MENORANDUM ON THE CoEeDe FROTOSAL

(1) The C4E.D. proposes thut the Internstiomal Benk for
Reconstruction and Development be given the explicit power 1o make
stabilization leoans to member countries. This proposal is made %o
protect the Fund sgainst long term drains on its resources which
might {nsobilize itz assets and decrease the Fund’s ability to carry
out the short-run stabilisstion purposes for which it has been de-
signed,

(2) The Imternatiomsl Bank for Reconstruction and Develop-
ment already has the powsr to make such losme, Artiele IIXI, “sction 4
(VII) states that losms made or guarsnteed by
in rpecisl circumstances, be for specific

numm, as well s» other genersl purpoce loens in connection
vith & program of economiec and finsncial reconstruction, vhen these
are desirable.,

Article 5, Seoction &b also relates to this problem, This
provision requires that, in making decisions on applications for losns
or guarsntees direetly related to the respomsibilities of any other
international orgenizetion, composed primsrily of members of the Bank,
the Bank shallconsider the views end recommemdetions of such interng-
tionel organisstions, Thie provision emsures roper coordinstion of
the poliedes of the Bapk and Pund on long-term stabilization loans by
the Bank.

(3) The Bank has been given the power tc make long-term
stabilisation locns becsuse it is r.oo-iud that, as the C.E.D« has
esphasized, countries may require such loans for s longer period of
time than would elways be appropriaste under the Fund proposal,

damental adjustments to correet s chronic imbulsnce in its interna-
tional peyments position, Thmm:&onullﬁntpdhm
such assistance. A country may purchase the foreign curremecy from

the Pund greduslly and in carefully limited smoumis., Its overall
position will be werutinized, amd the progrensive charges imposed will
1mnmmmuwiummmr-¢uum
as popnible,
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The Pund is well able to perfornm the stabilization fume-
tions ascigned to 1t, and it has sufficient power and flexibdlity to
meet unususl needs as they srise.

(4) On the other hamd, it is sdvisshle to reserve the re-
sources and opersations of the Ban: to the finsmcing of specific recon-
struction end development projects which will inerease the productivity
of the borrowing country, These loans will often be self-ligquidating
or directly related to an ineresse in the industrizl or export cspacity
of the borrower. The credits will be needed for long periods of time,
and the terms should be as reasonable se possible and closely related
to the character und 1ife of the project. The Bank hes been decigned
to fecilitate loans of this type. It 13 not especially sdapted to
the meking of the usual type of stabilization loans vhich should be
mode under conditiome which imduce rapid repsyment.

There are, nevertheless, inatances in which loans may use-
fully be mede by the Bank in comnection with a long-range progran for
ecomomic and finencial reconstruction even though not related %o specifie
projects of recomstruction and development. In the esse of a soumtry
whoge inventories of rav materinl: and sesi.manufsctured goods have been
depleted dwring the wer, rebullding of normal inventories is an essential
for reconstruction as the replecing of destroyed equipment. Such inven-
tories are 3 large part of the business eapital of & country, and & loan

Similarly, 2 country with little or no reserves of gold or
foreign exchange would find it inconvenient to be entirely dependent om
the resources of the Fund to meet adverse balances in 1ts intermatiomsl
psyments. A long-term stabilisetion losn, at soderate interests cost,
would provide & country with sufficient reserves to smable it to maine
tain stable exchanges without the pressure to keep its intermatiomal
peyments in constant belance,

: (5) In view of the faet that the Bunk already has the power
to make stabilisstion losns when these sre necessary, it would be une
desirable to smend the Bretton Woods Agrecments at this time merely to
soke this power explicit, Amendzents by the United States must be
accepted by each of the other 43 nations, Asendments by cne coumtry
will also open the door to smendments by sll others snd may, therefcre,
jnmuthﬂthlhwpuuismw In view of this
denger, it would be mmhmptmprwhuthqmm

sa ti more explicit by amdndment
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