l 
gress today to celebrate his conquest ings for increasing production through 
of the debt monster. It seems an ap- known and tested techniques. In an <:i 

jj propriate time to unburden ourselves unfettered world market, this would It 
of increasing dissatisfaction with the allow them to import the capital they w 
way the international debt issue has so badly need for development. s1 
been handled. While the developed nations are far r. 

To start with the cap proposal, this from innocent on such issues as ac-
is one of those Rube Goldberg gim- cess to markets, the developing na- ~ 
micks so dear to the kind of econ- tions themselves often erect the major c 
omists and central bankers who have barriers to this natural market pro- Ir 
typically inhabited Democratic ad- cess. The most obvious barriers are IE 
ministrations. If interest above the proscriptions against direct foreign in- ~: 
cap is merely added to the principal vestment, but probably even more im-
of future loans, the cap is of dubi· portant ones lie in tax, monetary and 01 

ous long-run value to the debtor na- · other macroeconomic policies. U r, 
lions-unless they are bailed out by a these policies are wrong, even a de- n 
new bout of world inflation. More veloping nation's own citizens will ex- a .u 
broadly, the proposal seeks to curtail port capital. If they are right, the n 
the impact of market forces, which is market path to development still II 
exactly the wrong thing to do. If the works, as we can see in such nations fl 
world economy is to grow and devel- as Taiwan, Singapore and South Ko- s 
oping nations are to develop, interest rea. c. 
rates should be determined in the When a developing nation gets into f< 
marketplace. debt trouble and comes to the IMF for E 

All the same, the cap proposal does advice, though, the IMF does not tell fi 
have one commanding virtue: If it to apply the Taiwan-Korea formula v 
strictly observed, it could be a proxy so that it can grow faster. That would ir 
for writing down the loans. We have be political interference in a sovereign f< 
repeatedly urged that the loans be nation's internal affairs. So instead, 
carried on the banks' books at values the IMF prescribes slower growth, un­
more nearly reflecting the likelihood ' der the rubric of "austerity." With 
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that they will never be repaid, and slower growth, th~ nation has more to w 
that bank earnings statements be export and needs fewer imports, so its ta 
written down accordingly. We notice trade accounts come into balance and ~~ 
that, as a first approximation, a · the IMF program has succeeded. 
capped rate of 5% on loans with a Now admittedly, this is a bit of a of: 
book value of $100 billion comes out caricature of an IMF program, though sp 
the same as a market rate of 10% on one close enough to be Instructive. In br as 
loans with market value of $50 bil· reality there are fine lines to be pr 

- lion. drawn. When a nation has been bor· th 
And if President de la Madrid ar- rowing abroad to sustain Its living us 

gues today that the Third World I standard, living standards will, of a$ 
should not have to bear the entire bur· ! course, decllne when the loans end. lll 

den of the debt built up during the late / But it is another matter to drive down pt 
inflation, he will find some sympathy \ living standards to assemble capital II 
here. The responsibility is shared l to export as debt service. This will 
among the borrowing nl3-tions eager to accomplish nothing unless the under- t1 
borrow~ the banks eager to lend and , lying structural problems of the econ· t11 
the central banking authorities who omy are solved. m 
stuffed the banks with reserves they d< 
had to use somehow. Both borrower * * * ! 
and lender were betting that the Fed· Which brings us to the case of Mex-
eral Reserve would continue on its in· ico. President de Ia Madrid tackled 
flationary path. we have a Third his economic problems bravely, espe­
World debt problem today because the cially in moving toward market pric­
premise of the ·bargain has proved ing of subsidized goods. Including not in 
wrong. only oil but food. His short-term sue- ~~ 

As a matter of justice, it seems cess has been nothing short of spec· m 
sensible that both borrower and tacular; he has even been able to ac- H1 · 
lender would bear some of the loss. cumulate foreign-exchange reserves 
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The borrowing nations are paying to lend to Argentina. But few of the 
through lower living standards. Ironi· structural problems of his economy 
cally, while the banks have avoided have been addressed. 

ve 
cu 
SU• 
hi/ . 
pu any formal write-down, they are pay- Mr. de la Madrid's administration 

ing too in the form of lower stock- has reprivatized the equity holdings R'r 
market multiples-the market recog- nationalized with the banks just prior oi; 

nizing the true value of the loans on to his administration, but the bank na- su 
the banks' books and of likely future tionalization remains as a big back- lie 
earnings. A formal write-down to rec- ward step from only two years ago. 
ognize reality would probably have lit· The new administration has promised se 
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And if President de la Madrid ar· rowing abroad to sustain its living us 

gues today that the Third World I standard, living standards will , of af 
should not have to bear the entire bur- . course, decune when the loans end. tl1 

den of the debt built up during the late / But it is another matter to drive down 
inflation, he will find some sympathy 1

1

. living standards to assemble capital 
here. The responSibility is shared l to export as debt service. This will 
among the borrowing nations eager to accompli~h nothing unless the unde:r· t~ . 
borrow, the banks eager to lend and lying structural problems of the econ- tl: 
the central banking authorities who omy are solved. n1 

stuffed the banks with reserves they de 
had to use somehow. Both borrower * * * B 
and lender were betting that the Fed- Which brings us to the case of Mex- di 
eral Reserve would continue on its in- ico. President de la Madrid tackled cc 
f\ationary path. we have a Third his economic problems bravely, espe- Al 
World debt problem today because the cially in moving toward market pric· p1 
premise · of the bargain has proved ing of subsidized goods, including not in 
wrong. only oil but food. His short-term sue- ~; 

As a matter of justice, it seems cess has been nothing short of spec- m. 
sensible that both borrower and tacular; he has even been able to ac- H1 
lender would bear some of the loss. cumulate foreign-exchange reserves 
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The borrowing nations ire paying to lend to Argentina. But few of the ve 
through lower living standards. Ironi· structural problems of his economy ~~ 
cally, while the banks have avoided have been addressed. hii 
any formal write-down, they are pay- Mr. de la Madrid's administration pu 
ing too in the form of lower stock- has reprivatized the equity holdings 
market multiples-the market recog- nationalized with the banks just prior 
nizing the true value of the loans on to his administration, but the bank na­
the banks' books and of likely future tionalization remains as a big back· 
earnings. A formal write-down to rec- ward step from only two years ago. 
ognize reality would probably have-lit- The new administration has promised se 
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tie further real-world effect, though it more administrative exceptions to al· 
would be a powerful blow to the bank· low more direct foreign investment, 
ers' pomposities. This is wholly salu- but the basic law requiring 51% do- wi 
tary, because as a practical matter if mestic ownership remains. Monetary ar 
they do not suffer from making bad policy has been based on a sliding in 
loans they will do it all over again. peso in the hopes of promoting ex· w, 

Probably we do need special pro· ports, which has meant that inflation ca 
tections for the banking system, in the has been difficult to control. While ini· co 
form of the lender of last resort at the tially the president has been success- fr, 
Fed, since banks are built on bor· ful politically as well as economically, in 

the first signs of disaffection are fa 
rowed money and ·can be subject to starting to appear. Most ominously, cl 
runs or collapses. Maybe (though a lot there are early signs of a new flight of w 
less clearly) we even need something capital. 
approximating an international lender As is typically the case, many of w 
of last resort, such as the Interna- . Mexico's structural problems are O 
tional Monetary Fund. But we have to deeply embedded in its history. s1 
be vigilant to restore some approxi· Changing its public ownership of oil ~ 
mation of the market disciplines and reserves or its crippUng ejido, or land a: 
mark.et ince..ntive.s these protections tenure, system would be a Herculean g 
erode. · task. 'But we·do·nofthfiik.lCw"<fulcrt,e ~ 

too much for Mexico's lenders to sug- . s 
That an interest-rate cut is a proxy gest that its long-term interests Ile in 

for a loan write-down accounts for tne development through the world trad- g 
rather careful support the .cap idea ing system, and that the way to recog- e 
has received from Fed Chairman nize this is to join the General Agree- ~ 
Paul Volcker. Reading his remarks ment on Tariffs and Trade. The Lo· fc 
carefully, he wants a lower interest pez-Portillo administration · came fc 
rate only for those borrowers who close to that step four years ago, but tt 
make a credible start at putting their today one purpose of President de la c1 
own houses in order. For example, at Madrid's visit is to complete a bilat-
the turn of the year Mr. Volcker sup- era! trade agreement giving Mexico tc 
ported the lower Interest rate on the the advantages of GATT membership ~~ · · 
Mexican loans because of its compli· without its obligations. This, it seems d 
ance with its IMF program. to us, is a perfect example of how a 

IMF programs accumulate long-term h 
problems through short-term sue- n · 
cesses. p 

ti 
* * * 

This assumes, however, that the 
IMF is prescribing the correct medi· * * * 
cine for troubled Third World econo- What is to be done we do not know. is 
mies, something we have increasingly But clearly the time is ripe for some -~ 
•~ome to question. The IMF sees itself new thinking by the IMF leaders, rt­
as an agency of short-term adjust· bankers and central bankers- and the 51 

ment, with the · mission of bridging U.S. Treasury, which ought to play a- it 
momentary foreign-exchange crises, dom!nant role in the international eco­
buying time for sovereign nations to , nom~c arena. At the very least, the s« 
·.vork out solutions to their own Jong- / IMF s problems I~ the U.S. Congress ht~ 

and the complamts from debtors 
cerm p~bl:~s. We fret that some- . around the world should no longer be b, 
, 1mes this limited approach can make\ dismissed as redneck intransigence ~: 
che long-te~m problems . more acute and whining ingratitude. Maybe the ti 
and more mtr~ctable. . world is trying to say something to its rr. 

To grasp this concern, weigh for a . financiers. p1 
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Poland: Implications of IMF Membership 
(CNF) 

1 
DECLASSIFIED 

NLRR M'i2 ~{L/3/l-? 

a; t.lJ NARA DATE tt!u(ltp 

Warsaw's recent amnesty for political prisoners 
may revive Poland's application to join the IMF. 
Poland submitted its formal request in November 
1981, but Western governments shelved it follow­
ing the declaration of martial law in December p 

1981. Although Poland apparently does not have to 
reapply, entry could take at least a year. Moreover, 
snags in negotiating a stabilization program are 
likely to delay sizable IMF credits until mid-1986 
at the earliest. The Fund will require tough adjust­
ment measures, but-without a consensus on eco­
nomic reform within Poland-we doubt Warsaw 
will implement the major changes needed to cure 
Poland's economic ills. (c NF) 

Processing the Application 

Even if Western governments reconsider Poland's 
application, it is unclear whether Warsaw will 
pursue membership at this time. Polish negotiators 
have repeatedly pressed for IMF membership in 
talks with the Paris Club of government creditors. 
These demands, however, may be just a bargaining 
ploy or may reflect only the views of some officials 
in the Ministry of Finance who favor membership. 
Some Polish political leaders apparently oppose 
closer cooperation with Western creditors, and 
debate within the regime over IMF entry is possi­
ble. (c NF) 

Soviet opposition could stall Poland's application. 
Moscow reportedly approved Warsaw's request in 
1981, probably calculating that IMF financial as­
sistance would reduce the cost of propping up the 
economy. In recent months, however, Moscow has 
criticized-both directly and indirectly through 
allies such as Czechoslovakia-some East Europe­
an countries for maintaining too many ties with the 
West. The Soviets could object to Poland's closer 
relations with the West via IMF membership. 
(CNF) 

13 

Poland's entry into the Fund is likely to take at 
least a year. Even Hungary's uncomplicated appli­
cation took seven months in 1982. The IMF proba­
bly will not be ready for several months to send a 
technical team to Warsaw to hammer out the 
specifics of membership. Once there, the team is 
likely to encounter difficulties. Recent meetings of 
the Paris Club have proved arduous because of the 
intransigence and inconsistency of Polish negotia­
tors. (c NF) 

Poland could experience problems in paying the 
membership subscription. New members must pay 
75 percent of their quota in domestic currency and 
25 percent in gold or convertible currencies. Given 
our estimate of a $900 million quota, Warsaw 
would have to pay $225 million in hard currency­
a sum· the Poles may not have if they meet obliga­
tions under rescheduling agreements. Poland's sub­
scription might be less and could be paid in install­
ments. (c NF) 

An IMF Program for Poland 

Poland probably would draw IMF credits as soon 
as possible. We estimate Warsaw probably could 
obtain about $450 million without difficulty. This 
would include $225 million from the reserve 
tranche and $225 million from the first credit 
tranche, neither of which requires strict condition­
ality. Warsaw must only demonstrate a need and 
show an effort to solve the problems. 'Since the 
reserve tranche is Warsaw's own money, the net 
gain would be just $225 million. (c NF) 

Another option for relatively "easy" money is the 
Fund's compensatory financing facility, which as­
sists members after unavoidable temporary export 

~ 
DI JEEW 84-034 
24 August 1984 



Estimated IMF Assistance to Poland a 

Type of Percent Million Conditions 
Credit of Quota us s 
Total 1,675 

Reserve tranche 25 225 Demonstrate foreign payments need . 

First credit tranche 25 225 Demonstrate foreign payments need and show reasonable efforts to solve 
the problems. 

Compensatory financing facility b II 100 Demonstrate l!n unavoidable temporary export shortfall. 

Standby 125 1,125 Adhere to relatively strong stabilization program approved by the IMF. 

• Data for the first 12 to 18 months after IMF membership, based 
on quota of $900 million. The quota is determined by "the 
members' economic characteristics relative to those of other mem­
bers of comparable size." 
b Although a member could draw up to 50 percent of the quota 
without much difficulty, Poland is unlikely to qualify for more than 
$100 million . 

This table is Confidential Noforn. 

shortfalls. Up to 50 percent of a member's quota­
$450 million in Poland's case-can be made avail­
able with only minimum conditions. Although the 
three East European IMF members-Hungary, 
Yugoslavia, and Romania-have used this facility, 
Warsaw could have difficulty demonstrating an 
export shortfall according to IMF procedures. 
Warsaw's longstanding, deep-seated economic 
problems would make for an unconvincing argu­
ment that the shortfall is "temporary and due to 
external factors." Thus, we estimate that Warsaw's 
drawings from this facility are unlikely to exceed 
$100 million in the first year or so of membership. 
(CNF) 

Polish financial officials apparently are counting on 
more IMF loans than can be provided through the 
reserve tranche, first credit tranche, and compensa­
tory financing facility. Warsaw's recent memoran­
dum to the Paris Club, which projects IMF funding 
of $3 billion during the first three years of member­
ship, evidently assumes the establishment of a 
standby credit program. Current IMF regulations 
on standby arrangements allow members to draw 
up to 125 percent of their quota annually-and 
even more under special circumstances-for three 
years. Assuming a quota of $900 million, Poland 

~ 
24 August /984 

would be eligible for around $1.l billion annually. 
(CNF) 

Any standby arrangement with the Fund will not 
come quickly or easily. Poland's large arrears to 
Western governments and other nonbank creditors 
are likely to be the initial stumblingblock. The IMF 
might require Poland to settle these accounts be­
fore granting a standby credit, because arrearages 
violate the IMF charter. The IMF probably would 
not force Poland to pay all arrearages, but it might 
insist that Warsaw show readiness to settle unpaid 
obligations through rescheduling agreements. War­
saw probably would have to make downpayments 
of several hundred million dollars to implement the 
agreements. (c NF) 

In addition to resolving the problem of arrears, the 
Fund will require Warsaw to pursue a comprehen­
sive stabilization program that the regime so far 
has avoided. Poland's problems, as well as the 
increasingly tough attitude of the Fund, suggest 
that the two sides will have trouble agreeing on 
stabilization measures. In recent dealings with 
other East European countries, the IMF has 
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demanded more restrictive policies, probably be­
cause earlier programs failed to keep Romania and 
Yugoslavia from rescheduling. Moreover, the IMF 
has come under attack by bankers for the softness 
of its East European programs. (c NF) 

Although IMF programs are tailored to each mem­
ber, recent standby arrangements concluded with 
other East European members point to the likely 
provisions of a program for Poland. The Fund 
program probably will include restrictions that 
prohibit the borrower from: " 
• Imposing or tightening restrictions on foreign 

payments and transfers for current international 
transactions. 

• Introducing or modifying multiple exchange rate 
practices. 

• Concluding bilateral payments agreements incon­
sistent with the Fund's charter. 

• Imposing or tightening import restrictions for 
balance-of-payments purposes. 

In addition, the Fund is likely to impose: 
• Targets for hard currency trade and current 

account balances. 
• Limits on net hard currency debt. 
• A target for minimum hard currency reserves. 
• Limits on net domestic assets of the banking 

" system. (c NF) 

Poland- benefiting from the advice of an IMF 
team-would have to outline policies to achieve the 
goals of the program. The initial program is likely 
to focus on improving Poland's debt-repayment 
capacity, and the Fund will call for greater domes­
tic austerity-largely by slowing the growth of 
consumption and government expenditures- to 
shift resources to the external sector. Recommen­
dations are likely to include reducing subsidies, 
hiking interest rates and prices, and tying wage 
increases to productivity. In the foreign sector, the 
Fund is likely to urge simpler trade and foreign 
exchange systems. (c NF) 

The IMF probably will advise the Poles to rely 
more on market mechanisms than administrative 
controls. The Fund also is likely to suggest ways to 
reduce the inefficiencies of Polish economic plan­
ning. We doubt, however, that the IMF will sue­
teed in dictating policies at odds with Warsaw's 

15 

political objectives and economic institutions. The 
IMF's experience with the other East European 
countries demonstrates that the impetus for major 
changes must originate in Warsaw. (c NF) 

We believe that Poland will have great difficulty 
agreeing to an IMF stabilization program. Some 
Polish officials-particularly in the Ministry of 
Finance- have argued that reform measures 
adopted in 1982 would go far toward meeting IMF 
demands. In our view, these reforms do little to 
ensure achievement of any reasonably stringent 
criteria . Although some Polish officials would like 
to use the Fund as a scapegoat for imposing 

\. \ 

austerity measures, the regime might not accede to 
IMF proposals if it-felt -social tensions-would .... - --- -- - --
increase as a result. (c NF) 

Even if Warsaw and the Fund eventually agree to a 
program, the regime may try to avoid full imple­
mentation. Warsaw might agree to policies to begin 
drawing funds, but then not adhere to the agree­
ment. If performance criteria are not met, the IMF 
will have to decide how tough it wants to be. The 
Fund's mixed record with recent standby programs 
for East European members points to problems: 

• The IMF has fared poorly in its dealings with 
Romania. Bucharest implemented some price and 
exchange rate adjustments, but the changes have 
not improved the economy significantly, largely 
because of the regime's tight controls over the 
economy. Prodding by the Fund for more adjust­
ments resulted in a mutually agreed cancellation 
of the standby program at the beginning of this 
year, and the regime has not reapproached the 
Fund. 

• Yugoslavia has resisted some IMF recommenda­
tions, arguing that they interfere witn its sover­
eignty. Yet most differences with the Fund have 
centered on the pace, not the direction, of the 
adjustment effort. Most Yugoslav leaders agree 
that the IMF program is consistent with their 
lopg-term stabilization program, but they believe 
that the Fund wishes to do too much too quickly. 
Before the recent standby agreement, Belgrade 

~1984 
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threatened to "go it alone." Difficulties may yet 
arise with the Fund over implementing the 
program. 

• Hungary's relations with the IMF, on the other 
hand, have been amicable. Budapest adopted 
adjustment measures and economic reforms long 
before joining the IMF. The Fund has praised 
Hungary's efforts and views its role as providing 
a financial cushion during the period of decen­
tralization. (c NF) 

Other Benefits of Membership 

World Bank. Poland almost certainly will seek to 
join the World Bank along with joining the_Fund. 
Membership would qualify Poland to bid on World 
Bank construction projects. Such contracts could 
provide some gains to the current account. More 
importantly, World Bank project loans could help 
modernize key sectors of the Polish economy, such 
as agriculture and energy. In its memorandum to 
the Paris Club task force, Warsaw projected World 
Bank loans at $500 million in 1986 and $1 billion in 
1987. These amounts are overly optimistic. Hungar­
ian borrowings from the World Bank, for example, 
averaged a little over $200 million annually in its 
first two years of membership. (c NF) 

Improved Credit Standing. Foreign creditors gen­
erally are more receptive to rescheduling the debts 
of a country following an IMF stabilization pack­
age. The recent rescheduling packages for Yugosla­
via and Romania have been made conditional on 
compliance with IMF programs. Moreover, IMF 
technical expertise has aided both sides during 
rescheduling negotiations. For example, the IMF 
was instrumental in helping the Romanian finan­
cial team overcome its inexperience during the 
early stages of the first rescheduling talks. (c NF) 

~ 
24 August /984 

The IMF could play an important role in debt 
reschedulings for Poland. Warsaw's seemingly in­
surmountable debt troubles suggest that the Poles 
will be unable to meet their rescheduled obliga­
tions. The rescheduling of earlier "reschedulings" 
would prove complicated and contentious, and the 
IMF could help ensure that Warsaw cooperates 
with its creditors. (c NF) 

This article is Coefidential Noforn. 

16 



• JE~RY LEWIS 
35TH DISTRICT, CALIFORNIA 

COMMlffiES: 

APPROPRIATIONS 

SUBCOMMITTEES: 

HUl)..INOEPENOENT AGENCIES 

FOREIGN OPERATIONS 

LEGISLATIVE BRANCH 
(RANKING M INORllY M EMB~ 

<tongrr.s.s of tht tlnittd ~tatt.s 
il\ou.sr or 1Rrprr.srntati\1r.s 
~a.shington, i'.~. 20515 

CHAIRMAN, 
HOUSE REPUBLICAN RESEARCH COMMITTEE 

Mr. Allen Wallis 
Under Secretary of State for 

Economic Affairs 
Department of State 
2201 C Street, N.W. 
Washington, D.C. 20520 

Dear Allen: 

August 21, 1984 

W AS Hlr<GTON OHICE 

RCOM 326 
CANNO N HOUSL omct BUil DING 

102- 22 b-5 88 1 

DISTRICT OrFICES: 

101 SOUTH SIXTH STREET 
REDLANDS, CALIFORNIA 82373 

7 U - 862- 6030 
714- 792- 580 1 

BARSTOW , CALIFORNIA 9 2311 
619- 256- 1523 

l3 

Enclosed are some materials pertaining to Hungarian borrowing at the World 
Bank. These represent a small summary of a large file we have on the subject. 
We are still working on gettingthis lending reduced as well as on preventing a 
similar problem with Poland. Any help would be appreciated. 

MG:wcs 
Enclosures 

cc: Mr. Richard T. McConnack 
Assistant Secretary for 
Economic and Business Affairs 

bee: Paula Dobriansky 
National Security Council 

Sincerely, 

Morris Goldman 
Economic Counsel 



JERR¥ LEWIS 
3 5it1 OJSiRICT. CAllf ORNIA 

'COMMITTEES: 
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SUBCOMMITTEES: 

HUD-INDEPENDENT AGENCIES 

FOREIGN OP[IIATIONS 

LEGISIJ \TIVE BRANCH 
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<>:ongress of the tJJ:lnittd ~totes 
lllou.sr of ~cprc.srntotitir.s 
~o.shington, 'B.~. 20515 

CH-'IRM-'N, 
HOUSE REPUBUC-'N RESEARCH COMMITTEE 

Mr. Tom Clausen 
President, World Bank 
1818 H. Street, N.W. 
Washington, D.C. 20033 

Dear Tom: 

August 20, 1984 

WA!iHl•JG TON Off lCL 

~ QOM 319 
CA NNON HOU ~[ o r 1_1 C[ BUii DING 

OIS1R1CT Of FIC[S. 

101 SOUlH SIXTH SlRECT 
R[ Ol.ANOS, C-'lffORNI-' 923 73 

714 - 862- 9030 
714- 79 2-5901 

BARSTOW , CAllfORNI-' 9 231 I 

019-260- 1623 

In June you were kind enough to send to me some additional thoughts regarding 
Hungarian eligibility for IBRD loans. The press of legislative business has delayed 
my response, however the August recess as well as Poland's possible admission to 
the IMF and the World Bank has prompted the continuation of our dialogue at this 
time. 

Regarding the question of Hungary's per capita GNP and eligibility, I still 
have serious reservationsabout the Bank's position. The Congressional Research 
Service has examined this issue twice and finds questionable the Bank's calcula­
tions for Hungarian GNP (letter attached). The U.S. Treasury Department also has 
similar concerns. In ·this year's and last year's supplemental appropriations 
bills, report language on the Hungarian problem was passed by House and Senate 
conferees and by the House Appropriations Corrmittee (language attached). 

In reviewing studies sent to me by your staff (particularly Sec M83-1120 11), 
I find major inconsistencies. For example, on page 24 of this study, the purchas­
ing power parity converted ·per capita GNP values are given for Hungary and five 
other countries. The World Bank figures indicate that Hungary has a lower per 
capita income than Greece, Mexico, Protugal, Uruguay and Yugoslavia. However , 
other studies such as in the CIA's Handbook of Economic Statistics reveal that 
Hungary has higher income levels than every one of these countries. I could un­
derstand some changes in absolute values due to your conversion factors, but a 
total reversal of relative rankings with respect to Hungary is not credible. 
Moreover, it is also difficult to accept that the Bank's absolute level of Hungar­
ian income is roughly two-thirds below the CIA numbers. -

As your Hungarian lending program is approaching $678,000,000, not a modest 
sum, I would question the wisdom of continuing such significant lending to a coun­
try whose eligibility for loans is in serious doubt . Hopefully, we will be able 
to fully explore this issue at a House appropriations hearing early next year. 

A related issue involves President Reagan's August 3 mentioning of Poland's 
application for membership in the IMF. In anticipation of similar qµestions arising 
regarding Poland's per capita GNP, I have examined the CIA's and World Bank Atlas' 
numbers on Poland and it appears that Poland would be ineligible for IBRD loans 
(based upon 1980 data). Noting the questions about Hungarian income levels, I have 
asked exchange rate experts if similar issues apply to Poland. The preliminary answer 



.- Mr. Tom Clausen 
. August 20, 1984 

Page two 

is no as there appears to be more certainty regarding exchange rates vis a vis Poland's 
currency. 

What I specifically would like to know from you is would the IBRD consider 
Poland eligible for a lending program given what is known about its per capita GNP? 
This is a critical question which will affect support for Poland's admission to the 
IMF as well as to the IBRD. Given our differing recollections regarding the answer 
to this same question on Hungary, I hope to avoid similar confusion in this instance. 

JL:mgs 
Enclosures 

~ly, 

/Zr~ 
VMemb~r(§;'congress 
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2d &$$ion HOUSE OF REJ'HESENTATJVES 

Rn·o11T 
!l8-9 JG 

SECOND SUPPLEMENTAL APPROPRJATJONS BJLL, 1984 

JULY 27, 1984.-Committ.ed lo the Committee of the Wholl' House on tlw St.Ille of 
the Union and ordered .lo be printed 

Mr. WH117EN, by direction of the Committee on Appropriations, 
submitted the following 

REPORT 

[To accompany H .R. G040] 

The Committee on Appropriations submits the following report 
in explanation of the accompanying bill making supplemental ap­
propriations for the fiscal year ending September 30, 1984, and for 
other purposes. 

l.NDEX TO BILL AND REPORT 

Pa,r numMr 
Bill Report 

Narrative summary of committee action .................................................... :. 2 
Tabular summary of bill ............................................. .................................... . 3 
Title I-General supplementals: 

Chapter I-Agriculture, rural development, and related agencies .. 2 8 
Chapter II-Commerce, Justice, State, and the Judiciary ................ . 5 12 
Chapter III- Defense .............................................................. .................. . 11 26 
Chapter IV- Energy and water development ..................................... . 15 35 
Chapter V- Housing and Urban Development- independent 

agencies ................................................................................................... . 15 38 
Chapter VI-Interior and related agencies .......................... ..... - ........ . 24 50 
Chapter VII-Labor- Health and Human Services, and Educa-

tion and related agencies ..................................................................... . 29 60 
Chapter VIlI-Legislative branch ......................................................... . 33 73 
Chapter IX-Military construction ....................................................... . 35 . 76 
Chapter X-Tr-ansportation .................................................................... . 37 81 
Chapter Xl- Tr-easury, Postal Service, and general government ... . 39 84 
Chapter XIl-Foreign Operations .. , ..................................................... .. 42 87 

Title II-Increased pay costs .......................................................................... . 45 93 
Title Ill-General provisions .......................................................................... . 68 95 

86-968 0 
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CHAPTER XII 
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SUBCOMMITTEE ON FOREIGN OPERATIONS AND RELATED AGENCIES 

CLAHl::NCE I>. LONG, Maryland, Cl,airman 

DAVID R. ODEY, Wii.consin 
SIDNEY R. YATES, lllinoi,s 
MATTHEW F. lllcHUGH, Nl'w York 
WILLIAM LEHMAN, Florida 
CHARLES WILSON, Tt•xu 
JULIAN C. DIXON, C11l iforn•ia 
WILLIAM H. GRAY Ill, Pcnnsyl\'ania 

JACK f. KEMP, l'-ew York 
MICKEY EDWARDS, Oklahoma 
BOB LIVINGSTON, Louisiana · 
JERRY LEWIS, California 

MULTILATERAL ECONOMIC ASSISTANCE 

FUNDS APPROPRIATED TO 1'HE PRESIDENT 

INTERNATJ0NAL FlNANCIAL INSTITUTIONS 

CONTRIBUTION TO THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 

The Committee is recommending no funds for either paid-in or 
callable capital based on the lack of an emergency need, or changes 
in circumstances since the FY 1984 appropriations were made. 

The Committee is gravely concerned that the World Bank allo­
cate its resources among members in an equitable fashion and that 
the level of a member's per capita GNP should continue to consti­
tute a first necessary step in determining a member's eligibility for 
Bank resources. \\Thile recognizing the difficulties entailed in deter­
mining precise GNP calculations for centrally planned economies, 
the Committee is skeptical that Hungary's level of economic' activi­
ty i& such that it is eligible for Bank assistance. The Committee 
therefore requests that the Secretary of the Treasury put forth the 
question of Hungarian eligibility to the President of the World 
Bank, and that the Secretary advise the Committee on the outcome 
of his discussions . 

CQNTRIBUTION TO THE INTERNATIONAL DEVELOPMENT ASSOCIATION 
(IDA VI) 

The Committee is recommending no funds, based on the lack of 
an emergency need, or changes in circumstances since the FY 1984 
appropriations were made. 

The Committee strongly believes that IDA resources should be 
focused primarily on the neediest countries which do not have 
access to alternative sources of financing (for example, Sub Sahara 
Africa) as long as these countries are able to make effective use of 
these resources. We believe that countries eligible for Bank assist­
ance, such as the People's Republic of China, which have access to 

(87) 
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and the .nbility to sustain nonconccssiona} financing should rely 
primarily on hnrd window borrowing. The Committee wC'lcomcs the 
fact that the IDA Deputies, in their draft report of the Executive 
Directors "generally agreed that the highest. priority should be 
given to IDA flows to Sub Sahara Africa." While the Committee 
recognizes there are criteria other than credit-worthiness which 
affect Joan decisions, it requests the Secretary of the Treasury to 
instruct the U.S. Executive Director to work to achieve increased 
IDA focus on developing countries without access to alternative fi­
nancing. 

CONTRIBUTION TO 'THE INTEfl-AMERICAN DEVELOPMENT BANK 

The Committee is recommending no supp]emental appropriations 
for the Fund for special operations, inter-regional paid-in capital, 
and callable capital, based ·on the lack of an emergency need, or 
changes in circumstances since .the FY 1984 appropriations were 
made. 

CONTRIBUTJON TO THE ASIAN DEVELOPMENT BANK 

The Committee is recommending no funds for paid-in capita] sub­
scriptions, based on the lack of an emergency need, or changes in 
circumstances since the FY 1984 appropriations were made. 

lNTERNAi10NAL ATOMIC ENERGY AGENCY (IAEA) 

The Committee is recommending no supplemental appropriations 
based on the belief that no emergency need exists and that this re­
quest is simply a restatement of the FY 1984 budget request rather 
than a new supplemental need for funds. 

BILATERAL ECONOMIC ASSISTANCE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

HEALTH DEVELOPMENT ASSISTANCE 

The Committee is recommending no funds which have been re­
ques~ for Agriculture, rural development and nutrition; Popula­
tion planning; Health; Education and human resources develop­
ment; and Energy and selected development activities development 
assistance, based on the lack of an emergency need. 

However, the Committee is recommending $7,500,000 in Health 
development assistance to be used for the Miskito and other Nica­
raguan Indians in Honduras. 

The Committee is deeply concerned with the situation faced by 
the Miskito and other Nicaraguan Indians in Honduras as a result 
of hostilities which have displaced them from their homes. Of par­
ticular concern is the suffering of displaced Indian children, who 
are severly malnourished, who suffer from parasitic infestation and 
disease, and who must go naked for want of clothing. 

The Committee directs that the Agency for International Devel­
opment administer the $7.5 million and provide the necessary 
relief independently from United Nations relief agencies. In addi­
tion, this appropriation should not be used to provide any funds 
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98TH CoNGRJ:.c;s } 

1st Sc.~si.on 
HOUSE OF REJ>HESENTATJVES { R1:1°0RT 

No. !18-308 

MAKING SUPPLEMENTAL APPROPRIATIONS FOR THE 
FISCAL YEAR ENDING SEPTEMBER 30, 1983, AND FOR 
OTHER PURPOSES 

JULY 20, 1983.-0rdered to be printed 

Mr. \VHITIEN, from the committee of conference, 
submitted the fo1lowing 

CONFERENCE REPORT 

[To accompany H.R. 3069) 

The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H.R. 3069) 
"making supplemental appropriations for the fiscal year ending 
September 30, 1983, and for other purposes," having met, after full 
and free conference, have agreed to recommend and do recommend 
to their respective Houses as follows: 

That the Senate recede from its amendments numbered 3, 7, 9, 
12, 17, 37, 39, 52, 54, 55, 59, 60, 62, 63, 64, 81, 86, 90, 91, 100, 107, 
109, 111, 112, 114, 116, ~22, 124, 127, 135, 147, 177, 178, 179, 185, 
187, 192, 194, 197, 198, 199, 202, 203, 206, 207, 208, 212, 213, 222, 
223, 224, 225, 232, 237, 240, 242, 246, 250, 252, and 254. 

That the House recede from its .disagreement to the amendments 
of the Senate numbered 6, 10, 15, 18, 32, 33, 34, 36, 44, 45, 46, 47, 
77, 82, 87, 95, 96, 97, 99, 104, 106, 108, 110, 113, 118, 120, 134, 136, 
140, 142, 154, 155, 156, 157, 166, 167, 170, 173, 174, 175, 186, 191, 
193, 195, 196, 214, 215, 216, 217, 219, 220, 221, 226, 227, 228, 229, 
233, 234, 235, 236, 238, 243, and 244, and agree to the same. 

Amendment numbered 61: 
That the House recede from its disagreement to the amendment 

of the Senate numbered 61, and agree to the same with an amend­
ment, as follows: 

In lieu of the sum proposed by said amendment insert $3,,488,000-, 
and the Senate agree to the same. 

Amendment numbered 68: 
That the House recede from its disagreement to the amendment 

of the Senate numbered 68, and agree to the same with an amend­
ment, as follows: 

22- 981 0 
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CHAPTER V 

MULTILATERAL ECONOMJC ·ASSJSTANCE 

FUNDS APPROPRIATED TO THE PRESlDENT 

INTERNATlONAL FINANCIAL INSTITUTIONS 

INTERNATlONAL DEVEWPMENT ASSJSTANCE 

CONTRIBUTJON TO THE INTERNATJONAL DEVEWPMENT 
ASSOCIATJON 

Amendment No. 64: Appropriates $245,000,000 as proposed by 
the House instead of $125,000,000 proposed by the Senate. 

The Conferees are aware of significant problems concerning the 
methods by which the Wor]d Bank calculates GNP per capita sta­
tistics, particularly for centrally pla nned economies. The Conferees 
direct the U.S. Executive Director io urge the WorJd Bank to un­
dertake a comprehensive study addressing these issues aimed at 
improving current calculation methods. 

INTERNATIONAL MONETARY FUND 

Amendment No. 65: Reported in true disagreement. 

INTERNATIONAL ORGANIZATIONS AND PROGRAMS 

Amendment No. 66: Reported in technical disagreement. The 
managers on the part of the House will off er a motion to recede 
and concur in the amendment of the Senate with an amendment as 
follows: 

In lieu of the matter stricken and inserted by said amendment, 
insert the following: 
$20,500,000, of which $4,500,000 is available only for payment to the 
International Atomic Energy Agency, and $16,000,000 is available 
only for payment to the International Fund for Agricultural Devel­
opment 

The managers on the part of the Senate will move to concur in 
the amendment of the House to the amendment of the Senate. 

The conferees are def erring without prejudice funds proposed by 
the Senate for the Pan American Health Organization. 

BILATERAL ECONOMIC ASSISTANCE 

FUNDS APPROPRIATED TO THE PRESIDENT 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

AGRICULTURE, RURAL DEVEWPMENT AND NUTRITION 

Amendment No. 67: Reported in technical disagreement. The 
managers on the part of the House will move to recede and concur 
in the amendment of the Senate. The Senate amendm.ent provides 
$5,000,000 for development assistance for Belize. The Conferees are 
in agreement with language contained in the House report to the 
Supplemental concerning procurement practices of the Agency for 
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' - - Congressional Research Service 
The Library of Congress 

Wa~hlngton, D.C. 20540 

Honorable Jerry Lewis 
U.S. House of Representatives 
326 Cannon Building 
Washington, D. C. 20515 

Attention: Dr. Morrie Goldman 

May 23, 1984 

During our telephone discussions, you posed several questions 
about the World Bank's use of Hungarian GNP per capita data as a basis for 
loan eligibility: 

(1) Has the World Bank used internationally comparable and 
consistent figures for its calculation of GNP per capita for Hungary? 
Apparently not according to the latest Bank assessments you provided us 
relating to Hungary as well as other member countries. 

For its operational purposes, the Bank should aim at 
providing internationally comparable and consistent figures of 
the volume of goods and services available in any economy, such 
as represented by GNP. This requirement can be met only if the 
conversion factor reflects Purchasing Power Parities (PPP) like 
those calculated by the International Comparison Project (ICP). 
The Bank has not yet used such PPP-converted numbers for opera­
tional purposes. };j 

What appears to be indicated from the most recently, released 
Bank studies quoted above is that their Hungarian GNP per capita estimate 
will meet Bank criteria only after their figures reflect Purchasing Power 
Parity conversion. 

(2) How do the World Bank figures for Hungarian per capita GNP, 
used for determining the country's credit eligibility, compare with al­
ternative assessments? 

1/ Economic Analysis and Projections Department, Economic and Research 
Staff~ The World Bank. Methodological Problems and Proposals Relating to the 
Estimation of Internationally Comparable Per Capita GNP Figures. November 30, 
1983, p. iii. 
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2/ 
As noted in our earlier m7mo to you the per capita GNP 

figure for Hungary for 1981 of $2,100 was below the threshold level 
of $2,650. Bank loan procedures use this threshold measurement as 
one of the measures in determining the credit eligibility of a country­
loan applicant. Apparently on this basis several loans have been 
approved since Hungary joined the Bank. 

However, Hungarian per capita GNP figures would be above 
the threshold figure if based on the criteria used in other per capita 
calculations of countries with comparable levels of development, or 
based on earlier, higher calculations by the Bank and other Western 
experts for Hungary, or based on the use of alternative and 
"reasonable" methods of calculation resulting in higher assessments: 

Enclosures: 

a) Other countrie~ that are usually adjudged to be less 
developed than Hungary, e.g., Romania, are assessed 
under current calculation by the Bank to have higher 
GNP per capita than Hungary, and above the threshold 
level. 

b) Earlier calculations of Hungarian GNP for the Bank 
Atlas had estimates substantially higher for 1981 
and earlier years that were above the threshold level. 

c) Alternate methods proposed by outside experts for the 
Bank and in the professional literature available to us 
on the subject all come up with higher figures for Hungary's 
GNP, i.e., above the threshold level. The current CIA estimate 
for Hungarian GNP per capita is $5,950, well above the 
threshold. 3/ 

Sincerely, 

J:i-6- M 
John P. Hardt 
Associate Director for 

Senior Specialists 

1. Ways and Means Trade Mission 
2. CIA Handbook Reference. 

2/ CRS memo dated May 12, 1983. 
3/ Subcommittee on Trade of Committee on Ways and Means, U.S. 

Bouse of Representatives, Report on Trade Mission to Central and Eastern 
Europe. (Washington, D.C.: U.S. Government Printing Office) March 29, 
1984, p. 94. CIA, Directorate of Intelligence, Handbook of Econoruic Statistics 
1983, A Reference Aid, CPAS 83-10006, September 1983, p. 2. "Above $5,001 in 
1982 U.S. dollars." 'Informal inquiries suggest that the CIA methodology may 
be revised for 1983. However, there was no indication that the CIA estimate 
of Hungarian GNP per capita would be cut in half. 
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.,, THE WORLD BANK 
Washington, D. C. 20433 

U. S.A. 

A. W. QAUSEN 
President 
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The Honorable Jerry Lewis 
Member of Congress 
326 Cannon House Office Building 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Jerry: 

June 1, 1984 

✓ 

I looked at your letter again over the holiday weekend and 
thought I would respond to the point you raised concerning Hungary. 

Before Hungary became a member of the Bank there were indeed some 
estimates of its GNP that suggested it would not qualify for Bank loans. 
In fact some earlier estimates published in the Bank's Atlas were in this 
category. But long before the question of membership arose we became 
dissatisfied with these estimates which were derived from country data 
modified by applying a standard and, frankly, over-simplified methodology. 

When Hungary became a member we, of course, took a careful look 
at the existing GNP estimates using the same methodology we apply to all 
our member countries. By that time Hungary had published, in collaboration 
with the French, GNP estimates which conformed closely to the concepts and 
accounting methods of the United Nations System of National Accounts: We 
converted these estimates by using average official exchange rates. Again, 
th~s same procedure is consistently applied to all our members. The 
re~ulting per capita estimates revealed that Hungary qualified for Bank 
loans under our regular procedures. 

Subsequent to Hungary joining the Bank we discovered we had never 
discussed with our Board the methodology we used to calculate per capita 
GNP. Thus we agreed to have such a discussion and in preparation we 
undertook a review of our methodology and explored possible alternatives. 
We didn't particularly care which methodology the Board chose for the 
purpose of determining eligibility and terms of IDA and IBRD financing. 
But we insisted that, whatever the methodology, it be applied uniformly to 
all our member countries. 

The study was conducted by _our Economic Analysis and Projections 
Department with guidance from a steering group of senior Bank staff. An 
external and independent panel of experts was also established to assist in 
the study and to review the results. The study concluded that, among all 
the alternatives, the methodology already being used by the Bank and the 
one we applied to Hungary was the best available. 
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In the ensuing discussions the Board agreed with the study's 
findings and endorsed management's firm intention to apply the methodology 
uniformly. The Hungary estimates are therefore calculated on the basis of 
careful and consistent application of the best methodology available to 
us. Based on these figures we have embarked on a lending program, not 
because of some arbitrary lending target, but because Hungary fully 
qualifies for Bank financing according to criteria endorsed by our Board 
and consistently applied to all our me mber countries. 

The program in Hungary is modest--in FY.?4 two projects for $200 
million were approved in comparison with total lending of about $11 .o to 
$12 .0 billion. Moreover, as I have said in the past, at "worst" or "best" 
(depending on how one views the situation), Hungary will never be a 
significant or large borrower. 

Thanks again for writing. I appreciate your sharing your 
concerns with me. Jim will also be in touch shortly . 

Warm regards . 

cc: Mr. James B. Burnham 
Executive Director 

A. Clausen 
President 

, I 



J[r.r;y LEWIS 
H"ri $1H•C1 , C f . SHIA 

C MtTIH S. 

,VPHOPRIA 1 IONS 

• sueco1,1•11nrcs: 
HUO.,hDlP[ND[~ AGCNCICS 

fOR[IGN OPtAATIONS 

lfGISLATIVI BRANCH 
pv.N~ING MINORITY MlMBEIII 

<rongrcns of the <lanitcd ~tate.s 
ii1on.se of Rcprc.scntatitir.s ~ 

~oshington, !=).~. 205j5 

Mr. Tom Clausen 
President, World Bank 
1818 H Street, N.W. 
Washington, D.C. 20433 

Dear Tom: 

May 15, 1984 

R00"' 378 
C>,NNON HOUSl orri, 1 ~u, ... oo,i; 

702-2n-LU I 

DISTRICT OfllCCS: 

101 SOUTli SIXTH STRLCT 

RCDLANDS. CAUfORNIA. 8'37J 
714-182-IOJO 
, , • • 192-1&01 

BARSTOW, CALIFORNIA 92311 
BI S-268-1~23 

Over the past three years we have participated in a constructive dialogue 
on a number of international development and World Bank issues. In our discus­
sions, there have been two items which continue to be disconcerting and I be­
lieve reflect negatively on the World Bank's credibility. These two areas are 
the World Bank's lending progams to Hungary and to the People's Republic of 
China. 

Prior to Hungary becoming a member of the World Bank it was the consensus 
opinion, which you reaffirmed to me personally, that Hungary was too rich in 
terms of per capita GNP to qualify for World Bank loans. After reviewing a 
large amount of research on this question, it is clear by the preponderance of 
the evidence that Hungary is still ineligible for loans from your institution. 
Yet, the monthly operation summaries reveal that a significant Hungarian lend­
ing-program is well under way. In view of the scarcity of capital available 
for development purposes, it would seem that a more effective allocation of 
World Bank resource? could be made concentrating on the neediest countries. 

A similar problem exists with the People's Republic of China. PRC is ~imply 
too credit-worthy to be receiving IDA credits. Consider these facts: PRC is 
among the .world's top six foreign currency holders; it is buying foreign bonds 
at a rapid rate, and it invests heavily in foreign investments and development 
projects. The People's Republic of China is even directly investing funds in 
projects located in the United States and Japan. A country in such an envious 
financial condition has a very weak case indeed in applying for fifty-year zero 
interest loans. 

I do hope that these two examples are not the result of the Bank attempting 
to maintain some arbitrary rate of loan growth. It would be most difficult to 
support further requests for IBRD and IDA funding, when existing resources are 
not being used efficaciously. 

Sincerely, 

JL :mgs 

~ ber 0_7ngress 

cc: Mr. Jim Burhnam 
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D 
17 August 1984 

Poland: lmp11cations of IMf Membership 

\la·rsaw • s recent a_mnes ty f ~~ po 11 ti ca 1 p.r11}oners may set the 

stage for resuining action on Poland's ~p11calolon to join the 

lHF. Poland submitted 1~.s fDrmal request 1n .Hf1VH1ber 1981, but 
r 

_Western ~overnments subsequently shelv_e_~ the a~rpl1cat .1on as part 

~f the sanction~ ag~in~t Warsaw following the 4ecl1ration of 

. martial law. Although ·P~1and apparently does ~ot hav~ to begin 
.. . 

from square one. the app11cat1on proce~s will te lengthy and 

entry could be over a year away. Moreover. difficulties in 

negotiating a st~bilizat1on program art likely to delay the 

receipt of sizable lHF credtts untti 1\ least ◄~id-1986. The Fund. 

wi 11 seek tough adj us t11ent measures bu\-•Wit.hoi~t. p~ 1_ it 1 ca 1 

concensus on economic reform within Pol1and--w111 not be able to 

push Warsaw to implement the Major 1ns\ftutio~~1 changes needed -

to solve Poland's economtc ,1lls. j I 
Processing the Application 

Even if Wes tern governments appr0'1e renew,,d con·s 1 de.rat ion o-f 
• 

,01and's application. it 1s not clear ~~ether ~•~saw vi11 pursue 

~embership at this time. _Polish negot,1tors h1ve _repeat~dly 
. ' . . 

pressed f f r IMF membership in talks with the P,r1s Club of 

govern11ent creditors. These de111nds • . hctwever • ~ray be Just a . . 
. ' 

- barg~1ning pl~y or may reflect onl~ th, views ff s~me officials 

in the Ministry of Finan~e who are kno~n to fayor ~eMbership, 
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Some Polish political leaders apparently oppos~ closer 

cooperation ~1th Western creditors. and debate within th~ reg1~e 

over IMF . entry is possible. 

Potential Soviet opposition also could st~ll Poland's 

application. Moscow reportedly approve¢ W1rsa,•s req~est 1n 

1981. probably · calc~1ating that IMF financial ~ss1stance could 

help . r·educe the USSR's co·sts of propping ut:t· th, founder1ng Polish 

economy. But Moscow mig~t be far less 1gree1btte now. In recent 

~onths. Mo•cow has criticized--both d1rectly tnd indirectly 

th~ough ·tlose ~llie~ ·iuih as Czechoslovakia--s~•e East Europe1n 
, -

countries for •~intain1ng too man, eco~~•i~ ~n~ po11tica1 t~es 

with the West and may· -e reluctant to see Pola~d's relations with 

the Wes.t · incre·ase via IMF 11embership. 

If ~11 parties give the application the. 99-ahead, Poland's 

entry• into the Fun~ is likely to be at least a year away. Ev~fl 

w1th few problems; Hungary's appl1ca·t1on took 1;even 110nths 1n 
. 

1982, a~d Poland's request fices more possible pitfalls. The IMF 

probably will not be re·ady for sever a 1 aonths ◄10 send a _tec·hn i ca 1 

team to Warsaw to hammer out the specifics of ~pembership. Once 

1n War~aw, the team 1s likely to encounter difficulties . in 

dealing with the regime. Recent meetings of the Paris Club havi 

proved arduous because of the 1ntrans1~~nce an~ iricons1~tency of 

I . I Polish financial negotiators. 
~ ' 

Once( the paperwork 1s completed, Poland cguld experience 

problems in paying the memb~rsh~p subscr1ptton~ New me~bers-~ust 

pay 75 per~ent of their quota in domestic curruncy a~d ZS percent 

~i ,, 
. ; i 
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1n ~ol~ or convertible currencies. Based on o~r estimate of 1 

roughly S90b million quota. Warsaw would have no pay about $225 

mi 11 ion in hard currency--1 sum the P-oles may oot have if they 

keep turrent on obligations due un~er .their reocheduling 

agreements·. Poland's subscription 11ight be ·leitr and could be paid 

tn installments--if exceptional circumstances ~x1st--but it 

probably could not justify paying much less thdn the .current 

average of ?2 percent. 

An IMF Program for Poland 

Poland presumably wo~ld seek to draw JMF Gredits as sooh 1s 

possible after ,entry (Table 1). Altho~gh prec ·lse numbers cannot 

-be determin~d at this 5t19e. Warsaw prQbab1y cauld obtain about 

$450 naillion with little difficulty. This wou 'ld include SZ25 

mil 1 ion from the. reserve tranche and $~25 m11 Hon from the first 

er.edit tranche, neither of which requires stri1~t · IMF 

conditionality. Warsaw must only demoastrat~. f balance-of• 

payments ·need and sho.w reasonable efforts are f,eing made to so1 ve 

the prbb_lems. Since the reserve tranc~1e 1s Wairs1w 1 s own 11.o'ney •. 

the ·net gain wo~ld be Just S225 million. 

· Poland's other option for relat1vt1Y •easi• money is the 

. Fund's compensatory fiflanc1ng facility~ Thi~ facility h~lps 

members experiencing financial problem~ due to temporary export 

shortfalls largely beyond . the member's control. Up to SO percent 
~ 

of a ~emb, r's quota--approx1mately S45Q ~1111~, 1n Poland's case-

-can be made available with only m1n1•~m co•dt~ions imposed by 

the fund. Although the othrr thr~e Ea,t Europ1an lMF members 

. 
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1~e of 
(r(jit 

·. , l'! erve Tranche 

1 \t st Credit Tranche 

: o· ,penu-tory Financing 
Fa ilit.Y 

S\~ndby 

'fLTAl 

Tab1e l 

Estimated IMF Assistance to Po1and1 
(Within First 12-1B Months-) 

Percent llmount Conditions 
Of Quot~ (USS MilHon) flor Pc1and 

' 
25 225 1>e110nstr~tte be lance of payments 

· need. · 

ZS 225 Demonstr1Jte ba,ance of payments 
I need and show the Fund that 

reasonab'le efforts art being 
~•de to 1~o1ve the prob1effls. 

less 100 Demonstrate a temporary export 
than shortfall due to circumstances 

so beyond the ffietnbers controi. 

125 1.125 Adhere to relatively strong lMF 
.1n1ndat~1 stabi H:z:1ti'on progr1111. 

sl.675 

r·•E;ti;~i;;·b;;;d·;;·;;;;;;d quota of S900 mil_lif)II. The ~Jact quota 1s detenn1ned 
b · •tt,e ll'lefflbers economic character1st1cs relative fJO those 1'1 other 11embers of 
c ,mpareb le she.• 
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haie used this . facility, Warsaw may haye diffiFulty deriving ~uch 

benefit. Poland may be unable to demonstrate an export shortfall 

a~cording - to IMF procedures. And even if it can d~monstrate such 
. 

a shartfill, Warsa~•s long~tanding, de~p-seated economic _problems 

may _prevenl . it from arguing that the shortfall is •temporary and 

due to ex~ernal factors~• Thus~ Warsawhs drawipgs from this 

facility could f~ll far short 9f SlOQ ~i11ion.l~ _______ I· 
Polish financial officials apparently are counting on 

obtaining more lMF loans than can b~ provided through the reserve 

tranche, first credit tra~che, &nd compens1tor1 financing. 

Warsaw's recen\ finaneial memorandum gjven t~ the Paris Club, 

which p.rojects 1KF funding of S3 .b1111on. during the f1rst three 

years of members~ip, eviden~,y assumes the establishme~t of a 

standby credit ~rogram. Current tMF regulations on standby 
' . 

arrangements allow memberi t~ draw up io 125 percent of their 

quota annually--an~ even mo~e under sp1cial c1rcumstances--over a 

three-year period. Assuming II quota o~ S900 mil.lion, · Poland 

would be eligible ~or around Sl.1 billnon annually under this 

pro~ram. 

Any ex~ended arrangement with the Fund w111 come neither 

quickly nor easily. Indeed, Warsaw ma, not begin drawing sizabl~ 

JHF cr~dits until six to nine months affter entry. Poland's large 

arrears to We_stern gove 0nments and oth-,r non-ban_k creditors wi 11 
J 

ltkely .be ( the initial stumbling block. The lHf ~ight require 

Poland to settle these accounts before granting any si2able 

credits as at.rears are technically I v1o11tion of the IMF 

·, 
\ . 



charter. The IMF probably would not fprce Po,and to pay all 

arrears,_ but it might insist that W~rsa~ show that it 1s ready to 

settle upaid obligations through rescheduling.agreements. Such 

arrangements could prove difficult for Warsaw because it probably 

would have to make downpayments of several hu_~1dred mi 11 ion 

dollars to implemerit the agreements and pave the way for siiable 

Fund ' C r·e d i ts • 

In addition to reso,-1v1ng the problem of ,.rrears, the Poles 

· w111 have to accept IHF conditionality to qualify for a standby 

credit. lhe Fund ,,till _.co~pel Warsaw to dev1s~1 and implement the 

type of· comprehensive . stabi 11zat1 _on pro-gra111 _t~1at the _ regime so 

far has ~voided • . The sever i ty of Poland's pr~blems. as well as 

thj increasingly to~gh attitude of the Fund,. 1uggest that the two 

sides.will hav~ trouble agreeing on stabilization measures. In 

recent dealings wi_th 0th.er Ea~t European coun\ries. th·e IMF has 

demanded more restrictive and austere polic1e\. probably because 

it~ earlier Fund programs. and advice failed t• k•ep Romania and 

Yugoslavia from resche~ulin~. Moreover. the JMF has been 

· publicly cr1t1c1zed in the press by bankers ,,r the softness of 

its East European programs. 

Althoug~ each IMF prog~am is tailored to . the part1cular 

concerns and institutions of 1ts membars. rectnt standby 

arrange~ents concluded with other East Eufope,n members point to 
'-

the like i y provisions of su ~h a program for P~land. The Fund 

program will incl~de the re~trJct1ve measures found in all ·its 

programs that prohibit the borrower from: 

32- .·, 
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lmp.osing or 1ntens·ifying restr1~tionl on payments and 

tiansfers · for current international transactions. 

Introducing or modifying mult1p1e cu~rency practices. 

-- Cone luding bilateral payments agreem~1nts that are 

inconsiste"t with the Fund's charte-r 1 

Imposing or ~ntensifying import rest~ictions for · 

balance-of-payments purposes. 

In addition, the fund wt11 seek ~o 1mpose: 
/ 

~argets ftir hard ~urrency ~rade and turrent account 

balances. 

--· limits on net hard currency debt • ... 

A target level for minimum hard currtncy reserves~ 

Limits on net domestic assets of the banking syste~ • 

. Annual or quart,rly targets for thes~ criteri1 

_n e 9 o t ia t e d w i th Warsaw • :1 ::::::::::::::::::::1 
would be 

Poland--benefitting from the advice of a~1. IMF staff ·team--

also would have to outline policies to achievt the goals of the 

prog.r·a.m a-nd to meet the performance criteria. The initial 

program is lik~ly to focus on improving Polan~'s debt repaymeni 

capacity, and the Fund wi 11 push Wars a.fl to 111,io·se greater 

~omest;c austerity--largely by slovdng the g,,owth of ·consu1npt1on 

and goiernment expend;tures--in order to shif~ resources to the 

external iector. Specifi~ policy re~~~mend1t1ons are likely to 
1 

include ( educing budget subsidies. hik1ng . 1nt,rest rates and 

prices, and t·y; n_g wage increases to product iv 1 ~Y gains. In the 

foreign sector, the Fund is likely to urge si~plificatton of the · 

, ... i 



foreign trade and exchange ·systems. 

As the JMF seeks ihangPs that will lead to a viable balance­

of-payments position over the long run 1 it wtJl advis~ the Poles 

that -they need to· .rely more on market ,aechanisms than 

administrative controls. The Fund alsQ will suggest ways which 

Warsaw should rati6nalize its cumberso~e and inefficient planned 
. . ' 

. economy. But the IMF will not succeed in dictating policies th~t 

are at odds with Warsaw'$ political obJectives and economic 

institutions. The IMF 1 s exrerience wi~h the qther East European 

countries demonstrates that the impet~f for meaningful systemic 

changes .must originate in w~rsaw. 
~ . 

We believe that Poland ~ill have ~~eat difficulty agreeing 

to such an JMF stabilization program. Some PQlish officials-­

particularly in the Ministry of Financt•-have argued that Polish 

reform measures adopted in .1982 would ,o far toward meeting IMF 

demands. In our view. these reforms will do little to ensure 

ac~ievement of any reaJonably stringent performance crit~r11 • 

. Although some Polish officiali would like to ~se the Fund as a 

scapegoat for imposing tough austerity measure,s. the regime might 

not accede to very tough IMF demands if it felt social tensions 
. . 0 

would inc~ease as a result. · Jn this c~se, Poland ~ost likely 

would try to concentrate on those IMF ~red1t facilities that 

require easier conditionaiity. 
f . 

Even( if Warsaw and the Fund event~ally agree to a program, 

the regime may well try to a~o1d fu11 1mp1eme~tation~ Warsaw 

might agree to policies 1n order to have a pr~gram in place and 

' . ! 



· begin drawing funds, but then not adhere to the agreement. lf 

peiformanci criteria are not met, the ,MF will ~ave to . decide how 

tough it wants to be. The· n~•s mixed record with recent . 
' 

st~ndby programs for East E1;rope1n mem~ers suggests d'fficulties 

can be expected. 

The JMF has fared p~orly in 1$s dealings with Romania. 

Bucharest implemented some price and exchange rate 

adjustments demanded by the F~nd, but the changes have . 
: 

not led to· major improveme~ts in eco~om1c performance, 

largely because they have not been accompanied by any · 

reduction in the r~gime's t1g}t admiqistrative controls 
:: · 

ov•r the economy. Prodding b/ the F~nd for _more 

adj~stments resulted in a mut1ally a~reed cancellation 
0 

of the _~tandby proqrlm at the beginning of this year, 

and the regime has not approaJhed th~ Fund for a new 

program. 

Yuqoslavia has acc 0 oted some IMF recammendations while 

resisting others. Some Yugoslavs ha11,e objected to Fund 

d~ctates on 1deolo~ica1 groun~s. arg~ing that the Fund's 

program interferes with Yugoslavia's sov~reignty. Yet 

most differences with the Fund have· centered on the 

pace. not the direction. of the adJuttment effort. ~ost 
'. 

Yugoslav leaders·a~ree that the IMF ~rogram is 
, 
~onststent with their own long-term ~~ab1~ization 

pro g ram • b U t the Y I, e 11 e Ve th II t the F "'" d W i S h ! S t 0 d O t O 0 

much too quickly. Before the current standby agreement 

a er. 

;,S , . 
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•as reached. Be1grade threateoed to ~go it alorte• 

wtthout Western financial assistance. Difficulties may 
C> ' ' 

yet arise ~1th the Fund over Implementing the curr~nt 

program~ 

•• Hungary's relations with the JMF. on the other hand, 

have been ·close an·: amicable. But Budapest had adop·ted 

adjustment measure~ and economic reforms long before 

joining the IM~. The Fund has ,praised Hungary's efforts 

and views its role as providing a needed financial 

cush·ion durin9· t~e· period of decentralization. 

Other Benefits of Membership 

Membership in the IMF can provide other 1ndi~ect benefits to 

Pol~nd, ~ut these r~wards may not be as great as Warsaw 

· believes. 

World Bank. ,o1~n4 almost certainly will seek to join the ----
World Bank along ~ith joining the Fund. Membership would qualify 

Po\and to bid on construction projects financed by the World Bank 

in . other member countries •. Such contr~cts could provide some net 

;nflows to the trade and service accounts over ·the longer term. 

More importantly. Warsaw a1 o could ta~ the bank for various 

project loans to help . modernize key se~tors of the economy, such 

· as agr;culture and energy. In its ~em9randum to the Paris Club 

task force. Warsaw targeted World Bank loans at $500 million in 
~ 

1986 and rs1 billion in 1987. These amounts are overly 

optimistic. expec1al1y $1nce P~land is unlikely to obtain very 

favorable interest rate$ because of itJ high per capita income. 

~ .. . : 
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Hun~arian borrowings from th~ World Banl. for ,xample. averaged a 

little over · $200 million annually in ·its first two years of 

membership, 

·Improved Credit Standing. fore1g~ credit~rs generallj are 

more receptive to ·rescheduling the debts of a ~ountry . that is 

~eceiving IMF fund~ and following an IMF stabilization package. 

The recent rescheduling packag~s for V~goslavia and Romania have 

been made condittonal o~ th~,e countries sign11g and adherin~ to 
' , 

IMF p~ograms, Moreover. IMF technital expertise often has proven 

inviluable in aiding both sides ·during resche~µling 

negotiations~ for example. the IMF _ was instr~,ental in hel~ing . 

the Romanian financial team overcome 1~s 1nexp~rience and. at 

times. incompetenc~ ·during the e~rly stages of the first 

. rescheduling tal_ks. 

The IMF could play an important role 1n fJture debt 

resche·dulings for Poland. Warsaw's seemingly insur11ountable. debt 

troubles suggest that the Poles will be unable to meet their 

resched.u 1 ed ob 11 gat 1 ons when they come due. T,~e reschedu 1i ng ~f 

earlier "reschedulings• undoubtedly wo~ld pro~e com~licated and 

cont _ent i ous. and the IMF wou 1 d be need~d to ensure Warsaw 

cooperates with ~ts creditors in an eq~itable fashion. (CNF) 

Finally. IMF membership might aid Poland's never-ending 

search for "new money," whether as part or· res~heduling 
'-

agree~ents or outside of these formal packages. Though unlikely 

to be large, new money might be more readily available if Poland 

were in the Fund. / / 
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NATIONAL SECURITY COUNCIL 
WASHINGTON, D .C. 20506 

August 21, 1984 

MEMORANDUM FOR MR. DONALD GREGG 

SUBJECT: 

Assistant to the Vice President 
for National Security Affairs 

COLONEL R. J. AFFOURTIT 
Executive Secretary 
Department of Defense 

MRS. HELEN ROBBINS 
Executive Assistant to the Secretary 
Department of Commerce 

DR. ALTON KEEL 
Associate Director for National 

Security Affairs 
Office of Management and Budget 

MR. THOMAS B. CORMACK 
Executive Secretary 
Central Intelligence Agency 

THE HONORABLE HARVEY FELDMAN 
Washington Representative to the United States 

Representative to the United Nations 
Department of State 

MR. DENNIS WHITFIELD 
Office of the U.S. Trade Representative 

_Winder Building 

MS. TERESA COLLINS· 
Chief, Secretariat Staff, Executive Secretariat 
U.S. Information Agen~y 

BRIGADIER GENERAL GEORGE JOULWAN 
Executive Assistant to the Chairman 
Joint Chiefs of Staff 

NSC Meeting on Poland's IMF Membership, August 28 (S) 

A National Security Council meeting will be held on Tuesday, 
August 28, 1984, at 11:00 a.m. i ; the Cabinet Room, to review our 
position on Polish IMF membership in light of Poland's recent 
implementation of the amnesty. Agency principal .,plus one are 
invited. (S) 

-SEe-RE"f 
Declassify on: OADR 

~ -/(~--
Robert M. Kimrnitt 
Executive Secretary 

BE6RET--

I. 



,_,, -SECRET 
NATIONAL SECURITY COUNCIL 

. WASHINGTON, D.C. 20506 

August 21, 1984 

SYSTEM II 
90892 

MEMORANDUM FOR MR. CHARLES HILL 

SUBJECT: 

Executive Secretary 
Department of State 

MR. CHRISTOPHER HICKS 
Executive Secretary 
Department of the Treasury 

NSC Meeting on Poland's IMF Membership, August 28 (S) 

A National Security Council Meeting will be held on Tuesday, 
August 28, 1984, at 11:00 a.m. in the Cabinet Room to review our 
position on Polish IMF membership in light of Poland's recent 
implementation of the amnesty. You are to prepare appropriate 
issue papers for the meeting which are due at COB Thursday, 
August 23. ( S) 

Agency principal plus one are invited. (U) 

~~rb!-
Executive Secretary 

rSECRE':F ---
Declassify on: OADR 

8E8RET 

.. 
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MEMORANDUM 

NAT IONAL SE CU RIT Y C O UNC IL 

SYSTEM II 
90892 

August 21, 1984 

ACTION 

MEMORANDUM FOR ROBERT M. KIMMITT 

FROM: PAULA DOBRIANSKY ~') 

SUBJECT: NSC Meeting on Poland 

Per your request, attached at Tab I is a memorandum from you to 
State and Treasury apprising them of the August 28, 1984, 
National Security Council meeting on Poland and tasking them to 
prepare appropriate position papers. At Tab II, for your 
signature, is a memorandum to other agencies inviting them to the 
NSC meetin~ 

vA ~ . v~ 
Jack Matlo , Roger Robinson and Dave Wigg concur. 

RECOMMENDATION 

That you forward the memoranda at Tabs I and II. 

Disapprove Approve ------- -------

Attachments: 

Tab I 
Tab II 

---S ECJUi'f----

Memorandum to State and Treasury 
Memorandum to other agencies to be invited 

·. 
~ 

De classify on: OADR 
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