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ISSUES THAT POSSICLY WILL BE RAISED IN SEPTFEMBER
¥ORLD DAM MELTINGS

1. IDIL Struetural Adjustment Loans

8) General

The VWorld Bank has had lirited projyram lending for many years.
These crcdits heove been very liciitly conditioned lozns desirned to
support a country's import capacity. However, the Bank currently feels
that balance of paymente proﬁlems in many developing countries are
related to structural supply-productivity bottlenecks; thus traditional
denand wenapement technigues can bring about adjustrent oﬁly at great
sacrifice to growth and development. To provide assistance in the
prév&iling environment, the Bank has introduced the so-called structural
adjustment loans. Their pﬁrpose is to relieve devand restraints end to
augzent supply. Typically they will be destined to purchase inputs for
productive sectors, particularly these related ¢z exports, as well as
provide for rehabiiitation of support facilities such zs electriecal
power. The loans 2lso are accompanied by technical assistance for
industrizl plenning and export prormotion. The structural adjustment losns
have more conditionaliry than the old program loans: targets are estmblished
for structural adjustment over a medium term period, goud a country is
expected to comply with them. To date, Keuya, Turkey, Bolivie, anad
Cuyena have been authorized to receive these loans.

b} Policy

The Bank apparently has internal guidelines for etructural adjustwent

loans, but they have not been vevealed te the pubiie. Thug it is diffieult
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to be well informed ahout their specific nature end application. It

is lnown, however, that the Banh has decided to lirit struectural
adjustment loans tc-roughiy 7% of total amnnual lending, or to sbout

800 iillion dollars . {(This is not very much considering that there
are over 90 oil importing developing countries). The Bank perceives
tvo types of clients: (i) those in immediate balﬁnce of payrments
trouble; and (ii) these that have potential problers end for vhich loans
would act as preventive medicine. The loans wight typically have s
25-year repayment term with 5 years' grace for the poorest countries,
end 2 15-year term with 3 years’ grace for the better off developing
countries. The interest rate is commercial, reflecting the Banﬁ‘s cost
of funds. In sum, while we know some things about the structural
adjustoent loans, for the cutsider ruch remains vague and fll-defined.
One suspects that the Bank iteelf is still strupgling with the concept,
end for the moment policy will evolve on a case-by-case basis.

¢} Cooperation with the IMF

The Bank and Fund have long cooperated with regard to msaistance
to developing countries. The two organizations’ staffs exchange data,
debrief each other sfter missions and attempt not to work at cross
purposes. With the Bank moving inte structural balance of payments
lending and the Fund extending its standby program te three years, there
is now considerable overlap fin their work. But coordination appears to
continue to be informal, worked out on & case-ty-case basis, and
organized g0 as not to blur the identity of the two organizations.

Guyana ig a csse in point. The IYF has zgreed to award the government

a 3-year extended standby program credit of 100 nillicn SDR'a; meanvhile
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the ILTD hite arreed in principle to lend 15-70 riillion dollars for
structural edjustment. The staff of the two orpanizations have nerotiated
separately wvith Guysnese asuthorities, but in Vashington work has been
accompanied by joint staff consultecione to ensure that the two programs
do not work ar cross purposes. (The cooerdinsztion does mog reach the
Board 1evel; it is primarlly between the two aggnciea“ staffs.) 1 wvas
tald thet althouph the lending wes parallel, the two proﬁrans ere
independent in as wuch as failure %o meet the targets of one orpanization
would not neceessarily prejudice the lending of the other —the precise
reaction would be determined by the circumstences of e=ach cese. However,
the borrowver iz made ¢o understand that both sets of tarpets are expected
to be met. In zum, cooperation between the IifFf-World Bank continues te
be close, but informal, and its precise nature is brought about on a
case-by~case basin.

d) Pending issues

The structural adjustmant loans are institutionalized and functioning,
and in themselves are not an issue, However, developing countries want
a such bigper structural lending program and they feel that ft must be
in addition to currené Bank lending. Thus the issues of more resources
for the Bank and more structural lendismg wiil um&oub&ediy be discuased in
the meetinges.

2. Energy Affiliate

a) Background

The World Bank has recently proposed the establishment of z2n energy

affiliste, In an excellent report on energy vegquirements for the decade
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of the 60's, <= the Eank projects that deuand for energy in developing
countries will rise by 67 & yecar, rourhly double the estimated provth

in the industrialized countries. HNeanwhile it projects real price
increases in petroleum of 3% per annuwm. By 199C, if present irends
continue, the cost of oil irmportc for developing countries could rore
then double in real terms to 110 billiom dollars. Fowever, according

to the Inpk, through conservation, effective pricing, end a rore intensive
enerpy investment program, there is great scope for reducing oil irports;
indeecd, in the optimistic case the Bank seces savings of over 25 billiom
dollara. The resulting requirements for ianvestment in enerpy in
developing countries are massive: not even assuring a maximum enerpy
effort, the Bank estimates annual investment requirerments rising from

34 billion dollare in 1980 to an annual average of 82 billion doliars in

the latter half of the decade.

b) Energy and the World Bank

Given the high potential return from eﬁergy investments, the Bank
intends to intensify its assistance in t‘nis.aren° The Bank correctly
caleculates thet its major role should be to help develop national energy
respurces that may not be attractive to private investment (e.g., because
of limited scale or risk), but which nevertheless offer significant

potential for reducing oil imports and consequent savings of foreign

exchange. The Bank's current program for energy lending calls for

1/ Fmergy in the Developing Countries, August 1980. Copies have been
sent to Santiago. 1 see no reaeson to provide & conprehensive sumary
of the report since The Economist (Septercbtozr 6) has already done this
guite well {see atftached article). I would only like to remark that in
the report Latin America stands out as haviap much to pain from more
intensive energy development; it has considerable potential additional
energy resources in oil, gas, coal and hydro power.
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13 b{1lion dollers over 1061~1205, or xoughly 177 of total plonned
commiitrents. However, it cleirs that & desivable propram would be

25 billion dollars, which in any case ie still only a fractfion of total
investuent requiremsnts. However, the Bank is unwillinr to reduce other
types of lendinp to achieve this goal. Thus the need for new resources.

¢) The Affiliate

T2 Lanl sees an affiliate 23 & vehiele for vairine the additionnl

resources. The affiliste is only a proposal, with its structure and

operations vet to be defined. ¥or instance, it still remanins to be

determined who should finance the affiliate: ¢he OPEC countries, the
industrialized countries, or both. (The Sept. 6 Economist ——attached——
ergues that it would be dangerous to have OPEC finance the affiliate.)

A related issue ig voting rights for authoxization of loams. There is
also the question of the pearing ratio of the affiliate: should it be
1:1 like the Basnk, or should the affiliate gear Itself to 2:1 or wore.
Also of issue is vhether &1) the affilistes capital should be paid-in.
These and other aspects of the affiliate undoubtedly will be tossed
around in the September meeting. The Bank would like to have a conerete
prograrn prepared for the affiliate by vear end,

3. The PLO and OPEC Financing

It is clear from the abowe that the queestion of new sources of
funding for the Bank iz a big iasue in 1980. OPEC {g an obvious candidate.
Hoﬁever, a potential dispute over the PLO could rake this option less
feagsible. Apparently last year the PLO requezted to attend the September

1980 meetinge of the Benk and Tund in the status of observerz. Observers
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ot the meetinps are ususlly approved annually after consultation with the
Lxecutive Directors. Thi 8 year the Directors said that they could not
vale uwp their minds on the issue of observers and asked that the matter

be studied in Committee. Tending its findings, they proposed that the
liet of observers be limited to that of 1979, thus postponing any decision
on the PLO until Mareh 1961 when the Committee will pake its recommendation.
The Directors' resclution ruct be hpproved by the Loard of Cnvcrnofs,
vhich hes a voting deadline of Sertewber 19. In the resntime, the oil
states have been cool to any idea of new cormitments to the tvo agencies,
se witoessed in the disappeinting results of the Aupust visit of the
Hangging Director of the DIMF te sone OPFEC céuntries. (See pape 3 of wy
other memorandum of September B, 1980 on the IMF). PRumor has it that the
required quorum of necessaty\votes_will'not be received by September 19,
leaving the decision on the PLO participation to the Chairran of the
September meetinga; at the time of writing this pemo he is thought to

be leening towards approval of the PLO request. This would appear to be
an ersy way out of a delicate situation.

4. Voting Rights snd Membership

The Group of 24 has requested that developing countries pain more
voting rights at the Bank. The Directors zre concerned about diluting
the voting power of its mejor donors, for fear that a Ceneral Assembly
envirqnment night develop, inducing withdrawal of fisancial support by
the rich countries. Thus there appears to be possibilities for little
more than nominal changes in this area. China, however, will be a new

mexzber of the Banl: and there is considersble support for it paining a seat.
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5. Copitsl Increase of the JUFD and Feplenishrent of IDA

The Buank has doubled its euthorized capital and there is s 12
bLillion dollar yeplenishiment of IDA pending. Loth funding tarpets have
been zeriously obstructed by the slowvmess of the U.5. Consresc to make
the necessary authorizations. It appears that little can be done until
after the liovember national elections.

(. Tue Developrent Comdidtice

This yeer the Copmittee will not discuss zpecific papers, as in the
past, but rather will use papers as background for more general discuseions.
The Committee found that the nurbey of papers beiny diecussed had become
excessive, thereby thwarting rather than sidinp debate. Three basic
issues will be at the point of discussfon: (1) policy issues related
to trade, adjustmont and balance of pgyments requirenments for the 1980°s;
(ii) howv financing will be effected througch concessional lending, capital
parkets (including international oxpanizations) and direct foreign
investment; and (i{i) other wiscellanecus business of the Cormittee. A
reneral feeling is that financing is adequate for 1980, but that 1981 could
present sone problems, calling forth a need for new recyciing mechaniams
and more concessional flows,

The Cormittee will make observatioms on the Brandt Cormiseion’s
reconmendations {1t apparently feels that the proposals for internaticnal
taxation to finmnce developrent are not very realistie) and the propossis
of the Group of 24. Also, 3 reports will be filed: the first will deal
with capital flows; another will be presented as 2 profress report on the
Committee’s analysis of capital fiows and the last one is & report ogn

direct foreign investment to be presented Ly Mr. Bergsten.
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The Conﬁi;tce has revieved the effectiveness of the NNT's
Corpensatory Financing Facility; it concludes that the liberalised
facility has responded very well to anctual neede, so that at the
present it sees no need to modify the operations

Finally, it should be noted that this year the Cormittee's mandate
veg extended one year inte 1981,

7. New Lonk President

Undoubtedly corridor chat will raise the issue of who will succeed

Mr. Robert McNamara. This appears to be anyone's guess at the moment.



