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Introduction

1. Nothing is particularly new about a group of countries establishing a
common financial aid facility. The idea was first considered almost a century
ago; was realised by the establishment of the World Bank in 1944; and has
since been implemented on many a regional level. What is new, however, is
the trend towards establishing international financial facilities designed exclu-
sively to assist non-member countries, with the donors standing to gain no
economic return. Not surprisingly, this trend was initiated by developing
donor countries.' The first step in this new trend, which could perhaps be
described in purely economic terms as a “zero sum game”, was made by Arab
States when they established the “Arab Bank for Economic Development in
Africa” (ABEDA) in 1974 to provide concessional financing to non-Arab
African courtries. The second, but much more significant, attempt was the
creation of the OPEC Special Fund in 1976. In both cases, the motives of
the donors are to be found in their determination to foster solidarity and co-
operation among developing countries, i.e. in political factors not tied to any
short-term economic goals. Such multilateral attempts find their origins in the
unilateral initiatives of some OPEC member countries which have earlier cre-
ated national funds for providing assistance to other developing countries,
financing in fact the procurement of goods and services from developed coun-
tries or from the recipient countries themselves. The Kuwait Fund, established
in 1961, was the first example, followed by the Abu-Dhabi Fund in 1971 and,
more recently, by important counterparts in Saudi Arabia, Iran, Iraq and

Venezuela.

1 It may be inherent in the traditional donor-recipient relationship between developed and devel-
oping countries that the donor country always stands a good opportunity to gain economically,
through the promotion of its exports and technology.
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Nature of the Fund

2. However, the OPEC Fund has unique features which distinguish it from
the other institutions established by developing countries to provide assistance
to other developing countries. In technical terms, the Fund is an account col-
lectively owned by the Parties contributing to it, and is not a fully fledged
international institution. In this sense, it may resemble the special funds cre-
ated by several international organisations for specific purposes. But, unlike
such special funds, the OPEC Fund is not legally owned by the organisation
whose name it carries. Rather, it is directly owned and managed on a collec-
tive basis, by the countries contributing to it, which include all the members
of OPEC with the exception of Ecuador.” This joint ownership, an interna-
tional communauté des biens without a juristic personality of its own, natu-
rally requires special regulation of the many legal and administrative questions
it raises. Such a regulation is broadly stipulated in the Agreement establishing
the Fund in the following manner:

The Fund has a Governing Committee in which each contributing Party
is represented by one member and decisions are reached by a two-thirds major-
ity representing Parties contributing at least seventy per cent of the Fund’s total
resources. The Chairman of the Committee is authorised to sign the loan
agreements, not as a legal representative of a corporate body, but as the agent
of the owners of the Fund who are, in the legal sense, the creditors of the loan.
The Fund, however, is an “international account” free from the rules applica-
ble to Government funds in member countries and subject only to the joint
will of its owners as expressed in the constituent Agreement and the resolu-
tions of the Governing Committee. It stands separate and apart from the
accounts and assets of any of its owners. Its independence is further manifest-
ed in its administration by a director-general, collectively appointed by the
Governing Committee, who acts as the organiser of the Fund’s activities and
the “spokesman for the Fund in international fora”.

2 Ecuador signed and ratified the Agreement establishing the Fund, but did not contribute to the
resources of the Fund. Iraq, which signed the Agreement as a contributing Party, has not yet
ratified it.
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3. The OPEC Fund was not merely designed to duplicate the work of other
aid agencies. To be sure, the many problems of international aid do not include
the scarcity of aid-giving institutions. On the contrary. The proliferation of
funds has often been listed in current literature as a weakness in the institu-
tional framework of international financial assistance. To avoid a repeat per-
formance, while taking advantage of the different facilities already available in
this field, the appraisal of projects submitted for financing to the OPEC Fund
as well as the administration of loans provided through this Fund are to be
done by “an appropriate international development agency” or by “an execut-
ing national agency”. In other words, the Fund Management will enter into
arrangements with designated agencies in OPEC member countries for the
day-to-day administration of loans, including the disbursement of funds,
supervision of the execution of the projects financed and receipt of repayments.
Such a task, as well as the prior appraisal of the projects to be financed, could
also be entrusted by the Fund’s Governing Committee to international devel-
opment agencies of a world-wide or regional character. In such situations the
Fund management will be mainly concerned with the policy issues and the
decision-making process as well as the general supervision of the administra-
tion of loans by the executing agencies. Instead of adding another bureaucracy
to the existing ones, the OPEC Fund will thus hopefully add to the efficiency
and economy of the work of existing institutions. It is relevant to notice here
that similar arrangements were adopted in the agreement establishing the
International Fund for Agricultural Development (IFAD), which will also be
acting, in many ways, through existing development agencies. The views pro-
moted in this respect, by those familiar with the OPEC Fund were readily
accepted for IFAD as a simple question of “common sense”.

4.  Considerations of speed, efficiency and flexibility have always prevailed
in the thinking of the authors of the Agreement establishing the OPEC Fund.
Not only did they share the general impatience of officials of developing coun-
tries with the slow machinery of many international organisations but they
were also particularly interested in the impact which the Fund should produce
in the immediate future. Reflecting this spirit, the text of the Agreement estab-
lishing the Fund presents novel concepts designed to enable the Fund to extend

assistance most quickly to its beneficiaries:
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* The Fund has one Governing Committee endowed with the powers
of both the board of Governors and the board of directors in typi-
cal international development finance agencies. The dichotomy tra-
ditionally maintained in the structure of such agencies is almost
totally avoided here. Resort to a higher authority (a Committee of
the Ministers of Finance of Member Countries) is required only in
the extreme cases of the termination of the Fund, the amendment
of its articles of agreement and the settlement of disputes which
could not be settled by the Governing Committee.

* The Fund should also have the smallest number of staff. Its day-to-
day administration is entrusted to the Director-General and a “lim-
ited number of assistants”, whom he may appoint, “within the nec-
essary limits authorised by the Governing Committee”.

* Unlike the case of many development finance agencies, the use of
the Fund resources is not restricted to project financing. Limitation
to this type of financing was originally adopted by the World Bank
and has since been zealously followed by most other aid agencies,
despite the more liberal attitude which the World Bank itself has
more recently developed in respect of this matter in response to the
varying needs of developing countries. The Fund’s financial assis-
tance can indeed take one of three forms: the financing of balance
of payments support, the financing of a specific development pro-
gramme or project, and the contribution, in the name of the Par-
ties, in “international development agencies, the beneficiaries of
which are developing countries”. In the first two cases, financing
through the Fund takes the form of interest-free, long-term loans.

* Finally, there are the provisions in the Agreement establishing the
Fund on the use of existing national and international institutions
as executing agencies for the Fund which, assuming efficiency on
the part of such agencies and a good working relationship between
them and the Fund management, could obviously save a great deal
of time and cost.
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The creation of the OPEC Fund and the steps taken so far by its management
have also been characterized by a marked concern for swift action. The con-
stituent Agreement of the Fund was first discussed by an Expert Group of
OPEC member countries in November, 1975, the final text of the agreement
was signed on January 28, 1976 and declared effective on May 10, 1976 after
ratification procedures were completed by nine member countries. The min-
imum periods required for similar arrangements in the case of other inter-
national financial organisations have ranged from two to five years. More
importantly, within three months of the date of the entry into force of the
Agreement, more than three-quarters of the Fund’s resources have been com-
mitted in principle: $400 million as contributions to the projected IFAD and
$200 million in a programme for providing balance of payments support to
the forty-five countries identified by the UN to be the Most Seriously Affect-
ed Countries by the economic stresses of recent years.

Impact of the Fund

5. The impact of the OPEC Fund’s operations should not be measured only
by the figures just mentioned or even by the resources initially committed to
the Fund in its first year of operations (almost $800 million). The Fund, as
described in the preamble of its constituent Agreement, is merely another
financial facility of OPEC member countries, “in addition to the existing bilat-
eral and multilateral channels through which they have individually extended
financial co-operation” to other developing countries. The resources available
to it at present are certainly less than the capital resources of some national aid
agencies in member countries like Kuwait, Iran, Saudi Arabia and Venezuela.
Yet, the resources of the Fund were committed in 1976 as part of the aid com-
mitments of OPEC members in this year only. It is an open question whether

3 The idea of creating an OPEC Fund for extending assistance to other developing countries was
first discussed in OPEC circles in early 1974, but serious discussions of specific proposals started
in late 1975 within the framework of the “Mechanism for Co-operation and Consultation in
Financial and Monetary Matters among OPEC Member Countries” initiated by the Ministers of
Finance of these countries on 18 November, 1975.
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such resources will be replenished in coming years and if so, to what extent.*
The answer to this question will obviously determine the extent to which the
OPEC Fund would be able to continue to play its role in the future.

However, even with the Fund’s present resources, it can certainly play a
catalytic role of major significance in channelling further concessional financ-
ing from other sources, and in the process making a much greater impact than
the funds available to it would normally permit. Such a role may already be
discerned in the initiatives so far undertaken by the Fund. The contribution
of $400 million from the Fund’s resources to IFAD was announced subject to
the condition that developed countries also contribute at least $600 million.
Although the declared contributions of the latter countries are still behind that
target by some $50 million, it is hoped that in the near future each dollar from
the OPEC Fund will in this instance carry with it, as envisaged, a dollar and
a half from OECD countries, for the common objective of financing agricul-
tural development in developing countries with emphasis upon those with
food deficits.’

Because of this concern for multiplying the impact of the Fund’s assis-
tance during a short period, the management of the Fund intends to give pri-
ority in project lending to the co-financing of projects already appraised and
approved by other development finance institutions where financial gaps
remain to be filled. By filling such gaps the Fund will be able to bring into exe-
cution a large number of projects, the total cost of which may greatly exceed
the Fund’s actual resources. In so doing, at the same time the Fund will hope-
fully play the important role of furthering the co-ordination of the work of
other aid agencies and particularly those of the OPEC member countries.

4 OPEC finance ministers have already decided, on October 6, 1976, to recommend to their Gov-
ernments to donate their share in the profits realised from the IMF gold sales to the OPEC Spe-
cial Fund and through it, to the Trust Fund administered by the IMFE. On the other hand, the Gov-
ernment of Iran has increased its contribution to the OPEC Special Fund by an additional amount
of $20 million and was authorised by the Fund’s Governing Committee, on November 11, 1976,
to use this amount as an additional contribution to the projected International Fund for Agricul-
tural Development.

5 On September 30, 1976, the Government of Iran declared its intention to contribute an additional
$20 million to the resources of IFAD. Norway, Denmark, the UK and Austria have also increased
their declared contributions by some $11 million while Finland declared its intention to contribute
$3 million. Such new commitments have shortened the remaining gap to about $30 million.
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The present programme for providing balance of payments support through the
Fund may also be designed to produce a multiplying developmental effect.
Arrangements are being made for the use of the loan amounts in general balance
of payments supports only as a first step in a two-stage operation. After payment
is effected by the Borrower of an equivalent amount in local currency to a Fund
account with the Borrower’s Central Bank, this latter amount may only be used to
cover the local cost of one or more development projects or programmes of the
Borrower. The final shape of such arrangements, which will remain optional for
the Borrower, will emerge soon after the matter is studied further with potential
recipients. In this manner, the Fund’s resources will have a clear developmental
effect through their eventual commitment to development projects and pro-
grammes, either directly by the Fund itself or through IFAD.

The Fund’s Operations:
Coverage, Terms and General Philosophy

6. The operations of the Fund have been designed to have the widest pos-
sible coverage, without, however, being too thinly spread so as to lose their
desired impact. As the legally eligible beneficiaries of the Fund include all
developing countries excepting the OPEC members, an order of priority has
obviously to be established in the allocation of the Fund’s assistance. Further-
more, this order of priority must be based on objective and generally accepted
criteria. Without such a limitation, the Fund, which was established to foster
solidarity and co-operation among developing countries, can hardly succeed
in achieving its objectives.

The amounts committed to IFAD will naturally be disposed of by the gov-
erning bodies of that organisation where OPEC members will have one-third
of the voting power. The OPEC Fund management can only act in this respect
as adviser to the OPEC member countries on the general attitudes which they
may follow in IFAD’s appropriate fora. The rest of the Fund’s resources are to
be allocated directly by the Fund’s Governing Committee. In devising the Pro-
gramme for Balance of Payments Support, the Committee has already opted for
the adoption of the UN classification of the “Most Seriously Affected Countries”
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rather than devising a system of its own for this purpose. Not only that a new
system would almost inevitably raise uncalled-for suspicions on the part of those
who fail to benefit from it, but also the MSAs classification had adequate objec-
tive reasoning behind it to fully justify its application in the context of the
Fund’s Programme. The details of that classification were originally worked out
by the Staff of the UN Emergency Operations (UNEO) assisted by an inter-
agency technical group composed of staff assigned from the World Bank, IMF,
FAO, UNCTAD and UNDP. The list of countries drawn on the basis of the
studies of that group was subsequently revised by UNEO and, after the termi-
nation of that facility, by the board of the UN Special Fund. Including at pres-
ent 45 countries, well spread over Africa (28), Asia (12) and Latin America (5),
the list covers also all the most densely populated developing countries as well
as almost all the developing countries classified by UN organs as “Least Devel-
oped Countries” or as “Food Priority Countries”. All in all, the classification
recognizes priorities which are generally accepted in recent international aid
practice, especially in the field of balance of payments assistance.

The allocation of the amount of $200 million to the MSAs required also
the development of detailed criteria for the distribution of the funds among
such beneficiaries. Using essentially the elements introduced by the UN Gen-
eral Assembly for designating the MSAs, the Fund management gave major
weights to the stage of development of each potential recipient country, the
size of its population and its balance of payments needs. The basic elements
in the formula developed for this purpose are: (1) the per capita income in each
country, (2) the decline in each country’s gross reserves, (3) the ratio of imports
and debt service payments to reserves, scaled by population figures, and (4)
the increase in oil import cost. A certain minimum was secured for each recip-
ient before the application of the above-mentioned criteria and the averaging
of the results was made. To further ensure equitable distribution of funds, two
constraints were applied to the effect that no state would receive more than a
certain maximum amount, and that no single criterion would weigh more than
one-half of the sum of the other three. As the data required for the application
of this system has already been obtained from the IMF and has been corrected
by information provided by potential recipients, the final implementation of
the Programme is expected to take place in the immediate future.®

6 Signature of loan agreements will begin on December 23, 1976.
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Criteria for the allocation of the funds earmarked for the direct financing of
projects and programmes are presently under preparation. Considerations of
equity will no doubt prevail in the thinking related to this matter as well. Due
regard is thus likely to be given to ensuring a wide geographic distribution of
the Fund’s activities as well as to the size of the population of each recipient
country and its per capita income. The relatively high-income developing
countries and those to which alternative external resources are readily available

at reasonable terms may not, therefore, have priority in this respect.

7. The Fund’s Governing Committee has adopted the concessionary (or
grant) element concept as the starting point in the determination of the terms
of the Fund loans for providing balance of payments support. In other words,
the Committee first decided on the extent to which the loans should be con-
cessional by determining the difference required between the nominal value of
the loan and the present value of the stream of repayments discounted at the
opportunity cost of capital. By dividing this difference by the nominal value
of the loan, the concessionary element could be expressed in percentage terms.
In this connection, the Committee adopted a standard percentage for all bal-
ance of payments support loans bearing in mind the statutory requirement that
loans are to be provided long-term and interest-free. The terms approved by
the Committee impose only a service charge of 0.5% per annum to be applied
to the outstanding balance of the withdrawn amounts of the loan, and allow
for a period of five years’ grace and a repayment period of fifteen years extend-
able to twenty years in case the loan proceeds are redirected to finance a devel-
opment project approved by the Committee. Under these terms, the Fund’s
loans will have a standard grant element of 70% which represents a much
higher percentage than that arising from the loans extended by most other
international and national aid agencies.

8. Conscious of the shortcomings of some other foreign aid programmes,
the Fund management will attempt in particular to achieve the following

objectives in the future lending activities of the Fund:

* The proceeds of the Fund’s assistance should, to the extent possible,
reach the poorest sectors of the populations of recipient countries espe-
cially in the rural areas. The Fund itself cannot, of course, be a major

10
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instrument in the realisation of a more just distribution of income in
developing countries, this being the task of these countries themselves.
Nevertheless, conscious efforts exercised in this respect can, at least,
help in avoiding, in the Fund’s operations, some of the unpleasant
consequences known to have resulted from foreign aid programmes or
from development programmes in general.

* The assistance provided through the Fund should be directed to proj-
ects and programmes which decrease the dependence of the recipient
countries on imported technology, and create more favourable condi-
tions for a growing self-reliance in these countries. The role of the Fund
in this respect, though also limited in its direct impact, may hopefully
influence the thinking of other donors. Emphasis will, therefore, be
placed on the training programmes needed for each financed project
and on the development of technologies better suited to the labour-
intensive sectors of the recipient countries. In other words, the Fund’s
assistance will be used to stimulate self-sustained growth, rather than
the continued dependence on the technology developed to meet the
basically different conditions of advanced countries.

Future of the Fund

9. Contributing Parties to the Fund will decide on the course of action to
be followed after the Fund’s present resources have all been committed. They
may simply terminate this facility and continue their assistance efforts through
other unilateral and multilateral channels. The quick success of the OPEC Spe-
cial Fund may, however, induce member countries to continue the use of this
facility as a collective channel for the transfer of resources to other developing
countries. Without ignoring the bilateral aspects of assistance, the OPEC Fund
could develop into an accounting pool through which all the multilateral
financial aid provided by OPEC member countries might be channelled. Actual
commitment of funds could still be made in the name of each donor country
to the agency which would carry out the financing process, in the same man-
ner followed in the contributions to IFAD. In this way, OPEC aid will have
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the advantages of collective and concerted action on the part of the donors
without losing the other positive features of bilateral assistance. OPEC aid
efforts can then play a more effective role commensurate with their huge vol-
ume, not only as a means of international development finance but also as an
instrument in reshaping the world economic order to the benefit of the under-
privileged, developing countries.

Presented at the “Business in the Pacific Basin” conference organized

by the Financial Times held in Manila in October, 1976.
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