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February 18, 1976

Dear Mr. Eskin:

At an earlier meeting of the LOS deep
seabeds working group, Treasury was requested
to clarify the current United States policy
with regard to compensatory finance and to
relate‘such policy to the ongoing efforts at
reaching agreement on an international regime
for the deep scabeds. 1In accordance with
this request, I am sending the attached set
of papers.

The first paper attached sketches a
brief outline of the current U.S. policy
with respect to compensatory finance and a
draft U.S. position on this issue for use in
the context of the deep seabed negotiations.
The subsequent papers are designed to provide
a further explanation of compensatory
f1nanc1ng as an issue and U.S. initiatives
in this area, along with related current
developments, and to acquaint the reader
with the operations and services of the
international financial institutions, paying
specific attention to assistance rendered to
developing countries exhibiting substantial
economic dependence on primary commodities.

TREA has not reviewed.
Processed IAW CIA TREA
arrangement letter dtd 4/11/08.

ON FILE TREASURY DEPARTMENT RELEASE
INSTRUCTIONS APPLY
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Should you need any additional
information, please do not hesitate to
contact me.

Sincerely yours,

Mr. Otho E. Eskin

Staff Director

Office of the Law of the Sea
Negotiations

Room 4321

Department of State

Washington, D.C. 20520

Attachments: U.S. Policy with Regard to Com-
pensatory Financing and Draft
U.S. Position Concerning
Compensation of LDC Land-
Based Producers in the Future
Regime of the Deep Seabed

IMF Press Release No. 75/65
Compensatory Financing
Compensatory Financing Schemes
Activities of International
Lending Development Institutions

(IDLI's)

IMF Extended Fund Facility
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U.S. POLICY WITH REGARD TO COMPENSATORY FINANCING AND
DRAFT U.S. POSITION CONCERNING COMPENSATION OF LDC LAND-
BASED PRODUCERS IN THE FUTURE REGIME FOR THE DEEP SEABED

As a result of the comprehensive review of U.S.
commodity policy undertaken in 1975 by the. EPB/NSC Task.
“Force _established for.that purpose, it was concluded. that.
Lompensatory financing of temporary export shortfalls is

‘nfETerable to comprehensive commodity price arrangements
as a means of dealing with the problems created for
JLVQIbplng countries by.excessive fluctuations in export
e@rnlngs This policy has consistently been reaffirmed
1m recent statements at the highest 1evels.

The United States has strongly supported an expanded
multilateral compensatory financing program as reflected
in our proposal for a Development Security Facility in
the IMF. A major element of that proposal is reflected
_in the December, 1975 decision by the IMF Directors to
substantlally liberalize the existing IMF Compensatory
Finance Facility. The other element of the U.S. proposal,

L,eann51on of the scope of the proposed Trust Fund to
permit it to undertake Lompensatory financing, remains on
the table but has not received much support. This pro-
posal, which would benefit only developing countries,

“would:

-- be permitted to make grants to the poorest
countries of compensatory drawings from the
IMF in the event such countries are unable
to complete repayment within the IMF's
five-year repayment period; and

-- based on short falls in export earnings
from a select group of commodities,
provide additional compensatory financing
on concessional terms for poor countries
and on more extended maturities than are
available under the IMF for other LDCs.

Finally, in the continuing belief that the best way
for developing countries to vreduce long-term dependence
on exports of primary products for forc1an exchange
earnings 1is to dlverolfy their economies through their
own efforts, the U.S. is currently seeking to expand the
authorized capital of the InterAmerican Development Bank
and the Asian Development Bank, and to become a member
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of the African Development Fund. All these measures will
result in a significant increase in the amount of loans
available for purposes of general economic development.

The above measures constitute the core of existing

U.S. policy with respect to compensatory financing and
the general strengthening of international financial
institutions concerned with economic development. _The
_U.S. should state that current compensatory financing
_arrangements are responsive to the immediate concerns of
land-based producers of the minerals to be derived from
manganese nodules and that further measures in this area
are not warranted. The U.S. should also emphasize the
importance of the various development lending institutions
as a source of the capital required in adjusting to any
economic dislocations brought about through deep seabed
mining and relate that the U.S. has undertaken extensive
initiatives in this regard since the last session of the
LOS Conference. In constructing their own lending
program, the IFI's work closely with the borrowing
countries to assist them in establishing economic and
financial policies conducive to development.

In cases where countries are dependent on a single
primary commodity, the development institutions make a
particular effort to advise and aid the country to
diversify into other areas. With respect to diversifi-
cation, it should be noted that the IMF's Extended Fund
Facility, which was established in September, 1974, is
prepared to make a commitment for up to three years to
provide resources to members facing a financing need due
to payments difficulties in connection with programs to
correct structural maladjustments to their economies.
Drawings from these facilities have longer repayment
periods -- four to eight years -- than regular credit
tranche drawings.

Any proposal in the context of the LOS Conference

whlch would affect U.S. policies on the lending of inter-

“Thational financial 1nst1tut10ns _commodities, and/or
would involve a U.S. financial contrlbutlon over @nd
“Tabove the amount necessary to defray ISRA's initial
ﬂdm;nlstratlve expenses must be referred back to
Washlngton for con51derat10n by the approprlate
1mteragency forums.
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: | Washington, D.C. 2043

PRESS KZLEAST NO. 75/65 FOR DM-EDIATE RULEASE
December 29, 1975

The International lonetary Fund has reviewed its policies in
connection vith compensatory financing of export flactuations and has
.decided to change the provisicns of the facility so as to provide greater
access to meubers, particularly primary exporters, encountering balance
of payments difficulties caused by temporary export shortfalls.

Over the past few years, views have been expressed on ways of
increasing the usefulness of the compensatory financing facility to Fund
members. In its Press Communiqué of June 12, 1975 following its third
meeting, the Interim Committee of the Board of Governors on the Internaticnal
Monetary Systen stated: "The Committee considered various preposals to
assist members in dealing with problems arising from sharp fluctuations
in the prices of primary products. In this connection, the Committee
requested the Executive Directors (of the Fund) to consider appropriate
modifications of the Fund's (facility) on the compensatory firancing of
expory fluctuations." This request was welcomed by the Joint Ministerial
Committee of the Boards of Governors of the Bank and the Fund on the
Transfer of Real Resources to Developing Countries (the Development

s’

Committee) in its Press Communiqué of June 13, 1975.

Under the new decision (attached), the Fund will be prepared to
authorize drawings up to 75 per cent of a member's guota (instead of
50 per cent under the 1966 Decision), provided that, except in disasters
or major emersencies, drawings outstanding will not be increacsed by a net
amount of more than 50 per cent (previously 25 per cent) of the member's
quota in any 12-month period. As previously, members can expect that their
requests for drawings will be met where the TFund is satisfied that the
shortfall is of a short-term character and is larzely attributable to
circumstances beyond the member's contrel, and that the member will
cooperate with the Fund in an effort to find, where required, appropriate
solutions for its balance of payments difficulties. Requests for drawings
which would increase the drawings outstanding under this decision beyond
50 per cent of the member's quota (previously £5 per cent) will be met
only if the und is satisfied that the member has been cooperating with
the Fund in an effort to fird, where reguived, appropriate solutions for
its balance of payments difficulties.

The existence and amount of an export shortfall for the purpese of

any drawing under this decision shall be determined with resnect to the
latest l2-month period preceding the drawing request for which the Fund
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has sufficient statistical data. However, in order to inprove the tinme-
liness of assistance, the Fund may allow drauings with respect to a short-
fall period {or which export data are estirmated for a periocd of up to six
months. Moreover, the rules relating to reclassification of ordinary
drawings into compensatory drawings have been liberalized to allow such
reclassification to be made within 18 months from the date of the ordinary
drawing (instead of six months under the 19535 Decision).

The Fund will review the formula for computing the shortfall
(paragraph & of the attached Decision) not later than March 31, 1977, and
will review this decision as a whole when experience and developing circum=-
stances make this desirable. The Fund will review the decision in any
event whenever drawings in any l2-month period exceed 1.5 billion special

drawing rights (SDRs) or outstanding drawings exceed SDR 3.0 billion.
Since the compensatory financing facility was introduced in 1953,
purchases have been made by 35 member countries. The amount of assistance

provided has totaled SDR 1,221 million, of which SDR 722 million remains
outstanding.

Attachment
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' Attachment

INTERNATIONAL MONETARY FUND

Compensatory Financing of Export Fluctuations

Executive Board Decision - December 24, 1975

1, The financing of deficits arising out of export shortfalls,
notably those of primary exporting member countries, has always been
regarded as a legitimate reason for the use of Fund resources, which have
been drawn on frequently for this purpose. The Fund believes that such
financing helps these members to continue their efforts to adopt adequate
measures toward the solution of their financial problems and to avoid the
use of trade and exchange restrictions to deal with balance of payments
Problems, and that this enables these members to pursue thelr programs
of economic development with greater effectiveness.

2. The Fund has reviewed its policies to determine how it could
more readily assist members, particularly primary exporters, encountering
Payments difficulties produced by temporary export shortfalls, and has
decided that such members can continue to expect that their requests for
drawings will be met where the Fund is satisfied that

(a) the shortfall is of a short-term character and is lafgely
attributable to circumstances beyond the control of the
member; and

(b) the member will cooperate with the Fund in an effort to
find, where required, appropriate solutions for its balance
of payments difficulties.

3. Drawings outstanding under this decision may amount to 75 per
cent of the member's quota provided that (i) except in the case of short-
falls resulting from disasters or major enmergenciles, such drawings will
not be increased by a net amount of more than 5Cper cent of the member's
quota in any 12-month period, and (ii) requests for drawings which would
increase the drawings outstanding under this decision beyond 50 per cent
of the member's quota will be met only if the Fund is satisfied that
the member has been cooperating with the Fund in an effort to find,
where required, appropriate solutions for its balance of payments
difficulties.
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L, The existence and amount of an export shortfall for the purpose
of any drawing under this decision shall be determined with respect to
the latest 12-month period preceding the drawing recuest for which the
Fund has sufficient statistical data, provided that the Fund may allow a
member to draw in respect of a shortfall for a 12-month period ending not
later than six months after the latest month for which the Fund has
sufficient statistical data.

5. In order to identify more clearly what are to be regarded as
export shortfalls of a short-term character, the Fund, in conjunction
with the member concerned, will seek to establish rzasonable estimates
regarding the medium-term trend of the member's exports based partly on
statistical calculation and partly on appraisal of export prospects.

o 6. The shortfall for the purposes of this decision shall be the

anount by which the member's export earnings in the shortfall year are
. less than the average of the member's export earnings for the five-year
_:period centered on the shortfall year. In computing the {ive-year average,
earnings in the two post-shortfall years will be deemed to be equal to
earnings in the two pre-shortfall years multiplied by the ratio of the
sum of earnings in the most recent three years to that in the three
preceding years. If the Fund considers that the result of the computa-
tions under the previous sentence is not reasonable, the Fund, in con-
junction with the member, will use an estimate based on a judgmental
forecast., When the Fund allows a member to draw under the proviso in
paragraph 4 above, the Fund may use such methods of estimating exports
during the period for which sufficient statistical data are not avail-
able as it considers reasonable. '

Ts Any member reguesting a drawing under this decision will be
expected to represent that it will make a repurchase corresponding to
the drawing in accordance with the principles of Executive Board Decision
- No. 102-(52/11), adopted February 13, 1952, as renewed by Executive Board
- Decision No. 270-(53/95), adopted December 23, 1953. Approximately one
year and two years after a drawing by a member under this decision, the
Fund, after consultation with the member, may recormend to the member
that, in view of an improvement in its balance of payments and reserve
position, it should make a repurchase in respect of a part or all of the
outstanding drawing. The Fund will expect the member to repurchase in
accordance with the recommendation. :

. 8. - A member reQuesting a drawing.under the proviso'in paragraph b
above will also be expected to represent that, if the amount drawn on the
basis of partially estimated data exceeds the amount that could have been

-
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drawn for the full 12-month period under paragraph 6 above, the member
will make a prompt repurchase in respect of the outstanding drawing, in
an amount equivalent to the excess.

9. Whenever the Fund's holdings of a member's currency resulting
from a drawing under this decision are reduced by the member's repurchase
or otherwise, the member's access to this facility, in accordance with
its terms, will be restored pro tanto,

10, When drawings are made under this decision, the Fund will so
indicate in an appropriate manner. Within 18 months from the date of
any drawing made under the Fund's tranche policies or under the Extended
Fund Facility, a member may recquest that all or part of the amount out-
standing be reclassified and treated, for all purposes of this decision,
as a drawing made under this decision, The Fund will agree to such a
request if at the time of the drawing under the tranche policies or the
Extended Fund Facility the member could have met the requirements for a
drawing of an equal amount under this decision.

1. In order to implement the Fund's policies in connection with
compensatory financing of export shortfalls, the Fund will be prepared
to waive the limit on the Fund's holdings of 200 per cent of quota,
where appropriate. In particular, the Fund will be prepared to waive
this limit (i) where a waiver is necessary to permit compensatory
drawings to be made under this decision or (ii) to the extent that
drawings in accordance with this decision are still outstanding.

Moreover, the Fund will apply its tranche policies to drawing
requests by a member as if the Fund's holdings of the member's currency
were less than its actual holdings of that currency by the amount of any
drawings outstanding under this decision.

12, The Fund will review the formula in paragraph 6 not later than
March 31, 1977, and will review this decision as a whole when experience
and developing circumstances meke this desirable. The Fund will review
this decision in any event whenever (i) drawings under this decision in
any 12-month period exceed SDR 1.5 billion or (ii) outstanding drawings
under this decision exceed SDR 3.0 billion.
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INTERNATIONAL MONETARY FUND

Stabilization of Prices of Primary Products

Executive Board Decision - December 24, 1975

Paragraph 2 of Executive Board Decision No. 2772-(69/47), adopted
June 25, 1969, is amended to read:

2. In accordance with paragraph 1 above, the total of

purchases outstanding pursuant to paragraph 1 of this decision
shall not exceed 50per cent of quota.
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T COMPENSATORY FINANCING

1SSUE ' ' ST : N

o i

_LQ% 111 exert pressure to create a compensatory
_financ “ﬁtilfty ‘outside the IMF both at UNCTAD IV
_and_ 1n,@MJ_jingncc\hnd raw materials commissions in .the
producer-consuner dialogue.’ | )

T ST

CURREX STATUS

“The U.S. proposed at the UN Scventh Special Scssion the
creaticn ©f a Development Sccurity Facility in the '

MF as a nore COWJ’CMCWQL\C nld effective means of meeting
LDC concerns about excessive expert ca rh1ﬁ~fluctxnt10ns than
would comumodity price arrang“m3ﬁLq A major eclement
of the U.S. _prop sals has been hieved with the liber-
alization oi the IMF's compenséto,} financing facilaivy
OQur proposal to expand the Trust Fund to permit 1t to
underta»o compen 5.10?) financing rerains on the tatble
although 1t has t received widesprcad support.

On Deccember 24, 1975, the IMF Exec :

agreed to libe ral:vc the IHF Comvensatio 1HNIICC Iak])lL)
by incrensing member countries’ total © in wings
from 50% to 75% of cucta, their annua!l

. 25% to 504 of cuota, and libveraiizing ©

caiculating export earning shortialls, S
Interia Committee Meeting deterred decd SHES
operational provisions of the Trust Func, )
our comrponsatory propesals, zand this subject wil coni-
sidered by the Executive DBoard.

The UNCTAD riat's "In ‘Leﬁ“tcd ‘Commodity

Progran' incluigs . a YR ENSETOT) finance ;1&1}1tyfﬁ§iﬂh

- wetld compensate countrics for shortfalls in their coin-
modity or total export carnings, _Indox export carnings to

Lﬁuhaa in the price of thelr imporfs (this form of
indenotion was specifically vejected in ihe 1))‘1 11“at;oa
of tihs iMF CFF), provide 25£iSTaNCE, ON CONCESSI0 tal tern
and operaie auton atically witheus the current 1 con-
strainlis on TGLl)l(nt country bchavior.

The EC Conmission is now developing,a "“"Global Approach
te Cormmodity Probleins," vhich cndorses not only such
vehicles for cxport carnings ctabilizatien as the CIF
and the Trust Fund, but also the stabilization of individual
commodity carnings through en arrvangemnent similar to
STABEX (contained in the Lomc Convention between the
EC uno its 406 Aassociated States).
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The OECD High Level Group on Commodities established
at its December 2-3 Mecting an Expert Subgroup —on Export
Earning Stabilization to review the "criteria for the
basic clements of an arrangcment of cxport earnings
stabilization" additional to the IMF facility. The
Subgrcup has not met yet. . oo

,U.S. POSITION

~ _The U.S. has consistently opposed the indexation of
commodity prices or export earnings in cvery international
‘fcrum,'and_ﬁgg;dﬂopposcwas unrealistic any move to.create
a mew intcernatjonal instituticen 1in addition -to the IMF

to dispense compensatory {inance. The U.S. considers that
the liberalization of the IMF CFF is responsive to LDC
“concerns. Our proposals to expand the Trust Fund remain
on the table. '

BACKGRQUND

The UNCTAD Sccretariat first proposed its compensatory
financing scheme as.part of 1its "Integrated Commodity
Program' at the first mceting of the 8th UNCTAD Conmittee
on Coumodities, February 10-21, 1975, Throughout the
spring and suvaser of 1975, the UNCTAD scheme underwent
extensive study by both the UNCTAD Secretariat and the
developed countrics, but no cenclusi
on that or any other clements of the
Progran.

,

NCTAD Integrated
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COMPENSATORY FINANCING SCHEMES

"The major clement of the U.S. proposcd develop-
ment sccurity facility has been inplemented with
~the INMF Execcutive board decision to substantially
Jiberalize the JMI's compensatory financing f"”llwt\
The proposed expansion of the Trust Fund to permit
it to undertake compensatory financing remains
under discussion in the Board. . Other proV\ als
(e.g., by Sweden and UNCTADL) to increase th
‘coverage and level or compensatory finance available
to LDCs iy now bhe ﬂctivoly pushed in international
fora outside the IME.

December 24, 1975, the IMF Exccutive Directors
~decided to liberalize access to the existing coupen-
satory financing facility by incrcasing the annual
drawing limit from 25% to 50% of a member's quota
and ths total outs standing draving linit from
50% to 753% of quota. By so do&nq, they have increoased
the maximum potential access by $2 billion., The
Directors also decided to make changes in the
fornula for calculating cxport carnings shoritfalls
which improve its ability to take account of roce
inflation in determining § country's export cern-
ings trend.

The January 7-8, 1976, Interim Committce Meet
deferrcd a decision on U.S. proposalis to exrand the irust
Fund to include compensatory flnang)n” \o ID'~iepenLcn'
on export carnings from a select list of ccommodities
and concessional assistance for the poorest LDCs.

Germany was the only other Committce member to

a %dvol\ support the U.S. proposals. Other nmcibers
of the Coumittce have been rcluctant to broaden

the Trust Fund., This issuc will be taken up

by the Exccutive Board in the context of upcening
discussions on the details of Trust Fund opecrations.

Sweden has pronosed the creatien of an -
additional facility outside the IMF which would
specificelly link compensatory Linancing to
shortfalls in CPwHOdl(V rather than Iotal
eXport carnings. 7This proposal was first put
forward at the UN Scventh Spoc: al Scssion,
but has remained dormanl in the intervening
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months. The OECD High Level Goup on Commoditics
established at its December '2-3 Meeting an Expert
Subgroup on Export Earnings Stubilization to revicw
the "criteria for and basic clements of an arrance-
nent on export carnings stabilization (additional
to the IMF facility)," including the Swedish
proposal. The Subgroup was duc to mect January
22-23, but its {irst session has been postponed.
The Swodish proposal, while vague, is
largely modelled after the EC-ACP STABLX scheme.
Like STABEX, it would provide diffcrential treat-
ment for developing country recipicnts on
the basis of their per capita income and would
reauire that only those commoditics that constitute
a minimus percentage of a country's total export
carnings be eligible for compensation. However,
the Swedish proposal would cover all developing
countries and all primary commoditics which they
cexport and would compensate earnings shortfalls
from commodity exports to all markets - not just
thosc exports shipped to developed countries.

Under the Swodish scheme, compensation

payments for carnings shortfalls would only
> rinancial resources

availeble in the system in any given ycar.

Individual countrics would not be restricted

by quata shares or the size of their proevious

drawings. The scheme also contains no sanctions

for limiting access to countrics which do .not

take approepriate measures to correct their

balance of payments position. Financing for

the scheme would come directly from contributing

countrics or from borrowed funds, with intcrest costs

shared among the donor countrics.

be constraincd by the total ¥

Pressures to crecatec a concessional compensatory
financing facility outside the IMF may run high
between now and UNCTAD TV next May. The UNCTAD
Secretariat first proposcd such a compensatory
financing scheme as part of its "Integrated
Commodity Approach' at the {irst meeting of the
8th UNCTAD Committce on Commodities last February.
Jt would basc compensatory payments on shortfalls
in cither total merchandise exports or total com-
nodity cxports and would adjust cxport carnings for
changes in the price of imports (i.c. indexation).

7 Approved For Release 2008/05/16 : CIA-RDP82S00697R000400120010-2
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~The U.S., along with other dcvclowvd countriecs,

has expressed its opposition to thc ‘indexation

of exwvort earnincs for comnensatory financing purposcs
within the IMF facili ty and such a provision was
spcicifcally rejected in the agreed liberalization
_of the IMI facility.. The U.S. has proposed that,

Jllllj the Trust TFund, developing countries be

comp“wequed for shortfalls in thcir commodity
_export _carnings, but only for a sclect list of com-
mod111c>.

SO

BACKGROUND

More liberal access to cempensatory finance
facilitices for devleoping countries has becen an
active subject since 1973, when the Fund began to
consider anew changes in its compensatory {inasnc
facility. It rcceived fresh impetus when, at the
January 13-16, 1975, Interim Committec Meeting,
the ministers agreed that the Fund's Execcutive
Directors revicw the system and make explicit
changes.  The UNCTAD Secretariat then unveiled
its compensatory financing et the first scssion
of the &th UNCTAL Committee on Commodities,

Febroary 106-21, 19275 lxxwotuﬁlolm; the spring and
summey of 1875, the {\CJ‘ scheme underwent coxtensive
study by both the UNCTAD Secrctariat and the developed
countrics, but no conclusjons could be reachced on

that or any other clements of the UNCTAD integrated
commodity progran. .

In September, the U.S. unveiled its proposal
for the crcation of a Development Sccurity Facility
(DSF) at the UN Scventh bw:cﬁu] Scssion.. The
Developnent Security Fac1111y incorporated both
modifications in the existing IMF compensatory
finance facility and a broadening of the proposcd
Trust Fund to compensate export carnings shortfalls
- for those LDCs deCAUCHL on a sc¢lect list of commodities.

~The U.S. proposcd the DSF as a constructive

alternative to the creaticn of nultxp]e commodity
~agreements for stabilizing commodity ,prices. In view of

IMF consideration of cxpanuvi compensatory {inancing,
the UNCTAD Sccretariat downplayed its proposal
for a compensatery finance facility outside the TME.
The LDC's -are now likely to press For further
concessions, cspocially on indexation, and may
attenpt to Ohtdln leverace in the CHEC and other
forums to press for further Jiberalization of the
IMEP facility and adoption of an integrated buifer stock
nraoran inectindinae IME finonecinoe |
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Attachments:
Establislhment of a Trust Fund

IMF Compensation Formula
Calculation of Compecnsable Shortfalls

IS

A, Gault 2-6-76
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pstablaishrent of a Trgst Fund in the IMFE

Members at the January 7-8, 1976 IMF Interin
Committce Meeting in Kingston, Jamaica, agrced to promptily
establish a Trust Fund to channcl profits on salcs of
1/6th of the IMP's gold holdings.

. The Interinm Committecc, in setting broad out-
lines for the Trust Fund, deferred action on specific
‘details of the Trust Fund's opecrations, including the
two U.S. proposals for broadening the Trust Fund to
include certain compensatory financing arrangements.
Details of the Trust Fund are yet to be worked out by
the Exccutive Board.

~The U.S. had proposed that the Trust Fund be
broadened to provide:

(1) Grants to the poorest developing countries

7 for the repayment of drawings from the
regular IMF compensatory finance facilities
in the event such countries are unable to
complete repayment within the nornal five-
year period.

(2) Additional compcnsatory financing loans to
" developing countrics dependent upon export
carnings from a specified list of comnoditics.
For peorer countries, such loans would be on
concessional ternms,

These proposals are still being discusscd by
the Exccutive Dircctors, but are actively supported
only by the U.S. and Germany,

-

(N
ot
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Compensable shortfalls may be calculated by:

o = 1973+4197441975+1976+1977 - 1975

5

S

(1975 = the shortfall year)

Accordlng to the fO”Wdla

1976+1977 -Ii913ﬂ1q7f4197;] x [1973+1974
| bﬁ/vaJ/1+1J/or ) 1

lQ?OsmeS; and 1976=¥p.y; 1977=Xgp 2.

THER:

-

S = X + X L’ RS -5
- 7-2" g1 X X2 J>T Ko 4XT lPAT+1

2

Let: 1975=X, ; 1974=Xq_3; 1973=Xq_ 5 1972=X0_ 57 1971=dq.y4;

oo

5 | 5

3= e N\ r ar
ST QZEXT_2+XT*£+&T+11XT+2J - .SXT

BUT: Xppyt¥ppp = | Xgp g+, (P12
Xepo 3t 41 g 1
THEREFORE: 4
Sp = a2 (X 4%, L) 4 (HT+XT‘1+XT72
. ]r 3'\r—q1‘?;"
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IMF CALCULATION OF COMPENSABLYE SHORTFALLS

Under the old techniques, a compensable
export shortfall was calculated as the differcnce
between exports in the shortfall year and a five

“year average of exportsthat included actual ecarnlngs

in the shortfall ycar and the two preceding yecars

and forccasts of ecarnings in the two nost shortfall

years. The average "level of forccast exports
could not be more than 10 percent greateyr than the
average level in the two pre-shortfall years.
Under the new decision the shortfall 1is calculuted
as follows:

"he shortfall will represent the amount by

which the member's cexport carnings in the shortfall

ycar arc less than the average of the nmunber's
export earnings for the {ive-ycar period centered
on the shortfall yecar. In computing the Tive-year
average, -carnings in the two post-shortfall ycars
will be decmed to be equal to carnings in the two
pra-shortfall years multiplied by the ratio of the
sum of earnings in the most rccent thyee years
(including the shortfall year) to that in the
threc preceding years.”

If the TFund considers that the result of the
computations under the formula is not rveasonable,
the Fund can usc cestimates based on judgnental
forccast. '

T = shortfall ycar
Xp= earnings in shortfall ycar
S¢= amount of shortfall compensation

Sv’\ b4 . 2 [ (_\(rl\” 1+XT" 2) (1 + X'r+X'r" 1+XT’ 2 ) ] h . SX'I‘

R
(Sce attached derivation of 1MFF Compensation formula)

L

Y
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L3

Example: New Formula

et e

Given a country with the following carnings table:

YEAR 1970 1971 1972 1973 1974 1675 1976 1977
EARNINGS 110 126 125 140 - 160 X y A

Gn § mil.)

1975 represents the shortfall ycar.

Earnings in 1976 and 1977 are calculated by the following
ratio:

1076 + 1977 = [}_-9.7.5"

JRNSEERIS

1f 1975 carnings = $160 million

e T

The five year average (1973 through 197?)_§0T$5h0rtfa}1
comwmensation PUrposes yvould be $168.2 m}lllgn", and the N
country would be eligible for $8.2 million in C?ﬁpOTS%tOl}
“financing payments, assuming that the $8.2 m11}10g did
not represent Morce than 50% of a coungry‘s quoLaxln the
THF and the countyy did not have drawings from the .
facility that would bring total outstanding drawings 10

more than 75% of quota.

* 3976 + 1977 must = $190.5 million; let 1976=185; 1977=190

.

If 1975 carnines = $§173 million

The five-yecar average for shor+fall compensation purposcs
would be $196.5 nillion” and the country would ostensibly
still be cligible for compensation payments of §.2 million.

* 3976 + 1977 must = $393 million; lect 1976=190; 1977=205

NOTE: If country Y's export carnings table had shown a
Constant annual growth rate through 1975 (c.o., 1970 110,
1971 = 121, 1972 = 133, 1975 = 146, 1974 = 160, 1975 = 176},
then country Y could still have been technically eligible for
compensation paymnents in 1975 (2%81.2 million). This anowmaly
is causcd by statistical discrepancics by using a five-year
arithmetical average against a growth rate which is growing
peometvically.
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anmnlg: 0ld Formula

Under the previous rules (1966 decision), the average
level of exports forecast for the two post-shortlall yeors
could ot be more than 105 above the average lcvel in the
two ycars prior to the shortfall ycar.

Under the previous constraint, country Y's carnings
table would have been calculated as follows:

YEAR 1970 1971 1972 1673 1974 1975 1976 © 197

EARNINGS 110 126 125 140 160 X 163 167
(in § mil.) : .

(carnings in 1976 and 1977 arc hypothetical numbers which

s
meet the requirement that, 1976 + 1877 = [1973 + 1874] x 110%).

If 1875 earnings = €160 nmillicn

‘The five year average Tor shortfall compensation purposes
would be §158& million, and the country would not be cligible
for compensatory financing.

COMPARISON 01 COMPENSATION BENEFITS

1075 ' 0LD ‘ NEW

EARNINGS FORMULA FORMILA

$160 million $.0 million $8.2 million
$173 million $0 ' $.2 million

NOTE: If country Y's export carnings table had shown a

Comstant annual growth rate through 1974, but levellced of f

in 1976 (e.¢., 1670 = 110, 1971 = 121, 1972 = 135, 1975 = 140,
1974 = 160, 197S% = 160), country Y would still have been

eligiblc for sone shortfall compensation (¢ S$.4 million). It
clearly ‘would not have been eligible for compensation if

the growth rate had been sustained through 1975 (c.g¢.,

1975 = 176). .

e

Anne Gault 2-6-76
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Activitics of the International Development
Lending Instituticns (IDLIg)

The principal international institutions engaged in
providing cconomic assistance to the developing countrics
are the International, Bank for Reconstruction and Develop-
ment (IBRD), itse con icessional affiliate, the Inteynational
Development Ascsociation (IDA), the International Tinaace,
Corporation (IFC), the Inter-American Development Banlt (IDR),
the Asian Devclopment Bank (ADB) and the African Development
Bank (AFD3), and its sofit loan affiliate the African
Development Fund (AIDT).

While the IBRD/IDA and ADB make some so-called
program loans to provide gen c:al balance of payments relief
to countries in difficulties, the IDLI's principally lend
to help finance specific projects crucial to the econonic
development of the borrowing countxyy. Such loans arc wmade
for projects in the following scctors: agriculture and
agro incustry; industry and industrial development banks;
public utilities (lﬂL]UG‘P” ¢lectric power and water supply);
traneport/communications; cducation and health; tourisnm.
To fund their londing programs these institutions draw on
both their O“d'P”T} canital resourcces, which are lent on
near mnarket te %, and their concessional resources, which
are lent pTTﬁQlLJY to their poorcst menmbers on COﬂCC%°IOIJl
terms. Through December 1975 the IDLI's have committed a
total of $51.8 billion in loans on both concessional and
non-concessional terms. At the end oif 1975 the Lo“wl capital
resources of these banks totalled $56.6 billion. See tables
and chaxt for details).

~
&

~
oy
$i0

P

.

In constructing their own lending program the IDLI's
worlk clc se]y vith the borrowing countries to assist them in
establishing econcnic and financial policies conducive to
developmznt In caces vhere countries are dependent on a
single e"wort cormmodity or crop, the development institutions
wake a particular effort to advise and 2id the country to
diversify into other arcas. Examples of this effort to
encn\u‘*,~ diversificacion include an IBED loan to tin-vich
Doliviz For a gas llne; an  IDL loan to Brazil to increasc
beaf production and reduce dependence on colfce cuports
Uorld_Ldnu loans to Morocco and Tunisia for UpVO]OpP“nL “of
tourism; on asricultural diversification loan to Sencgal
from TBRD and IFC to reduce dependence on ground nut ciports.
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Development: Lending institutions

Through December 1975
($ millions)

Cunulative

Bank | - Commitmants
- IBRD/IDA ' . 38,704.5
e | ©1,332.8
AFDB/ATDF - 456.0
ADB/ALDF 2,545.0
IDB/FSO/OtherZ/ : 8§,791.0
Total : 51,829.3

1/

Estimated
2/

T JInecludes bilateral funds administered by IDB
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Capitalization of International Dovelopment
Lending Institutions

Decenber 31, 1975
($ millions)

A. Ordinary Capital

IBRD , ’ 30,820.8
IIFC 107.5
A¥DB : 469.3
ADB - 3,202.0
iDB . ‘ - 5,965.0
Subtotal : 40,564.7

B. Concessional

IDA ‘ 10,773.8
AFDF - 152.0
ADF% ' 685.0
SO 4,304.3
Subtotal ' 16,005.1
Total ; 56,569.8

* Includes $305 million of jultivpurpose Special Fund

e
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‘U.S.
Capital’
Share
24%

U.S.
Contribu-
tion
33% of

Total

U.S.
Captial
Share
31%
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PRINCIPAL INTERNATIONAL DEVELOPMENT BANKS

World Bank Group
Pres. Robert McNamara
Hqtrs. Washington, D.C.

" World Bank Loans

20-25 yrs. at 8%%

International Development
Association (IDA)

Terms: 50 yrs. 3/4 of 1%
service charge

International Finance Corporation
(IFC)

Loans § ecquity investments for
private sector

Inter-American Development Bank
President: Antonio Ortiz Mena

|
{ Ordinary Capitall 1| Fund for Speciall
| Loans for 20-251 | Operations (FSO)I
| at 8% | | up to 40 yrs. atl
_________ | 1-4% (Foor |
| poorest Latin |
U.S. Capital | countries) |
Share 40% o
U.S. Contribu-
tions 70% of
Total

Legally chartered entities with
separate boards.

! | Funds only - Boards of Parent Group
| | pass on loans from these funds.
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Asian Development Bank (ADB)
President: Shiro Inoue
Hqtrs. Manila, Philippines

U.S. ' Asian Development
Contribution ! Fund (ADF) Loans
14.1 of | 40 yrs. at 1% (For
Total . poorest Asian
| Countries)
Ordinary Capital u.S.
Loans for 20-25 . Capital
yrs. at 8 3/4% Share
to 9 1/2% 10.4

No provi-
sion for
non-
regional
membership

u.S.
not

yet a
memberl/

African Development Bank
(AFDB)

President: A. Labidi

Hqtrs. Abidjan, Ivory Coast

Loans for 20-25 yars. at 6%

African Development Fund
(ADF)

50 yr. loans at 3/4 of 1%

Service charge for poorest
African countries

l/Awaiting Congressional Action

Legally chartered entities with
separate boards.

Funds only - Boards of Parent Group
pass on loans from these funds.
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INTERNATIONAL MONETARY FUND

Extended Fund Facility: Under this facility, which was
estabished in Septomber 1974, the Fund will be prevared to
make a commitment for up to 3 vears to provide resources to
members facing a financing need due to payments difficulties
arising from structural maladjustments in their economies.

The member nmust, however, be praepared to undertake and adhere

to a comprehensive reform program approved by the IMF® that
will cover a period of several yYyears. Drawings from this
facility may not exceed 140 percent of quota or bring
percent of qguota (excluding drawings from the other speci
facilities). Drawings have longer repayment pericds, 4-8

%]
e
)
N

.years, than regular credit tranche drawings, and bear a

slightly higher interest rate in the later years (i.e.,

6-1/2 pexcent in years 5-8 instead of the current maximun

6 percent for regular drawings). In July 1975, the Exccutive
Director approved the first drawing under this facility,

to Kenya for SDR 67.2 million. B

Approved For Release 2008/05/16 : CIA-RDP82S00697R000400120010-2



