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tered by the Secretary of the Treasury with assistance from the
National Advisory Council on International Monetary and Financial
Policies.

Our review was made pursuant to the Budget and Accounting
Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing Act of
1950 (31 U.S.C. 67).

Copies of this report are being sent to the Director, Office
of Management and Budget; the Secretaries of the Treasury, State,
and Commerce; the Chairman of the Board of Governors of the
Federal Reserve System; and the President and Chairman of the
Export-Import Bank of the United States.
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WHY THE REVIEW WAS MADE

P—ﬂi@w have U.S. officials managed
/ participation by the United States
3 in the World Bank and one of its

MORE EFFECTIVE UNITED STATES
PARTICIPATION NEEDED IN

WORLD BANK AND

INTERNATIONAL DEVELOPMENT ASSOCIATION
B-161470

ventional borrowing, to improve
their economies.

From inception to June 30, 1972,
the Bank made loans totaling

affiliates, the International De-p quﬂw$]8 billion in 89 countries; repay-

% velopment Association? This is

the question to which the General
Accounting Office (GAO) has sought
answers in this review. Oversight
of this participation has been
vested in the Departments of the
Treasury, State, and Commerce; the
Export-Import Bank of the United
States; and the Federal Reserve
System.

Creation and operation of
the Bank and Association

The International Bank for Recon-
struction and Development (the
World Bank) was established in
1945, after World War II, to

help finance--through loans to
governments or their agents at
conventional interest rates--re-
construction and economic recovery
in war-devastated countries and
to finance economic development
in countries where private
capital was not available on
reasonable terms. For many years
the latter function has been its
principal one.

The International Development As-
sociation was created in 1960 to

provide loans to governments or their

agents at no interest other than a
service charge. This service was
restricted to poorer developing
countries, lacking credit for con-

Tear Sheet

ments as of June 30, 1972, totaled
nearly $3 billion. Since 1960 the
Association has extended extra-
Tong-term credits of $4 billion in
61 countries. During fiscal year
1972, the Bank approved loans of
$2 billion and the Association ap-
proved credits of $1 billjon.

The Bank and Association continue to
expand ‘their lending in both volume
and range of activities, with major
emphasis in transportation, electric
power, agriculture, industry, and
education, Recently, attention has
been given to population planning,
tourism, and urbanization.

Most Bank and the Association financ-
ing has been designated for specific
projects, although some loans have
been made for general economic de-
velopment purposes, such as com-
modity import financing.

U.S. finaneial support
and voting power

The United States is the Tlargest
financial contributor to these in-
stitutions:

--26 percent ($635 million) of total
capital subscribed and paid in to
the Bank by its member nations.
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-~33 percent ($1,112 mi1lion) of the
total contributed to the Associa-
tion.

Its financial participation in the
Bank provides the United States
with 23 percent of the voting power
in the Bank and 25 percent of the
voting power in the Association.

The main source of Bank funds is
the sale of its bonds, secured by
the member governments. About

35 percent of the Bank's obliga-
tions as of June 30, 1972, were
held by U.S. investors, more than
by any other country.

U.8., participation in the Bank
and Association

U.S. membership in the Bank was
authorized by the Bretton Woods
Agreements Act and in the As-
sociation was authorized by the
International Development As-
sociation Act.

The Secretary of the Treasury has
primary responsibility for direct-
ing and managing U.S. interests
in the Bank and the Association.
He is assisted by the National
Advisory Council on International
Monetary and Financial Policies.
U.S. dealings with the Bank and
the Association are carried out
by the U.S. member of the Bank's
and Association's Boards of Ex-
ecutive Directors.

The World Bank and the Associa-
tion, being international organiza-
tions, are outside GAO's audit
authority. Therefore GAO did not
examine operations of either in-
stitution.

FINDINGS AND CONCLUSIONS

For a national government to manage
its participation in an international
organization, it needs a system for

(1) appraising information on pro-
posed activities, (2) following up
on the implementation of those ac-
tivities, and (3) independently
evaluating the results.

In GAO's opinion, the Treasury does
not yet have a fully functioning
system for managing U.S. participa-
tion in the Bank and the Associa-
tion and is not in a position to
assure the Congress that funds con-
tributed by the United States are
being used efficiently and ef-
fectively by the Bank and Associa-
tion to accomplish their objectives.
There have been recent improvements
in the substance and timeliness of
information received by the Treasury
but not sufficient to offset the
above observation. (See p. 46.)

The current U.S. system of manage-
ment needs strengthening in the
following areas:

-~-The review by the National Ad-
visory Council, which was the
principal means for determining
the U.S. position concerning
proposed loans, appeared to be
uneven and without formal
guidelines or criteria for
assessing the soundness of
proposed projects. (See pp. 26
to 28.)

--The information available during
the informal review stage, the
point at which questions on loans
should be resolved, appeared to
be insufficient for assessing a
loan's soundness. (See pp. 25
and 26.)

--Although questions raised by the
National Advisory Council in its
review of proposed Bank and As-
sociation projects appeared not
to have been fully resolved, the
Council recommended approval of
the Toans. (See pp. 29 and 30.)



--According to Bank documents, the
Bank proposed loans when the ap-
plicant had unresolved management
and/or administrative problems
which later delayed the execution
of the projects and which may have
had a detrimental effect on the
projects. GAO found no evidence
that the Council had raised any
questions regarding these weak-
nesses. (See pp. 30 to 34.)

~--U.S. Embassies and Agency for In-
ternational Development Missions
supplied 1ittle information on
Bank and Association projects be-
cause they had received no in-
structions or guidelines on pro-
viding such information. (See
pp. 41 to 43.)

--Appraisals of Bank and Association
projects by U.S. officials are
sporadic and informal. Regular,
independent, evaluative reporting
to the Bank's member governments
on (1) efficiency of its opera-
tions, (2) success or failure of
projects, and (3) results achieved,
is virtually nonexistent. (See
p. 37.)

GAO noted the following trends in
the Bank's and the Association's
financing of development projects.

1. Although the Bank has success-
fully increased loan commitments
during the past several years,
loan disbursements have con-
tinued to lag, as evidenced by
the continuous increase in the
undisbursed balance of loans
from $1.2 billion on June 30,
1963, to $4.1 billion on June 30,
1972. (See pp. 17 to 20.)

2. Because of the slow growth in
getting projects underway--as
measured by gross disbursements--
and the rapid growth in principal
and interest payments and com-
mitment charges on older loans,
the Bank has not been a signifi-
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cant factor in the net transfer
of resources to developing

countries in recent years. (See
pp. 20 to 21.)

RECOMMENDATIONS OR SUGGESTIONS

To improve management of the U.S.
participation in the Bank and the
Association, the Secretary of the
Treasury should arrange to:

--Receive more substantive infor-
mation on proposed projects
earlier in the project prepara-
tion process to resolve questions
at an early stage. (See p. 48.)

--Develop instructions to guide
U.S. officials in appraising
Toans proposals. (See p. 48.)

--Develop instructions requiring
U.S. missions to obtain and
furnish information on Bank and
Association projects proposed
and being implemented. (See
p. 48.)

The Secretary of the Treasury should
propose, and actively seek, the
establishment of a review body of
size and competence appropriate to
meet the need for effectively
independently evaluating Bank and
Association activities. This
independent review body should be
responsible only to the Bank's
Board of Executive Directors.

(See p. 48.)

AGENCY ACTIONS AND UNRESOLVED ISSUES |

The Treasury generally accepted GAQ's
recommendations for improving U.S.
participation in the Bank and the As-
sociation. Although Treasury agreed
in principle with GAO's recommenda-
tion for the establishment of an
independent review body, it felt

that it should wait and see how



useful the Bank's recently estab-
lished Operational Evaluation Unit
will be. Treasury stated that it
would reexamine this recommendation
after further experience with this
Unit. (See pp. 43 to 45.)

ATl U.S. agencies as members of the
Council commented on GAO's report
to the effect (1) that it was a
useful study of the Council's role
in reviewing and evaluating Bank
Toans and (2) that GAO's observa-
tions and recommendations dealt with
problems which had concerned them
for some time.

Several Council agencies thought
that GAO underestimated the amount
of U.S. influence on Bank develop-
ment policies and activities.

Determining the extent of U.S. in-
fluence on Bank policy would be
difficult, if not impossible, since
much of the influence would not be
documented. Also GAO was denied ac-
cess to the minutes of the Board

of Executive Directors' meetings.

MATTERS FOR CONSIDERATION
BY THE CONGRESS

Because of congressional interest
and concern over the increasing
Tevels of U.S. participation in the
international financial institutions
and the lack of U.S. control over
the funds provided, we believe that
this report should be particularly
useful to the Congress at this

time.

The Congress should consider having
the U.S. representative to the Bank
and the Association propose a pro-
gram of continuing independent re-
views of the development activities
of the Bank and the Association to
provide the Treasury Department and
other agencies in the executive
branch with adequate information

to determine whether funds are
being used efficiently and effec-
tively to accomplish objectives.



CHAPTER 1

INTRODUCTION

PRESIDENT'S FOREIGN AID PROPOSALS
FOR THE 1970s

On September 15, 1970, the President submitted his mes-
sage to the Congress on foreign assistance for the 1970s. He
proposed a sweeping reorganization of U.S. bilateral foreign
aid and greater reliance on a multilateral approach to
foreign assistance. He said that:

"The U.S. should channel an increasing share of its
development assistance through the multilateral institu-
tions as rapidly as practicable. **#*

"Our remaining bilateral assistance should be provided
largely within a framework established by the inter-
national institutions."

The principal international institutions to which the
President referred are:

The World Bank Group:
--International Bank for Reconstruction and Develop-
ment, called the World Bank.

--International Development Association (IDA).
-~International Finance Corporation (IFC).

Regional development organizations:
--Inter-American Development Bank (IDB).

-~Asian Development Bank (ADB).
--African Development Bank.
United Nations Development Program.

The governing body of each institution consists of
representatives of member governments. The United States
holds membership in all but the African Development Bank, to
which the United States has made only a small technical
assistance grant of $1 million.
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On April 21, 1971, the President submitted another mes-
sage to the Congress on the reorganization of U.S. foreign
assistance and again emphasized the role of the international
institutions. He said that the international institutions
could effectively meet the initiatives and efforts of the
lower income countries and that the United States should
place greater reliance on the institutions and encourage
them to increase their leadership in world development. The
President said that his proposals would bring about greater
efficiency and help other nations to increasingly shoulder
their own responsibilities so that we can reduce our direct
involvement abroad.

The President's proposal for increased reliance on
multilateral institutions i1s an enunciation of a trend
started some years ago, Over the past decade, annual ap-
propriations for U.S. contributions to international orga-
nizations and institutions have increased several hundred
percent. In contrast, funds made available in the annual
Foreign Assistance Appropriations Act for U.S. bilateral
economnic assistance have decreased.

The United States is the largest single financial
participant in these organizations. For example, as of
June 30, 1972, the United States had contributed 26 percent
of the total amount paid to the World Bank by its members
and 33 percent of the total contributions to IDA. The next
highest contribution to the World Bank was 11 percent, by
the United Kingdom, and to IDA was 14 percent, also by the
United Kingdom.

SCOPE OF REVIEW

On August 22, 1972, we issued a report dealing with
U.5. participation in the Inter-American Development Bank,
and we have in process a report concerning the Asian Develop-
ment Bank. As discussed in greater detail in chapter 4,
the Secretary of the Treasury, who is advised by the National
Advisory Council on International Monetary and Financial
Policies (NAC), manages U.S. participation in these
institutions.



We did not examine the World Bank and IDA operations
since, as international organizations, they are outside our
audit authority. To gain some insight into the effectiveness
of World Bank and IDA performance and to measure the soundness
of U.S. actions as a participating member, we obtained such
information on World Bank and IDA operations as was available
from the U.S. executive departments and agencies participat-
ing in the work of NAC; namely--the Departments of the
Treasury, State, and Commerce; the Federal Reserve System;
and the Export-Import Bank of the United States. We also
obtained information from the Agency for International De-
velopment (AID) and discussed the management of U.S. partici-
pation with U.S. Embassy and AID officials in Argentina,
Brazil, Paraguay, Korea, Malaysia, the Philippines, Taiwan,
Kenya, Tanzania, Uganda, Nepal, India, and Pakistan.

We did not make an in-depth analysis of the impact of
the institutions' borrowings, investments, and procurement
policies and practices on the U.S. balance of payments.

We did review and assess the adequacy of the procedures
within the U.S. executive departments and agencies for ap-
praising proposed projects and programs to be financed by
the institutions and for evaluating the efficiency and
effectiveness with which the projects and programs are
carried out.



CHAPTER 2

DESCRIPTION OF THE WORLD BANK AND IDA

AND U.S. PARTICIPATION IN THEM

CREATION, PURPOSE, AND MEMBERSHIP

In planning for economic development after World War

IT, two complementary, international, financial institutions
were organized in December 1945, The International Monetary
Fund (IMF) was organized to promote international currency
stability by helping to finance temporary balance-of-payments
deficits and by providing for the progressive elimination of
exchange restrictions and the observance of accepted rules

of international financial conduct,

The World Bank was organized primarily to help finance
the reconstruction of war-devastated economies and the devel-
opment of productive facilities in countries where private
capital was not available on reasonable terms. Both private
investors and member countries provided capital and thereby
shared risks that one nation could not cope with alone. At
the outset, the World Bank granted loans mainly to European
countries for reconstruction. However, when the Marshall
plan came into being, the World Bank shifted its emphasis
to the economic development of member countries throughout
the world.

The Bretton Woods Agreements Act (22 U.S.C. 286), ap-
proved July 31, 1945, authorized the President to accept
membership for the United States in both IMF and the World
Bank.

In the 1950s financial experts felt that too many eco-
nomic problems were not being met successfully by the inter-
national financial structure. As a result, two World Bank
affiliates were organized which had more specialized func-
tions. IFC was created in 1956 to encourage private enter-
prise in developing member countries by granting loans to
qualified private interests that were unable to obtain a
government guarantee that was required for a World Bank loan.
The International Finance Corporation Act (22 U.S.C. 282),
approved August 11, 1955, authorized U.S. membership in IFC,
We did not include this organization in our review,



The second affiliate, IDA, was created in January 1960
to meet a specific need that the World Bank was unable to
satisfy. IDA makes loans, on concession, to developing
countries that meet certain criteria of poverty and lack
of credit worthiness for conventional borrowing, on the one
hand, and of acceptable effort to improve economic perform-
ance, on the other. The International Development Associa-
tion Act (22 U.S.C. 284), approved June 30, 1960, authorized
the President to accept membership for the United States
in IDA.

To qualify for membership in IDA and IFC, a country must
be a member of the World Bank, which, in turn, requires mem-
bership in IMF. Notwithstanding the qualification for mem-
bership, IDA and IFC are legally and financially independent
of the Bank, although IDA and the Bank share the same staff.
A Board of Executive Directors manages each institution,

MANAGEMENT STRUCTURE

The work of each institution 1s carried out by a Board
of Governors, a Board of Executive Directors, and an adminis-
trative staff headed by the Bank President.

A1l powers of the Bank and IDA are vested in their
Boards of Governors, consisting of one governor and usually
one alternate appointed by each of the member governments.
The Secretary of the Treasury is the U.S. Governor; the
alternate is the Deputy Under Secretary of State for Economic
Affairs., Although the Boards of Governors have delegated
most of their authority to the Executive Directors, certain
powers are specifically reserved to the Governors by the
Articles of Agreement. These include the powers to admit or
suspend members; to increase or decrease the capital stock
of the Bank, or, in IDA's case, to authorize and fix the
terms and conditions of additional subscriptions; to suspend
operations and distribute the organization's assets; and to
determine the distribution of the Bank's net income. Each
governor and alternate is appointed for 5 years. The Boards
of Governors hold annual meetings and such other meetings as
may be provided for by the Governors or called by the Execu-
tive Directors.

Voting power is related to shareholdings. Subscrip-
tions by member countries to the capital stock of the Bank



are based on each member's quota in IMF, which is designed

to reflect the country's relative economic strength. Each

Bank member has 250 votes plus one additional vote for each
$100,000 of capital stock subscribed by it. Each member of
IDA has 500 votes plus one vote for each $5,000 of its ini-
tial subscription.

The Executive Directors are responsible for the general
operations of the Bank and IDA and for exercising all powers
delegated to them by the Boards of Governors. In recent
years, the post of Executive Director has been a full-time
job, There are 21 Executive Directors who serve terms of
2 years, Six Directors are appointed, one by each of the
six members having the largest number of shares, and 15 Di-
rectors are elected by the Governors for other members,

Each Director is entitled to cast the number of votes allot-
ted, as explained above, for the country or countries he
represents.

The President of the Bank and IDA 1s selected by the
Executive Directors and is their chairman although he has
no vote, except in a tie, He may participate in the Boards
of Governors' meetings, but he has no voting rights, Subject
to direction by the Executive Directors on questions of pol-
icy, the President conducts ordinary business of the Bank
and IDA, The officers and staff of the Bank also serve IDA,
The President has always been an American.

The Bank maintains its headquarters in Washington, D.C.,
and offices in New York, N.Y.; London, England; Paris,
France; and Tokyo, Japan. It also has resident staffs in
14 other countries. Most of the Bank staff is located in
Washington. As of June 30, 1972, the professional staff
totaled 1,568, an increase from 1,348 on June 30, 1971.
Washington staff members travel extensively to the borrowing
countries in connection with the appraisal and implementa-
tion of projects.

DEVELOPMENT ACTIVITIES

The Bank had made loans totaling $18 billion in 89
countries and IDA had extended credits totaling $4 billion
in 61 countries, as of June 30, 1972. Most of these loans
and credits have been made for specific development projects;
but loans and credits have also been made for more general
economic development purposes, such as financing commodity
imports,
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The fundamental difference in the operating policies
of the two institutions is in the terms of their financing.
The Bank makes long-term (15 to 25 years) loans at more or
less conventional rates of interest (currently 7-1/4 percent);
IDA makes still longer term (l0-year grace period and 40-year
repayment period) loans with no interest, charging instead
three-fourths of 1 percent on amounts disbursed. To be
eligible for an IDA credit, developing countries must meet
certain criteria of poverty and lack of credit worthiness
for conventional borrowing on the one hand and acceptable
efforts to improve economic performance on the other.

Throughout most of the 1960s, the Bank's commitments
remained below $900 million a year. In 1968 the Bank Group
started a major expansion of its activities. The Bank Group
President's stated objective at that time was to double the
lending for the 5-year period 1969-73 compared with that for
the period 1964-68. Commitments have increased from $847 mil-
lion in fiscal year 1968 to $1,966 million in fiscal year
1972. IDA's commitments remained below $400 million through
1969, and in fiscal year 1970 they increased to $606 million
and in 1972 to $1,000 million,

In recent years much greater emphasis has been placed
on Africa and countriéslwhere, in the past, Bank activities
have been very limited or nonexistent. In the last 3 years,
the Bank and IDA made commitments for the first time to 17
countries, 10 of them in Africa. Furthermore, emphasis has
begun to shift somewhat from the Bank's traditional areas,
such as power and transportation, to newer areas, such as
agriculture; education; and, to a lesser extent, tourism,
family planning, and urbanization. However, power and trans-
portation still represent almost 50 percent of all Bank
lending. With the expansion of the Bank's lending program,
the scope of its technical assistance also expanded.
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SOURCES OF FINANCING (WORLD BANK)

As of June 30, 1972, $15,443 million had been made
available to the Bank for loan disbursements. The primary
and supplemental sources of these funds are shown in the
following illustration,

REPAYMENTS

OF LOANS
$2,829 i

BORROWINGS
$6,734

SALE OF LOANS
$2,448

-----

..........
.......
......

NET
INCOME

$1,363

USABLE SUBSCRIPTIONS
TO CAPITAL
$2,069

(MILLIONS OF U.S. DOLLARS)

PRIMARY SUPPLEMENTAL

Capital subscriptions

Ten percent of each Bank member's subscription is paid-
in capital--1 percent in U,S. dollars and 9 percent in the
member's own currency; U.S. dollars; or nonnegotiable, non-
interest-bearing demand notes, The remaining 90 percent is
subject to call when required to meet Bank obligations. As
of June 30, 1972, the Bank had the following subscriptions
to capital and amounts paid in:

12



Amount
(in millions of
U.S. dollars)

Subscriptions $24,506
Paid in:
Currency 2,069
Nonnegotiable, non-interest-bearing
demand notes 382
Total paid in 2,451
Subject to call to meet Bank obliga-
tions 22,055
$24,506

The United States is the largest stockholder with subscrip-
tions of §$6,350 million and paid-in capital of $635 million,
or 26 percent of the Bank's total capital. The voting power
of members is related to capital subscriptions. Each member
receives 250 votes plus one additional vote for each
$100,000 of its capital subscriptions. The United States
has 63,750 votes, or 23 percent of the total.

Effective December 31, 1970, the authorized capital of
the Bank was increased from $24 billion to $27 billion to
enable the Bank to accept special increases in the subscrip-
tions of 75 member countries. These special increases cor-
responded to the increases in the IMF quotas resulting from
its 5th general review of member countries' quotas. The
special increase in the U.S. subscription amounted to
$246.1 million with 10 percent or $24.61 million, to be paid
in. An appropriation for the $246.1 million was authorized
on December 31, 1970. On March 8, 1972, $123.05 million
(one-half of the U.S. share) was appropriated. As of Octo-
ber 25, 1972, the balance of the U.S. share had not been ap-
propriated.

Borrowings in the world's capital markets

The main source of Bank funds is the sale of its bonds,.
The Bank's total borrowings from inception to June 30, 1972,
totaled $11,623 million, of which §$6,734 million were new
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funds for loan disbursement. Outstanding Bank obligations
totaling $6,951 million were held by investors in the follow-
ing countries: about 35 percent in the United States, 26
percent in Germany, 10 percent in Japan, 6 percent in Swit-
zerland, and 4 percent in Canada. The remaining 19 percent
was held largely by central banks and other governmental ac-
counts in about 85 countries. The Bank's borrowings in fis-
cal year 1972 reached a record level of $1,744 million, com-
pared with §1,368 million in fiscal year 1971 and $735 mil-
lion in fiscal year 1970,

Sales of Bank loans

Sales of Bank loans and of items from the Bank's loan
portfolio totaled $2,448 million as of June 30, 1972. Fiscal
year 1972 sales of §$75 million were substantially more than
the fiscal year 1971 sales of §24 million. Changing interest-
rate patterns during the year brought rates on World Bank
loans more closely into line with general market rates and
contributed to the rise in loan sales.

Repayment

Repayments to the Bank on outstanding loans in fiscal
year 1072 amounted to $385 million. Cumulative principal
repayments, at June 30, 1972, amounted to $2,829 million.

Net income

Cumulative net income from operations of the Bank
through June 30, 1972, provided about $1,363 million for
Bank loans. As of June 30, 1972, the Bank had allocated
$595 million of its income to IDA. For fiscal year 1972,
the Bank's gross income was §$646 million and its net income
was §183 million, The largest single item of expense was
interest on borrowings of $392 million. At June 30, 1972,
the Bank's liquid resources were $3,228 million, an increase
of $662 million during the fiscal year. According to the
Bank, its cash resources have been built up to meet the in-
crease in disbursements which is expected to follow the re-
cent rapid rise in Bank commitments.

Administrative costs are financed from gross income and
for fiscal year 1972 were $95 million for the Bank and IDA.
Administrative costs for fiscal year 1973 are estimated at
$107 million.
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SOURCES OF FINANCING (IDA)

As of June 30, 1972, an aggregate of $4,003 million
had been made available to IDA. The sources of these funds
were (1) initial subscriptions, (2) replenishments, (3) net
income, and (4) as noted above, transfers from the Bank.
IDA is not expected to obtain funds from commercial sources
and, therefore, must rely mainly on fund replenishments by
the industrialized member countries. Devaluation of the
U.S. dollar during the year increased the value of funds
available for commitment in currencies other than U.S. dol-
lars by $103 million. Also, IDA received $2 million in
repayment of development credits.

Subscriptions

Members' initial subscriptions to IDA amounted to
$1,017 million, shares being based on the members' sub-
scriptions to the capital stock of the Bank. Part I coun-
tries (industrialized countries) pay their subscriptions
entirely in convertible currency, all of which IDA may use
for lending without restriction. Part II countries (de-
veloping countries) pay only 10 percent of their subscrip-
tions in convertible currencies and the balance in the mem-
ber's currency which may not be used by IDA without the
member's consent. A total of $798 million has been made
available to IDA,.

Replenishments

The first replenishment, under which §745 million was
made available to IDA, was approved in 1964. The second
general replenishment, delayed because the U.S. Congress
did not act on the replenishment in 1968, did not become
effective until July 1969. It provided about $1,188 mil-
lion over a 3-year period. Three member countries made
special supplementary contributions of about $66 million,
and Switzerland granted a loan of §12 million.

On February 17, 1971, the Governors voted a third re-
plenishment of IDA resources. Over a 3-year period, 18
part I countries and three part II countries (Ireland,
Spain, and Yugoslavia) were to make available a total of
$2,409 million. Switzerland (a nonmember) agreed to lend
IDA about $32 million without interest. For the third re-
plenishment to become effective, pledges of not less than
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$1,900 million of additional resources must be made to IDA,
including pledges from at least 12 part I members. The
original target date for the third replenishment was

June 30, 1971. However, as of June 30, 1972, the United
States had not yet pledged its $960 million share and, as

a result, the third replenishment could not become effec-
tive. Advance contributions of §$448 million have been made
by 15 member governments toward the third replenishment of
IDA's resources without waiting for the replenishment agree-
ment to become effective.

The resolution covering the third replenishment also
provided that the voting power of the part I countries
would be adjusted to reflect more accurately the share of
each in total part I contributions to IDA.

Net incone

Net income for fiscal year 1972 amounted to about
$1 million. Accumulated net income at June 30, 1972, to-
taled $47 million, exclusive of currency revaluations.

Transfers from Bank

As of June 30, 1972, §$595 million of the Bank's net
income had been allocated to IDA,

The United States is the largest contributor to IDA
with subscriptions to initial capital of $320 million, or
32 percent, As in the case of the Bank, the voting power
of members is related to capital subscriptions. Each member
receives 500 votes plus one additional vote for each $5,000
of its initial capital subscription. The United States has
25 percent of the voting power. The United States had con-
tributed, including replenishments, about 33 percent of the
total contributions to IDA as of June 30, 1972,
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CHAPTER 3

TRENDS IN FINANCING DEVELOPMENT

PROJECTS BY THE WORLD BANK AND IDA

Certain trends were noted in the Bank's financing of
development projects that showed the Bank had not assisted
in the economic development of the countries to the extent
indicated by the Bank's loan commitment record.

Admittedly, we do not have all of the facts concerning
the points described in the following sections of this chap-
ter because of the very nature of a review of U.S. management
of an international organization and the fact that a review
of the international organization itself is outside our audit
authority. However, we feel that these indicated trends
cannot be ignored. In particular, we lacked information con-
cerning the lending criteria, planning, and processing used
by the Bank in specific projects and the overall effective-
ness of the Bank-financed projects. Information available
to GAO was obtained from documentation furnished by the Bank
to the United States as a member of the Bank and did not in-
clude the above type of data.

. The areas described in this chapter warrant further in-
quiry by U.S. management and serve to point up the need for
an independent review group, the establishment of which we
are recommending in this report.

LOAN COMMITMENTS AND DISBURSEMENTS

In 1968 the President of the Bank Group instituted a
plan to double lending in the 5-year period 1969-73 compared
with that for the period 1964-68. The plan called for dou-
bling annual loan commitments until more aid was available on
more concessional terms.

By fiscal year 1970, the Bank's annual loan commitments
amounted to $1,580 million compared with $847 million in
fiscal year 1968 and an average of $859 million for the
5-year period 1964-68. However, loan disbursements in fiscal
year 1970 amounted to only $754 million, about the same as
during the 1967-69 period. In fiscal years 1971 and 1972,
commitments again increased to $1,921 million and $1,966 mil-
lion, respectively, while disbursements for the same years
increased to $915 million and $1,182 million, respectively.
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Although the lag in loan disbursements has been more
pronounced since the 1968 plan to increase Bank lending was
instituted, the problem of delayed disbursements appears
to have existed for a number of years, as evidenced by the
almost constant year-to-year increase in the undisbursed
balance of effective loans held by the Bank, This undis-
bursed balance increased from $1,245 million on June 30,
1963, to $4,095 million on June 30, 1972,

Undisbursed balance
of effective loans held

Fiscal by Bank

yearend (millions)
1963 $1,245
1964 1,488

1965 1,663
1966 2,085
1967 2,261
1968 2,001
1969 2,373
1970 2,926
1971 3,394
1972 4,095

The rapid increase in lending after 1968 raised ques-
tions from a number of quarters as to whether a certain
amount of liberalization of the Bank's lending criteria had
taken place. When the projects are planned with less care,
their effective implementation is probably slower and dis-
bursements are slower.

Our analysis of loan commitments from 1969 through 1972
indicated that less time was being spent on planning and/or
processing loans.

Fiscal Percentage of loans Percentage of loans
year approved in last quarter approved in last month
1969 47 33
1970 51 30
1971 64 44
1972 60 39
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We found, as a further indication of the rush to process
loans, that the total dollar value of loans signed but not
yet effective at yearend had increased from $400 million in
1968 to $1,386 million in 1972. They would not become ef-
fective and disbursements would not start until the borrowers
and guarantors, if any, took certain actions and furnished
certain documents to the Bank.

The increase in IDA commitments has not been as marked
as that of the World Bank. Nonetheless, it appears that
disbursements of IDA credits are not keeping pace with its
commitments,

On February 11, 1971, the Bank issued a memorandum
its review of the lag in disbursements. The memorandum
stated that the length of time between loan commitments
and disbursements depended upon such factors as the type of
projects, payment terms, disbursement procedures, and the
stage of project preparation at the time of the loan commit-
ment. It stated further that the decline in the rate of
disbursement was due to: (1) a shift away from developed
countries, (2) a shift to project lending from program lend-
ing which contributed to the high level of early disburse-
ments during the period 1948-60, (3) the limitation of retro-
active financing, (4) increased administrative delays in
declaring loans effective, (5) increased complexity of proj-
ects, and (6) a shift from older countries and traditional
borrowers to newer countries and first-time borrowers.

The Bank concluded that the mix of loans was the main
cause of the slower disbursements and that this reflected
a natural evolution of Bank lending in response to the needs
of developing countries. The Bank also recognized that,
during a rapid buildup of lending, the immediate effect was
an increase of undisbursed funds committed to specific proj-
ects. The Bank stated that it could increase the disburse-
ment rate slightly by increasing assistance in financing
engineering costs and by closer cooperation with the less
sophisticated loan recipients in procurement, project execu-
tion, and disbursement.

Although the Bank suggested several causes for the lag
in the disbursement rate, the many management and adminis-
trative weaknesses in the borrowers' organizations at the
time of loan approval frequently delayed the implementation
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of the projects which, in turn, caused the disbursements to
be delayed. Some U.S. officials suggested that, because
Bank loans were approved and projects started under this
handicap, Bank quality was sacrificed to meet its increased
lending goal.

Agency comments and GAO analysis

The Department of the Treasury, in commenting on our
draft report, agreed that the disbursement rate should be
watched and stated that it would watch the rate. However,
the Department felt that the Bank had made a good case for
its position that a decline in its disbursement rate was
due to the six specific factors referred to above, as well
as the fact that, during a period of rapid buildup of lend-
ing, there would be a temporary increase of undisbursed
funds in the pipeline.

According to the Bank and the Department, the disburse-
ment lag is a temporary problem caused by new areas of lend-
ing and the recent rapid buildup in lending and it will
resolve itself in the next few years. We disagree in view
of the continuous increase in the undisbursed balance of
loans held by the Bank during the last 10 years.

NET TRANSFER OF RESOURCES
TO DEVELOPING .COUNTRIES

Because of the slow growth of project implementatipn--
as measured by gross disbursements--and the rapid growth
in principal and interest payments and commitment charges on
older loans, the Bank, in recent years, has not been a
significant factor in the net transfer of resources to de-
veloping countries.

During the 5-year period from 1966 through 1970, the
Bank disbursed an average of $535 million per year to 72 less
developed countries; repayments of principal and interest
during the same period averaged $427 million a year with an
average net transfer to the borrowers of $108 million a year.
During this period, 21 of the 72 less developed countries
had negative net transfers of Bank funds. In fiscal year
1971, the picture may have improved somewhat as there was
a 24-percent increase in total disbursements over the pre-
vious year.
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IDA lending is a different matter. [t provides the
countries with a much higher percentage of net resources
becausc repaynents are spread over longer periods (sce
p. 11); it charges no interest; and it makes only a small
service charge of three-fourths of 1 percent to cover its
expenses.

Only countries which lack credit worthiness f{or borrow-
ing on conventional terms or have only limited capacity to
service such debt are eligible for IDA credits. Furtheriore,
to be eligible countries must be among the poorest and have
per capita incomes of less than $300.

However, two factors cause IDA funds to be rationed and
can aggravate the net transfer of funds. First, the demand
for funds by developing countries which meet the criteria
for IDA credits is substantially greater than the funds
normally available to IDA. Second, during fiscal yecars 1969
to 1972, replenishments of IDA funds were delayed by some of
its members, including the United States. As a recsult, pro-
posed projects were delayed or Bank loans were granted in-
stead of IDA credits which the country was qualified to

iR,

re®eive.

Agency comments and GAO analysis

THe Department of the Treasury stated that it did not re-
gard a small or even negative net transfer of funds as a
source of concern but rather as a description of the capital
flow process, inasmuch as Bank lending was for productive
projects which ultimately yield an economic return substan-
tially in excess of loan repayments. Further, the Department
felt that we were inconsistent in criticizing the low level
of net transfers of resources to the developing countries
and at the same time criticizing the Bank's lending to cer-
tain countries because of a shortage of IDA funds,

We recognize, as the Treasury Department pointed out,
that Bank lending is designed to yield an economic return
and that, as a country approaches self-sufficiency, loan
repayments are expected to exceed new loans. For those
countries at or near the bottom of the economic developnent
ladder, additional Bank loans can aggravate their debt serv-
ice problems because Bank loans require amortized repayments
that start several years earlier and are made over a much
shorter period than IDA credits and at substantially higher
interest rates.
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The Department further commented that it had carefully
considered the transfer of resources, the debt service capac-
ity, and the need for IDA funds and that it had been in-
fluential in the Bank's studies of these problems. The
Bank's 1969 study of debt service burden concluded that there
were only four countries that might encounter serious and
protracted debt service difficulties unless large amounts
of external assistance were available to them on concession.
These four countries were Ceylon, Ghana, India, and Pakistan--
all primary IDA countries and not the recipients of much
Bank lending in recent years.

Substantial Bank loans were made to these four countries
during the period January 1, 1969, to June 30, 1972, as
follows:

Amount
Number of loans (millions)

Ceylon 3 $ 43.5
Ghana 1 6.0
India 4 140.5 &
Pakistan 4 81.7

These Bank loans represented 70, 22, 14, and 33 percent of
the total financing provided to these countries, respectively,
hy the Bank and IDA.
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CHAPTER 4

IMPROVEMENTS NEEDED IN MANAGEMENT

OF U.S. PARTICIPATION IN THE WORLD

BANK AND IDA

U.S. MANAGEMENT SYSTEM

In a general sense, the role of the U.S. Government rel-
ative to proposed projects is, like that of all members, re-
stricted to reviewing the project proposed by the Bank Presi-
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project, and suggesting changes in the project when it be-
lieves such changes to be needed. Proposed projects are re-
viewed principally to insure that they are in accord with

U.S. policies and objectives, both formally and informally.

The focal point for the formal mechanism is the U.S.
Executive Director, who is a full-time director of the Bank
and IDA and, at the same time, a full-time representative of
the U.S. Government. The Executive Director makes inquiries
of Bank management and staff to resolve questions raised by
NAC during its review of proposed Bank and IDA projects.
Since taking over the position in November 1969, the present
Executive Director has spent a large part of his time in
handling complaints from U.S. suppliers relative to procure-
ment procedures and practices under World Bank and IDA loans.
He has one full-time staff member, and an engineering con-
sultant was assigned to his staff for about 7 months in 1971
to review the Bank's procurement and billing procedures.

The Executive Director receives his instructions from
the Secretary of the Treasury, who has primary responsibility
for managing U.S. interests in the Bank and IDA. The Secre-
tary is assisted by NAC. The principal functions of NAC are
to coordinate policies, advise on problems, and recommend
legislation regarding international monetary and financial
affairs. In carrying out these functions, NAC is authorized
to review proposed individual loan, financial, exchange, or
monetary transactions to the extent necessary or desirable to
insure that they are in accord with U.S. policies and objec-
tives. NAC also makes recommendations to the Secretary of
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the Treasury for the guidance of the U.S. representatives of
the international financial institutions.

Informal review consists of personal contacts between
officials of the U.S. Government and the Bank staff. Being
informal, ad hoc, and subject to the uncertainties of per-
sonal relationships and the expected circumstance that such
contacts are not documented, this review is extremely diffi-
cult to assess.

Project identification, appraisal,
and approval

According to the World Bank, projects are identified for
World Bank and IDA financing in any of several ways. A mem-
ber country may propose a project; the Bank's staff, while
supervising an existing project, may suggest a related one;
the Bank may send a mission to a given country to identify
suitable projects; resident representatives may identify
projects; and other organizations, such as the United Na-
tions, may suggest projects,

After a project has been identified, it is appraised by
a team of Bank specialists, although the Bank may obtain out-
side assistance in this appraisal. The team examines the
following aspects of the project.

Economic.

Technical. ,
Institutional, managerial, and organizational.
. Procurement and commercial,

Financial (for revenue-earning entities).

.

(Fa B~ R N
. B

After appraisal of the project, the Bank and the bor-
rower negotiate the terms and conditions of the loan, and
the loan is presented by the Bank President to the Board of
Executive Directors for approval. The presentation includes
reports on the country's economy, the technical description
of the proposed project, the terms and conditions of the
loan, and related material.

These documents are made available to the Board of Ex-
ecutive Directors 10 days to several weeks before it votes
on the loan. During this period U.S. officials decide how
the U.S. Executive Director should vote on the proposed loan,.
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Informal review

According to most officials participating in the work of
NAC, much of the meaningful review of proposed loans is done
before the formal Bank loan documents are distributed. In-
formation is exchanged informally during this period between
U.S. agency personnel and their counterparts on the Bank
staff. If any question arises, it is discussed and resolved
orally. A Federal Reserve official stated that this was the
time for resolving issues because, once the proposed loan was
fully developed, the Bank seldom made changes.

An AID official stated that, because AID's contacts with
Bank personnel during the early stages of a loan provided it
with enough information to appraise the loan, the formal re-
view (discussed below) merely verified the consistency of the
loan provisions with the earlier information obtained.

Apparently much of the information received informally
from the Bank staff was oral. We found evidence of very lit-
tle documented information received by U.S. officials on pro-
posed Bank loans before the formal loan documents., The type
of information noted would not have been sufficient, in our
opinion, to assess the soundness of the loan. The only loan
information received consistently was (1) a monthly summary
of Bank and IDA projects which listed the borrower, loan
amount, purpose of loan, stage of processing, and certain
available information on procurement and (2) a bimonthly list
of projects reviewed by the Bank staff. The bimonthly list
does not include the results of the reviews.

According to Department of State and AID officials, a
second source of information which aided them in informal re-
views was U.S. Embassies and AID Missions.- Although no in-
structions or guidelines had been issued to the Embassies and
AID Missions for reporting information on Bank loans, several
officials in Washington said that the Embassies and Missions
were expected to know what the Bank and IDA were doing in
their respective countries.

NAC officials in Washington stated that, although there
were no requirements for monitoring Bank and IDA projects in
the field, there was an informal information flow from the
field. A State Department official said that, although the
Embassies and Missions did not have a responsibility over
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the projects, they did obtain a considerable amount of data
concerning Bank and IDA activities.

Our review at U.S. Embassies and AID Missions in several
countries, however, showed that there was very little volun-
tary reporting to Washington on Bank and IDA activities. We
also found that, except for joint Bank/AID-financed projects,
most of the Embassies and AID Missions had very little knowl-
edge of Bank and IDA projects in their respective countries.

Formal NAC review

Formal NAC review is initiated upon the Bank's release
of the formal loan proposal documents to the U.S. Executive
Director, These documents are distributed to the various
NAC members.,

NAC review and decision actually include three separate
functional levels. NAC has the final voice in any decision.
However, much of the interagency review and coordination is
carried out by the NAC Staff Committee. The Staff Committee
is chaired by an official of the Treasury Department and is
attended by representatives of NAC member agencies. The
third level is less formal; the Alternates (Assistant Secre-
tary of the Treasury, Deputy Assistant Secretary of State,
etc.) meet from time to time to discuss policy issues and, on
an '"as needed" basis, to resolve issues.

Generally, the formal loan proposal documents are re-
ceived by the official who represents the agency on the NAC
Staff Committee and who, in turn, sends the documents to the
agency's appropriate country desk staff and functional area
staff for review and evaluation., This formal stage usually
lasts 2 weeks or less, depending on when the Bank documents
are received relative to the date set for voting on the pro-
posed loan. The information exchange on the results of the
review is generally oral and flows from the actual reviewer
to the individual who represents the agency on the NAC Staff
Committee.

The NAC Staff Committee meets weekly, at which time pro-
posed loans are discussed among representatives of the NAC
agencies and the U.S. Executive Director. These discussions
form the basis for instructions from the Secretary of the
Treasury to the Executive Director on the tenor of his
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remarks regarding the loan at the Board meeting and on how
to vote.

If disagreement is expressed, a vote is taken, and the
majority rules. After the Staff Committee meetings, the rep-
resentatives from each agency report the results of Commit-
tee actions to the NAC principal in his agency (e.g., the
Secretary of State or someone designated to act for him),.
Each agency then decides which way it will vote; and several
days after the Staff Committee meeting, the NAC Secretary
(a Treasury Department official) obtains the vote of each
principal by telephone. Instructions for the Executive Di-
rector are prepared by or on behalf of the Secretary of the
Treasury.

In addition to the formal instructions given to the Ex-
ecutive Director, questions raised in the Staff Committee are
passed on to the Bank staff, There is a procedure whereby
the office of the Executive Director advises the secretariat
of NAC as to the Bank staff's response to these questions.

Although the formal NAC review was established to deter-
mine the U.S. position on proposed loans, it was unstructured
and uneven and wa: performed without firm guidelines or cri-
teria against which to assess the soundness of proposed proj-
ects.

We found that none of the NAC member agencies had formal
guidelines for their review and evaluation of loan documents.
Although, in June 1970, NAC queried its members to determine
what elements of loans and projects were considered in exam-
ining Bank documents, the only responses available to us were
from the Treasury Department, the Federal Reserve System, and
AID,

The Treasury Department's response included such ele-
ments as appropriateness of terms, priority of projects
within the countries' development plans, procurement provi-
sions, economic positions of borrowers, and types of proj-
ects. The Federal Reserve System provided a list of seven
elements which were similar to those furnished by the Treas-
ury Department. AID's list of elements considered in review-
ing proposed loans was limited and was primarily restricted
to AID's goals in relation to the Bank's goals. AID's topics
were (1) relationship with AID activities, (2) whether the

27



Bank's country sector analysis agreed with AID's, (3) priori-
ties, (4) financial terms, and (5) Bank policies.

During 1971 NAC members discussed the subject of guide-
lines for the review of loan proposals and decided to publish
their thoughts in the NAC annual report for fiscal year 1971.
However, the actual guidelines used by the NAC member agen-
cies in evaluating proposed loans were apparently left to the
discretion of the individual loan reviewer, who determined
the type and quality of the review,

Loans brought before NAC for review are in the final
approval stages, and, according to officials involved in the
NAC review, there is little chance that the Bank would be
willing to make changes. Any questions on the loans would
have to be resolved during the so-called informal review
stage. However, we found that the information available
during the informal review stage appeared to be insufficient
to assess the soundness of a loan. Therefore the NAC review,
as it is presently operating, cannot be expected to provide
a firm basis for determining whether development funds are
used for sound, worthwhile projects.

Treasury officials maintain, however, that comments made
on any loan have an impact on future loans. These officials
say, for example, that, if a question is raised concerning
a certain undesirable aspect of the loan from the U.S. view-
point, it is likely that that aspect will not appear in a
future loan,

28



Evaluation of NAC review of proposed loans

Because loans brought before the NAC Staff Committee
for review are in the final approval stage, where implicit
commitments and promises have already been made by the Bank
and could be broken only at considerable cost, they are
virtually assured an affirmative vote by the U.S. Governnent.

In its fiscal year 1970 Annual Report to the President
and to the Congress, NAC stated that the discussions of the
proposed loans at NAC meetings formed the basis for instruc-
tions from the Secretary of the Treasury to the Executive
Director on the tenor of his remarks and on how to vote at
board meetings of the Bank. NAC further stated that the
Executive Director used his influence to insure that develop-
ment funds were being used prudently and effectively.

To determine the significance of the NAC discussions
in relation to their recommendations on the proposed loans,
we reviewed the minutes of NAC meetings covering the discus-
sions of 35 proposed loans. One or more questions were
raised on 20 of the loans. On occasion, attempts were made
to resolve these matters during the meetings, but often they
were left unanswered. In four cases, the Executive Director
was instructed to discuss the matters with the Bank or at
the Board of Executive Directors' meeting. All loans were
recommended for approval by NAC. Financing of local costs,
procurement practices, overly generous loans terms, and the
questionable use of IDA funds were frequently questioned by
NAC.

We were not able to determine what effect the Executive
Director's comments may have had at the Board meetings or
what influence he was able to exert to insure that develop-
ment funds were used efficiently and effectively because we
were denied access by the Treasury Department to the minutes
of the Board of Directors' meetings on the basis that they
were considered to be privileged information,

A Treasury Department official explained that questions
raised by NAC during its reviews of proposed loans were re-
solved by the Executive Director through contacts with the
Bank staff and that since January 1971 the results of these
inquiries had been provided to NAC in writing. Many of the
points covered in the Executive Director's memorandums
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were technical and were not the broad policy issues which
the Treasury Department emphasized, in its comments on our
draft report, as the most important role of U.S. management.
In fact, we found that many of the questions relating to
policy matters, which had been raised during the discussion
of proposed loans in the NAC Staff Committee meetings--such
as allocation criteria for IDA funds, loans to marginal
countries, and availability of alternate financing--had not
been covered in the Executive Director's memorandums,

We also reviewed selected loan proposals to determine
the extent of information available for use by NAC in decid-
ing whether to recommend approval of the proposed loans.

When the Bank President submits a project proposal to
the Board of Executive Directors which is a follow-on of an
earlier Bank project, the documentation will sometimes in-
clude information on the earlier project. This information
showed that both the Bank and IDA had granted loans when the
agencies designated to execute the projects had unresolved
management and/or administrative problems. These problems
sometimes delayed the execution of the projects and may have
had detrimental effects on the projects. Treasury officials
took the position that the Bank's management would not have
submitted these loans for approval by the Board of Executive
Directors if they considered them to be unsound. Treasury
officials also said that it is Bank strategy to work with
the borrowers to correct these weaknesses as the projects
progressed.

Attempts to correct these problems have sometimes ag-
gravated the situation because of their improper timing. In
some cases, a reorganization was be be carried out concur-
rently with the execution of the project. In other cases,
weaknesses were to be corrected at a future time and, as a
result, the same problem plagued an entire series of loans.
Weaknesses in the borrower's organization result in delays
in executing the project and, in turn, delay the desired
development assistance to the country.

In connection with the problems noted during our review,
an AID official stated that the United States should not
expect too much from the developing countries. This appar-
ently relflects the U.S. position because we found no evidence
that NAC discussed these administrative and management
problems during its appraisal of the project proposal.

30



The Bank's President in 1968 stated, concerning the
policy for increasing Bank lending, that "minor blemishes
have been overlooked and mismanagement has had to be serious
before a country has been denied IDA assistance on perform-
ance grounds.'" Although NAC member agencies have been in-
formed of the "minor blemishes" in management through the
loan proposal documents provided by the Bank, very few com-
ments were made by NAC member agencies as to the effect the
blemishes might have on the execution of the proposed proj-
ect. In fact, we found no instance where these problems
deterred NAC from recommending approval of the loan.

The loan papers prepared by the Bank noted the follow-
ing weaknesses in the executing agencies at the time the
loans were approved. These weaknesses existed in about
40 percent of the projects for which we reviewed the project
documentation.

--Cumbersome and outmoded operating procedures.

--Duplicated services.

--Understaffing and lack of technical expertise.

--Lack of preparedness in contracting for project.

--Lack of basic financial data.

--Procedure for establishing investment priorities in-
efficient or lacking.

--Indefinite lines of responsibility.
--Loans granted for the construction of roads when roads
constructed under prior loans were not being ade-

quately maintained.

Following are examples illustrating several of the
above weaknesses. '

Example 1

The Bank granted the following loans to a country to
finance road projects.
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June 30, 1961--$48.5 million
June 24, 1969--$25.0 million
May 5, 1971--$67.5 million

The initial loan was to finance the foreign exchange
cost of the reconstruction and improvement of about
2,600 kilometers of road, maintenance equipment, and spare
parts. This initial project encountered many problems
caused by a shortage of local funds, ineffective management
of the project, ineffective use of consultants, and loss of
qualified personnel. Some of the problems experienced were
poor quality of work, rising costs, and delays in construc-
tion.

The shortages of funds delayed payments to contractors
and, as a result, the executing agency had difficulty en-
forcing specifications and construction schedules. Comple-
tion dates were extended repeatedly without sufficient tech-
nical justification. At the same time, the executing agency
delayed in letting new contracts. The closing date for the
loan was postponed 3 years, from December 1965 to December
1968. In addition, the scope of the project was reduced and
$17.5 million was canceled.

Although certain improvements were made, many problems
remained at the time the Bank proposed the second road loan
in June 1969. The Bank's appraisal of the second project
noted the following problems.

1. For a country with so extensive a road network, many
of the executing agency's activities were too cen-
tralized. Furthermore, there was unnecessary dupli-
cation of services supplied by the national and pro-
vincial authorities, especially in the more developed

. and populated provinces which had fairly good organ-
izations, although many of the more remote provinces
were entirely dependent on the technical expertise
of the executing agency's district offices.

2. Major obstacles to efficient highway management were
the lack of basic data (such as a highway inventory
and reliable traffic counts) for planning and admin-
istration purposes, the equipment to collect such
data, and a satisfactory cost accounting system.
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3. Another obstacle to efficient highway administration
was the chronic understaffing of the executing agency
due to low salaries.

The second loan was approved in June 1969 but did not
become effective until January 1970 because of delays in com-
pleting the legal formalities. The minutes of the meeting
of the NAC Staff Committee at which the second loan was dis-
cussed suggested that these problems had been ignored in
reaching the decision to recommend approval of the loan.

Although the country had only partially improved its
management and administration of the transport sector, the
Bank approved a third road loan for $67.5 million in May 1971.

Since 1961 the Bank has granted the country $141 million
for road projects which, for the most part, have been plagued
by administrative problems during the entire period.

Example 2

The Bank granted the following loans to another country
for road projects.

October 23, 1968--$26 million
May 25, 1970--$100 million

Generally, these funds have been for construction and for
improvement of highways, engineering, supervision, and con-
sulting services.

The Bank's appraisal of the second road project revealed
the following shortcomings in the executing agencies,

1. To justify separate operations of the national and
state highway departments, studies were being under-
taken with a view to eliminating duplication of high-
way maintenance and construction services.

2. One of the main causes for problems in administration
had been the chronic understaffing of national de-
partments resulting from the low salaries offered
and the freeze on government recruitment. Due to a
lack of proper staffing in the planning department,
new highway investments were not being controlled.
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The shortage of personnel often led to inadequate
supervision. As a result, quality of construction
was often poor and long extension of contractual
work periods was common.

3. Maintenance had long been neglected in the country.
The lack of proper organization, equipment, and funds
made it difficult to keep roads at a suitable level
of traffic serviceability. However, there were
marked improvements in the last few years.

Although disbursements were delayed 9 months from the
effective date on the first project because of administrative
problems associated with the signing of contracts for con-
struction, the Bank did not propose to make approval of the
second loan contingent upon the signing of the construction
contracts.

In recommending approval of the second road loan, the
NAC Staff Committee did not question the ability of the ex-
ecuting agency to effectively administer the project.

Example 3

The Bank and IDA granted the following assistance to
another country for road projects.

February 5, 1964--IDA credit--$14 million
March 21, 1968--IDA credit--$3 million
February 24, 1969--Bank loan--$15 million
November 24, 1969--IDA credit--§7.5 million

The project financed by the February 5, 1964, credit
experienced substantial delays and cost overruns because of
a shortage of personnel in the executing agency. To cover
the cost overruns, the government of the country requested
and received the March 21, 1968, credit of $3 million. Again
the project was plagued by delays because of difficulties
in recruiting experts for the staffing and training program
for the project. Almost 3 years after the supplemental
credit of $3 million was granted, these experts had still
not been obtained. A Bank status report on the project at
that time noted that "Recruitment of these experts is now
in process." In the midst of this unfilled need, the country
was granted an additional $22.5 million under the February 24
loan and November 24 credit.

34



Agency comments and GAO analysis

In commenting on our draft report, the Department of
the Treasury emphasized the importance placed on the develop-
ment policies of the Bank by the U.S. management system.
The Department criticized our draft for discussing the U.S.
management system in terms of a loan-by-loan review, although
it conceded that such review was an important and key process.
The Department felt that our draft report concentrated very
narrowly on the appraisal by NAC of technical and other as-
pects of individual loan operations. This apparently was
interpreted by the Department to be a duplication of the work
of the Bank staff, The Department also stated that our
draft report had overlooked the large influence the United
States has had on the general development policies of the
Bank. ‘

The role of the U.S. representative in the Board of
Executive Directors is to see that the Bank's general de-
velopment policies, internal procedures, and overall lending
results are consistent with broad U.S. policy goals; and
one of the methods of accomplishing this role is through the
review of proposed projects on a loan-by-loan basis. 1In
this way the Bank's members can ascertain whether the Bank
is following established policies and whether policies on
unacceptable practices need to be clarified.

Our review of U.S. management included an analysis of
individual loan proposal documents, as well as the available
documentation on the U.S. management review of these loan
proposals, to determine what elements of the loans were
questioned during the review and whether, in our opinion,
other aspects should have been questioned. Our analysis
showed that questions were raised by NAC relating to Bank
policy, such as, financing of local costs, procurement
practices, and questionable use of IDA funds; but in many
instances we found no evidence that action was taken to re-
solve these questions.

We did note, regarding the Department's comment that
the United States had had a large influence on the general
development policies of the Bank, that NAC had frequently
discussed Bank policy in the Staff Committee meetings. As
might be expected, determining the extent to which the United
States was able to influence Bank policy would be a difficult,
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if not an impossible, task since much of the evidence would
not be documented and the basis for revisions in Bank policy
would be subject to interpretation. To add to this diffi-
culty, we were denied access to the minutes of the Board of
Executive Directors' meetings. A Department official stated
that the Department was aware of U.S. influence, but it was
difficult to show evidence of this influence in most instances.

The Department also objected to the implication in the
report that the Bank was unaware of the management and ad-
ministrative problems noted in our review of the loan pro-
posal documents or did not make them known to the United
States and other members of the Bank., The Department stated
that neither implication was true, the material on which
GAO observations were based was from the Bank's own careful
analyses of the borrower's capabilities and problems, as
contained in the loan documents distributed to the Executive
Directors. Further, the Department was of the opinion that
it would be a grave shortcoming for the development institu-
tion to refuse to lend to other than ideal borrowers, because
it was the objective of such institutions to use the lending
process to accomplish administrative and management improve-
ment. '

As pointed out by the Department, the United States was
aware of the existence of these problems; but we found no
evidence that they were discussed during the loan review
process. The use of the lending process to improve some
management and administrative problems has merit. However,
when such problems endanger the success of the project or
cause delays, particularly when there is evidence that the
same problems have existed in prior loans and have not been
corrected, we question the reasonableness of granting loans
before actions are taken to correct, or at least improve,
the conditions. We believe that there are ways to correct
these problems. For example, technical assistance loans are
granted for many different purposes; therefore, similar loans
could be made to provide assistance to resolve these manage-
ment and administrative problems.
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MINIMAL U.S, FOLLOWUP OF
PROJECT IMPLEMENTATION

Once financing for a project is approved by the Bank's
Board of Executive Directors, the United States essentially
leaves implementation and evaluation up to the Bank staff.
Monitoring of implementation is sporadic and informal; regu-
lar independent evaluative reporting to member governments
on efficiency of operations, success or failure of World
Bank and IDA projects, results achieved, etc., is virtually
nonexistent.

The project is actually carried out by the borrower;
but the Bank staff follows implementation of the project.
The Bank reports that it disburses portions of the loan as
they are required, either directly to suppliers or to the
borrower. The Bank staff also checks the specifications of
goods supplied and supervises the tender and award process
for contracts. The Bank receives periodic progress reports
from borrowers and sends staff members to the borrower's
country to check periodically on the progress of projects.

The U.S. Executive Director does not receive the prog-
ress reports submitted by the borrowers. He does regularly
receive notification when the Bank staff visits are to take
place, but he does not see their findings. The Executilve
Director receives periodic reports showing the status of
loan disbursements and repayments, procurement data under
the loans, and certain other information. He does not re-
ceive, nor do other U.S. Government officials participating
in the work of NAC receive, any regular substantive report-
ing on actual project performance, operational efficiency,
problems and weaknesses, and the like. In some cases, when
the Bank President submits a project proposal to the Board
of Executive Directors which is a follow-on of an earlier
Bank project, the documentation will include information on
the earlier project. This information includes comments on
project performance, problems and weaknesses, etc.

INTERNAL AND EXTERNAL BANK PROJECT EVALUATION

Although some review functions are performed, there has
been no systematic independent evaluative audit of the opera-
tions of the Bank and IDA for use by member countries. The
internal and external reviews of the operations of the Bank
and IDA are described in the following sections.
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Independent financial audit

In accordance with the Articles of Agreement and bylaws
of the Bank and IDA, an independent firm of commercial audi-
tors annually audits Bank and IDA accounts.

Joint Audit Committee

The Joint Audit Committee, established in 1970, con-
sists of five Executive Directors who are appointed annually
on the basis of seniority as Executive Directors. The Com-
mittee nominates, for consideration by the Executive Direc-
tors, a firm of private auditors to annually audit Bank and
IDA books; discusses the scope of examination and its re-
sults with the auditors; and reports their conclusions and
recommendations to the Executive Directors. The Committee
also discusses the scope of the internal auditor's examina-
tion and 1its results,

Office of Internal Audit

The internal auditor, who reports to the Bank's Vice
President of Finance, determines that the accounts and rec-
ords of the Bank and IDA are maintained in accordance with
established policies and procedures and in conformance with
generally accepted accounting principles. He also determines
that the system of internal control is adequate to safeguard
the assets and to insure the accuracy and reliability of
the accounting data.

Operations Evaluation Unit

This unit, established in September 1970 in the Pro-
gramming and Budgeting Department reports to the Department's
director. The group is responsible for the evaluation of
the effectiveness of Bank and IDA operations and emphasizes
projects which have become operational. To determine how
policies and procedures might be improved, the group's
first assignment was a study of the impact of the Bank on
the development of Colombia after 1949, when the first loan
was made to that country.
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Lack of independent evaluation of
management efficiency and program results

Although the above audit and review functions may pro-
vide management with worthwhile information, the Executive
Directors do not receive sufficient evaluative information
on the operations of the Bank and IDA to insure that the
funds contributed by their respective governments are being
used efficiently and effectively to accomplish the objectives.
Such information should be provided by a review group estab-
lished completely independent of the management of the Bank
and IDA, and this group should report directly to the Board
of Executive Directors.

It should be remembered that, although the Bank and IDA
are international entities, they were created by governments
of nations. They derive their authority from the agreements
authorized by these governments, draw their power from funds
provided by these governments, and exist solely to fulfill
the plans and hopes of these member governments as expressed
in the charters or articles of agreement of the institutions.
As such, they are accountable to their member governments
for the efficient accomplishment of their statutory purposes.
The operational interface between the Bank and IDA and the
member governments takes place through the Board of Directors,
not the Bank presidency. At present, the Board of Directors
has no effective source of information or means for evaluat-
ing Bank and IDA operations except through the Bank manage-
ment. To completely fulfill its responsibility to the mem-
ber governments, the Board needs an independent means of
review and evaluation, responsive to the Board's needs and
direction and reporting directly to 1it.

Treasury Department officials informed us that, although
there was no independent systematic review and evaluation of
World Bank and IDA activities, there were other indications
that they relied upon in judging the soundness of the Bank's
operations. They said that the Bank's loans were being
repaid on schedule, the Bank has consistently shown a profit
on its operations, and the Bank has succeeded in raising
funds on the world bond market. These are noteworthy con-
siderations. We believe, however, that other elements need
to be considered which bear more directly on the operations
of the Bank from a developmental viewpoint. These officials
said that their judgment also stemmed from informal contacts
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with the Bank staff and infrequent reports coming to their
attention that Bank projects had run into trouble.

INSPECTOR GENERAL OF INTERNATIONAL FINANCE

In September 1970 the Secretary of the Treasury, in
reorganizing the Office of the Assistant Secretary for In-
ternational Affairs, appointed an Inspector General for
International Finance. The Inspector General directs and
conducts reviews, evaluations, and inspections of the inter-
national financial programs and operations of the Treasury
Department to ascertain the effectiveness of their adminis-
tration and knowledge of the international economic and
financial policies of the United States. However, we under-
stand that, to date, no formal reports have been issued.

The establishment of this position is a constructive
effort on the part of the Department of the Treasury and, if
properly implemented, will improve the U.S. oversight of the
operations of the international financial institutions.
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U.S. EMBASSIES AND AID MISSIONS
NOT EFFECTIVELY USED AS SOURCES
OF INFORMATION ON BANK AND IDA ACTIVITIES

Officials of NAC member agencies have held that pri-
mary sources of information for evaluating Bank and IDA
activities are the U.S, Embassies and AID Missions in the
various countries. However, our review at selected
Embassies and AID Missions indicated that very little in-
formation on Bank and IDA activities was actually provided
to Washington.

We visited the U.S. Embassies and/or AID Missions in
Argentina, Brazil, Paraguay, Korea, Malaysia, the Philip-
pines, Taiwan, Kenya, Tanzania, Uganda, India, Nepal, and
Pakistan and found the following conditions relating to
Bank and IDA activities.

No instructions or guidelines

No instructions or guidelines had been provided for
furnishing information to Washington on Bank and IDA ac-
tivities. Instructions had been issued by the State De-
partment and AID for providing information on the activities
of ADB, IDB, and the United Nations Development Program.

Bank and IDA loan documents
received late or not received at all

The Embassies and AID Missions had very little knowl-
edge of the details of Bank and IDA projects. The prelimi-
nary data on proposed projects and the formal loan documents
were generally received after the loan had been approved or
were not received at all,

Minimum of voluntary reporting

There were no requirements for reporting on Bank and
IDA activities and very little information had been volun-
tarily forwarded to Washington.

Minimum of project monitoring

We found that project implementation was seldom moni-
tored and completed projects were seldom evaluated unless
AID had jointly financed the project with the Bank or IDA.
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Some U.S. officials expressed concern about the political
implications of unilateral monitoring and evaluating of the
activities of an international organization. We assured
these officials that we were not considering a regular, in-
tensive review of a project.

Meaningful information could be provided

Many of the Embassy and AID Mission officials expressed
the opinion that they could provide meaningful information
to Washington on Bank and IDA activities. Some officials
cited instances when their comments could have contributed
to improving a project.

For example, an AID technical advisor in one of the
countries stated, after visiting a Bank ranching project,
that one of the ranches was in a location that was less de-
sirable for ranching than other areas in the country and
therefore would require concentrated management and bush
clearing to make it a successful project.

An Embassy official in another country said that he
could provide several significant points on Bank and IDA
loan proposals which, he felt, had not been considered fully.
He cited a tea scheme and a flue-cured-tobacco scheme as
examples. The points he mentioned were: (1) resettling
large numbers of families and solving the social problems
inherent in such a move, (2) providing qualified extension
workers which were in short supply, and (3) forming co-
operatives which had a history of weaknesses in the country.

A further example was presented by an AID official in a
third country. In referring to an IDA credit to help finance
the construction of, and the purchase of equipment for, aca-
demic buildings and student hostels, he stated that:

"#%% the USAID should make a particularly critical
review of the proposed projects which appear to
possess the typical weakness of being largely a
construction effort with relative small emphasis
on technical assistance and which may well result
in the establishment of institutions which will
continue to provide *#%% [the country] with an
increasingly large number of badly educated, in-
competent, unemployable engineers, It is indeed
unfortunate that this mission did not have the
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opportunity to review and comment upon the pro-
posal before its actual approval by the World Bank
in Washington this past June 1970 #*#%=* "

Although the Bank and IDA finance projects in sectors
in which neither the Embassies nor AID Missions have the
necessary expertise for technical evaluations, the Embassies
and Missions would be in a position to recognize and com-
ment on significant problems that were not technical. Of-
ten the Embassies and the AID Missions do have personnel with
the expertise in the fields in which the Bank and IDA are
financing projects and therefore could recognize technical
problems.

Agency comments and GAO analysis

The Department of the Treasury agreed that it needed to
receive more substantive information on propocsed projects
earlier but pointed out that recent changes had facilitated
its review and allowed it to better judge policy implica-
tions. These changes include a separate section in the
Monthly Operational Summary listing the new projects, a con-
siderable expansion in the amount of information being sup-
plied in the summary, and an informal arrangement for re-
ceiving information in advance of the Notices of Intention
to Negotiate.

We found that the recently revised Monthly Operational
Summary would permit easier identification of new projects
and that the expansion in the amount of information appeared
to be of value in identifying policy issues. The other items
in the system for obtaining earlier information on projects
include a Notice of Intention to Negotiate and a Status of
Negotiations. These items generally contain only a minimum
of information--name of the borrower, loan amount, and pur-
pose of the loan--and do not appear to be sufficiently de-
tailed to identify issues or assess the soundness of proposed
projects.

The Department agreed to implement the proposal that
guidelines be established for the review and evaluation of
loan proposal documents, but it felt that a checklist would
not substitute for experience and judgment in assessing the
soundness of proposed projects.
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Our draft report did not suggest a checklist, but
rather guidelines or criteria to insure that the major ele-
ments were considered in reviewing proposed projects and
yet were unrestricted so that NAC members could consider
additional elements. We agree that experience and judgment
are very important factors in assessing the soundness of
proposed projects, although guidelines or criteria also seem
to be essential for a uniform review process, particularly
when inexperienced loan reviewers are involved.

The Department agreed that some further development was
needed in reporting from the U.S. Missions. However, the
Department felt that the draft report overemphasized the
reporting aspect and did not recognize the extent to which
U.S. Missions were able to influence projects in the develop-
ment stage. The Department pointed out that this influence
was exerted through close and regular coordination, in many
countries, among representatives of multilateral and bilat-
eral aid organizations and by the U.S. Missions in getting
together with World Bank appraisal missions. The Department
stated that the Missions' contributions were reflected in
Bank loan documents even though they might not report to
Washington and might not be in a position to review the ac-
tual documents in time to provide comments,

Our review at selected U.S. Embassies and AID Missions
showed very little close coordination between U.S. and Bank
representatives. The coordination that did take place was
general in nature and not related to specific proposed
projects. We were told that in some instances Bank missions
had visited countries without the Embassies' and AID Mis-
sions' even being aware of their presence.

The Department agreed in principle with the need for an
independent review body but felt that it should wait and
see how effective the recently established Operations Eval-
uvation Unit would be as a substitute for an independent re-
view body.

In our opinion, there are no alternatives to an inde-
pendent review. Having reviewed two of its reports, we be-
lieve that the Operations Evaluation Unit is a worthwhile
tool for management. Since this unit is responsible to the
Bank's management, it would not accomplish the objective we
are seeking--an independent means of reviewing and evaluating
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the Bank's operations and activities that would provide the
Executive Directors with sufficient information to determine
whether or not funds were being used efficiently and effec-
tively.

A1l member agencies of NAC commented on a draft of our
report. The Department of State commented that the observa- :
tions and recommendations in the draft report dealt with !
problems which had concerned it for some time. The Export- “
Import Bank of the United States felt that the draft report
represented a useful study of the role of NAC in reviewing
and evaluating Bank loans.

Several of NAC agencies thought that the draft report
underestimated the amount of influence the United States
had had on Bank development policies and activities. They
also felt that the report should recognize that some im-
provements had already been made and that others were under-
way. These comments have been recognized in the appropriate
sections of the report.
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OVERALL CONCLUSIONS AND RECOMMENDATIONS

To successfully manage a member's participation in an
international organization, the member needs a system for
adequately appraising information on activities to be under-
taken by the organization, for following the implementation
of those activities, and for independently evaluating the
results of specific undertakings. The objective of such a
system would be to provide basic data on how efficiently and
effectively the activities of the organization were being
carried out., This, in turn, would provide the basis for im-
proving the programs and operations of the organization and
justifying continued financial support.

Although improvements have been noted, such as the
earlier receipt of more substantive information on proposed
projects, the Department of the Treasury, in our opinion,
has not yet developed a fully functioning system for manag-
ing U.S. participation in the Bank and IDA and for assessing
the organizations in carrying out their objectives. The
current internal U.S. system of management needs strengthening
in the following areas:

--Although the formal NAC loan review was established
to determine the U.S. position on proposed loans, it
was unstructured and uneven and was performed without
firm guidelines or criteria against which to assess
the soundness of proposed projects.

--Loans brought before NAC for review are in the final
approval stages and, according to some officials in-
volved in the NAC review process, there is little
chance that the Bank would be willing to make changes.
Any questions on the loans would have to be resolved
with the Bank during the so-called informal review
stage. However, the information available during the
informal review stage appeared to be insufficient to
assess the soundness of a loan. Treasury officials
maintain that, if a question is raised concerning a
certain undesirable aspect of a loan, it is likely
that that aspect will not appear in a future loan.

U.S. Embassies and AID Missions supplied little informa-

tion on Bank and IDA projects because they had received no
instructions or guidelines on providing such information.
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--Questions raised at NAC Staff Committee meetings on
proposed Bank and IDA financing did not appear to
have been fully resolved, although these loans were
recommended for approval.

--Once financing for a project is approved, the U.S.
representatives essentially leave implementation and
evaluation up to the Bank staff. Monitoring of im-
plementation by U.S. officials is sporadic and in-
formal; regular independent evaluative reporting to
member governments on efficiency of operations, suc-
cess or failure of projects, results achieved, etc.,
is virtually nonexistent,.

Bank documents made available to the United States by
the Bank showed that, in several instances, loans had been
proposed when the borrowers' organizations had unresolved
management and/or administrative problems which later delayed
the execution of the projects and may have had detrimental
effects on the projects. Treasury officials said that it
was Bank strategy to work with the borrowers in correcting
these weaknesses as the projects progress. Nevertheless,
the continuance of these weaknesses in loans to the same
borrower over time indicates a need for increased vigilance
over the loans by the U.S. Executive Branch,

Further, we noted the following trends in the operations
of the Bank and IDA which were considered of significance to
the United States as a participating member.

--It has been suggested that, in meeting targets for
committing new funds, project planning may have
suffered--this might explain, in part, the increased
slowness with which projects are implemented and
funds are disbursed. The problem of delayed disburse-
ments appears to have existed for a number of years,
as evidenced by the continuous increase in the undis-
bursed balance of loans from $1.2 billion on June 30,
1963, to $4.1 billion on June 30, 1972.

--Because of the slow project implementation--as
measured by gross disbursements--and the rapid growth
in principal and interest payments and commitment
charges on older loans, the Bank in recent years has
not been a significant factor in the net transfer of
resources to developing countries.
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Recommendations

To improve management of the U.S. participation in the
Bank and IDA, we recommend that the Secretary of the Treasury
arrange for:

--The routine receipt of more substantive information
before receipt of the formal loan proposal documents
on projects to be financed by the Bank and IDA. With
this information, many of the questions raised during
the NAC review could be resolved with the Bank prior
to the final approval stage, when the Bank would be
reluctant to make changes in the project and loan
agreements,

--The development of instructions that stipulate the
desired depths and parameters of the U.S. appraisal
process on proposed projects to guide U.S. officials
and technicians in making their appraisals. These in-
structions should include a clear statement of policy
regarding the appraisal of the economic and technical
aspects of the projects.

--The development of instructions to U.S. Missions to
furnish available information to Washington on Bank
and IDA activities, including loan requests from
would-be borrowers and problems in implementing ap-
proved projects. Problems which the U.S. Executive
Director might want to call to the attention of the
appropriate Bank staff should be pointed out,

We recommend also that the Secretary of the Treasury
instruct the U.S. Executive Director to propose and actively
seek a continuing independent evaluation of the operations
and activities of the Bank and IDA in order to provide the
Executive Directors with sufficient information to determine
whether funds are being used efficiently and effectively.
Such information should be provided by a review group
completely independent of the management of the Bank and IDA.
It should be of appropriate size and competence and should
report directly to the Board of Executive Directors.,
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MATTERS FOR CONSIDERATION BY THE CONGRESS

Because of congressional interest and concern over the
increasing levels of U.S. participation in the international
financial institutions and the lack of control that the
United States has over the funds provided, we believe that
this report should be particularly useful to the Congress.

The Congress should consider having the U.S. represen-
tative to the Bank and IDA propose a program of continuing
independent reviews of the development activities of the
Bank and IDA which would provide the Treasury Department and
other agencies in the executive branch with adequate informa-
tion to determine whether funds are being used efficiently
and effectively.

49



BLany pPREE
<0



APPENDIX I

EXPORT-IMPORT BANK OF THE UNITED STATES

WASHINGTON, D.C. 20571

CABLE ADDRESS "EXIMBANK'"’

April 7, 1972

Mr. Oye V. Stovall, Directox
International Division
United States General Accounting Office
Washington, D. C. 20548
ear Mr. Stov
This is in response to your letter of March 8, 1972, to Mr. Kearns,
who is presently away on official business, requesting comments on the
draft GAO report covering selected aspects of U. §. participation in the
IBRD and IDA. Our general reaction is that the proposed report represents
a useful study of the role of the NAC in reviewing and evaluating World
Bank loans, The following observations are offered in respect to the
major issues identified and examined.

There may be some merit in attempting to develop more specific
guidelines for the review process but we believe it is neither feasible
nor desirable for the NAC to verify in detail all of the financial, eco-
nomic, and engineering work dome by the Bank's staff of technical experts.
Since the NAC is primarily concerned with policy considerations the member
agencies should not be required to duplicate the basic work done by the
IBRD's professional staff except to insure that the Bank's loan proposals
and practices are consistent with policies established by the Board of
Directors and are not prejudicial to the interests of the U. §. This is
not to say that the U. S. will not be interested in the quality of the
IBRD's analysis and the administration of its loan portfolio. The prob-
lem as we see it, however, is not that the staff work of the Bank is de-
ficient or lax but rather the extent to which the U. S. can exert its in-
fluence on management to adopt policies for the staff to implement which
coincide with our view of how the Bank should operate.

Since the IBRD's loan operations are primarily within less de-
veloped countries, it is to be expected that its borrowers are frequently
unable to meet tests normally applied in the more advanced countries.
The lag between disbursements and authorizations is probably due in part
to the inherent nature of the infrastructure projects financed by the
Bank as well as to the inadequate absorptive capacities of borrowers.

On balance it is our impression that the IBRD has been aware of the need
for improvements in the administrative capacity of its borrowers. The
pace at which borrowers should be required to achieve a higher degree of
competence and the extent to which it should be made a condition of con-
tinued loan assistance is one of the most difficult aspects of develop-
ment banking. It might be worth noting that in some instances we have
felt that the Bank may have actually continued too long in providing
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assistance to borrowers which had reached a level of administrative and
financial competence enabling them to seek funds from more traditional
sources of financing.

Eximbank has been particularly concerned that the U. §. has not
obtained a larger share of procurement from projects financed by the World
Bank in recent years. We have called the attention of the NAC to the ap-
parent reluctance of the IBRD to require potential borrowers to investi-
gate more fully the availability of other sources of financing before
agreeing to consider applications. This is most troublesome in respect
to self-liquidating projects in such fields as power, telecommunications,
and industry in countries which can attract appropriate financing from
bilateral institutions.

We do not take exception to the recommendations of the GAO report
but suggest that the text be revised and updated to more adequately take
account of recent steps which have been taken and the continuing efforts
being made to improve the coordination of interagency positions within
the NAC context and to improve opportunities for U. 8. suppliers to bid
successfully on World Bank projects. Further mention should also be
made of the role played by the U. S. Executive Director's Office in com-
municating U. §. views to the Bank's management as well as providing
more information to the NAC agencies on the Bank's operations. 1In any
event Eximbank will of course cooperate to the fullest extent possible
with any procedural changes that may be adopted as a result of the GAQ's
examination.

Sincerely,

Don Bostwick
Executive Vice President
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BOARDO OF GOVERNDORS
OF THE

FEOERAL RESERVE SYSTEM

WASHINGTON, O.C. 2D55!

ANDREW F. BRIMMER
MEMBER OF THE BOARD

April 7, 1972

Mr, Oye V, Stovall
Director

International Division
General Accounting Office
441 G Street, N.W,
Washington, D,C., 20548

Dear Mr, Stovall:

Thank you for giving ué an opportunity to read the
draft of your report, "U.S. System for Appraising and Evaluating
World Bank and International Development Association Projects,"

OQur staff has reviewed the document, and I am sending
along a copy of a memorandum commenting on some specific points,

The principal suggestion I have concerns the general
characterization of the NAC review of IBRD loan proposals as a
"rubber stamp", In my judgment, this unduly minimizes the
significance and effectiveness of the review process,

In recent years, the NAC has been giving more attention
to IBRD and IDA proposals than it once did. This has not
necessarily been reflected in abstentions or negative votes being
cast by our Executive Director, As your report recognizes, the
Executive Director has been instructed on many occasions to
express criticisms of various aspects of particular loan proposals
both in Board meetings and in bilateral discussions with the
management and staff of the Bank, While it is difficult to
measure the impact of these comments, I know that management has
taken them seriously, The frequency with which the Executive
Director has been instructed to make critical comments has
increased with the expansion of the lending operations of the
Bank and IDA in the past few years, Earlier, when the Bank was
authorizing far fewer loans and could be much more selective, NAC
reviews were less likely to give rise to instructions of a critical
nature, I hope that you will reconsider the description of the NAC
reviews as a "rubber stamp" operation,
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I would agree that the present procedures in the
NAC could be improved, but it should also be recognized

that some improvements have already been made and others
are underway.

Sincerely yours,

Gl s -

Andrew F, Brimmer
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BOARD OF COVERNDORS

QF THE
FEDERAL RESERVE B5YSTEM
AN ng e /:‘ - . Ty L 4 19
u’ﬁnhbe (“MGMQM Q}p/ ﬁ-mwm\‘:@ Late Aprll ¥ _J72
To "Mr., Bryant Subicet: Comments on GAO Report on
"YU, S. System for Appraising and Lvalu
From Reed J. <cvine ating World Bank and International Dev

opment Association Projects,”

Iﬁlthe discussion of the NAC review proccess which begins on

page 29, the description of the thrce levels in the NAC is not correct.
This should be revised to point out that there arc four levels, the

highest being the Council composed of Cabinet-rank officials, Mecetings

at this level are quite infrequent, and most of the matters considered by
the NAC are not referred to the officials occupying the highest level,

The second level consists of the Alternates to the Council members,

A great many of the matters considered by the NAC are brought to the
Alternates for decision, including votes on individual loan proposals for
the weekly telephone polls, The Alternates meet from time to time to
resolve policy issues, not mercly those that have ''stalemated" the Staff
Committee, The Staff Commitfee carries out the review of individual loan
proposals and does the ground work that is often required for the policy
decisions made at higher levels, The fourth level is the Working Group,
~Such groups are organized to carry out technical work on spacific problems,
They report to the Staff Committee, It is not correct to say that the
representatives on the Staff Committee are the officials in charge of the
office of economic development in the various agencies, The Federal Re-
serve representative does have responsibility for the developing countries,
but this is the exception rather than the rule,

In the bottom paragraph on page 30, it is said that votes are
taken if there is disagreement in the Staff Committee, This is misleading,
All proposals arevoted upon even if there is not disagreement at the Staff
Committee meetings, The matters to be voted uwpon are reported to the
officials in each agency who are authorized to clear the votes, Normally
this would be the Alternate or someone designated to act for him, not the
NAC principal,

The description of the loan review process on ppf”3l-32 is not
quite correct, and does not do full justice to the procedures, It should
be pointed out that each agency involved in the review process brings
different interests and skills to bear on each proposal, While it cannot
be denied that there would be something to be gained by laying down firm
guidelines and criteria for the review process, it should be remembered that
such a list would not be an adequate substitute for the experience and
judgment of those reviewing the loans, The description of the review process
would be more balanced if it pointed out that the loan documents are reviewed
by specialists who are quite adept at spotting objectionable features aad
potential problems, I believe that it would be desirable to list what
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toems that the

[

Treasury, AID and Federal Reserve submiticd as
look for in reading the loan documents, I would suggesc dercting che
~fact that Treasury added to its list “as an afterthought.,” If you ask
a person ko descridbe what is to him a routine fuanction ne will in all
probobility overlook certain acticns precisely because they are things

he does without thinking,

B
PR

f1

In discussing on p.]33 the fact that loans arc recommended
for approval even though guestions may be raised with respect to them,
it should be indicated that the quescions raised were not nccessarily
of such a scrious naturc as to justify rejection of tiac loan, It is
{requently necessary and desirable to raise questions and ask that ticy
be discussed with the manascament or staff ofthe baak in oxrder te mike them
aware of the type of concerns we have, Lopefully, they will bear these
concerns in mind in devising other loan proposals in the futurc, This
deserves to be pointed out in the discussion on p. 33,0

[See GAO note 2.]

The present procedures do not provide an adequate basis for
evaluating the probable success or failure of loans made by the IBRD and
IDA, but it should be noted that the IBRD has had a generally excellent
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Mr, Brwvant i

reputation in project developmeni., As the SBank greatly cxpands che
scale of its lending, it may be cesirable to scrutinize ics activitics
more carefully, The suggestion for more review of performance undor
loans that have bcen made Iin the past and greater uou of the expercise
~available in our embassies is a good one, howc Ver,
{11
The source of the figures in paragraph 3 of page 57 is not

identified, and the figures are different from the data proviced in the
annual report of the IBRD, except for the increasc in disbursements in
FY 1971, This should be clarificd,

I think that too much emphasis is placed on the amount of nct
capital transfered tothe borrowing countries by the bank and IDA, It is
a mistake to think that there caa be a substaatial increase in the ne
transfer year after year when the funds are being loancd, not granted,
What is important for the purposes of development is not tne size of the
net transfer but the total amount ofcapital that is placed at the
disposal of the borrowing country aad the efificiency with which that
capital is utilized, If it is utilized well, it will not only cain
cnough income to repay the loan but will bring benefits of inereascd
cmployment and productivity to the borrowing country that will enable it
to raise income levels, The scetion on pp. 57~ 59 es not provide a
balanced discussion of this problem, I would suggest either dropping it
or expanding it., Since it is not really zelevant to the subject of the
report, dropping it might be prefcrable,

t
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DEPARTMENT OF STATE

Washington, D.C. 20520

April 28, 1972

Mr. Oye V. Stovall

Director, International Division
U.S. General Accounting Office
Washington, D.C., 20548

Dear Mr. Stovall:

I have been asked to present the views of the Department
~of State and the Agency for International Development on the
draft report of the GAO on the World Bank Group, in response
to your letter of March &, 1972.

As the draft report points out, there is a long-standing
philosophical dispute over how much control member governments
should try to exercise over the policies of international
institutions. Most member governments of the World Bank
Group tend to leave their Executive Directors a great deal
of latitude in dealing with Bank management. The U,S,
Government has chosen not to follow this formula. The NAC
mechanism described in the draft report was. devised as a means
for the various Executive Branch agencies with an interest
in the operations of these institutions to make their views
known to the Secretary of the Treasury before he issues
instructions to the EDs. The informal contacts mentioned
in the report have the same general purpose: to make the
Bank management and staff aware of, and hopefully responsive
£o, U.S. Government policies and concerns related to the
operations of the Bank.® The Bank's staff is extremely
competent and we share the Bank's stated objective of
furthering the economic development of less developed
countries, so the Bank's relationship with the US Government
is generally a harmonious one. It goes without saying,
however, that the Bank has to take into account many other
considerations as well, and that even the most dynamic and
detailed U.S. representations to the Bank on issues of concern
to the U.S. do not guarantee a Bank policy decision to our
liking.

*Unless otherwise specified, references to the Bank also
include IDA.
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This is the context within which the U,S. Government
input into the World Bank Group's policies must be considered.
We share the GAO's concern that our contribution be as
effective as possible, while recognizing that one of the
fundamental characteristics of multilateral aid is a certain
insulation from the individual policies of donor governments.
Most of the observations and recommendations contained
in the draft report deal with problems about which we have
been concerned for some time. My intention in the remarks
which follow is to discuss the report's recommendations
as they affect the Department of State and AID, particularly
in the light of developments since the draft report was
compiled.

Perhaps the most difficult problem the Executive
Branch has to contend with is early warning on Bank projects.
No formal procedures could completely guarantee that the
Executive Branch had enough information, at an early enough
stage in each project, to eliminate all risk of having to
disagree with a finished loan document. Loans are simply
too complex and detailed for this to be possible. But we
have devoted a great deal of attention to improving the
existing operating procedures. Our efforts perforce rely
heavily on increased informal contacts between desk officers
in State and AID and their counterparts in the Bank. 1In
addition, procedures for a more detailed and formal NAC
review of the Bank's monthly operations summary have recently
been instituted. We have been working with Bank management
on procedures for flagging potential problems in upcoming
loan proposals.

We hope that increased attention to and awareness of
the early warning problem will reduce still further the
already low incidence of serious policy difficulties with
Bank proposals. It is neither practicable nor desirable,
however, to try to duplicate the job of the Bank staff in
providing the basic analysis of loan projects.
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Problems which remain in spite of our best efforts
to root them out early must be dealt with - formally or
informally - by the Board of Directors. The U.S, Executive
Director has on occasion withheld support from loans which
did not meet the economic standards the US Government
expects of World Bank Group projects. A negative vote or
an abstention is a serious move, to be undertaken infrequently,
with good reason, and only after careful consideration. The
U.S. Executive Director is usually instructed to express
our reservations or comments on given aspects of a project
orally at the Board meeting if the NAC does not find them
sufficiently strong to warrant withholding support from
a project., Properly used, both the voting power and the
formal remarks in Board meetings at the Bank are appropriate
tools for conveying to the Bank management our views on z
issues of concern to the U.S. Government. |

The draft report contends that no explicit list of
criteria is used in appraisal of Bank projects by the
NAC agencies. This allegation is misleading. Reviewing
officers in State and AID do not, and should not, attempt
to duplicate the work of the Bank staff in providing the
basic analysis of loan projects. Their more general review,
however, does regularly take into account a wide range of
factors. The following paragraphs describe the most
important of them.

State and AID officers make a unique contribution to
the NAC review process in three respects. They supply a
first-hand knowledge of the countries involved; they also
have direct experience of the requirements and problems
of lending for different types of projects; finally, they
bring to bear foreign policy considerations. Although
multinational institution loan projects cannot - and should
not - be subject to the political criteria of member nations
to the same degree as bilateral aid, the State Department
must make sure that US support for a given project, or the
withholding of that support, is consistent with overall
US foreign policy objectives.
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The other criteria which State and AID officers look
for are concerns shared by all the NAC agencies. Loan
projects are expected to meet certain general tests of
economic feasibility: they should have a satisfactory
financial, economic, and/or social justification; they
should include adequate followup provisions (e.g., require-
ments for management reform, technical assistance provisions,
reports to be made to the Bank); they should be harmonious
with the borrowing country's development plan, if there is
one; they should be adequately coordinated with other donors
involved in the same country and sector.

State and AID reviewing officers also consider how the
institutions'policies are being applied in the case of
individual proposed commitments. There are a number of such
policy considerations, e.g. giving emphasis to the employment
aspects of loans where possible, the mix between hard and
soft loan funds, and availability of alternate sources of
financing.

NAC agencies are ordinarily concerned about Bank
assistance to facilities for the production of commodities
which are in worldwide oversupply and examine particularly
carefully the economic benefits to the borrowing country,
the country's ability to produce the commodity at worldwide
competitive cost, and the potential impact of the project
on the world market,

The NAC agencies also examine projects for certain
features more directly related to US economic interests.
Unsettled debt arrearages or expropriations and procurement
rules which discriminate against US suppliers are among the
most important concerns in this area.

This is not an exhaustive list. Special considerations
may come up with any particular loan project which would
call into question US support for the project - or which
would override a lessg-than-ideal score on the above criteria.
These have included such concerns as the ecological effects
of a project, for example.
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The draft report raises the question of instructions
to U.S. overseas posts on Bank and IDA activities. 1In
my opinion, the field missions are more active than the
draft report indicates, Most AID missions have regular
and close working relations with resident World Bank
representatives in their countries. Where there are no
resident World Bank representatives, World Bank appraisal
missions usually make it a regular practice to call on AID
missions to exchange information. Washington often receives,
either formally or informally, summaries of these meetings.
In posts where there is not an AID mission, the task of
providing useful information to Washington about World
Bank projects devolves upon the embassy. It should also
be mentioned that for those countries for which consortium
or consultative group arrangements exist, these arrangements
provide an effective mechanism for broad coordination among
donor countries and the Bank,

The question of appropriate instructions to U.S,
overseas Missions covering reporting on World Bank and IDA
activities is being carefully reviewed. It should be
noted, however, that in keeping with the multilateral
nature of the World Bank and IDA it would neither be
feasible nor appropriate for each member country independently
to evaluate the implementation of the projects of those
institutions. The GAO auditors themselves appear to recognize
this point,

A more practical approach is that suggested in the
report, which recommended the strengthening of the Bank's
and IDA's own evaluation procedures. As you may know, an
evaluations group responsible to management has recently
been established in the Bank. The GAO's recommendation
that the Secretary of the Treasury urge the Bank to set
up an independent evaluations unit responsible to the Roard
of Directors is a proposal well worth exploring.

The above remarks, and the recommendations to which
they alluded, have to do with U,S., Government consideration
of specific loan projects. The report makes no mention
of the Bank's series of policy papers initiated recently
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with the active encouragement of the U.S. Government. We
believe that this is a serious omission, These papers

are circulated for Board discussion; they have been an
important, and generally productive, vehicle for U.S,
input into Bank policies. There are three general types
of policy papers: the sector study (e.g. industry, power,
population); the indicative planning paper (such as the
recent projections for the 1974-78 period); and the operations
evaluation report (one so far, on electric power projects
financed by the Bank). These papers are discussed in
considerable detail within State and AID and subsequently
at the NAC. The salient points made in these discussions
are then written up for the U.S. Executive Director to use
in Board discussions. These points can be incorporated
into Bank policy, and can represent a far more lasting and
significant U.S., contribution to that policy than would be
possible if our attention were confined to specific loan
projects,

I understand that other agencies of the National
Advisory Council will be sending you separate letters
commenting on the draft report.

Sincerely,

C\LM%Q . mu ‘W/<

Richard W. Murray
Deputy Assistant Secretary for
Budget and Finance
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THE ASSISTANY SECRETARY OF COMMERCE
Washington, D.C. 20230

MAY 8 1972

Mr. Oye V. Stovall

Director, International Division

United States General Accounting Office
Washington, D. C. 20548

Dear Mr. Stovall:

This is in reply to your letter of March 8, 1972, which invites
Department of Commerce comments on the draft GAO report entitled,
"U. S. System for Appraising and Evaluating World Bank and Inter-
national Development Association Projects.”

We believe the GAQ report addresses important questions of U. S.
policy-level relationships with the Bank and IDA, and we welcome
the report's efforts to identify areas in which improvements
might be made. We agree with the central observation of the
report; i.e., that more specific criteria and guidelines be
developed to assist U. S. officials charged with formulating and
articulating U. S. policies concerning the operations of inter-
national financial institutions.

As the report points out, the National Advisory Council is respon-

sible for this role, and it is helpful to have the report's assess-
ment of how relevant NAC procedures can be strengthened. However,

it must be recognized that United States policy objectives are not

static, and they may on occasion be at variance with those of other
members of the international financial institutions. Hence, what-

ever the machinery for formulating and implementing them, it is in

the nature of international organizations that U. S. views will not
always prevail.

With respect to the issue of efficient project implementation and
the report's suggestion for an independent evaluation system, I
believe that considerable further analysis is necessary before a
firm recommendation can be advanced on this issue. There is, I
believe, an identity of interests on the part of Bank/IDA manage-
ment, the U. S. Government, and other member governments in effec-
tive and economical project design ahd implementation. And, in
this regard, the report states, "membership in an international
organization presumes a certain willingness on the part of member
nations to rely on the internal management of the organization for
effective, efficient and economic implementation of approved
programs and activities."
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It is for this reason that the U. S. has attempted to ensure
that senior Bank officials are fully conversant with U. S.
development and related policies and, similarly, that the

U. S. has encouraged the Bank to retain the highest caliber
professional staff.

Nevertheless, delays and problems are inevitable whenever
large, complex projects are undertaken in developing countries.
It would, of course, be helpful to be better informed about
such developments. As the report notes, Bank personnel spend
a considerable amount of time abroad, and it is my understanding
that project implementation problems are fully documented in
the resulting staff mission reports. Such information is made
available to Executive Directors and to members of the Bank's
several consortia and consultative groups. There is no reason
that this type of information could not be provided to policy-
Tevel officials on a more systematic and timely basis as the
report suggests. I believe this approach would be preferable
to the creation of the proposed new monitoring machinery.

Also, as regards early notification of emerging difficulties,
steps are being taken to provide early warning on loan proposals
raising difficult problems before Bank-borrower negotiations are
far advanced. The recent improvement of the Bank's "Monthly
Operational Summary" is a practical step in this direction.

The role of U. S. overseas posts is covered in one of the GAO
recommendations. It should be noted that U. S. posts are now
provided with explicit instructions from Washington to follow

up with the local borrowing agencies regarding bidding oppor-
tunities for United States exporters in advance of Bank approval
of its project loans and to report such information in detail to
Commerce for dissemination to United States exporters.

This is a separate "early warning system" which was developed 16
months ago under sponsorship of the NAC agencies and the Office of
the U. S. Executive Director as ar endeavor to alert United States
businessmen in a timely fashion to opportunities presented by
World Bank projects. Implementation of this system is the respon-
sibility of Commerce and U. S. Foreign Service posts. We believe
that the result is a useful step toward an improved United States
supplier position under World Bank and IDA lending operations.

Sincerely,

B LesT ey

Harold B. Scott -~
Assistant Secretary for
Domestic and International Business
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THE DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220 .

ASSISTANT SECRETARY June 6, 1972

Dear Mr., Stovall:

The attached memorandum contains the Treasury Department‘s
comments on the draft GAO report entitled, '"U,S, System for
Appraising and Evaluating World Bank and International
Development Association Projects.,'" I would like to call your
attention particularly to certain of the points made in
greater detail in the memorandum itself, ‘

First, the draft report concentrates very narrowly on
the appraisal by the Executive Branch of technical and other
aspects of individual loan operations, In so doing, the
report may miss the forest for the trees, An essential feature
of multilateral assistance is that member governments delegate
much of the technical preparation and analysis of projects to
the proven competent staffs of the international financial
institutions, Hence it is not the role of the United States
or other governments to duplicate the staff work of those
institutions,

It is the role of the U,S., representative in the Bank's |
Executive Board to see that the Bank's general development
policies, internal procedures and over-all lending results are
consistent with broad U,S, policy goals, This requires a
greater focus on (a) over=-all policies of the borrowing country,
how sound they are and where the project fits into their
development plans, and (b) whether the loan for a project is
within certain U,S, pelicy parameters such as fair international
bidding, non-substitution for other reasonable financing, g
adequate prospects of repayment and likelihood of benefit to
the people of the borrowing country.,

The loan=by-loan analysis and review process is,
nevertheless; a key one, and the United States Government
devotes considerable time and effort to it, However, what g
the draft report has missed is the large influence we
have had on general development policies of the Bank, For
exsmple, the shift in Bank lending toward sectors emphasizing
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job creation and social infrastructure took place with leader-
ship from the United States, as did Bank moves toward
establishing an ex post loan evaluation mechanism and a
Board-level country review process, By pooling the combined
judgments of the member countries on policy issues as well as
scrutinizing individual loans, we can do more than we could hope
to do individually,

While loan~by-loan review continues to be important, a
number of major changes in procedure have been made recently
that enable the U,S, Executive Director and the representatives
of other member governments to given greater emphasis and
attention to Bank policy issues than would be possible by
concentrating attention on specific loan projects, 1 believe
the narrow project-oriented approach in your draft report, if
accepted as the major U,S, role in participating in the Bank,
would be a step backward and inadequate,

Second, the draft report reaches conclusions about the
over-all effectiveness of the World Bank, These conclusions
are based exclusively on GAQO examination of internal U,S,
procedures for participation in the World Bank, This provides
no basis for GAQ judgments on the over-all effectivenss of the
World Bank itself, The Bank has, of course, stood the test of |
over twenty-five years of successful operations, and continues
to enjoy the support and confidence of its developed and
developing member countries, of the private capital markets in
which it borrows, and of other qualified observers in the field
of development finance. [See GAO note 3.]

Third, we have felt it necessary to comment substantively
in our memorandum on many matters simply because they were
treated in the draft report, Many of these subjects, however,
have no relevance to the quality of Executive Branch
management; some others lie in areas where GAO can at most
add another opinion but has no special expertise; and still
others are clear attempts to comment directly on the work
of the World Bank that are inappropriate by GAO's own
definition of its proper role, I believe the report would
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benefit from extensive deletions of matters not essential to
the appraisal of Executive Branch management of our participa-
tion in the international financial institutionms,

Sincerely,

) IV

John M, Henne
Acting Assistant Secretary
for International Affairs

The Honorable

Oye V., Stovall

Director, International Division
United States General Accounting Office
Washington, D, C.

Attachment
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TREASURY DEPARTMENT COMMENTS ON DRAFT GAO REPORT, ENTITLED
"U. S. SYSTEM FOR APPRAISING AND EVALUATING WORLD BANK AND

INTERNATIONAL DEVELOPMENT ASSOCIATION PROJECTS"

DIGEST OF TREASURY COMMENTS

Treasury has been adapting and improving the management
of its participation in the Bank, just as the Bank itself
has been adapting and improving its operations in the
light of the expansion of its role and responsibilities,

Treasury therefore welcomes constructive suggestions
that contribute to its on-going review of ways to continue

to assure that funds are being used efficiently and effective-
ly. The Bank has operated with efficiency and effectiveness

and won high marks of confidence and approval not only
from the U. S,, but from other participating governments,
private capital markets around the world and expert inde~
pendent observers as well.

GAO's main premise is defective and its main conclusion
misleading, GAO examination of internal U, S, procedures
for participation in the World Bank provides no basis for
GAO judgments on the over-all effectiveness of the World
Bank itself, Such judgments would in any event go beyond
what GAO itself has said is the appropriate scope of
examination of U, S, participation in the international
financial institutions,

Inter-agency review of loan projects is not a ''rubber
stamp" activity; use of the term reveals a limited under-
standing of the review process,

The World Bank continually seeks to help borrowers improve

administratively and managerially; GAO mistakenly implies
that loans should only go to "ideal' borrowers.

[See GAO note 2.]

Technical suggestions offered for improvement of U. S,
oversight of World Bank activities are generally acceptable.
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TREASURY DEPARTMENT COMMENTS ON DRAFT GAO REPORT, ENTITLED
"J, S, SYSTEM FOR APPRAISING AND EVALUATING WORLD BANK AND
INTERNATIONAL DEVELOPMENT ASSOCIATION PROJECTS'

I. General Comment

The draft report rests on a faulty premise, as a result of
which it is led to a principal conclusion that is at best sub-
ject to great misinterpretation, that is not adequately supported
in the underlying document, and that is contrary to the views
of many seasoned, independent observers,

The defective premise on which the draft report proceeds is
that it is possible to reach a conclusion on the overall efficiency
and effectiveness of a major internatiomal institution such as the
World Bank through a narrow, technical and over-simplified appraisal
of the internal U, S. Government mechanism for evaluating the Bank's
loan projects. The detailed points cited in the GAO draft report
neither bear on the overall effectiveness of the Bank nor provide
any basis for questioning the fact that the Bank is indeed moving
at an increasing pace toward meeting its intended objectives,

There are, on the other hand, a number of independent checks and
indicators not referred to in the draft report that do permit one
to feel satisfied with the effectiveness of the Bank and to cone
clude that it is making continued progress toward carrying out
its objectives.

The merit of the draft report is not rescued by the fact that
it makes several subsidiary recommendations that are generally
constructive, although breaking little new ground. If the draft
report intended simply to suggest that there are ways of improving
the Executive Branch's oversight of the operations of the Bank,
we would have little to quarrel with, 1In fact, this has been one
important aspect of our activities and we, therefore, welcome those
GAO suggestions that bear on this., Judgments on the overall effec-
tiveness of the Bank, however, go beyond what GAO itself has said
is the appropriate scope of examination of U, S, participation in
the international financial institutions. To stay within its man-
date, the report should confine itself to the effectiveness of
Executive Branch mechanisms, and not of the Bank itself.

II. Comments on the Digest

The Digest speaks of U, S, appraisal of proposed projects.
The U, S. role is, contrary to the statement in the report, not a
"restricted' one. The United States, like other countries, places
important responsibility on the management of the institution.
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It would be contrary to the very objectives of efficiency and
effectiveness about which the GAO expresses concern, as well

as prejudicial to the accomplishment of our objectives in
multilateral institutions, if we were to substitute our own
activities for the general activities of management. This does
not mean to say, of course, that there are not areas where further
development of the U. S. role is desirable,

The Digest goes on to characterize the inter-agency review
of proposed loans as a '"rubber stamp operation' and to state
that all projects proposed are assured an affirmative vote,
The term ''rubber stamp operation' is a repetition of a worn-out
quote that appeared several years ago. Its use reflects a limited
understanding of the gims of the review process., The inter-asgency
review has focused not only on loans themselves but also, and
-perhaps more importantly, on policy problems arising out of the
review of loans, Whether the United States renders an affirmative
vote or not in relation to a particular loan, it is clear that
U. S. views on the policy issues that emerge from individual loans
are not a ''rubber stamp' in relation to the evolving activities
of the institution., Just as a point to mention in passing, there
have been several recent occasions where the U. S. has found it
desirable to vote other than affirmatively. This, however, is
incidental to the major comment and the majoxr actions taken by the
U. S, with respect to the policies and operations of the World Bank
and IDA, both evolving out of the formal and informal mechanisms
of inter=agency review.

In the sections dealing with need for vigilance over operations,
reference is made to the dearth of information on implementation
of projecits. Agaln, we agree that there is room for more informa=-
tion. However, as has been pointed out to the GAO, the implementa-
tion of previcug projects in the country is discussed im each
new loan proposal.

The reference to borrowers who have unresolved management or
administrative problems carries the implication that the Bank
was unaware of such situations or did not make them known to the
United States and other mewber govermnments. WNeither implication is
true. The matevial on which the GAO's observations was based was
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drawn from the Bank's own careful analyses of the borrower's
capabilities and problems, as contained in loan documents
distributed to the Executive Board. The fact that the Bank

has usually been most successful in helping borrowers overcome
management and administrative problems is ignored. For a
development finance institution, it would be a grave shortcoming
to refuse to lend to other than "ideal' borrowers. The objective
of such institutions is to use the lending process to bring about
the administrative and management improvements that will engble
borrowers to operate successfully on their own in the future.

The examples used in the draft report to illustrate the point
about administrative problems of borrowers only serve to highlight
the failure of the report to understand this aspect of the World

Bank's relationship to the total process of development.

In discussing several additional points under the general
topic of vigilance over World Bank operations, the Digest
carries a possible implication that the Executive Bramch has been
unmindful of those additional points or of avenues of improve-
ment. Such an implication would be wholly incorrect. TFoxr example,
the Executive Branch has paid extremely close attention to the
debt service problems of some of the recipient countries. Indeed,
we have pioneered with the Bank by influencing it and working with
it in this area, The Bank's studies are universally regarded
as definitive on the debt service problem, and it is the principal
source of factual information in this field.

The GAO seems to be lacking some guidelines of its cwn in
criticizing Bank lending to certain countries because of a
shoxtage of concessional funds and at the same time criticizing,
in what we consider an unjustifiable manner, a relatively low
level of net transfers of resources to the developing countries.
There are problems of accuracy, of consistency, and of concept
in this foray by the GAO into the field of general development
economics.

The inference drawn by GAO that project planning might
have suffered because of the increase in commitments 13 not based
on factual analysis. The relationship between loan commitments
and disbursements can vary for a variety of reasons, including
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new areas of lending where the lag in disbursements are under=
standably longer, and, of course, where there has been a rapid
increase in the level of loan commitments in general., In any
event, the Bank and we are mindful always of the need to remove
obstacles to effective disbursement while maintaining sufficient
safeguards on the integrity of financial operations,

[See GAO note 2.]

IIT. Comment on GAO Recommendations

Earlier Receipt of More Substantive Information. We agree

with the intent of the recommendation but it should be so worded
as to recognize that this is in fact an ongoing activity. We
have moved over the last several years toward obtaining more
substantive information earller in the project preparation stage.
In 50 doing, we have built on the existing system of providing
information to the Executive Directors. This system basically
consists of a Monthly Operational Summary listing all proposed
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projects in the pipeline, a Notice of Intention to Negotiate
informing Directors that a project has reached the state of
preparation that allows negotiation and a Status of Negotistions
reporting that negotiations have been substantially completed.

Until recently, the Monthly Operational Summary consisted
of a compilation of about 20 pages identifving potential pro-
jects in most general terms (power, roads, etc.). New pro=
jects were lumped together with old ones under the country cone-
cerned.

About 16 months ago, an early warning system was established
within the Executive Branch whereby new projects in the Monthly
Summary were referred to our overseas posts, which were instructed
to follow up with the local borrowing agencies in order to
develop information relevant to procurement possibilities for

U. S. exporters. A steady flow of such information is now received.

Other changes include a separate section listing new projects
and a considerable expansion in the amount of information being
supplied, resulting in a document of over 50 pages. These changes
facilitate our review and allow us better to judge whether projects
have policy implications for the United States, The principle
has been established that any Executive Director who has doubts
about proceeding with a lending proposal should bring his concerns
to Bank Management.

In addition, we are establishing informal arrangements whereby

we will receive notice at least 30 days before Notiges of Imtention:

are to be issued, These arrangements are designed further to
assure that we have accurate information in sufficient detail
early enough to identify issues and to affect the Bank's processing
of loans.

Development of Instructions for lLoan Appraisal. We doubt
that a check 1ist of criteria can substitute for experience and
judgment in assessing the soundness of proposed projects, but
nevertheless, will undertake to implement this suggestion. It
should be emphasized that what is involved here 1is not the absence
of existing guidelines among the various agencies, but only their
codification and formalizationm.
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Instructions Regarding Field Reporting. We agree that
some further development is needed in areas of reporting from
the field, We would caution the GAO on the war ding of this
recommendation so thatit is not construed to mean that the field
is expected to do in depth asudits or otherwise uneconomically
duplicate the work of the Bank, or build up large staffs for this
purpose. We assume that what is sought is for the field to be
alert to activities and information relative to projects and to
commnicate this information to Washington.

As indicated above, U, S. missions in the field are informed
at an early date regarding prospective World Bank projects.

We believe that your draft focuses too much on reporting
and does8 not really understand the procedure whereby, and the
extent to which, U, S, missions in the field are able to
influence projects in the development stage. There is close and
regular coordination in many countries among representatives of
multilateral and bilateral aid orgemizations, often in the form
of regular meetings under the chairmenship of a resident IBRD
or UNDP representative, Furthermore, our missions make it a
practice to get together with World Bank appraisal missions. They
are thus in a position to contribute to and influence the early
stages of Bank consideration of its lending. One important
interest in the field is in coordination of U, S. and World Bamk
programs in the country in which they are located and in en=
couraging its economic development through the most effective
use of Bank resources, Their inpute are Feflected in Bank loan
documents even though they may not report to Washington and may
not be in a position to veview the actual docurents in time to
provide comments,

Follow-up Tuplementation of Projects. 5o long as it is
clear that the kind of follow~up contemplated {a) can be accomplished
on a sample basis; (b) may take differemt forms; and {c} does
not require U, S, duplication of the work of the Bank staff, we
have no problem with this suggestion, which has a relationship
to the recommendation on reporting from the field., We do, however,
feel that there is more adequate follow-up by U. S. missions in
the field than the report indicates ~- as a result of the field
coordinating arrangements mentioned gbove and through other
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measures, There is also a need for the draft report to face
up to the implications of a declining U, S, presence in development
efforts abroad, imncluding size of U, S. missions,

Independent Review and Evaluation BRody. We are sympathetic
with the GAO view on this proposal; surely the function is an
important one that must be performed. Nevertheless, the Bank
only recently established an evaluation group respomsible to
Management and has begum to cirulate its reporte to the Board.
The first such report entitled "Operations Evaluation Report:
Electric Power' was discussed in the Board on April 4, 1972,

We felt that the study was an excellent beginning but a consensus
as to the usefulness of this effort has mnot yet developed in the
Board, We anticipate further discussion of this Group's work

in July. We will re-examine this recommendation after further
experience with the approach. You also might give thought to
whether there are not alternative ways of sccomplishing this
purpese,

Interests of the United States, We doubt that the Secretary
needs to be reminded to assure that the interests of the United
States are protected,

IV. Policy Areas of Concern

There follow our comments, in Somewhat greater detail than
offered above in regard to the Digest, on the five questions
raised as warranting furtherinquiry by the Executive Brawmnch,

We agree that these are important (but rather obvious) questions;
the report needs to acknowledge, however, that we and the Bank
staff do carefully follow developments in these areas.

Debt Service Burden. The mounting burden of external public
debt of many developing countries has besen of concern for many
years and the subject of much work, both within the Bank and
elsevwhere. For exsmple, in 1969 we asked the Bank and Fund to
prepare studies on this subject == which they did, The Bank
study, among other things, concluded that there are only four
countries that have accumulated such large smounts of debts and
whose development is likely to such a prolonged procesgs that
they may encounter serious and protracted debt service difficulties
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unlegs large amounts of external assistance are gvailable

to them on concessionary terms. These four countries are
Ceylon, Ghana, India and Pakistan =« all primarily IDA
countries and not the recipients of much IBRD lending in
recent years., The Bank, in fact, keeps a very close watch on
the creditworthiness of individual borrowers and is not pre~
pared to make IBRD loans to countries which lack sufficient
creditworthiness, It makes both IBRD and IDA loszns to a
number of countries, called "'blend" countries. While several
small IBRD loans in 1968 might have been made as IDA credits
if IDA funds had been available, they were made to blend
countries that had sufficient creditworthiness to bear the
burden of the more conventional IBRD termg for the small amounts
involved,

Iag in Disbursements. As the report is aware, the Bank last
year made an exhasustive review of disbursements., We believe the
Bank made a good case for its position that a decline in its
disbursement rate was due to the six specific factors mentioned
in your report, as well as to the fact that during a period of
rapid buildup of lending there will be a temporary increase
in the pipeline of undisbursed funds., The Bank projects IBRD
disbursements in the vieinity of $2 billion a2 ysar by the mid-70's,
by which time the recent build=up in lending will have had its full
effect upon the disbursement rate. Nevertheless, we agree that the
disbursement rate should be watched and will follow it closely.

Small Net Transfer., Over a per iod of time a falrly stable
level of lending atcommercial rates of interest and with
meturities of 15-25 years (the IBRD situation in the 60's) reaches
a point of sma2ll or even negative transfer of funds. This was
true of the 1966=70 period, will not be true of the years
immedistely shead becsuse of the recent build-up of loan commite
ments, but will eventually sgainm be true, We do not regawrd
this as a source of concern but rather as a description of the
capital flow process., It should not be a source of concern, since
Bank lending is for productive projects which yield cover time
an economic return very substantially in excess of loan repayments,
In any event, the size of the net transfer i3 mewrely one aspect
of the debt service burden about which we have already commented.
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It should also be pointed out that the discussion on net
transfer from the Bank to developing countries rests on an
inaccurate method of estimating such transfer. In order to
accurately measure the net transfer to 'developing countries', [See GAO
repayments from the now developed countries must be excluded, note 4.]
This gives a net transfer series in the last five fiasal years of:

IDA IBRD [See GAO note 5.]
1967 337 3154 million
1968 311 142 "
1969 246 136 "
1970 131 167 "
1971 222 269 "

To summarize, the whole concept of net transfer is one
which can easily be misunderstood. Bank and IDA lending is for
productive projects which yield over time an economic return
very substantially in excess of the loan repayments. A negative net
transfer, accordingly, may merely mean that a country has been
successful in its development efforts,

[See GAO note 2.]
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[See GAO note 2.]

V. Shortcomings of GAO Approach to Project vs. Policy Issue.

It would have been useful if the draft report could have
provided some thoughtful appraisal of an appropriate over-all
strategy for U. S. participation in institutions such as the
World Bank, Instead, it has concentrated in an extremely
nArrow manner on the appraisal of the individual loan operations
and the ezamination of technical aspects of particular loans.
Such an approach is myopic and completely overlosks the breadth
of policy problems that must be addressed.

The role of governments in international imstitutions,
as reflected in positions taken in Executive Boards, is
primarily that of establishing the policies which guide the
institutions in their activities rather than of second-=guessing
them on technical points, We are rarely in a position, for
example, to say that the technical assistance ox other solutions
negotiated between the Bank and borrower to overcome Bank-
identifled management or administrative problems will not work,
but we dolmow that the Bank often holds up projects for months
or even years while it is insisting upon certain conditiomns,
Under such circumstances, we have every reason to rely on its
technical judgments,

79



APPENDIX V

One way to affect policy, of course, is on a case by case
basis through discussion of individual operations. We do
carry out such case by case review, This is nst, however,
necessarily the best way or only way of controlling policy in
the case of an expanding Bank making 150=200 loans per year
already and with perhaps 500 more in the pipeline and more than
500 being supervised., Under such circumstances, proper control
depends upon the establishment of clear policy guidelines
disseminated to all staff. A primary objective of our review
of lending operations in the Executive Branch is to establish
their consistency with Bank policies we helped to establish,
as well as their consistency with our own policy objectives,

In this commection, the point shouid be made that the
relationship between Bank Management and Executive Board is
an evolving one. The Bank has greatly expanded its lending
activities since 1969, As a result, the amount of time spent
by the Board in loan review expanded but the time spent on
individual loans decreased. Govermments came to realize that
Board discussions were too involved with details of lending
operations and not enough with the wider policy issues under=
lying these operations. An ad hoc Committee, accordingly, was
established to obtain the views of Executive Directors as to how
Board procedures and the role of governments should evolve in the
light of the new situation.

- Views varied, but there was a general consensus on three
sointg: (1) the amount of time spent at Board meetings on
consideration of specific projects gshould be reduced by concen-
trating individual loan discussion on policy issues;

{2) the time saved should be used for discussion of general
policy and country development program issues; and, (3) the
information provided Executive Directors on the work of the
Bank should be expanded. Some of the Directors carried their
interest in streamlining Board consideration of projects to
the point where they advocated that a significant fraction of
proposed lending operations be approved without discussion on a
"no objection' basis, We did not favor this approach.
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As a result of this exercise, the Board decided upon three
significant innovations, namely:

(a) Preparation of sector program papers to
serve as a basis for Board review of the
Bank's lending policies for projects in
each major economic sector., The purpose
is to provide guidance to Bank staff in
negotiating projects in the sector,

(b) Recasting of documentation for lending
operations to put them in a broader con-
text, including significant features of the
Bank's lending strategy for the country,
and the relationship of the particular
project to the strategy. This change
was designed to shift emphasis in Board
discussions from technical and factual
matters to policy issues and significant
problems,

(c) Reviews by the Executive Directors of the
economic development prospects and programs
of some of the major recipients of Bank
Group financial support,

We believe that these imnovations put the U, S. in a position
where it can make a far more significant contribution to Bank
policy than would have been possible if our attention continued
to be confined to specific loan projects. This was the purpose
of the reform. We have, accordingly, spent a good deal of time
and effort in responding to these papers, A.U, S. position
on each policy paper is developed within the NAC, and our Executive
Director is imstructed in writing as to what positions should be
taken in Board discussions., These points can be incorporated
into Bank policy and represent a lasting U, S. input into Bank
pOliCY.

As you can see from the above, we believe that the basic
approach in your draft report would represent a step backward
towards the period when member governments would largely limit
their role to a veview of lending operations. 1In our view,
the report fails to come to grips with the implications of
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greater reliance upon the multilateral approach to foreign
assistance and fails to focus on the type of appropriate
government controls over policy that such an expanded World
Bank role demands.

Attached is an annex which contains further comments on

specific parts of the report and corrects miscellaneous
factual or interpretation errors that appear in it. [See GAO note 6.]
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ll

2.

Page numbers refer to pages of the GAO draft report
and may have changed in the final report,

Deleted comments relate to matters in the draft re-
port which are omitted from the final report.

We did not review the Bank's operations and so stated
in the scope section of the draft report. Our posi-
tion with the Department of the Treasury has always
been that we have no authority to directly audit

Bank and IDA operations. However, we could not
ignore certain trends in the Bank's operations which
we considered of interest in managing U.S. participa-
tion.

Repayments from the newly developed countries were
not included in our computations.

Greece, Israel, Portugal, Spain, and Yugoslavia were
not included in our computations of net transfer of
resources. '

Annex section of comments have been deleted since

they are in effect a restatement, in more detail,
of the points made in the basic comments.
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OFFICIALS RESPONSIBLE FOR ADMINISTRATION OF
U.S. PARTICIPATION IN THE WORLD BANK AND
THE INTERNATIONAL DEVELOPMENT ASSOCIATION

Appointed or
commissioned

SECRETARY OF THE TREASURY:

George P. Schultz June 1972
John B. Connally Feb. 1971
David M. Kennedy Jan. 1969
Henry H. Fowler Apr. 1965

ASSISTANT SECRETARY OF THE TREASURY FOR
INTERNATIONAL AFFAIRS:

John M. Hennessy Feb., 1972
John R. Petty May 1968
Winthrop Knowlton Aug. 1966

U.S. REPRESENTATIVE TO THE BANK AND IDA
BOARD OF EXECUTIVE DIRECTORS:

Robert E. Wieczorowski Nov. 1969
Covey T. Oliver Nov. 1968
Livingston T. Merchant July 1965

OTHER MEMBERS OF THE NATIONAL ADVISORY
COUNCIL ON INTERNATIONAL MONETARY
AND FINANCIAL POLICIES:

Secretary of State:

William P. Rogers Jan. 1969

Dean Rusk Jan. 1961
Secretary of Commerce:

Peter G. Peterson Feb. 1972

Maurice H. Stans Jan. 1969

Cyrus R. Smith Mar. 1968

Alexander B. Trowbridge June 1967

President and Chairman, Export-Import
Bank of the United States:

Henry Kearns Mar. 1969
Walter C. Sauer (acting) Aug. 1968
Harold F. Linder Mar. 1961
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Appointed or

commissioned
Chairman, Board of Governors of the
Federal Reserve System:
Arthur F. Burns Dec. 1969
William McChesney Martin, Jr. Apr. 1963

11 & GAO, Wash., D.C.
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