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Dear Mr. Eskin:
At an earlier meeting of the L0S deep

seabeds working group, Treasury was requested
to clarify the current United States policy
with regard to compensatory finance and to
Telate such policy to the ongoing efforts at
Teaching agreement on an international regine
for the deep scabods. In accordance with
this request, I an 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
financing as an issue and U.S. initiatives
in this area, along with reiated current
developnents, and to acquaint the reader
with the operations and services of the
international financial institutions, paying
specific attention to assistance rendored to
developing countries exhibiting substantial
economic dependence on primary commodities.

TREA has not reviewed
Pe tresasart108. 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
Regine of the Deep Seabed

IME 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
3 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 5,
commodity policy undertaken in 1975. by the EPB/NSC Task

“Force_established for that purpose, it was concluded that.
Compensatory financing of temporary export shortfalls is
preferable to comprehensive commodity price arrangements
as ameans of dealing with the problems created for
developing countries by. excessive fluctuations in export

“earnings. This policy has consistently been reaffirmed
in recent statements at the highest levels.

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
substantially liberalize the existing INF Compensatory
Finance Facility. The other element of the U.S. proposal,
expansion of the scope of the proposed Trust Fund_to
permit it to undertake compensatory 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 arc unable
to complete repayment within the IMF's
five-year repayment period; and

-- based on short falls in export carnings
from a select group of commodities,
provide additional compensatory filancing

1 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 reduce long-term dependence .
on exports of primary products for foreign exchange
earnings is to diversify their economics through their
own efforts, the U.S. is currently secking to expand the

< authorized capital of the InterAmerican Development Bank
i 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
arc 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
10S Conference. In constructing their own lending
program, the IFI's work closely with the borrowing
countrics to assist them in establishing ccononic 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 threé years to
provide resources to members facing a financing need duc
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.

i __Any proposal in the context of the LOS Conference
which would affect U.S. policies on the lending of inter-

: “Rational financial institutions, commodities, and/or
_would involve a U.S. financial contribution over and
“above the amount necessary to defray ISRA's initial
administrative expenses must be referred back to
Washington for consideration by the appropriate
interagency forums.
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PRESS RSLEAST XO. 75/65 FOR DEEDIATE RELEASE
. December 29, 1975

The International onetary Fund has reviewed its polietes inconnection ith compensatory financing of export £seteations end hasdecided to change the provisicns of the facility so as to provide Sresteraccess to neibers, particularly prisary exporsers, choountering belanceof payments difficulties caused by terporary epost shortfalls:
Over the past fer years, views have been expressed on vays ofincreasing the usefulness of the compensatory finemeins facilisy so Fundmembers. In its Press Conmuniqud of June 12, 1975 foltoring ite thirdmeoting, the Interin Commitee of the Board of Govemors on the Intermaticnal

Monetary Systen stated: "The Committee considered various proposals toaseist seness in dealing with proslens arising from sharp lucrustionsin the prices of prizary products. In this comnection, the Coutttee
Tequested the Sxecutive Directors (of the Fund) to consider appropriate
modifications of the Fund's (facility) on the compensatory firancing of
export fluctuations." This request was welcomed by the Joint MinisterialComittee of tae Boaris of Governors of the Sunk Wed the Fang on theTransfer of Real Resources to Developing Countries (the Develogment
Committee) in its Press Cenmuniqué of June 13, 1975.

Under the new decision (attached), the Fund will be prepared toauthorize drawings up to 75 per cent of a member's guota (instead of50 per cent under the 1966 Decision), provided that, except in disastersor major crcrgencies, dravings outstinting will not be inrcased by & netamount of rore than 50 per cent (previously 25 per cent) of the member'squote In ay 12-nonth peried. As previously, nesbess can exsect that their| requests for drawings will be met where the Fund is satisficd that the: SorbEall £5 of a short-ters character and is Larsely ateeibucanie toeirounstances beyond the member's contrat, and that the mesbes tilcooperate vith the Fund in an effort to find, whore required, epprepristesolutions fo: its balance of payents gifficliies. Requests for spewinguhich would increase the draulnas outstanding under this decision beyond50 per cent of the merber's quota (previously £5 per cent) will be metonly if the Mund is satisfica that the amber hes beon conprating siththe Fund in en effort to find, where Tequiven, Appropriate selebions for162 balunce of payments 4L1fiiucies.
Tho existence and amount of en export shortfall for the purpose ofany drawing under this decision shall be determined with rossect ta theLatest 12-nonth period preceding the draving request for wien the Fund
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hes sufficient statistical data. Hovever, in order to isprove the tieLines of assistance, the Fund nay alloy drevings with respect to a norte$a period Zor which export data are estinated for a period of up to eitmonths. Noveover, the rules relating to reclassification of ordinarydrawings into conpensatory éraings have been liverelized to allow suchreclassification to be nade within 16 ronths fron the date of the ordinarydrawing (instead of six months under the 1965 Decision).
The Fud uid review the formula for computing the shoséfell

(paragraph § of the attached Decision) not later than karch 31, 1977, andwil) review this decision as 2 whole then experience and developing Giresa-
stances malic this desirable. The Nund will review the decision in toyevent wherever dravings in any 12-nonth period exceed L.5 billion specialdrawing rigacs (SDRs) or outstanding drenings exceed SDR 3.0 billion.

Since the compensatory finencing facility vas introduced in 1963,purchases have been nade by 35 member countries. The ssouns of assisianceprovided has totaled SDR 1,221 millicn, of which SDR 722 million remainsoutstanding.

Attachment
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‘© Abtachnent

INTERNATIONAL MONETARY FUND
Compensatory Financing of Bxport Fluctuations
Executive Bosrd Decision = December 2h; 1975

1. The financing of deficits arising out of export shortfalls,notably those of primary exporting member countries, has always beenregarded as a legitimate reason for the use of Fund resources, which havebeen dren on frequently for this purpose. The Fund believes that suchfinancing helps these members to continue their efforts to adopt adequatemeasures tovard the solution of their financial problens and to avoid theuse of trade and exchange restrictions to deal with balance of paymentsproblems, and that this cnables these nombers to pursue their progransof economic development with greater effectiveness.
2. The Fund has reviewed its policies to determine how it couldmore readily assist members, particularly primary exporters, encounteringpayments difficulties produced by temporary export shortfalls, and hasdecided that such members can contime to expect that their requests fordrawings vill be met where the Fund is satisfied that

(a) the shortfall is of a short-term character and is largelyattributable to circunstances beyond the control of the
member; and .

(b) the member will cooperate with the Rnd in an effort to
£ind, where required, azpropriate solutions for its balance
of payments aifficuitics.

3. Drawings outstanding under this decision may emownt to 75 per
cent of the mexber's quota provided that (1) except in the case of short-
falls resulting from disasters or major energencics, such drawingo will
not be increased by a net arount of mora than 5Oper cent of the member's
quota in any 12-ronth 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 net 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 ite balance of payments
difficulties.
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h. The existence and arownt of an export shortfall for the purpose
of any araving under this decision shall be determined with respect to
the latest 12-ronth period preceding the drawing request for which the
Fund has sufficient statistical data, brovided thet the Fund may allow a
member to drew in respect of a shortfall for a 12-ronth period ending not
later than six months after the latest ronth for which the Fund has
Sufficient statistical data.

5. In order to identify nore clearly what are to be regarded as
export shortfalls of a short-term character, the Fund, in conjunction
with the nerber concerned, will seek to establish raasonable estimates
regarding the rediun-tern trend of the member's exports based partly on
statistical caloulation and partly on appraisal of export Prospects.

6. The shortfall for the purposes of this decision chall be the
amount by which the member's export eamings in the shortfall year are
less than the average of the member's export camings for the five-year
period centered on the shortfall year. In computing the five-year average,
earings in the two post-shortfall years will be deened to be equal to
earnings in the two pro-shortfall years mltiplied by the ratio of the
Sun of camirgs in the most recent three years fo that in the three
preceding years. If the Fund considers that the result of the compuba-
tions under the previous sentence 15 not reasonable, the Fund, in con-
Junction with the member, vill use an estimate based on a juigmental
forecast. When the Fund allows a member to draw under the proviso in
paragraph 4 avove, the Fund may use such methods of estimating exports
uring the period for which sufficient statistical data ave not avail-
able as it considers reasonsble.

. 7. Any member requesting a drawing under this decision vill be
expected to represent that it vill nuke a repurchase corresponding to
the drawing in accordance with the principles of Executive Board Decision
Yo. 102-(52/11), adopted February 13, 1952, as renewed by Executive Soard

: Decision No. 270-(53/95), adopted December 23, 1953. Approximately cne
year and two years after @ drawing by a member under this decision, the
Fund, after consultation with the member, ray recomend to the nexber
that, in view of an improvement in its balance of payments and reserve
position, 1 showld make o repurchase in respect of a part or ell of the
outstanding draving. 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 11 also be expected fo represent that, if the aount dram on the
Basis of partially estinated data excceds the amount that could have been
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drawn for the full 12-nonth period under paragraph 6 sbove, the mesber
will make a prompt repurchase in respect of the outstending drawing, in
an axount equivalent to the excess.

9. Whenever the Fund's holdings of a member's currency resulting
fron a drawing under this decision are reduced by the merber's repurchase
or othervise, the member's access to this facility, in accordance with
1ts tems, Vill be restored pro tanto.

10, When drawings are made under this decision, the Fund will so
inddcate in an appropriate manner, Within 18 months from the date of
any araving made under the Fund's tranche policies or under the Extended
Fund Facility, a menber may request that all or part of the emount out-
standing be reclassified and treated, for ell purposes of this decision,
as a draving made wider this decision. The Fund will agree to such a
request 1f at the tine of the drawing wider the tranche Policies or the
Bxtendod Fund Facility the mesber could have met the requirements for a
drawing of an equal amount under this decision,

11. In order to implenent the Fund's policies in connection with
compensatory financing of exvort shortlalls, 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 propared to waive
this Lindt (1) where a waiver is necessary to pemut compensatory
drawings to be made under this decision or (il) fo 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 nesbér as if the Fund's holdings of the member's currency
were less than its actual holdings of that currency by the azount of ony
drawings outstanding under this decision.

12. The Fund will review the forma in paragraph 6 not later than
i March 31, 1977, and will review this decision as a whole vhen experience

and developing’ circumstances make this desirable, The Fund will review
this decision in any event whenever (i) drawings under this decision in
any 12-ronth period exceed SOR 1.5 billion or (11) outstanding drawings
under this decision exceed SDR 3.0 billion.
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TNIERNATIONAL MONETARY FUND
Stabilization ofPrices of Primary Products

Executive Board Decision - December 24, 1975

Paragraph 2 of Executive Joard Decision No. 2772-(69/47), adopted
June 25, 1960, is amended to read:

2. In accordance with paragraph 1 above, the total of -
purchases outstanding pursuant to paragraph 1 of this decision .
Shad) not exceed 50ve cant, of quota.

J .
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To COMPENSATORY FINANCING

LDCs will exert pressure to create a compensatory .
financing facility outside the IMF both at UNCTAD IV

and in the finence and raw materials commissions in the
.  producer-consuzcr dialogue. :

CURRERT STATUS .
The U.S. proposed at the UN Seventh Special Session the

creation of a Development Security Fecility in the
IF as a nore comprehensive and effective means of mecting
LDC concerns about excessive export earning fluctuations than
vould cormodity price arrangemsnis, A major clement
of the U.S. proposals has been achieved with the liber-
alization of the IMF's compensitory financing facility.
Our proposal to expand the Trust Fand to purait it to
undertake compensatory financing rerwins on ihe table
although it has mot received widespread support.

On December 24, 1975, the LMF Executive Directors
agreed to 13beralizé the IMF Compensaiory Finance Facility
hy incrensing uenber countries! total onistanding drawings
from 50% to 35 of quota, their annual drawings fren

1. 23% to 80% of quota, and liberalizing the feriuin for
cajculating export earning shortfalls. The January 7-8
Tnterin Comittee Meoting deterred decisions on the
operational provisicis of the Trust Fund, Sneluding
our compensatory proposals, and this subject will be coms
sidered by the Execuiive Board.

TheUNCTAD Secrsztariat's “Integrated ‘Commodity

i Progreat includcs a conpensiiciy fikance facility hich
! “would corpensaie countries for shortfalls in their como

nodity or otal export carmings, index export earnings to
changes in the price of their juports (shis fora of
indcietion was specifically rejected in the liberalization
of ta: NF CFF), provide assistance.on concessional teris
and operate autenatically witheut the current I¥F con-
straints on recipient country behavior.

The ICCommissionisnow developing.a "Global Approach
i to Cormodity Probleis,” which cadorses mot oaly such

vehicles for export carmings stabilization as the CFE :
and the Trust Fund, but also the stabilization of individual
Commodity caraings through en arrangement similar to
STABEX (contained in the Lome Convention between the

i EC nv its 36 associated States).
i .
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The OECD High Level Group on Commodities established
at its Decomber 2-3 Meeting an Expert Subgroup on Export

Farning Stabilization to review the "criteria for the
basic cloments of an arrangement of export earnings

stabilization" additional to the IMF facility. The

Subgroup has not met yet. :

U.S. POSITION

© The U.S, has consistently opposed the indexation of

Com@édity prices or export earnings in every international
Forum, and would cppose as unrealistic any move to.create

- a new international institution in addition to the IMF

to dispense compensatory finance. The U.S. considers that

the liberalization of the IMF CFF is responsive to LbC

concerns. Our proposals to expend the Trust Fund remain

on the table.

BACKGROUND
The UNCTAD Secretariat first proposed its compensatory

financing scheme as.part of its "Integrated Commodity
Program’ at the first meeting of the Sth UNCTAD Connitiec

on Commodities, February 10-21, 1975. Throughout the

Spring and suiver of 1975, the UNCTAD scheme undervent

extensive study by both the UNCTAD Secretariat and the

Soveloped countries, but mo conclusions ceuld be reached
on that or any other clements of the UNCTAD Integrated

Progran.

Lk
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. COMPENSATORY FINANCING SCHEMES |

. The major clement of the U.S. proposed develops
ment security facility has been implemented with
the INP Executive hoard decision to substantizlly
Jiberalize the DiF's compensatory financing frcility.
The: proposed expansion of the Trust Fund to permit
it to undertake compensatory financing remains
under discussion in the Board. Other proposals
(c.g., by Sicden and UNCTAD) to increase the
coverage and Jevel of compensatory finance available
to LDCS way now he actively pushed in international
fora cutside the Lyk.

Deconber 24, 1975, the DMF Executive Directors
Ldecided to liberalize access to the existing coupen-
satory financing facility by increasing the amaual
drawing limit fron 253 to 50% of a member's quota
and iha total outstanding drawing limit from
50% to 75% of quota. By so doing, they have increased
the maxirun potential access by §2 billion. The
Directors also decided to make changes in the
formula for calculating cxport carnings shortfslls

. which inprove its ability to take account of recent
inflation in detcraining 4 Country's export carn
ngs trend.

The January 7-8, 1976, Interim Committee Meeting
deferred a decision on U.S. proposals to expand the irust
Fund to include compensatory financing to LDC dependent
on export carnings irom a select list of cemiodities
and concessional assistance for the poorest LDCs.
Germany vas the only other Committee rember to
“actively support the U.S. proposals. Other ncibers
of the Committee have been reluctant to broaden
the Trust Fund. This issuc will be taken up
by the Executive Board in the context of upcesing
discussions on the details of Trust Fund operations.

Sweden has proposed the creation of an -
addition) facility outside the RMF which would

: specifically link compensatory financing to "
shortfalls in commodity, rather than total,
Sxport carnings. This proposal vas fiTst put
forward at the UN Seventh Special Session,
but has remained dormant in the intervening
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: months. The OECD High Level Goup on Commodities
established at jts December 2-3 Meeting an Expert
Subgroup on Export Lariings Stabilization to review
the “eriteria for and basic cleacnts of an arrenge-
HORT on cxport carnings Stabilization (addstional
to the DMF facility), including the Swedish
proposal. Tic Subgroup was due to mect January .
22-23, but its first scssion has been postponed.

The Sicdish proposal, while vague, is
largely modelled after the EC-ACP STABEX scheme.
Like STABEX, it would provide differential treats
went for developing country recipionts on
the basis of their per capita income and would
require that only those comsoditics that constitute
a minimus percentage of a country's total export
earnings be cligible for compensation. However,
the Swedish proposal would cover all developing
countries and all primary comsoditics which they
export and vould compensate earnings shortfalls
from commodity exports to all markets - not just
those exports shipped to developed countries.

Under the Suedish scheme, compensation
paynents for earnings shortfalls would only
be constrained by the total finuncial resources
availble in the systen in any give year.
Individusl countries would not be restricted
by quota shares or the size of their previous
drawings. The scheme also contains no sanctions
for Jimiting access to countrics which do not
take appropriate measures to correct their
balance of payments position, Financing for
the schere would come directly from contributing
countrics or from borrowed funds, with interest costs
shared anong the donor countries.

Pressures to create a concessional compensatory
financing facility outside the IMF may vun high
between now and UNCTAD IV next May. The UNCTAD
Secretariat first proposed such a Compensatory
financing scheme as part of its “Integrated
Commodity Approach” al the first meeting of the :
Sth UNCTAD Committee on Commodities last February. .
Jt would base compensatory paywents on shortfalls
in either total merchandise cxports or total com-
uodity exports and vould adjust export carnings for
changes in the price of imports (i.c. indexation).
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The U.S., along with other ‘developed countries,
has expressed its opposition to the indexation
of export eayninas for compensatory financing purposes
within the TMF facility and such a provision was
speicifeally rejected in the agreed liberalization

_of the LIF facility. The U.S. has proposed that,
Withing the Trust Fund, developing countries be
compensated for shortfalls in their commodity

_export_carnings, but only for a select list of con-
moditics.

BACKGROUND

Hore liberal access to compensatory finance
. facilitics for devleoping countries has been an

active subject since 1973, when the Fund began to
consider anew changes in its compensatory finance
facility, It received fresh impetus when, at the
Januzry 13-16, 1975, Interin Committee Meeting,
the ministers agreed that the Fund's Executive
Directors revicy the system and make cxplicit
changes. The UNCTAD Secretariat then unveiled
jes compensatory financing, ct the first session
of the Eth UNCTAL Committee on Commodities,
February 10-21, 1975. Throughout the spring and
summer of 1975, the UNCTAD schene underwent extensive
study by both the UNCTAD Secretariat and the developed
countries, but no conclusions could be reached on
that or any other elements of the UNCTAD integrated
commodity prograi. .

In September, the U.S. unveiled its proposal
for the creation of a Development Security Facility
(DSF) at the UN Scvemth Special Session. The

i Tievelopient Security Facility incorporated both
modifications in the existing IMF compensatory
finance facility ond a broadening of the proposcd
Trust Fuad to compensate export carnings shortfalls

+ forthoseLDCs dependent on a sélect list of commodities.

The U.S. proposed the DSF as a constructive
alternative to the creation of multiple commodity
agrecuents for stabilizing commodity prices. In view of
JME consideration of expandad compensatory financing,
the GXCTAD Secretariat downplayed ils proposal
for a coupensatery finance facility outside the INE.
The LDCs are now likely to press for further
concessions, especially on indexation, and ay
atienpt to obtain loverase in the CIEC and other
foruas to press for furtiwr Jiberslization of the
WF facility and adoption of an integrated buffer stock

i nvoevin nclidine INE Cisacing
Approved For Release 2008/05/16: CIA-RDP82S00897R000400120010-2



i Approved For Release 2008/05/16; CIA-RDPB2S00697R000400120010-2 .

. Attachnents: :
+ Establishnent of a Trust Fund

IMF Compensation Formula
Calculation of Compensuble Shortfalls

’

A. Gawlt'2-6-76
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nstaplishrent of a Trust Fund in the IMP

: Members at the January 7-8, 1976 INF Interin
Committee Meeting in Kingston, Jamaica, agreed to promptly
establish a Trust Fuad to chamncl profits on sales of
1/6th of the IMI's gold holdings.

. The Interin Committee, in setting broad out-
lines for the Trust Fund, deferred action on specific
details ef the Trusi Fund's operations, 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 workedout by|
the Exccutive Board.

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

(1) Grants to the poorest developing countries
- for the repayment of drawings from the

regular IMF compensatory finance facilities
in the event such countries are unable to
complete repayment within the normal five-
year period.

(2) Additional compensetory financing loans to
developing countries dependent upon export
carnings from a specified list of commodities.
For poorer countries, such loans would be on
concessional terms.

These proposals are still being discussed by
the Exceutive Directors, but are actively supported
only by the U.S. and Germany. .

. } *

A. Galt 246-76
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Sp = 197341074110754197641077 - 1975

(1975 = the shortfall year)

According to the formula:

wreasrs Rass] + fonson]
[rzassisie T

Tet: 1975=Xy ; 197mNp); 1973mg_pi 1972eXg_yi 197MeNgqs
1970=¥ygi and 1976=ipe1;  1977=¥g 2.

ER:

Se Rgpgyeay
pe *

Bp = Regi ptyBony SBN Na pikeMating an

. 5 . 5 5

Sp = Arrearspope) - 8%
i .

PUT Rayig = Xt 0p | pe, oo
} . Trig| TTT .

+THEREFORE:

Sp = ofp + EWJoe - Lexy
r rsig [a

i Sy = [ares fo Xytlip Hiny 1

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



Approved For Release 2008/05/16 : CIA-RDPE2S00697R000400120010-2
IMF CALCULATION OF COMPENSABLE SUORTFALLS

Under the old techniques, a compensable
export shortfall vas calculated as the difference
between exports in the shortfall year and a five
your averine of exportsthat included actual earnings
Th the shortfall yoar and the tuo proccding years
and forecasts of carnings in the two vost shovtfall
Years. The average level of forecast exports
Low not he move than 10 percent greater than the
average level In the fwo pre-shortfall years.
Under the mew decision the shortfall is calculated
as follows:

"ke shortfall will reprosent the erowat by
which the menber's export carnings 5n the shortfall
Year are less than the average of the menber's
Tiport earnings for the five-year period centered
on the shortfall year. In computing the five-year
average, earnings sn the two post-shortfall yoars
WI) be’ deencd to be cqual to carnings in the two
Prosshorcfall years mi tiplicd by the ratio of the
Lon of earnings in the nost recent thice years
Uincluding the shortfall year) to that in the

© three proceding years."
If the Fund considers that the result of the

computations wnder the formula is not rezsonsble,
Tho Fund can use cstimates based on judgiental
forecast.

T= shortfall year .
Xp= carnings in shortfall year

} S}« amount of shortfall compensation

Spe 2 [Gpg¥g) (0% Xpgpg 0) = 8% }

CT Pp
Xp3% Xres

(Sec attached derivation of IMF Compensation formula) .

' “~

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



+." Approved ForRelease2008/05/16:CIA-RDPG2S00697R000400120010-2 .

Example: Now Formula : :

Given a country with the following earnings table:

YEAR 1970 1071 1972 1973 1974 1975 1976 1977

EARNINGS 130 126 125 140 160 x y 2

Gn § mil.)

1975 represents the shortfall year. 2

Barnings in 1976 and 3077 are calculated bythe following
ratio:

1976 + 1077 = [197511074+1075]) x [1973+1974)
1974710711670 .

15.1075 earnings = $160million

fee your average (1973 through 1077) for shortfal

efvacion marposcs vould be $165.2 milliont, tnd the

Country would be eligille for $5.2 million in CCnpensatory

SC heynonts, nssuning that the 88:2 MILO aid

not represent more than §0% of a country's quotain Ue

Ce country did not have drawings fron WS

hat Would bring total oucstanding drawings to

more than 75% of quota. .

* 1076 + 1077 must = $190.5 million; let 1976185; 1977-196

1f 1975carnines= $173 million .

The five-year average for shortfall compensation purpases
Tre i be $105.5 million” and the country would ostensibly
Yl be erigible for compensation payments of §.2 million.

* 1076 + 1977 must = $393 million; let 1976-100; 1977-203

NOTE: If country Y's export earnings toblo had shoun
Eiant annual frowth rate through 1975 (e.g., 1970 = 130; .

CLM 072° 155, 1075 = 146, 1074 7 160, 1075 © 176),
Then county ¥ could still have been technically eligible for

Compensation payments in 1975 (251.2 million). "This anoualy
Sheed by behtiatical discrepancies by using a five-year
ithmeticn) average against a growth rate which is growing

© geometrically.
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Example: 01d Formula ’
Under the previous rules (1966 decision), the averase

Jevel of exports forecast for the two post-shorefall years
could wot be move than 10% above the average level in the
two yoars prior to the shortfall year.

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

YEAR 1970 1971 1972 1973 1974 1975 1076 1977

EARRINGS 10 126 125 140 160 x 363 167
Gn § mil.)

(carnings in 1976 and 1977 are hypothetical numbers which
Jeot the requirement that, 1976 + 1977 = [1675 + 1974] x 110%).

1£ 1975 earnings = $160 million

The five year average for shortfell compensation purposes
vewld be $158 million, and the covatry would not be eligible
for coupensciory financing.

COMPARTSOX OF COMPENSATION BENEFITS

1075 : op NEW
EARNINGS FORMULA FORILA
$160 million $.0 million $8.2 million

$173 million $0 : §.2 million

NOTE: If country Y's export cavnings table had shown a
Taigtant annual growth rote through 1974, but levelled off
Sh 3075 (ent. 1670 = 110, 1971 = 121, 1872 = 135, 1875 = 146,
074 = 160, 1875 = 160), country ¥ would still have beex
eligible for some shortfall compensation (¢ S.4 million). It
Sleindy would rot have been eligible for compensation if
the growth rate had been sustained through 1975 (c.g,
1975 = 176). -

S£

Anne Gault 2-6-76
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Activitics of the International Development
Lending Institutions (iDLIs)

The principal internationa] institutions engaged in
providing cconomic assistance to the developing countries
are the International Bank for Reconstruction and Develops
ment (3LRD), its concessionzl affiliate, the International
Developrent Association (IDA), the Internacional Fimasce,

. Corporation (IFC), the Inter-imorican Development Ban (IDR),
the Asian Development Bank (D3) and the African Development
Bank (AFD3), and its soft loan affiliate the African
Development Fund (AFDF).

While the INRD/IDA and /D3 make some so-called
progran loans to provide general balance of payments relief
to cowtries in difficulties, the IDLI's principally lend
to help finance specific projects crucial to the economic
developaent of the borrowing country. Such loans are made
for projects in the following scetors: agriculture and
agro industry; industry and industrial development banks;
public utilities (including clectric power and water supply);

. transport/cormunications; cducation and health; tourism.
To fund their lending programs these institutions draw on
both their ordinary capital resources, which are lent on
near market terms, and their concessional resources, which
are lent primerily to their poorest manbers on concessional
terns. farough December 1975 the IBLI's have committed a
total of $51.8 billion in loans on both concessional and
non-concessional terms. At the end of 1075 the total capital
resources of these banks totalled $56.6 billion. (See tables
and chext for details).

In constructing their oyn lending program the IDLI's
work closely with the borrowing countries to assist them in
establishing economic and financizl policies conducive to
development. In cases vhere cowntries are dependsnt oa a
sinzle export commodity or crop, the developnent institutions
make a particular effort to advise and aid the country to
diversify into other avcas. Exmmplas of this effort to
encowrnge diversificacion include ca IED logn to tin-rich

: Bolivia for a gas line; an IDS loan to Brazil to imercase
beaf production and reduce dependenceon coffee cxpovts; :
World Bani loans to Morocco and Tunisia for development of
tourizn: an apricultural diversification loan to Sencpil

© fron THRD and I¥C to reduce dencadcice on ground nul CRporEs.
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Development Lending Institutions

Through Deceiber 1975
($ millions)

Cumulative
Bank : Comnitrents

© IBRD/IDA | 38,7045

we Y/ 1,332.8

AFDB/AFDF 456.0

ADB/4DF 2,565.0
2

IDB/FS0/Other 8,791.0

"Total 51,829.3

Vv
Estimated

o :
Includes bilateral funds administered by IDB

| .

| . ’
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Capitalization of International Development
Lending Institutions

December 31, 1975
($ millions)

A. Ordinary Capital

IBRD 30,820.8
i 107.5
AVDB 469.3
ADB 3,202.0
mE 5,965.0

Subtotal 40,564.7

B. Concessional

4 0,773.8
© AFDY 152.0

ADEE 685.0
FSO 4,384.3

Subtotal . 16,005.1

Total 56,569.58

FIncludcs$305million of Hulci-purpose Special Fund

2 .
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PRINCIPAL INTERNATIONAL DEVELOPMENT BANKS

Pres. Robert NeNamara
Hates. Washington, D.C.

Inter-American Development Bank
President: Antonio Ortiz Mena

us.
Capital World Bank Loans
Share 20-25 yrs. at 84 JE
2a i i |

| ordinary Capitall | Fund fof Special
i Loans ‘for 20-25| | Operations (FSO)
Pat 8% 11 upto 40 yrs. atl

us. International Development LDL 11-8 (Foor i
Coppi Association (IDA) | | poorest Latin |
er Terns: 50 yrs. 3/4 of 1% us. capital | countries) '

Tvice charge 1 are 40f i '
Total ha hig o TA|

U.S. Contribu-
tions 703 of
Total

us. International Finance Corporation
Captial (1FC)
Share Loans § equity investments for
a private sector

Legally chartered entitics with
separate boards.

= Funds only - Boards of Parent Group
I_ i pass on loans fron these funds.
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12s

stan seveloprens Bank (303)
Prosident: Shiro Inoue |
qu. Nanile, Philippines |
eee Noprovi- | African Developrent Bank

JEL 1) sian for (ins)
: FOr son Prosident: A. Labidi

us. ! Asian Developnent Togional| flqtrs. Abidjan, Ivory Coast
Contribution | Fund (ADF) Loans | nesborship| Loans for 20-26 yars. at 6%
16dof 140 yrs. av 13 (For I
Total y poorest Asian 1

| Countries) |

us. African Development Fund
not (or)
Jera,| 50yr. losns at 3/4 of 11

Ordinary Capital us, Berborl/ Service charge for poorest
Loans for 20-25 Capital African countries
yes. ac 8 3/41 Share
o's 1/2 10.4 }

Lpwaiting Congressional Action

Legally chortered entities with:
separate boards.

i 7 Funds only - Boards of Parent Group
LL _ 1 pass on loons fron these funds.
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INTERNATIONAL MONETARY FUND

© Prtended Pund Facility: Under this facility, which was
estabished in September 1974, the Fund will be prepared to‘make a commitment for up to 3 years to provide resouscos fo

© members facing a financing need due to payments difficulties
# arising from structural maladjustments in their economies.The member must, however, be brepared to undertake and adhereto a comprehensive reform program approved by the INP that. Will cover a period of several years. Drawings from this -facility may not exceed 140 percent of quota or bringthe Fund's holdings of the member's currency above 265+ percent of quota (excluding drawings from the other specialfacilities). Drawings have longer repayment periods, 4-8years, than regular credit tranche drawings, and bear aslightly higher interest rate in the later years (i.e.,© 6-1/2 percent in years 5-8 instead of the current maximum .«6 percent for regular drawings). In July 1875, the Exccubive.- Director approved the first drawing under this facility,

- to Kenya for SDR 67.2 million. ~ .

[I

[I ~

i
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