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10 DOWNING STREET

From the Private Secretary 29 November 1982

WORLD BANK

The Prime Minister would be glad to see
the President of the World Bank at a mutually
convenient time (which our diary secretaries
could discuss) on the morning of 13 April.-

I am copying this letter to John Kerr
(HM Treasury).
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Mr Tom Clausen, President of the World Bank, proposes to visit
the United Kingdom for two days during the period 12-23 April 1983.
This would be his first official visit to London since he succeeded
Mr McNamara last year, and it would coincide with a crucial stage in the
important negotiations for tThe replenishment of IDA. We propose
to say that we would welcome such a visit. He met the Prime
Minister when he was last here in March 1981, and Mr Pym recommends that
she should see him again on this occasion if her programme permits.
If the Prime Minister agrees, perhaps you would let me know whether
any particular dates would suit or be impossible. It might help you
to know that the Governor. of the Bank of England is otherwise
engaged on 12 April, but would like to offer Mr Clausen dinner
on 13 April if that date were included in the visit.

I am copying this to the Chancellor's Office, and would be
grateful if they could also confirm whether the Chancellor would
wish to see Mr Clausen and what dates would suit.
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(J E Holmes)
Private Secretary

A J Coles Esq ) ff 
10 Downing Street 4 ‘
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

1 December 1982

J E Holmes Esq.

Private Secretary to the
Secretary of State for Foreign and
Commonwealth Affairs

‘—Q\,b_c\/ Jowu ,

Your letter of 26 November to John Coles asked this
office to confirm whether the Chancellor would
wish to see Mr Clausen and to advise om a suitable
date.

The Chancellor would indeed like to see Mr Clausen
when he is in the UK. The Chancellor would be
available on any of the dates suggested except 15
April, and 18 April and the 22 and 23 April.

I would be grateful if you could get in touch again
when Mr Clausen's plans become clearer.

Yous s
Jui P,

JILL RUTTER———
Private Secretary
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PS/CHANCELL elaw i N;?tr cc Mr Littler
:?é Mr Carey
Mr Ridley

MR CLAUSEN'S VISIT : 12-15 APRIL

In your letter of 1 December to the Foreign Secretary's office

you said that the Chancellor would like to see Mr Clausen when he

is in the UK. The dates of Mr Clausen's visit are now firmer, and
he is likely to be arriving on the evening of 12 April and departing

on the morning of 15 April.

23 ODA have asked whether, either in addition to or instead of

a meeting in the office, the Chancellor would wish to give Mr Clausen
either lunch or dinner. So far, the Govermor has offered a dinner on
13 April, at which selected bankers would be present. In addition,
the Chairman of the Foreign Affairs Committee has suggested that he
might give a lunch, to which a cross-section of MPs would be invited,
on either 1% or 14 April. If the Chancellor wished to give some
hospitality, therefore, possibilities would be dinner on 14 April or
lunch on either 13 or 14 April. The ODA's suggestion is that the
occasion might be used to introduce Mr Clausen to a somewhat wider

group, including industrialists, for example.

B There is no pressure on the Chancellor to undertake this. We merely
felt that he should be offered the opportunity, in case he positively

wished to do so. I would be grateful to know his reaction.
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FROM: JILL RUTTER ’F)\u\j >
DATE: 12 January 1983 \\_j

cc  Mr Littler
Mr Carey
Mr Ridley
Miss Young

MR BEASTALL

MR CLAUSEN'S VISIT: 12-15 APRIL
The Chancellor has seen your minute of 10 January.

2. The Chancellor does not feel inclined to offer Mr Clausen lunch or dinner, though

he would be pleased to see him for discussion.

UleR

JILL RUTTER
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. “ U )Y FROM : J'S BEASTALL
| M~ Y 0F ' DATE : 27 JANUARY 1983
PS/CHANy’éLLOR — ) Q Ay ~ tc Mr Littler
F R Mr Carey

Mr Ridley
MR CLAUSEN'S VISIT : 12-15 APRIL | \

In my minute of 10 January I recorded an ODA suggestion that the Chancellor
might wish to give Mr Clausen either a lunch or a dinner, to which some
industrialists might be invited. In fact, the Chancellor did not wish to
take up this suggestion.

2. I thought, however, that I should mention to you that we have now

heard from our Washington delegation that Mr Clausen himself has dropped

a hint that he would much appreciate an informal lunch or dinner with the
Chancellor, at which they might each be accompanied by their wives. This

is a rather different proposition from that put forward by the ODA and

the Washington delegation feel that the Chancellor would wish to consider it.
They recall Mr Clausen's disappointment at the Chancellor's inability to
attend his lunch during last year's Annual Meeting (although Mr Clausen
fully understood the reason for this).
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MR BEASTALL

VISIT OF MR CLAUSEN (IBRD): 12-15 APRIL

The Chancellor has been reflecting on your minute of 27 January.
He would be grateful if you could establish with ODA and our
Washington delegation whether the evening of 14 April is still
free in Mr Clausen's programme. If so, he would like to offer

a small informal dinner (with wives) at No 1ll.

s You might mention to ODA that, if this plan WOrks, Rafsons
and Ryries would be on the list. (So would Littler®s.)
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WASHINGTON DC 17 FEB 83
PAGE 1

THz RIGHT HONOURABLE
SIR GEOFFREY HOWE, Q.C., M,P,

4@!’37‘3 esf?cwqgiadse Mo
CHANCELLOR OF THE EXCHEQUER W 5
H.M. TREASURY 5 2 %ELI‘&( Tom, Usven Ryie |

PARLIAMENT STREET @A

“‘" TN

LONDON SWIP 3AG
UNITED KINGDOM | éanl,

IN THE LIGHT OF THE CURRENT ECONOMIC SITUATION, 1 HAVE DOSCUSSED “N
THE AGENDA FOR THE APRIL MEETING OF THE DEVELOPMENT COMMITTEE wlTH é?:
THE MANAGING DIRECTOR OF THE FUND AND THE PRESIDENT OF THE BANK.

WE CONSIDER THAT THE AGENDA SHOULD BE AS FOLLOWS QUOTE Jit
1. ELEMENTS OF A GLOBAL ECONOMIC RECOVERY EFFORT
(1) FINANCIAL FLOWS FROM AND LEVEL OF LENDING BY MULTILATERAL
INSTITUTIONS AND IMPLICATIONS FOR THEIR CAPITAL BASE

(11) STATUS AND FUNDING OF IDA (:E@%)

(111) EXTERNAL DEBT PROBLEMS OF DEVELOPING COUNTRIES |
(1V) LINKAGES BETWEEN TRADE AND THE PROMOTION OF DEVELOPMENT &bm\wf
2, FUTURE WORK OF THE COMMITTEE

. 3. STATUS/PROGRESS REPORTS ON CO-FINANCING AND ENERGY LENDING

UNQUOTE

IT WILL BE SEEN THAT ITEM 1 WITH 1TS DIFFERENT FACETS IS THE (:SQkX
ONE SUBSTANTIVE ITEM FOR DISCUSSION., DISCUSSION ON ITEM 2 SHOULD

BE BRIEF AND WOULD PARTLY DEPEND ON THE OUTCOME OF DISCUSSION ON

ITEM 1, |ITEM 3 CONSTITUTES ONLY STATUS AND PROGRESS REPORTS.AT

THIS STAGE AND WILL CALL FOR LITTLE DISCUSSION, THE ANNOTATED

-AGENDA WILL BE TELEXED TO YOU IN TH“ LAST WEEK OF MARCH FOLLOWING

BOARD DISCUSSI10NS,

WeE ALSO CAME TO THE CONCLU:ION THAT IN VIEW OF THE PRESENT

e

R o e

PAGE 2 OF 2

ECONOMIC CRISIS, THE SUBSTANTIAL NATURE OF ITEM 1 OF THE AGENDA
AND THERE BEING NO MEETING OF THE INTERIM COMMITTEE IN: APRIL, IT
WOULD BE DESIRABLE FOR THE DEVELOPMENT COMMITTEE TO HAVE ONE AND A
HALF DAYS AT ITS DISPOSAL STARTING AT 10.00 AM ON APRIL 28 AND
CONCLUDING BY MID-DAY ON APRIL 29,

IN ORDER TO MAKE TIME AVAILABLE FOR A DIALOGUE AS WELL AS
CONSIDERATION OF A DRAFT COMMUNIQUE, 1| AM PLANNING ON HAVING BOTH
A LUNCHEON AND A DINNER ON APRIL 28 FOR MEMBERS OF THE COMMITTEE.

I HOPE THAT THESE PROPOSALS WILL MEET WITH YOUR APPROVAL AND IF
I HEAR NOTHING TO THE CONTRARY BY MARCH L4 | SHALL PROCEED TO
PLAN THE MEETING ACCORDINGLY,

REGARDS v
GHULAM 1SHA® KHAN, CHAIRMAN, DEVELOPMENT COMMITTEE
INTBAFRAD

262405 TRSY G
INBAFRA




% FROM: J S BEASTALL
DATE: % March 1983

x 5B

PS/CHANCELLOR OF THE EXCHEQUER €— cc Mr Littler
Mr Carey
Miss Young

VISIT OF MR CLAUSEN (IBRD): 12-15 APRIL

I have consulted ODA and our Washington delegation about your
minute of 7 PFebruary. The Chancellor's prpoposed informal dinner
(with wives) on 14 April is firmly in Mr Clausen's programme,
and he greatly appreciates the invitation.

2. The Washington delegation have asked whether Mr Benjenk,

the IBRD's Vice President, External Relations, might be included
in the invitation. He will be with Mr Clausen throughout the
tour. (He will not be accompanied by a wife). Mr Anson's view
is that it is not essential for the Chancellor to invite him,

but Mr Benjenk would obviously be delighted if he would be on the
list.

. J S BEASTALL
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FROM: MISS M O'MARA
DATE: 10 March 1983

MR FOX cc Mr Littler
Mr Carey
Mr Beastall

DINNER PARTY FOR MR CLAUSEN: 14 APRIL

The Chancellor has agreed to host a small dinner party of 14-16
people for Mr Clausen of the IBRD when he visits the UK next month.

2. We have approached GHF to see whether they would be able to
cater for us on this occasion. I understand that their normal
practice is to provide free catering facilities for one function
per visit but unfortunately, on this occasion the ODA have already
staked their claim and they clearly have a strong case. GHF tell
us that they can still cater for us on a repayment basis but at a
cost of £32 per head. This, of course, takes us over our usual
entertainment allowance but I hope that EOG can agree to the

expenditure nonetheless.

3. As you know, the Ministerial entertainment budget will be well
underspent in the current year and I doubt if we shall run up against
any constraints in 198%-8?3‘ We could, of course, investigate the
possibility of outside caterers but apart from the considerable extra
work involved in using them, I cannot see any possibility that they
would provide a reasonable meal for £10 a head. For smaller parties,
the Chancellor hires his own staff but once the numbers creep above

about 8 guests, this is no longer feasible.

(A

MISS M O'MARA






\;ﬁ£;£> From: B FOX
\’L\?/ 14 March 1983
MISS o'\MyzA/ cc Mr Iittler
Mr Carey
Mr Beastall
DINNER PARTY FOR MR CLAUSEN: 14 APRIL
Thank you for your minute of 10 March.
2 I am content that you should use GHF on this occasion. I note

that you expect to be able to contain the costs within your
1984-85 entertainment budget.

B FOX
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Bling copy

Mr Fox

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

15 March 1983

M Snell Esq.

Government Hospitality Fund
2 Carlton Gardens
LONDON

SW1

Pear MaucSlnm ,

We spoke last week about the Chancellor's proposed dinner for Mr Clausen,
President of the World Bank, on 14 April.

The Chancellor has asked whether Government Hospitality could cater this
function. You indicated that given that you are already catering a function for
the Minister of Overseas Development in honour of Mr Clausen you would only be
able to undertake the Chancellor's dinner if GHF's costs were met on a
repayment basis. I can now confirm that we are happy to go ahead on this basis.

The dinner will be downstairs in No.ll, and will involve between 14 and 16
people. Miss Young will let you have more precise details - including timing - in
due course. If you have any query could you please contact her on 233 5487.

\/51,03 &uwdd,

JILL RUTTER
Private Secretary
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9 WiR 1983,
FROM : R J BONNEY
//r DATE : 2;? MARCH 1983
M(.} v/'r /
T HR L cc Chief Secretary

T\ Financial Secretary
L DOU@S/WASS’ &*’* 3(713 Mr Middleton
%. CHANCELLOR Mr Littler
Mr Unwin
Mr Carey
Mr Bottrill
1« Mr Basi
2. FMA

APPOINTMENTS TO THE BOARD OF GOVERNORS OF THE INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT (IBRD)

With the impending change of Governor of the Bank of England and of the
Permanent Secretary to the Treasury, it is necessary to make fresh appointments
as UK Governor and Alternate Governor of the IBRD. The IMF appointments are
not affected.

2. The Articles of the IBRD (the World Bank) provide for each member country

to appoint one Governor and one Alternate to the Board of Governors, in which

all the powers of the institutions are vested. An IBRD Governor is also

ex officio a Governor of its two affiliates, the International Dewelopment
Association (IDA) and the International Finance Corporation (IFC). Traditionally
(since 1963) the Governor of the Bank of England has been UK Governor of the

IBRD and the Permanent Secretary to the Treasury the Alternate Governor. We

see no compelling reason to change this arrangement (Bank of England and FCO

officials concur).

3. If the Chancellor agrees, I recommend that Mr Robert Leigh-Pemberton should
be appointed as UK Governor of the IBRD with effect from 1 July 4983, and that
Mr Middleton should succeed Sir Douglas Wass as Alternate Governor with effect
from 15 April 1983. (Mr Middleton has already indicated that he is willing to
take up this appointment. )

729->






4, The Bank of England have pointed out that Mr Leigh-Pemberton will be present
at a dinner which the Governor is giving Mr Clausen (IBRD President) om 13 April.
It would therefore be elegant (if not essential) if his letter of appointment
could reach the IBRD before Mr Clausen feaves Washington the day before. (In

practice this means that a decision would be desirable this week.)

5. If the papers could be returned to this Division I will have the necessary

formal arrangements made.

R J BONNEY
AEF1 Division
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TO PRIORITY UKDEL OECD PARIS

TELEGRAM NUMBER 13 OF 30 MARCH

AND TO INFO PRIORITY WASHINGTON, PARIS

AND INFO SAVING OTHER OECD POSTS, UKDEL IMF/IBRD WASHINGTON,
UKMIS GENEVA, UKDEL NATO

YOUR TELNO 38: OECD: MEETING OF COUNCIL AT MINISTERIAL LEVEL
9/10 MAY

1. WE HAVE BEEN TOLD BY THE US EMBASSY THAT THE US TEAM TO
THE OECD MINISTERTAL WILL BE:

MR SHULTZ: SECRETARY OF STATE

MR REGAN: SECRETARY TO THE TREASURY

MR BALDRIDGE: SECRETARY OF COMMERCE

MR BROCK: US TRADE REPRESENTATIVE

MR FELDSTEIN: CHAIRMAN, COUNCIL OF ECONOMIC ADVISERS

2. DETAILS OF TRAVEL PLANS ARE NOT YET AVAILABLE.
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COVERING CONFIDENTIAL

FROM R J BONNEY
: DATE 30 MARCH 1983
1. MR CAREY

2. PRINCIPAL PRIVATE SECRETARY

cec PS/Chief Secretary
Mr Littler
Mr Unwin
Mr Wicks
Mr Beastall o.r.
Mr Ridley

1. Mr Bagi
2x. BMA

MR CLAUSEN'S VISIT TO LONDON: 12-14 APRIL

You asked for a draft note which the Chancellor might put to

the Prime Minister before she goes on holiday this week. I
attach a draft minute which could cover (a) the personality
note on Mr Clausen attached to Mr Anson's letter of

15 February, and (b) a short position paper on the International
Development Association which obviously figures high among

Mr Clausen's priorities. We have been unable to clear (b)

with ODA, as the relevant officials are in Copenhagen for

a meeting on IDA. We do not think it is controversial.

ODA will be circulating formal briefing for Mr Clausen's

various calls in due course.

R J BONNEY

COVERING CONFIDENTIAL
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@@:}'ﬁ MINUTE TO THE PRIME MINISTER

From the Chancellor of the Exchequer

Copy to:-
Foreign Secretary

[BRD
VISIT OF W&MHSBMPRESIDENT-W 12-14 APRIL

Sinee wo. S‘\ql( bcm\ Ae S&\Mé Tow\ eleusen S/\t/("fg afhes D Ecul“u 5*‘-’«‘( ot

way of -adveneecd—briefing—TNey are: -
// o

[t CunsSiyls 0("'
an extended personality note on %? Clausen prepared

<_‘___ TN Ansony g

by pthe UK Executive Director at the World Bankg , and
(749 a short position paper by Treasury officials on the

Q_ the International Development Association (IDA),

which figures high among Clausen's priorities. Q
b lastead Dok D lettHel Acs n&ibnu« ¢ lewpd wit ©DA /wcmwz

T e XTSI T T — -

My veffieiadsiwould—hevetiked—to ciear the Iatter paper with
{ A o

OBA—mt" the relevant expertsliare E.n Copenhagen this—week

i J?E% l‘] 1 : n hﬂ-“: € ul iw of s
at an IDA meeting. But I Lt Md‘ Gy LNV IV Y

centreoversigr?r Francis Pym and I have already agreed on

the broad lines of our approach to the negotiations on

IDA's seventh replenishment. wmoubt be
circulating formal briefin‘i:er%your meeting with ¥ Clausen,

Aocopy o Gosd
Fem—copying this minute Liio Francis -Pymbl’(fs ’mdp/Q W\W

G HOWE

CONFIDENTIAL
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CONFIDENTIAL

ce Mr Littler

Mr Unwin

Mr Carey

Mr Beastall (OR)

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

VISIT OF IBRD PRESIDENT: 12-14 APRIL

' Since we shall both be seeing Tom Clausen shortly after
the Easter break, it occurs to me that you might like
to see, over the break, the attached background briefing

which has been prepared for me.

2. It consists of an extended personality note on

Clausen prepared by John Anson, theiﬂ(Ekecmive Director

at the World Bank, and a short position paper by Treasury
officials on the International Developmenf Association (IDAa),
which figures high among Clausen's priorities. I understand
that the latter has not yet been cleared with ODA, because
the relevant experts there are now in Copenhagen at an IDA
meeting. But I don't detect.anything controversial in it:
Francis Pym and I have already agreed on the broad lines of
our approach to the negotiations on IDA's seventh replenish-
ment.

3. A copy of this minute goes to Francis. His people
will no doubt be circulating formal briefing nearer the

time of your meeting with Clausen.

G.H.
30 March 1983

CONFIDENTIAL






T w

R WILLIAMS

"FROM: I BASI

DATE: 31 March 1983 .

: / — ¢c Mr Kerr.; :
, \\fﬁia Mr Bonney’$r

- APPOINTMENTS TO THE BOARD OF GOVERNORS OF THE INTERNATIONAT, BANK

FOR RECONSTRUCTION AND DEVELOPMENT

‘Mr Kerr has confirmed this morning that the Chancellor is content
with the recommendations in Mr Bonney's minute of 29 March.

So that we can now press ahead with the formalities I should be
grateful if you could arrange for Sir Douglas Wass to sign the

attach? Treasury tinute.
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‘AEF1 Division
Room 82/1

Ext 3700
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FROM: J O KERR |
DATE: 31 March 1983  / 7‘3\

cc Mr Middleton
Mr Beastall

MR BONNEY

APPOINTMENTS TO THE IBRD BOARD

The Chancellor has seen your minute of 29 March, and is content with both your proposals.

4
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J O KERR
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FROM: R.N. SPRINGTHORPE
DATE: 7 APRIL, 1983

MISS O'MARA

CHANCELLOR'S DINNER FOR THE PRESIDENT OF THE
WORLD BANK: THURSDAY, 14 APRIL

As I mentioned to you, Mr. Littler is now
required to attend a meeting ih Williamsburg on
Friday, 15 April which will necessitate his
travelling out on the previous day. He is,
regretfully, unable therefore to attend the
dinner for Mr. Clausen on 14 April.

(R, N. SPRINGTHORPE)
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The Chancellor of the Exchequer

requests the honour of the company of
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Please reply to: Private Seceetary
11 Downi reet, S.W.1
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VISIT BY MR CLAUSEN, PRESIDENT OF THE WORLD BANK: 12-15 APRIL 1983
. I attach an outline programme and a set of briefs for Mr Clausen's visit this week,
The briefing covers the issues that we understand Mr Clausen will wish to raise:
a. Developments in the world economic situation
b, Restraints in commercial bank lending and intermediation of the World Bank;
c. IBRD lending levels and capital requirements;
d. Structural Adjustment Lending;
e. International Development Association (IDA); and
f.  Future of the IMF/IBRD Development Committee,

Detailed discussion on the second item will be covered during Mr Clausen's call on the
Governor of the Bank of England.

You will doubtless have seen the article in today's 'Times' by Professors Bauer and Yamey,
linked to Mr Clausen's forthcoming visit, criticising the principle of overseas aid,

wow You may be interested to see the enclosed paper, written very rmuch from a World Bank
viewpoint, which attempts tc answer the sort of objections raised by Professor Bauer.

There has been some discussion here about the correct pronunciation of Mr Clausen's
surname. The Prime Minister has, of course, already met him, but may like to be
reminded that his surname is pronounced "Claw-son",

I am copying this letter and enclosures to John Kerr (Chancellor's Office) and to

John Holmes (FCO).

(M A Power)
Private Secretary

W Rickett Esq
10 Downing Street
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VISIT OF IBRD PRESIDENT: 12 - 15 APRIL 1983

BRIEF NO 2: WORLD ECONOMIC PROSPECTS

POINTS TO MAKE

ECONOMIC OUTLOOK

i.

World activity has yet to recover fully. Encouraging signs that modest

recovery in 1983 is getting underway. Lower inflation and interest rates lays

basis for resumption of sustainable growth.

T

Lower oil prices should, on balance, improve world growth and reduce

inflation. Some oil exporting debtors may suffer, more so if prices fall

further but benefits to OECD countries should outweigh these difficulties.

3300

International financial scene still requires close monitoring.

Considerable adjustment achieved and should continue. Most major debtors now

have stabilisation programmes in place with IMF help. Helpful that IMF giving

positive lead to commercial banks.

POLICIES

a2

Monetary policy should be flexible but firm enough to prevent any renewed

upsurge in inflation. Fiscal policy should aim to put structural deficits on a

convinecing declining medium term path.

V.

Expect Williamsburg to endorse continuation of prudent counter-inflationary

financial policies and to resist calls for excessive reflation. Policies need

to sustain recovery.

iv.

Major countries especially SDR block should pursue convergent policies to

achieve non-inflationary growth. Only way to exchange rate stabiiity. Welcome

recent French recognition.

vii.

All countries, particularly Summit partners, need to resist protectionism.

Developing countries need access to industrial markets. Trade restrictions

inhibit growth and impoverish us all.

RESTRICTED
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ESSENTIAL FACTS
Economic Outlook

Early signs of the modest recovery (1-2 per cent growth in output) forecast for the
major industrial economies in 1983 are accumulating. In the US industrial production
and housing starts have continued rising while in Europe and particularly in Germany
business confidence may have turned round. lLower inflation and lower interest rates
should help promote the recovery in activity. The fall in oil prices should also

increase output.

2ia Output growth in the non-o0il developing countries (NODCs) after falling last
year is also forecast to pick up slightly in 1983 to around 3 per cent though this
remains below the 5 per cent growth achieved in 1973-79. World trade (UK weighted)
is expected to recover only slowly growing by 1 per cent after falling by over

3 per cent last year.

oy Unemployment is likely to reach around 9 per cent for the major OECD economies

this year. With the pick-up in activity the rise in unemployment may however start

to level off towards the end of the year,

i Inflation has fallen faster than expected. For the major countries it has come
down from 12 per cent on average in 1980 to 5 per cent in February. Some further
fall is likely in the early part of the year but thereafter higher activity may

push inflation up somewhat. Nominal interest rates fell markedly late in 1982. In

the US three-month market rates fell from around 164 per cent last summer to 8% per
cent by the end of 1982. They have remained broadly flat until recently, edging up
towards 9 per cent, Although real interest rates have eased slightly they remain

high compared to past experience.

B3 Weak demand for oil and overcapacity led OPEC to agree a 15 per cent cut in
the marker price to $29 pb in March. OPEC's current account may move into deficit

as a result. Lower oil prices will help many sovereign debtors but hurt those who

are also o0il exporters (Mexico) and may create some new problems (eg Venezuela,
Nigeria, Indonesia, Egypt). A further fall would aggravate these difficulties. On

balance the agreed oil price reduction should however improve economic prospects.

RESTRICTED
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6. The large prospective US current account deficit (over $20 bn) dominates the

rise in deficits expected for the major countries in 1983. The Japanese and German
surpluses are expected to increase this year. Non-oil developing countries' (NODCs)
considerable adjustment last year cut imports sharply thereby reducing their current
account deficits from $100 bn to $90 bn. Net new bank lending to NODCs contracted
sharply last year - growing by only 9 per cent compared to over 20 per cent in

previous years.,

7. Financing constraints on NODCs are likely to persist. IMF expects net new
bank lending to grow by only 8 per cent or so in 1983. Import growth will remain
depressed but the up-turn in the OECD area should allow some recovery in export
growth and some pick-up in commodity prices. Together with the benefits of lower
interest rates this should help NODCs to reduce their current account deficits

further to around $70 bn. The recent fall in oil prices should also help.

6l Exchange rates have remained volatile. After rising sharply throughout 1982

the effective dollar rate depreciated by around 8 per cent between November and
February this year. Uncertainty over oil prices and concern over monetary and

fiscal policy have resulted in the dollar strengthening again. As a result of the

EMS realignment the DM appreciated by 8 per cent against the French franc (5% per cent
from the DM revaluation and 23 from the franc devaluation). Despite the strong .
appreciation since last November which has reversed the losses in 1982 the yen

remains undervalued.

9, Most major debtors including Mexico, Brazil and Argentina are now implementing
stabilisation programmes with IMF assistance. Although the imminent threat of major
international default has receded financing difficulties still persit. The quota
increase (from SDR 61 bm to SDR 90 bn - an increase of 473 per cent) agreed at the
IMF's February Interim Committee together with the increase in the General
Arrangements To Borrow and its greater availability should enable the Fund to play
an effective role in helping countries to adjust their economies. The World Bank

also needs its resources adequately replenished.
Policies

10. Experience with monetary policy last year is difficult to assess, particularly

in the US, at a time of institutional change and changing liquidity demands. Last

RESTRICTED
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year US monetary growth overshot the targets partly due to distortions. The Fed has
announced higher targets for 1983 as the distortions may persist but stressed the
counter-inflationary goal. The M2 target was increased from 6-9 per cent to 7-10
per cent for 1983 and the base changed to the average February/March 1983 level.

The Fed has expressed concern over the rapid growth in the monetary aggregates so

far this year. Some have argued policy is now too lax.

11. Monetary growth in Germany in 1982 was within the 4-7 per cent target. Policy
may be easier this year as the same targets are to be maintained despite lower
inflation. France's single figure target has been reduced from 10 to 9 per cent for
this year and is tighter than in 1982. Italian monetary control last year was

wrecked by the high public sector deficit. No new targets have been set for 1983.

12. As regards fiscal policy, since 1979 despite most government's attempts to

achieve firm public expenditure control general government deficits have risen,
mostly due to the recession, from 2 per cent of GDP in 1979 to over 4 per cent in
1982. Only Japan and the UK have secured a reduction in their deficits while
Germany has contained the increase. Mildly expansionary policies in France and the

US have, along with the recession, increased budget deficits.

13. Last December OECD estimated that deficits for the major economies this year
would remain at 4 per cent of GDP despite the expected recovery. The new French
measures to accompany the devaluation are designed to keep the budget deficit in
1983 and 1984 to 3 per cent of GDP. The restrictive 1983 budget introduced by the
Japanese Government has been tempered only slightly by the concession of income tax

cuts later this year and the acceleration of public works programmes.

14. The US budget measures for FY1984 should reduce the Federal deficit from

6% per cent of GDP in FY1983 to 3% per cent by FY1986. But deficits still remain
high compared with past experience in spite of good growth forecasts. The budget
measures are still being debated and have yet to be passed by Congress. So far at
least the budget has not entirely satisfied concern over the Administration's future

fiscal stance.

15. We share the hopes already expressed for a relatively informal discussion at

Williamsburg concentrating on a few key economic issues. Discussion might explore

RESTRICTED
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the broad monetary and fiscal policy stance of all the major countries, both
individually and collectively, which is necessary to ensure the recovery becomes
firmly established while at the same time preventing any renewed upsurge in
inflation. Other focal points might include exchange rate stability (the Jurgenson
report on intervention is to be published soon), the need to minimise the threat

to recovery from increased protectionism, international debt issues, help for the

poorer developing countries including IDA and the outlook for oil prices.

16. There is already considerable pressure, notably from the French and the
Scandanavians, for some coc-ordinated reflation by the major low inflation countries.
Such expectations need to be defused in advance of the Summit. Lower inflation
should, within the bounds of prudent counter-inflation policies, allow greater real
growth. But there is scope for a better policy mix to ensure a more balanced and
sustainable recovery. In particular the US should be encouraged in its efforts

to reduce its budget deficit while there is a need for high inflation countries
such as Italy and France to bring their performance into line with that of their

Summit partners.,

HM Treasury/Bank of England
April 1983
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BRIEF NO 3a: WORLD BANK GROUP

POINTS TO MAKE
WORLD BANK

1. Welcome steps taken to improve Bank's financial soundness and

efficiency.

2. UK has supported Bank's appropriate and timely measures to help
borrowers. Structural Adjustment Lending especially helpful. If
necessary, prepared to see this extended. Initiative on co-financing

welcomed. (IBRD in touch with Bank of England on details.)

3. (If raised) UK's instrument of subscription under 1979 General

Capital Increase will be deposited next month.

4.,  Would not  stand: in the, way' of & selective Capibtal Inocrease (fop
those members whose positions under the IMF 8th Quota Review have

improved. This unlikely to allow significant increase in lending.

5. Proposals for new general capital increase will need careful

consideration in light of Bank's justification for increased lending.

INTERNATIONAL DEVELOPMENT ASSOCIATION
IDA 6

6. US badly at fault. Mr Clausen is an American and was nominated
by the US President. What action is he taking to persuade the US to
provide their contribution on time? UK has done its best (the Prime
Minister herself having played a part). We initiated recent Community

Démarche to the American Administration.

7. (If raised) Prepared to support pressure on US on this at
Williamsburg. We cannot at this stage say what we would do if \
Congress fails to approve the supplementary appropriation now before it.

8.  (If raised) . Special coentribution for FY 84, Statutory Order to
go before Parliament next month to allow deposit of UK instrument of
subsecriptieon before stant of FY 84 (July 1983).

DDANT
RESTRICTED






RESTRICTED

IDA 7

9. [It is suggested that Ministers should avoid being drawn into
discussion about specific figures at this stage.] IDA good form of aid.
However British aid funds scarce and over-stretched. Future UK support

must be on reduced scale more closely reflecting our relative economic

strength.

10. Volume of IDA 7 depends upon degree of US support. Bank's
ambitious target of $16-$18 billion unlikely to be realised and to
give further publicity.to such figures will arouse expectations in

developing countries which may be disappointed.

11. Support for IDA must be broad—based; Fair burden-sharing and
ful lets participation from outset essential. Prospect of IDA 7 no

greater or even less than IDA 6 in nominal terms has to be faced.

12. Recycling of IDA funds important. What is Bank's current thinking

about reducing maturities or introduction of interest charges?
INTERNATIONAL FINANCE CORPORATION
13. Attach importance to promoting private investment in developing

countries. But our aid resources limited and already heavily deployed

on multilateral assistance. Nevertheless ready to consider case for

capital increase.

RESTRICTED
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WORLD BANK
ESSENTIAL FACTS

1. The World Bank is owned by the governments of 144 countries and
finances its operations by borrowing on world capital markets. Total
lending commitment in FY 82 was $10,330 million, most active borrowers
being India, Indonesia and Brazil. The Bank itself borrowed $8,521

it AL ket

2n SASE on oo e a R oeiS TS hiamre ol dlensh we have a general interes
IRSrhessticdeess o i thesBankiasione ot sthiesBretvonsWeod s in st i ons
andTheNnoEitNeifie ¢ Tivel it aRmaclionailNdevieliopmenitaeicencyammihehesane
procupementabene fitsttonSBritvishcompaniessandswesmone s than s recoup

WS ©eNEE @b Ol C@iaigetlonutival e,

gl In pesponse to recent world conditions thel Bankshasadopted a
system of Structural Adjustment Lending which provides what is
esgentially programme rather than project aid. Under present ruies

it cannot exceed 10% of the Bank's lending.

e Centllleasimnesh v oBamnls

4., An assessment of Mr Clausen's influence on the Bank is givernr in

the Personality Note. Recent important policy changes are adoption

ol v a s varianle interest nate for Bank beorrowensh a Rhognamme of Special
Assistance to assist those borrowers making a determined effort to
carry out difficult measures to sustain development; and a trial

period to test new financial instruments designed to promote additional
co-financing with commercial banks. (IBRD are in touch with Bank of

England on technical details on supervisory aspects of co-financing.)

5. We support all of these measures which are appropriate and timely
nesponsesuoNth eNnee dsNohieNEaniaisShonpowenshmmiideinS S Ruc tilral
Adjustment Lending, we are ready to consider changing the 10% limit

on Bank's non-project lending, if this becomes an undue constraint.

Lending Levels and Capital Requirements

6. Management has recently reviewed its five-year lending plans in

light of potential increases in demand for Bank loans and quicker
/disbursements

RESTRICTED
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digbursements unden the Programme of Special Assisitance. The original
programme was $60 billion over FY 82-FY 86; but having agreed to

higher annual figures for the first two years of this period, member
governmenteNaReEnowsbenno S asized oS anc tiien s Ritohens i endiin oot S i
the later years, including a roll-over into EY 87, and with the corolla
of further expansion of the Bank's capital. A figure of $21 billion
was referred to prematurely in drafts of Development Committee papers,
but the issues of longer-term lending limits and capital requirements

are now tao be considered separately.

aanlelhietlhilfe vesMan aloemont Wil Sgreldblivaseelast oo Divainseone cmenit
(before the Annual Meeting in September) to a two-stage capital
expansion programme involving a Selective Capital Increase following
the IME 8th Quota Review for those whose share in the IMF has been
increased (in which UK will not be involved), to be implemented from
1984, and a General Capital Increase for all members to be mounted
towards the end of this decade. Sums raised could be around $2.9
billion and $19.7 bill%?% respectively. (GCI figure would be open to

negotiation.) —

g Thetprinciple ©f parallelism between positions ins Clhe [METamnd
World Bank has always been followed and there are no grounds fors
opposing an SCIL on that basis.  However, Ministers would have to
gonaiide pRwhetheni il e MUK coTEdE aece pitallowe RN Do s it onMisnE el e SBiamn K vhan
in the Fund (where we remain in second place) if large SCIs were

offered to Germany and Japan.

1979 (Current) General Capital Increase

9. The 1979 general capital increase of $40 billion, when fully
subsieribed, should double Cthe Bank's capital., sShares have been
allocated pro rata according to member countries' existing holdings.
UK's allotment was 24,336 shares, but we released one half (12,168)
to enable the Bank to meet the legitimate claims of other countries
tolncrease theln shareholdings.  baudi Arapiea was thel main beneficlary
The paid-in element is 74% of the cost of shares; %% in dollars and
6%% in sterling. Total will be around £70 million and will be spread
over several years; our instrument of subscription will be deposited
with the Bank at the end of May.

/Energy
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LORSSI s oo poseSisEmonihblunch S iiicireMhasNlbe emsnoNsinnonEETRoOMEthe
United States and little enthusiasm shown by OPEC countries, even in
the past. IC 1Is presumed that Bank support for energy projects will
continue up to a maximum 25% of its lending programme and that the

v luie: ot Hewmehtoe e, wlnalsl Seetisens wallh ok erdiueneiael e @eienl el ineinEEsiEE

ForpShol s thesIBCEandthen B anicivali e pilacer

INTERNATIONAL DEVELOPMENT ASSOCIATION

ESSENTIAL FACTS

11. IDA was established in 1960 as an affiliate of the World Bank to
provide low cost investment funds to those countries who were not
sufficiently creditworthy to borrow on capital markets or from the
anlkisrs el AN SS oneditisanepReviid edSo N e arsomanica eSS an d S iiys
resources are made up of grant contributions from 33 countries (the
great bulk from developed countries) supplemented by repayments of
earlier IDA credits, transfers from IBRD profits and a special contrib-

ution from non-member Switzerland.

e AR S the Heateiesie e wielb o BiE wae ey criiiilesiciony mnokbust lengeeell shlel
agencyrASE anSapeliitiic el mu ISl ven al o oramiiis e ilorl ST aEDie i el
placed than individual bilateral aid donors to bring about policy

reform necessary in recipient countries to ensure aid is effective.

13. The geographical allocation of its assistance resembles our own
bilateral aid programme more than any other aid donor's ~ 80% of IDA
credits have gone to countries with less than $410 GNP per head (1980);
60% to the large poor countries in South Asia and (as with the UK aid
programme) India has traditionally been the major recipient. IDA

e e ahaoenetiEiany eelo@ye vblapligaleis ateny Ihpaliaeinl Shaehuisiiey cioel Ghilbipeey

procurement returns to UK are about 70% of contributions.

IDA 6

14. The Sixth Replenishment (IDA 6) was origindly intended to provide
$12 billion for commitments in three fiscal years beginning 1 July 1980
(FY 81), but the Carter Administration was unable to obtain
Congressional authorisation for the US contribution ($3.24 billion -
27%) and the present US Government decided to accept the commitment

/but
RIS IR CHEIID)
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but to phase payment over 4 years instead of three (ie to FY 84).

Only $1.9 billion has so far been authorised by Congress. Other IDA
donors have agreed to provide IDA with additional commitment authority
ovep T thelexitendeldsdsveanipeniodE=fiinsCEbySadvanecing S el niiins i
year's IDA 6 instalments, then by delinking their second and third
year's instalments from the level of the US contribution (this was
agreed by the Prime Minister during Mrs Gandhi's visit last year) and
finally by agreeing special funding for FY 84 of which the UK share

wi Il be ‘abeout £105 million.

15, ©So far in this fiinancial year the US Congress have appropriated
only $700m out of the $945m agreed US contribution., The US
Administration have submitted a supplementary appropriation for the
balance (and have included the rest of the US contribution to IDA 6 -
$1095m -~ in their budget for next year). If the $245m supplementary
I approveds IDAT 60 willbe mone on legs completed eon time even i the
Ui e onitieidolitiio s iionN VS AR s o At e s ameNais e S Ve a s N a s U lle
result of a continuing resolution; this will be a hopeful augury for
(DA R e e uppille menve Ry S ot e p DoV edNihe VSR o v iotinie o

1 DASERWE I d e ol ot ove i Vel vielaie s an d St e prospecit SR o N D/ASWAN Tl b e

seriously weakened. This is a big risk to take for a comparatively
small sum (for the Americans). Mr Clausen is likely to ask the Prime

Minid ster to raise Chis gquestion with President Reagan at the
Williamsburg Summit or at least to lend support 1Lf others raise 1LU.

Wel stlggest that it woulld e Sufiticients tonagnee  tondenthe llaveen.

16. Resulting from a UK initiative, the European Community decided to
make a démarche on this issue to the US Administration. The German

Ambassador in Washington delivered this on 1 March.

IDA 7

17. Negotiations on the seventh replenishment began in Washington last
year with the intention of reaching agreement by the time of the
September 1983 Annual Meeting of the IMF and World Bank. Meetings

have also been held in Paris and Copenhagen. Meaningful negotiations
canneicEbeiimsunt s tlheNUSEp o st oS lindeiN D AN SIS clliapiitiie d iRa R ds e

size of the US contribution to IDA 7 is known. . It is hoped (Bu by no

/means
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means certain) that the US position will be clearer by the time of the

next meeting of IDA 7 Deputies in July (Tokyo).

UK Interest

18, The UK has been a strong supporter of IDA under successive
GovernmentsandiounSinteresthlsiprobablystosworkfoprSasconvinaiine i oh
feveli o= negotircess for=liDASS U= towand sSansDASVEnepllen ishne Nt rarseit
That is s pealisitichandsinelude siullSUSEparticipation, Ltswoulld s e
TNl e ol xS ansove el Ivol tmestmpiliva nicsasiyis Share which the US
IA@hptitiont Ssheteridalenl eeulilsh Sgiey nEEy O wio) (Shusnen ANBA 0 Walieeibiy woer g, Ay
wloler joneEEiEing wakne wae WS Achiinlshuneicibem abe siemedai ey 1o @erashlcleniliog
contributions of around $750 million a year which would produce an
IDA 7 total of $9 billion over 3 years or $12 billion over 4 years -
substantially less in nominal terms than the agreed total for IDA 6.
Despi e thi e ThelWonlid Bank s econvinuing  rooiveswiidescunneney Lo

a $16-$18 billion figure.

19, On burden sharing, we have already made c¢lear our intention of
reducing our ‘share from the very high level of 10.1% for IDA 6, and
from the 7.6% for the special funding for FY 84 to one more in line
with UK's relative economic strength (the UK's share of donors' GNP
is 5.4%) .

INTERNATIONAL FINANCE CORPORATION
ESSENTIAL FACTS

20, FHstablished in 1956 as an atffiliate To the World Bank, with
capital of $78 million to promote growth of productive private
investment. Authorised capital increased in 1978, and now stands at
$650 million, with 123 member countries. The previous Government
decided to take up our shares and a payment of £12.2 million was made
in 1978. That Capital Increase came to a close in July last year, with
GIO) o @einly e uae Seeiies all lomuecl, O AL die) Secoinel Leneiesiy
shareholder (7.6%) - the US being the largest at 29.49%.

21l. IFC Management now looking for a new capital increase to enable
Ine pelais eN I R veOlamesoin S SIS e d i oSS Diai s G et I AN Ruiclaf N e el e el
/equity
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egquity investment; increased support for the development of capital
markets; and increased investments in private sector energy development

In FY 82, some $280 million was provided by commercial banks in

association with IFC projects.

22 EllonNdonoresist nicliudingsuheNUnifteldSsivaites s D PORIEEcOnCEPInNOI
further general capital increase. Probable size $750 million.

Mr Clausen will defer making formal proposition until after IMF/IBRD
Annual Meeting. We are generally satisfied with IFC's programme for
DRomoIncEnRIva tesEIinviesiimenvainadevel opineNcelnin e s biseriipIl oS

are fully paid as grants and for UK this could mean around £38 million

fonbkin jelaElsiecl ewvisne  SiEvEhsal EiehelE

Overseas Development Administration

8 April 1983
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VISIT OF MR A W CLAUSEN, PRESIDENT OF THE WORLD BANK,
12-15 APRIL

BRIEF 3(b): UNCTAD VI/BRANDT: IMPLICATIONS FOR THE WORLD BANK

Points to Make

1y In preparation for UNCTAD VI, the UNCTAD Secretariat,
Brandt Commission and others are calling for massive extra
flows of funds from the World Bank and other sources to the
developing countries (LDCs). This is not the right solution
to the LDCs' present economic difficulties. [It is beyond

the capacity of donors to provide or LDCs to absorb.]

2 UK appreciates World Bank's own response based on
modest increases in certain types of lending and closer
policy dialogue with borrowers. Endorse World Bank

Programme of Special Assistance for 1983 and 1984.

S Prepared to discuss at UNCTAD VI ideas on lines of
World Bank's own thinking, eg for a modest increase in
structural adjustment lending. But important to discourage

unrealistic expectations.

4. UNCTAD must respect the independence of the

International Financial Institutions.

RESTRICTED
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Essential Facts

i Financial matters are outside UNCTAD's main field of
competence. But there will be a discussion of financial and
monetary issues at UNCTAD VI. Group B (the OECD countries)
has stressed that UNCTAD must respect the independence of
the international financial institutions, and has warned the
Group oA (GT T S i S mt o rra T cont ac sy not s o Uil d =D

unrealistic expectations.

i The final G77 negotiating position for UNCTAD VI is
under discussion at the G77 Ministerial meeting in Buenos
Aires (28 March-9 April). G77 is likely to take up ideas
put forward by the UNCTAD Secretariat for a package of
'immediate measures' to help LDCs. These proposed measures
include a major injection of liquidity from the IMF, World
Bank and other sources. Much of the package is on too
grandiose a scale, and would prove beyond the capacity of

donors to provide or recipients to absorb.

3e The UNCTAD Secretariat's specific proposals for action
by the World Bank and IDA are: to increase lending by
committing the present 5 year programme over 4 years, to
increase structural adjustment lending (SAL) as a proportion
of total lending, to increase IBRD's resources by a new
capital increase and/or doubling the bank's gearing ratio,

and to increase IDA7 in real terms. (See brief 3(a)).
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4. The World Bank Executive Directors have recently
approved a sensible and realistic Programme of Special
Assistance for 1983 and 1984. This will result in an
increase in World Bank disbursements over the next two years
of approximately US $2bn. As part of the programme the
World Bank will make greater efforts to discuss economic

policy matters with LDC borrowers (the ‘policy dialogue').

5 Group B will be prepared to discuss at UNCTAD VI
realistic ideas for using World Bank lending to give LDCs
rather more help with their balance of payments problems,
for example through a modest expansion of structural

adjustment lending.

6. Leeds Castle Conference on UNCTAD VI, 30 April-2 May

Mr Rees invited Mr Clausen to attend the Conference but he
is unable to come and will be represented by a senior IBRD

O Gl BN Ly

i Brandt
The Second Brandt Report makes proposals for action by the
World Bank very similar to those put forward by the UNCTAD

Secretariat,

Economic Relations Department
6 April 1983
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VISIT OF IBRD PRESIDENT: 12-15 APRIL
BRIEF NO 4: IMF/IBRD DEVELOPMENT COMMITTEE

POINTS TO MAKE (if raised)

FORTHCOMING MEETING ON 28-29 APRIL

Look forward to useful meeting of Committee., Chancellor will attend.

No major problems with draft agenda.

Reluctant to set up new Task Forces or Sub Committees on debt or trade
and development issues., Risks duplicating work best left to other
institutions eg IMF and GATT.

FORMAT OF MEETINGS

Can support moves for sensible changes in format: eg less speech-making
and more genuine discussion (c¢f Commonwealth Finance Ministers meetings).

Needs strong chairmanship.
FUTURE ROLE OF COMMITTEE

Understand disappointment of some members about lack of tangible results,
But Committee has commissioned useful work (eg report of its Task Force

on non-concessional flows).

See advantage in keeping Committee as deliberative (not decision~taking)
body. Should resist more formalised arrangements (eg permanent Secretariat)

which migh* impinge on independence of parent institutions ( IMF, IBRD.)
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BRIEF NO 4: IMF/IBRD DEVELOPMENT COMMITTEE
ESSENTTAL FACTS

The Development Committee was established in 1974 as the "Joint Ministerial
Committee of the Boards of Governors of the Bank and the Fund on the Transfer
of Real Resources to Developing Countries". Its remit is to maintain a

general overview of the development process. It meets twice a year (normally
in conjunction with the Interim Cttey. The 22 members (one from each IBRD/

IMF constituency) are mainly Finance Ministers (the Chancellor normally attends
for the UK), The present Chairman (elected last September) is the Finance
Minister for Pakistan, Ghulam Ishaqg Khan. There is an official Secretary to
the Committee (at present Mr H E Kastoft from Denmark) but documentation for

meetings is largely in the hands of IMF and IBRD management.
FORTHCOMING MEXTING ON 28-29 APRIL

The next meeting will take place in Washington on 28-29 April, ‘Unusuvally
there will not be an Interim Committee meeting at the same time, as this was

brought forward to February. The Chancellor will still attend.

The draft agenda includes one substantive item covering the resources of the
international financial institutions (including IDA), external debt problems
of developing countries and linkages between trade and the promotion of
development. This structure is broadly acceptable, although there may be

. 5 o
some problems with the draft communigue.

There were reports following the Non-Aligned summit meeting in Delhi that
the ldec's might press in the Development Committee for a new debt
restructuring facility. It is not yet clear whether the Chairman will seek
to push this. Mr Benjenk (IBRD Vice President) has also floated the idea
that the Development Committee might set up a small sub-committee of
Ministers (perheps chaired by the Chancellor) to consider this proposal

and report back to the September meeting. However, the IMF mansgement

do not favour this (nor would many G5 countries) and the idea is probably

dead for the present.






The Americans are thought . v . . = set up a Task Force on trade and
development igsues, Their motives are unclear (perhaps to pre-empt
discugsion in UNCTAD VI or to pursue ideas floated in GATT).  There is

no objection to a discussion of trade linkage in the Development Committee.
(Mr Clausen is also known to be interested in this subject). Follow up
work might be better left to the GATT,

FORMAT OF MEETINGS

Mr Clausen is known to be concerned about the poor performance of the
Development Committee., He feels that the present round of set speeches
achieves little and would like to see more time devoted to informal
discusgion -~ perhaps closer in style to a Commonwealth meeting. We should
support any practical moves in this direction, although it will take

effective chairmanship to implement them.
FUTURE ROLE OF COMMITTER

The Development Committee is often accused of making little impact. This
is partly because of its working methods and partly because it tends to be
overshadowed by the Interim Committee. The fact that it rarely produces

positive recommendations for action is probably to be welcomed.

Unlike the Interim Committee, where there is a good deal of common interest,
debate in the Development Committee tend to be polarised between the
interests of developing and developed countries, with some of the smaller
industrials (eg Nordics) often siding with the developing countries. There
is no weighted voting in the Development Committee as there is in the World
Bank Board. Thus, while the Development Committee has value as a forum in
which developmental issues can be discussed in a less contentious way than
in UN fora, it would not be in our interests for it to be given a more
positive and decision-taking role in relation to the World Bank or other
IFI's. We need therefore to avoid hasty decisions being taken on beefing up the
role of the Committee., If there is a move in this direction at the next

meeting, the better course would be to remit the subject for further study.






‘ 2
/ ; \\“*\?7
IEF NO 5

BRITISH AID POLICY AND PROGRAMME

POINTS TO MAKE

% POLICY - British Government continue to take seriously the
~difficulties being experienced by countries of the developing world,
and recognise that aid has an essential part to play in assisting

the less developed.

Moral and humanitarian case for aid remains overwhelming and developmente
objectives are basic to our programme. We are however giving greater
weight to political, commercial and industrial objectives which we

regard as complementing the developmental ones.

Although official aid flows are important, they are only one of the
means. In addition to need for sensible domestic policies to be followec
by developing countries, the flow of private resources and trade are

essential. Britain's record in both these areas is good.

2. AID VOLUME - British aid programme is a considerable one - well over
£1,000 million in current financial year. 10% higher in cash, and thus

likely to represent an increase in real terms over 1982-83.

3. ALLOCATION OF AID - Multilateral share of aid programme in 1983-84 it
“expected to be about 40% of total; bilateral aid allocation to individue
countries expected to be about 43%; remainder on other bilateral spendinc
eg Pensions, Aid and Trade Provision, Sectoral Programmes. Expect a
large proportion (currently about 2/3rds) of total bilateral country
programme to go to "poorest" countries. We shall continue to concentrat:

a high level of aid on Commonwealth countries.

4, MULTILATERAL AID - Government have stressed that while accepting tha
past commitments meant multilateral aid would take greater part of the
programme over next few years, this expenditure would be examined
critically to minimise squeeze on bilateral aid and to bring our
contributions more in line with our economic strength relative to other
traditional Western donors. Nevertheless we remain convinced of the
value of our contributions to those agencies with whom we have enjoyed

long and close relationships.
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BRITISH AID POLICY AND PROGRAMME

ESSENTIAL FACTS

ik POLICY - Combined official and private flows from Britain to
developing countries in 1981 (last year for which figures available)
totalled £4,980 million, equivalent to 2.01% of GNP. This is well above
the UN target for combined official and private flows of 1% of GNP - a

target consistently surpassed by Britain for many years.

A AID VOLUME - Net aid programnme in 1982-83 totalled £959 million.
Gross programme (net plus repayments of capital on past aid loans)

Total ledesB 028 mitll o,

Provision for 19838=84 1g &l 057 millien (net)h and - depending on
repayments of capital on former aid loans - gross programme should total

about £1,126 million. This represents increase of almost 10% over 1982-83

Provisional planning figures for net aid programme in 1984-85 and 1985-86

are £1,100 million and £1,130 million respectively,

e ALLOCATION OF AID - "Poorer" countries are defined as those with per
capita income of WS £2370 and less 1ln 1980 (Source: World Bank Atlas (9815

and all Least Developed Countries.

We expect Commonwealth share of bilateral country programmes to increase
fron unustallviliowslie vial No A0S T 2 S inE o @ 2 a8 S ORTA SN e [ EDI0 S G0 SN AR € 1Y
high proportion of bilateral aid outside country programmes (Commonwealth

Development Corporation, Research) also devoted to Commonwealth.

In 1983-84 we expect top 10 recipients of bilateral country programme
aid to be:
1, ke
Bangladesh
Sudan
Kenya
Sri Lanka
Zimbabwe

Tanzania

~] ©y 1 B g N
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@, Ehilonzeliee:
9. Pakistan

1o, Zambia

4, MULTILATERAL AID - Rise of EC spending in particular has

led to severe pressure on bilateral country programmes. Their
share of total has been reduced from 53% to 43% between 1979-80
and 1983-84. 1If, as we expect, EC programmes continue to achieve
annual growth rates in excess of 10%, we fear further reduction

in overall share of country programmes.
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INTERNATIONAL DEVELOPMENT ASSOCIATION (IDA)

Background

IDA was established in 1960 as an affiliate of the World Bank (IBRD)
in order to provide low cost investment funds to very poor
countries which were not sufficiently creditwbrthy'to
borrow on capital markets or from the IBRD., It shares

the same staff and facilities as the IBRD and applies the
same criteria for assessing projects. However, its
"credits" are offered on near grant terms (50-year
maturities, 10-year grace period, 0.75% service charge)
and it relies for funds primarily on three-yearly
"replenishments" of its resources made up of contributions
from the major aid donor countries supplemented by small
amounts from (a) repayments of earlier IDA credits which
are recycled (now about $50m a year) and (b) contributions
from IBRD profits (usually about g100m a year).

IDA is the largest multilateral aid agency and is traditionally
regarded as the most efficient. A recent study of
completed projects shows an average rate of return of 21%
at appraisal and 18% at audit. More widely, IDA management
also claim success in persuading recipients to follow
sensible macro-economic policies in aided sectors (an

often quoted example is the "green revolution" in India).
IDA as well as IBRD funds are used for structural
adjustment lending. It is clear that an apolitical
multilateral agency such as IDA is better placed than
individual bilateral aid donors to ensure that unpalatable
advice is acted upon. IDA is also a significant source

of foreign exchange for the poorest countries: in
aggregate 1980 disbursements represented 10% of the

total current account deficit of IDA recipients (12% of
total aid flows). It also acts as a focus for donor
cooperation in particularly difficult cases such as

Sudan and Bangladesh.
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UK interest

The UK has been a strong supporter of IDA under
successive Governments. Our original share of IDA
contributions was set at 17%. This has gradually
declined to 10.1% in the current replenishment (IDAG).
Even this is well above our share of IDA donors'

GNP (about 5.4%) and was only agreed by the present
Government because IDA6 negotiations were nearly
complete when they took office. Other countries

accept that the UK share will fall again in IDA7: our
special contribution for fiscal year 1984 was based

on a 7.6% share and we have clearly stated our intention
to reduce it further. Nevertheless the UK's positive
attitude during the IDA6 negotiations (eg the decision
following Mrs Gandhi's visit last year to waive the

pro rata conditions tying our contributions to the US)have been
generally welcomed internationally.

Leaving aside the question of the UK share, our interest
is probably to work for a continuing high level of
resources for IDA. This is because the geographical
allocation of IDA credits resembles our own bilateral
aid programme more than any other aid donork - 80% of

IDA credits have gone to countries with less than

g410 GNP per head (1980); 60% to the large poor
countries in South Asia and (as with the UK aid programme)
India has traditionally been the major recipient.
Moreover, IDA offers important procurement opportunities
for British industry: our cumulative share of offshore
procurement up to June 1981 was 14.4% - just below Japan
(15.5%) and the US (14.7%). Taking IDA alone,
procurement returns are now running at about 70% of
contributions (much the same as for bilateral aid)

but, if the World Bank Group is taken together, we

more than recoup the cost of our contributions. Of
course British firms which win business funded by

CONFIDENTIAL
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multilateral agencies such as IDA have to prove
themselves fully competitive as international tendering
is mandatory. This is not always the case with the
bilateral aid programme, where bidding is confined to
UK firms - even less so for ATP where substantial
subsidies can be involved.

IDA 6

IDA 6 was originally intended to provide $12 billion

for commitments in the three years beginning 1 July 1980.
The Carter Administration was unable to obtain
Congressional authorisation for the US contribution
(Z%3.24 billion or 27% of the whole). The present

US Government decided to accept the total contribution

as an existing commitment but to rephase the payments

to IDA over 4 years instead of 3 and to backload payments
into the third and fourth years. In the event only

$1.9 billion has so far been appropriated by Congress
(although the full #3.24 billion has been authorised),
and there is a serious risk that the US contribution

will not be complete until the fifth year (1985). The
other IDA donors apart from the US have agreed to

various mechanisms to keep IDA in funds over this

period - first by advancing their first year's IDA 6
instalments, then by delinking their second and third
year's instalments from the US contribution and

finally by agreeing special funding for 1984. Any
further delay in appropriating the US contribution

could set back the seventh replenishment period (already
put back from 1984 to 1985) by another year and

build up pressure for more special contributions from the
non-US donors. It is common ground that every
opportunity should be used to persuade the US Administration
to make a major effort to secure approval of their
original four-year appropriations. This topic might be
raised with President Reagan at Williamsburg.
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IDA 7

Negotiations on IDA 7 began in November last year,

with the aim of reaching agreement by the Annual Meetings of
the IMF and-World Bank in September, so that the

necessary ratification procedures can be put in hand

in good time. In practice discussions may well drag on until
the end of 1983. The main issues for decision will be:-

(i) the volume of the replenishment;
(ii) the burden-sharing arrangements between donors;
(iii) the bread allocation of IDA lending between
recipientss and
(iv) possible hardening of the terms of IDA credits.

The volume of the replenishment will effectively be
determined by the size of the US contribution, as

given their relative economic strength the other donors
are unlikely to accept an American share much less than
25%. The US Administration is thought to be considering
contributions of about g750m a year which would produce
and IDA 7 total of @9 billion over 3-years or £12 billion
over 4 years - ie substantially less in nominal terms
than the agreed'total for IDA 6. On burden sharing, the
UK has already stated its intention of reducing its
share from the 7.6% agreed for the 1984 contributions

to a figure more in line with its share of donors' GNP (5.4%).
(A 5.4% share of a $9 billion IDA 7 at £ = $1.45 would
cost £33%5 million - compared with our £555 million
contribution to IDA 6). The question of allocation
between IDA recipients centres on the rival claims of
India (traditionally the largest IDA borrower) and China
which will be fully eligible for IDA credits for

the first time in the IDA 7 period. Our interests

are clearly to support the Indian case for maintaining

a reasonable share of IDA funds, while accepting China's
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right to borrow. We should also support a hardening

of the terms of IDA credits (including the introduction of
a low-interest charge for some countries), if this seems
likely to make a difference in the size of other countries
contributions. In the longer termthis will make IDA

less dependent on donors' contributions.

HM Treasury
20 March 1983
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hy we should close
to the Third World

our

TIMES

by Peter Bauer and Basil Yamey

This week Mrs Thatcher meets Mr

Tom Clausen, President of the
World Bank, and will doubtless be
subjected once again to the familiar
argument that the rich countries of
the North should give more
financial aid to the poor countries of
the South.

The World Bank is one of many
representatives

of a consensus,-

epitomised and propagated in the °

two Brandt reports. The case that
official aid to the Third World on a
much larger scale is needed in the
interests of both South and North
will also be vigorously pressed at the
Williamsburg summit in May, at
which Mrs Thatcher will be a major
figure.

The Prime Minister is apt to take
a cool look at consensus views. In
the North-South context, as experi-
ence has repeatedly shown, she
should remember that :

: ® Aid cannot significantly promote

Third World development. )
@ Aid does not relicve poverty in
the Third World.

@ Aid does .not promote world
peace or make friends for the West,
@ Aid is neither appropriate nor
necessary for relieving unemploy-
ment in the West. .

@® Aid is neither appropriate nor
necessary for solving the so-called
international financial crisis.

Aid is clearly not necessary for
development. Many’ Third World

1 countries in the Far East, in Africa

and in Latin America have pro-
gressed rapidly, have even been
transformed, without aid. At best,
the contribution of aid to develop-
ment cannot exceed the avoided cost
of borrowing, regardless of the
productivity of the projects to which
the aid is put.

In reality, much aid goes to
support projects and programmes
which do not promote development
and, going to governments, is apt to
have serious adverse effects. It
enables governments to introduce
and persist with policies which are
wasteful or which retard etonomic
progress and discourage productive
activities, including agricultural
production: Vietnam, Ghana and
Mexico are among the many
examples.

‘Aid has done little or nothing to
help the poorest people in
aid-receiving countries. Governments
committed to improving the
material standards of life of the
poor are rare in the Third World’

It has become a cornerstone of
North-South relations that donors
may not effectively question the
economic policies and general
conduct of the governments receiv-
ing aid. In aid discussions, conditio-
nality is becoming practically taboo.

. More generally, official aid, by
increasing the resources and the
power of governments in the
Third World, provokes internal
tensions and diverts energies and
ambitions from economic activity to
the political arena. In turn, it has
aggravated the lot of minorities,
often key agents of Third World
€conomic progress.

These adverse repercussions are
produced by amounts of aid which,
while typically quite small relative
to the recorded national incomes of
the recipient countries, are large,

“sometimes very large, relative to

their total government budgets and
foreign exchange receipts.

It is becoming a commonplace
that aid has done little or nothing to
help the poorest people in aid-re-
ceiving countries. This is not
surprising. Governments committed
to improving the material standards

.of life of the poor are rare in the

Third World. How do the poor, or
for that matter the bulk of the
population, benefit from the con-
struction of new capitals (about
$20,000m have been budgeted for
Abuja, Nigeria), the operation of
loss-making international airlines or
vast prestige projects?

The principal danger to world

peace does not lie in the North- -

South conflict. A poor South is no
military threat to the West. Even if
the Third World as a whole were to
advance significapgly, this would not
ameliorate the yéalities of the East-
West conflict. In any case, aid to the
Third World has not secured allies
for the Wegt. Rather the reverse.

Many of the so-called non-aligned
Third World governments (presided
over until recently by Dr Castro)
derive their aid from the West. Yet
they are openly hostile to the West
and generally sympathetic to the
East and its ideas. Indeed, because
of the self-doubts, feelings of guilt
and internal dissensions in the West,
antagonistic postures and conduct
towards the West may well be
appropriate for securing more aid.

The second Brandt report (page
36) suggests that, had Afghanistan
received much more aid, this might
have enabled it to develop faster and
to resist Soviet intervention. This
bizarre notion begs the question
whether aid promotes development,
Again, the much more developed
Czechoslovakia and Hungary
proved to be even less resistant to
the Soviet forces than Afghanistan
has been. Further, would the Brandt
commission and other advocates of
aid have approved if resources had
been used for a large- build-up of
arms in Afghanistan before the
Soviet invasion?

The flow of aid has not conduced
to harmony within the Third World.
Conflicts between aid recipients
have been frequent, sometimes
violent and tragic.

Large-scale aid transfers are
advocated by Brandt and others as
helpful or necessary for western
prosperity, including employment
and exports. Aid, it is claimed,
increases purchasing power and
advances growth in the Third

World, and thereby increases ex- .

¢ ports, employment and prosperity in
. the West. President Reagan, among

il
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)kothcr leaders, secms to subscribe to
this view.

This claim is invalid. It would be
invalid even if aid significantly
promoted development in the Third
World (which, however, it cannot
do). Exports bought with the
proceeds of foreign aid are given
away.

If it were really possible to relieve
unemployment or recession by more
government spending, this could be
done more effectively by spending at
home, for example on the moderni-
zation ®f industry, or on industrial
or regional subsidies, defence and
social services.

The latest rationale for more aid
derives ; from the international
financial crisis. According to this,
the international financial system
will collapse unless existing Third
World debts are waived or resche-
duled, and Third World govern-
ments receive further aid to service
their remaining debts and meet their
current needs.

TS

* If major western banks were 10 go

under because of Third World
defaults,  this would undeniably be
serious for the western economies.
But if this were a real risk, the
obvious solution would be the direct
one, namely, official rescue oper-
ations for endangered banks, It
simply confuses the issue to couple
the salvaging of western banks with
the provision of Third World aid.

It may suit western financial
interests to have any rescue money
‘laundered by having it pass through
the hands of Third World govern-
ments. But this cleansing operation
is likely to involve heavy laundry
bills. It obfuscates realities ' still

further if the rescue operations, and
more generally the provision of aid,
are conducted through the IMF (ora
similar international body). This
helps to give the impression that
additional resources are conjured
into being, without cost to anyone.

But whatever form they take, such
operations have to be financed by ‘
money creation, taxation or borrow-
ing from non-bank sources. Financ-
ing such operations by creating
Special Drawing Rights (i.e. high-
powered money) on a large scale, as
1s influentially canvassed, has
particularly menacing implications.
It could undermine the international
monetary system. ’

Debt cancellation, debt reschedul-
ing and special aid for Third World
governments on the brink of default
specifically favour the incompetent,
imprudent or recalcitrant compared
to those who conduct their affairs
(e.g. by establishing financial re-
serves in good times) so as to
honour their international obli-
gations, These practices are damag-
ing in that little or no penalty
attaches to borrowmg governments
which act in disregard of their
obligations or are prepared to
threaten their western donors and
creditors, ;

If debt waivers, rescheduling and
special aid becomes the norm - and
the first two have been recurring for
decades - Third World governments
will have little incentive to avoid
insolvency. If they then cry “Can’t
pay, won’t pay”, who can blame
them, especially if this is politically
useful for them at home? Rescue
operations may well be as much the
source of debt crises as they are their
“‘solution”.

Incidentally, the biggest debtors
are far from being the poorest Third
World countries. They are the so-
called middle-income countries such
as Mexico and Brazil, and various
Eastern block countries. In the
former, lax financial policies have
resulted in extensive misdirection of
resources; in the latter, the western
economic system is
rejected.

- the amounts of aid insignificant in

officiallly |
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The levels of debt of some of the
most widely publicized Third World
debtors are not large by historical
standards, and are often less than
they were at times when they were
regarded as first-class debtors and
k}ng before foreign aid was thought
of.

But isn’t this all much ado about
nothing, or nothing much? Aren’t

relation to the donor’s national
incomes? In fact the amounts are
not trivial, British aid, for example,
is well over £1,000m a year.

Many aid advocates say that aid
or more aid is indispensable for the
development, or even survival, of
much of the Third World. We have
shown that this is not the case. But
in one sense it is true that the Third |
World depends upon aid.

Without forexin aid there is noI
Third World. concept of the
Third World and the policy of
foreign aid are inseparable. It is their
common interest in pressing for
more aid that provides such
cohesion as exists among govern-
ments and societies.

It is not poverty, stagnation,
colour or common brotherhood
which is the bond. For all practical
purposes the Third World, or South,
15 simply an entity for collective
bargaining with the North, and
which, as collectively, adopts a
hostile stance towards the North.

As long as the policy of aid |
continues, there will be the so-called |
North-South confrontation. Aid is |
the source of the North-South '
conflict, not its solution. The Prime
Minister should resist attempts to
expand and entrench foreign aid.
She should also resist attempts to
make aid more automatic, or to
channel more of it through supra-
national organizations, where con-
trol by donor governments and their
electorates is even less effective than
under direct aid, or is non-existent,

The authors” are professors of
economics at the London School of

Economics.
© Times Newspapers Limited, 1983
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PROGRAMMEFORTHESVISTT SO MRS TOM CLAUSEN, S PRESTDENTS OF “THE SWORLD
BANKGETOS THESUKSBERWEENSTUES DAY L2 AR RIS ANDS ER TDANS, SIS AR R

Tuesday, 12 Appil

AN TIRVE R VO T o)

Wednesday, 13 April

1030

Lunch

0@

1730

Los0 fon2000

Prime Minister

Lunch with Commonwealth Secretariat

Chancellorofthe Excheguen

Meeting with Conservative Back Bench Parliamentary
Committees on Foreign Affairs, Finance, Trade and
Industry, organised by Mr Bowen Wells, MP

Governorsof ther Banlk o ing landtsidinne ptorsbankens

Thuraday, 14 April

1000

A il

I mes

1630

Aords Gelopnit 2 lRIRke)

Ehenlleny o ALE) Myoyiant i

Governor of Bank of England

Minister for Overseas Development

Minister for Overseas Development

Press Conferernice (ODA)

gecretiary Ol State

COnigneel lor oS e EXoheque s Smalll Siinformal dinner
(with wives) at 11 Downing Street

Depart, morning
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[ouﬁﬁ“ FROM: M ATKINSON

/ DATE: 12 April 1983
MISS O'M

cc Mr Carey
My Beastall
Mr Bonney

MR CLAUSEN'S VISIT.

1s You asked Mr Carey for a brief appraisal of Mr Clausen's
Lecture to the Centre for International Affairs last February.

2 The lacklustre petvoration does not do justice to the rest of
the lecture which is a fairly workmanlike tour d'horizon with US
sensibilities clearly in mind. There are one or two interesting
insights, but nothing I think of which the Chancellor should be
particularly aware.

B Mr Clausen's basic position is similar to the Chancellor's:
strong faith in the robustness and resilience of the international
monetary system and:the importance of maintaining a liberal capital
and trading regime; and a clear distinction between the position

of middle-income countries (with access to commercial banks) and

low income countries (dependent on export recoveyy and to a lesser
extent aid) Growth in the global economy is a prerequisite for
easing the debt problems of many LDCs, but the debt problems are
nevertheless country-specific: there is no reference to schemes

for global debt restructuring.

4, But there are some interesting differences in emphasis. For
example the need for industrial countries to pursue counter-
inflationary fiscal and monetary policies gets hardly a mention.
Instead Mr Clausen stresses the need for structural changes (in
particular, further adjustment towards world energy prices, slower
growth in military spending, higher investment, and more open
economies). Elsewhere it is noticeable that he plays down the
World Bank's lending policies (except for IDA) and puts the:
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emphasis on the Bank's technical assistance, policy dialogue with
LDCs, sharing of information with commercial banks and consultative
groups etc. This of course may have been tailored for the US
audience.

Be Mr Clausen makes the familiar point that banks must not

overreact to a country's liquidity shortage by cutting off fresh
éredit. But he also points - in an otherwise upbeat analysis of
international banking - to three structural weaknesses. International
lending is too concentrated among a few big banks: major banks

have double the average exposure to LDCs, and LDC loans are typically
three times their total equity. ©Smaller banks have difficulty

in getting information about sovereign debtors. And spreads on
international lending do not adequately reflect the great varictﬁn\

of risk.
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MEETINGS WITH IBRD PRESIDENT: 13-14 APRIL

Mr Power's letter of 11 April covers the formal briefing

for Mr Clausen's meetings with the Prime Minister and other
Ministers (including a rebuttal of Monday's Times article

on overseas aid by Professors Bauer and Yamey). The Chancellor
will be seeing Mr Clausen at %pm on Wednesday 13 April and
again at his informal dinner at No 11 on Thursday.

2. Aside from the general world economic situation, the
specific questions which Mr Clausen is likely to raise with
the Chancellor are:- s

(i) the future of IDA;
(ii) plans for an expansion of IBRD lending; and

(iii) the role of the Development Committee.

(Of these (i) and (ii) are covered in Brief No 3 (a) and (iii)
in Brief No 4).

3. The brief on IDA recommends that the Prime Minister should
express willingness to join others in putting pressure on
President Reagan at Williamsburg. Only if the US Administration
gives whole-hearted support to its own proposals, will Congress
approve the IDA6 appropriations on schedule. On IDA?7 we should
advise Mr Clausen not to arouse expectations of a replenishment
total which the Americans would regard as unrealistic.
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4, On the IBRD's lending plans, it would be premature to make any
commitment to supporting an increase above present plans. The
Bank's proposals have not yet been considered by the Executive
Board and might involve bringing forward somewhat the next general
capital increase. On the other hand this would be a relatively
cheap way of making some response to the long list of G77

demands at UNCTAD VI,

5. Mr Clausen may also wish to discuss the prospects for the
Development Committee later this month. He is known to be
digsatisfied with the way the Committee operates. It would
be dangerous to take hasty decisions about beefing up the role
of the Committee, as this is unlikely to be in our overall
interest. However as a matter of procedure, it might be worth
exploring a move towards informal and genuine discussion
instead of the present tedious recital of prepared speeches.

6. The Chancellor has also asked for a brief appraisal of
Mr Clausen's recent lecture on third world debt. I attach a
note by Mr Atkinson on this subject.

7. The Chancellor may also have seen recent press reports

about American objections to IBRD lending to Hungary. Mr Clausen
is unlikely to raise this but if he does, we suggest that our

line should be that Hungary should be treated in the same way

as any other member of the Bank. (There is a dispute about
Hungary's GNP figures - the Americans claim that she is too rich
to qualify for IBRD lending).

-
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From the Private Secretary 13 April 1983

DCAN Johm |

CALL UPON THE PRIME MINISTER BY MR. CLAUSEN, PRESIDENT OF THE IBRD

Mr. A. W. Clausen called upnon the Prime Minister this morning.
He was accompanied by Mr. Benjinck. Mr. Alan Walters was also
present.

Mr. Clausen said that in the present world-wide economic
malaise, what was needed was sound sustainable growth. To achieve
this it would be important to secure growth in the developing
countries, which were important markets for the developed countries.
In the case of the United States alone, 40% of exports currently
went to developing countries, compared with 29% 11 years earlier.
The same was true in Europe and elsewhere. The IBRD could be help-
ful in achieving this end, particularly since commercial banks were
drawing their horns in at present.

The Prime Minister commented that many banks had overlent,
and many developing countries had overborrowed. The last thing
that the member governments of the IBRD should do would be to
encourage imprudent lending and borrowing. Mr. Clausen agreed.
The soundness and prudence of the World Bank's operations had
created the ironical situation in which the IBRD enjoyed the finest
spreads, notwithstanding that its lending was to developing
countries, while commercial banks, with less concentration in their
loan portfolios on developing countries, were obliged to pay wider
spreads. The Prime Minister commented that the IBRD's backing for
its lending was, no doubt, in part its past profits; but also the
backing of its member governments. Mr. Clausen said that the
developing countries had considerable resources to mobilise and
develop. Even where there were serious debt problems, as in the
case of Mexico, there was frequently no insolvency, but simply a
liquidity problem. The World Bank could be of great assistance in
some of these cases. The Prime Minister said that she accepted
that there was an important role for the IMF and IBRD in such
cases. But she had to insist that no action should be taken which
might lead to undermining the soundness of the Western banks. Such
action would lead to calamity. In the case of many countries with
debt problems, if their difficulties could properly be described
as liquidity difficulties, these were often difficulties which
would last for many years. One always had to remember that
liquidity difficulties could lead to bankruptcy and collapse.

/ Mr. Clausen
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Mr. Clausen said that the commercial banks' lending was
unconditional. Many countries which sought to borrow from the
IBRD were following unsound policies, for example, subsidising
consumption, and with little confidence in their financial
markets. The conditionality of IBRD lending was in these circum-
stances vital. The Prime Minister agreed, and said that it was
essential for the necessary conditionality to be tough and to
extend over a sufficient period of time. There was always a
temptation, as in Britain in the latter years of the previous
Government, to go back to the bad old ways once the loans had been
disbursed. Mr. Benjinck said that the loans were disbursed in
tranches, and that no tranche would be released if the loan con-
ditions were not being honoured. Mr. Clausen pointed out the
extent to which IBRD lending was project-directed.

The Prime Minister said that we were spending more and more
of our aid through multilateral channels. We found that we earned
no credit for such aid from recipient countries. She noted, too,
that our contribuiton to IDA was larger than would be justified
by our relative GNP. Mr. Clausen recalled, with gratitude, the
initiative which the United Kingdom had taken in breaking the
log-jam of IDA VI. He said that he believed that there was an
understanding amongst many of the member countries that the United
Kingdom's IDA percentage should be reduced. But he very much hoped
that the United Kingdom would be prepared to show the leadership
on IDA VII which it had showed in IDA VI. The accession of the
People's Republic of China to the IDA (with which the United
Kingdom had agreed) made it all the more essential that there
should be an adequate Seventh Replenishment. He believed that a
Replenishment of $15-16 billion was becoming something of a
rallying point for IDA VII. The Prime Minister said that she could
give no promises about IDA VII. The United Kingdom's record on IDA
was a good one. One of the problems was that a large percentage of IDA's
funds went to India, and no-one was ready to argue that India should
receive a reduced percentage. Mr. Clausen said that the proportion
going to India was 40% a few years ago. Two years ago it was 37%
and still going down. But both India and China had access to
capital markets, and the aim must be to concentrate IDA lending on
those countries whose credit rating meant they had little or no
alternative source of capital - for example, the countries in
sub-Saharan Africa.

Mr. Clausen expressed the hope that there would be discussion
at Williamsburg of conditional development assistance, and that
the Prime Minister would feel able to urge President Reagan to see
to it that the United States met its commitments on IDA VI. The
Prime Minister said that the United States had historically been a
very generous country. She would not be prepared to criticise the
Americans publicly. She pointed out that the United States had
already done much in recent months to help the developing world,
for example, in drip-feeding Mexico: the Fed's motive in this had
been largely, no doubt, to sustain the United States' banks with
high exposure to Mexico, but this action had not been without cost
to the United States economy, given the monetary and inflationary
consequences of this action.

/ Mr. Clausen
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Mr. Clausen went on to ask the Prime Minister for her
support in removing constraints on IBRD lending, referring
specifically to the $60 billion lending ceiling. The Prime
Minister enquired what the cost to the UK would be. Mr. Clausen
said it might mean bringing forward the next IBRD capital
increase by about 6 months; or issuing a guarantee. The Prime
Minister said that she, again, could make no promises, and
expressed doubts about the issuing of a guarantee, however
unlikely it was to be called.

Summing up the points he wished to make, Mr. Clausen said
that he hoped that the British Government would .support action
to allow the IBRD to grow a little more to accommodate China;
and to show leadership at the Williamsburg Summit on IDA VII.
The Prime Minister said that China was able to raise capital
on her own credit, and was capable, with her natural labour resources,
of becoming a wealthy country, if her political system were to
change. She noted Mr. Clausen's points, and reiterated that she
and Mr. Clausen shared the same objective, of promoting sound and
sustained non-inflationary world growth.

I am sending copies of this letter to Brian Fall (Foreign and
Commonwealth Office), Michael Power (Overseas Development
Administration), and Richard Hatfield (Cabinet Office).

}/U\/\A V\WW‘\) :

Madoel Suho o
o

John Kerr, Esq.,
H.M. Treasury.
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MEETINGS WITH IBRD PRESIDENT: 13-14 APRIL

The Chancellor has asked foranote of the points which Mr Clausen
is likely to raise and any points which he should raise with

Mr Clausen. ILeaving aside the prospects for the world economy

in general (see Brief no 2), we think that the main points are
likely to be as set out below (cross references are to the brief-
ing already submitted under my note of 12 April ).

A. Questions which may be raised by Mr Clausen
IDA (see brief No 3A)

1. Will UK put pressure on the Americans to appropriate IDA6
contributions on time and make reasonable contribution to IDA?7?

Brief answer: Yes: refer to EC démarcke on 1 March and Williamsburg.

2. What will UK contribute to IDA7?

Brief answer: UK will support realistic total for IDAY but our
share must come down in line with our share of donors' GNP.

3, (possibly) Will UK support further bridging arrangement for
FY85 if American contributions delayed again?

Brief answer: too early to say.

IBRD (see Brief No 3A)

4, Will UK support increase in IBRD lending above the #60 billion

5 year programme ?
/Brief






Brief answer: Will consider Bank's proposals carefully. Important

that higher lending should not impair IBRD credit worthiness.

5. Will UK support selective capital increase based off 8th
Quota Review for Germany and Japan?

Brief answer: no objection in principle. Question of relative

rankings of G5 would need to be considered.

6. Will UK support another general capital increase?

Brief answer: will look at Bank's proposals carefully. Question

of paid in element and/or change in gearing ratio needs to be
considered.

DEVELOPMENT COMMITTEE (see Brief No 4)

7. Would Chancellor like to see Development Committee spend
more time on debt and trade issues?

Brief answer: right for Committee to address these issues. But

avoid too many new task forces which might duplicate work better done
elsewhere.

8. Should working methods of Committee be improved?

Brief answer: Yes. Can support improvements (eg less set speeches
and more genuine discussion). But Committee should not become

decision-taking body.

B. Questiom for Chancellor to ask

IDA (Brief 3A)

1. Does Clausen expect Reagan Administration to deliver IDAG

\ b Lgbe L@ kA

2. What does Clausen regard as a realistic target for IDA7? Should
he not seek to talk down ldc expectations to this level?

appropriations on time?

3, What is Clausen's current thinking on hardening IDA terms
(ie by shortening maturities op introducing interest charge)?

/Will






Will this help to secure reasonable US contribution to IDAY7?
IBRD (Brief 3A)

4, Is Clausen satisfied with progress on securing more co-
financing?

5. Does Clausen see any limit to the IBRD's capacity to
borrow to finance increased lending?

OTHER

6. Does Clausen think it will be possible to avoid confrontation
at UNCTAD VI? Does he see UNCTAD's discussion of financial and
monetary issues as a threat to the independence of the Bahk

and the Fund? (Brief 3B).

ey

R J BONNEY
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