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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

November 21, 1952

COOPERATION FOR DEVELOPMENT
BETWEEN PUBLIC AND PRIVATE FINANCE

‘\

International Bank for Reconstruction and Development,
Washington, D.C.; made before the Finance Conference
of the American Management Association, November
21, at the Hotel Roosevéelt, New York City

Excerpte from an address by Robert L. Garmer, Vice President ﬁjv/

. The World Bank is "helping to set the stage so private investment can step
out and play its proper role in world economic development," Robert L. Garmer,
Vice President of the Bank, said today in an address before the annual finance
conference of the Americen Management Association, at the Hotel Roosevelt, in
New York.

He summed up the Bank's accomplishments to date in providing some of the
conditions for the growth of private intermational investment; and he explored
the possibility of further encouragement of private investment abroad through
the proposed International Finance Corporation.

Mr. Garner explained how the projects financed by the Bank are helping to
encourage private initiative by providing some of the basic facilities necessary
to the growth of private industry in the less-developed countries. These facili-
tiea include power generation and distribution, irrigation, floocd control, trans-
portation, communications and equipment for land clearance, improved cultivationm,
and crop storage. To date the World Bank has loaned about $1,500,000,000 for
some 250 projects located on six continents. Mr. Garner pointed out that the
Bank operates on a sound business basis and makes repayable loans, not grants.

In other ways, the Bank helps to create a favorable climate in which pri-
vate business can prosper. It has assisted its member countries in improving
their financial policies and pracfices; it has made some loans to private power
companies; i1t hes participated with private capital in making other loanse; and it
has lent funds to local investment agencies which, in turn, have made loans to
private enterprises.

But, Mr. Garner said, the growth of private investment might be encouraged
in a more direct way if public funds could be invested in private ventures by an
international institution similar to the World Bank.

The Bank itself is limited in the amount of direct lending to private firms
it can do, he explained. In the first place, all of 1ts loans to private firms
must be guaranteed by the govermments of the countries in which the firms are
located. This causes reluctance on the part of governments as well as business
organizations. In the second place, he pointed out, the Bank does not make equity
investments. "And in underdeveloped as well as developed countries it is equity
money that i1s normally needed for the growth and expansion of private industry,”
he added.

"The management of the Bank wants to encourage in every way possible the
development activities of private business," he sald, "and at the same time we are
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keenly aware of the limitations that prevent us from expending our direct
participation in these activities to any marked extent. For these reasons we
have been interested in the proposal advanced by the U. S. International Develop-
ment Advisory Board to establish an Internationel Finance Corporation as an
affiliate of the Bank."

The IFC, he explained, would help finance private productive enterprises
through equity investments and loans without govermmental guerantee. It would be
financially separate from the Bank, its capital to be provided by its member coun-
tries, subscribing to non-voting stock. The IFC would invest only in partnership
with private capitel -- either foreign or domestic or a combination of the two --
and would never participate in undertakings for which adequate private capital
was availeble. Management of enterprises would be left in private hands, and
the IFC would always teke a minority participation. The IFC would attempt to
revolve its funds by selling its holdings to private investors whenever it could
do so at a fair price.

Mr. Garner said that members of the Bank's staff had discussed the IFC
proposal with the business and financial communities here and abroad. Many views
have been expressed -- both favorable and unfavorable.

It is not surprising, he said, that the first reaction of many businessmen
is skepticism of a proposal whereby a public institution with govermment capital
should make equity investments. A natural reaction is that this is another step
towards Govermment-in-business.

On the other hand, a considerable number have expressed the opinion that
there 1s a need for a source of capital to which American business concerns desir-
ing to establish factories or branches abroad can turn, and thet under existing
conditions the American market does not provide such capital. This is apparently
not true so much of the very large corporations as of, those of moderate size.

Furthermore, over the past years, Mr. Garner said, we have had a number of
indications thet some of these business people would welcome the Bank as a partner
because 1ts experience and contacts abroad have given it a familiarity with the
conditions in a large number of countries.

The fact that the proposal for the IFC provides that it would take only a
minority participation end leave management in private hands, he explained, greatly
minimizes the objections to the source of its capital being public funds. Also,
the fact thet the Bank has demonstrated its ability to conduct its business on
businesslike lines, free of political domination, gives many of those who are
familiar with its operations confidence that its proposed affiliate would operate
on similar principles.

In conclusion Mr. Garner pointed out that to the extent the flow of private
capital abroad was increased, many people hoped that the need for United States
Government loans and grants might be diminished.
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Cooperation
Between Public and

Private Finance:
Providing Adequate Capital for Economic

Development and Reconstruction in

The Foreign Field

9 Robert L. Garner
Vice President, International Bank for Reconstruction and Development
Washington, D. C.

THE POSTWAR ATTEMPT to build up the economic and military
strength of the countries on this side of the Iron Curtain, in accordance
with United States foreign policy, has involved the expenditure in loans
and grants of many billions of dollars. While we Americans may disagree
to some extent on the amounts of money to be spent abroad and the
methods to be used, and while these may consequently be changed from

time to time, I think it may be assumed that, as a people, we are firmly

behind the current program. Similarly,

business men are interested in seein

that the necessary financia

I believe I am safe in sa?'ing that

transac-

tions are handled on as sound and businesslike a basis as possible.
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The International Bank for Reconstruction and Finance provides a
channel through which private capital may be sent abroad to build the
basic utilities that will encourage private enterprise. I wish I might think
it unnecessary to describe the bank’s setup and operations, but it is un-
fortunately true that most people, unless they have had some reason to
study the Bank or come in contact with it, have a rather vague idea of
what it is. In fact, it is often confused with the Export-Import Bank in
Washington, which is purely a United States Government operation.

ORGANIZATION OF THE WORLD BANK

The World Bank, which is an easier name to remember than the
official one, was set up at Bretton Woods before the end of the war as
an institution which would be able to supply capital both in countries that
had been devastated by the war and in areas that were as yet undeveloped.
It was assumed—and this proved to be correct—that private capital would
not be available in sufficient amounts for that purpose.

The basic idea, then, was that this bank would provide capital to
facilitate projects for which private investment was not available. We
are not in competition with private capital. Should it be forthcomjntg, we
do not enter the field. Moreover, our loans were to be made with the
understanding that they would be repaid. We are not in the business of
making grants or indulging in philanthropy.

The setup that was devised is unique in financial history. Each of the
54 nations which are now members subscribed a certain amount of capital
to the bank. The total amount written on the books is about $9 billion;
but, as I shall explain, we do not have $9 billion to operate with. It was
subscribed capital; the various countries participate in relation to their
size and economic strength. For instance, the United States has con-
tributed approximately 35 per cent of the capital; the United Kingdom,
about 14 per cent; ani our smallest country, Panama, about 1/20 of 1 per
cent.

Each country paid in 2 per cent of its subscription in cash. We then
had $180,000,000 U. S. dollars, in gold. The next 18 per cent of the subscrip-
tion was put up in the form of the currency of the country subscribing, but
we can use that only with the consent of the country. It is not ours, as is
the 2 per cent. In other words, we have $180,000,000 cash and $1,600,000,000
in promises. The balance of the $9 billion is in the nature of a guarantee
fund. We shall never have it to lend, but we can call on it if we need it
to meet our obligations.

THE AVAILABLE FUNDS

The cash from all the members, plus the full use of the United States’
18 per cent and our profits, has provided us with $812,000,000. Other
countries have allowed us to use parts of their 18 per cent to the equivalent
of $93,000,000, and we have outstanding borrowings of about $600,000,000,
of which by far the largest part has been raised in the United States. How-
ever, we have outstanﬁin the equivalent of $57,000,000 worth of bonds
which were sold in Canada, the United Kingdom, and Switzerland, and
we have sold from our portfolio—that is, sold some of the loans we have
made—to the extent of about $60,000,000. Most of those loans have been
sold to investors with our guarantee, but a few have been sold without it.

It is interesting that, with a fairly moderate cash subscription by the



governments, we have been able to sell our bonds to private investors.
These bonds are backed by all our assets and by unqualified call on the
various member governments up to the full amount of their 80 per cent
subscription if we need it in order to meet our obligations.

To most American investors, the important point is that we have an
unqualified call on the Treasury of the United States up to $2 billion. No
fm%ner legislation is required. The Treasurer would be compelled to pay
us up to that amount, just as a private company would be compelled to
pay a maturity of its own bond, if we needed the money to meet our
obligations.

With this setup, our bonds have been good investments, and they have
been purchased by savings banks, pension trusts, and other groups in this
country and elsewhere.

STABILIZING FACTORS

Our authority to call on the unpaid 80 per cent of the capital subscrip-
tion of the U. S. and other members is very important; without it, we could
not sell our bonds. We know that. Because this is a new institution and
the world is as unsettled as it is, we need that stand-by. We hope now
that we shall not have to use it; and, instead, we are building up our re-
serves. We have earned $15,000,000 annually for the past several years, and
we expect to earn about $19,000,000 this year, plus 1 per cent on all our
loans, which will be put into reserves. Our reserves now equal $93,000,000,
a comparatively respectable sum for an institution that has been operating
for only about five years.

I am confident in saying that we have had a nonpolitical management.
We are not governed by political pressure from any government, and we
operate in accordance with our best judgment, without being involved in
political considerations.

No loan can be made except as it is proposed by the management. It
is then put up to the directors, who vote eitger for or against it. But the
directors who are nominated, elected, or appointed by the member govern-
ments—and owe their allegiance to those governments—have the final say
as to whether we can make a loan. And no country can propose a loan.
The loan proposal must come through the management.

It is interesting that our directors act pretty much like corporate direc-
tors. We have a pleasant relationship with them, and we work together.
They recognize the responsibility of the management, and we recognize
their duties and responsibilities.

PRINCIPLES OF LENDING

Now, what exactly do we do? We make loans to governments; or, in
case a loan is not to a government, we must have a government guarantee.
All our loans are for productive purposes. In five years, they have amounted
to $114 billion, a total which is made up of 72 separate loans covering 250
separate products in 28 countries on six continents.

Power has been the largest single type of project for which loans have
been made. We have provided funﬁs for power production in 16 countries.
However, we have also lent money for railways, road construction, com-
munications, land clearance, flood control, irrigation, agriculture, and a
variety of industrial purposes. Up to now, all payments have been made



as due on our loans; we have had no defaults or delays to think of.

Our lending principles are the same ones that are applied in Wall
Street—except that, dealping with countries abroad, we have certain prob-
lems that one doesn’t have domestically. First, we appraise both the
country and the project, sending qualiﬁ);d people to get the necessary
information on the spot. We try to appraise the ability of the country to
re‘l)lay the loan in the currency in which we make it. If we make a loan in
dollars, it must be repaid in dollars. If we make it in sterling, it must be
ifx‘l)liid in sterling. We try to judge when the country will be able and

illing to repay the loan.

We also determine whether the country can put up a considerable
percentage of the money for the project. We don’t finance all of a project,
and in general we finance only imported materials and equipment. The
country must pay for local labor and costs of materials. We want to see
that it has a stake in the project and that it does all it can to provide for
construction.

Furthermore, we want to be convinced that the country has the tech-
nical ability to complete the project and to manage it. Sometimes it can
do that with local people. Very often, we insist that qualified foreign
engineers, construction people, and others be brought in it we don’t think
facilities are available within the country itself. We must satisfy ourselves
that the people who are going to do the job are able to do it.

Finally, we appraise the importance of the project to the country. We
want to see that it actually is going to build up the economy of the country.
Therefore we stay away trom such things as race tracks, fountains, monu-
ments, and presidential palaces—which, I might say, consumed a consider-
able part of the private loans that were made in the “Gay Twenties.” That

is one of the reasons why there were so many defaults at that time.

SYSTEM OF CONTROLS

We see that our money is well spent. We never give anybody credit
and simply let him draw the money out. We disburse against bills and
other documents in just about the same way as a commercial bank, and
we check to see that prices, qualities, and the like are satisfactory.

In fact, we go further and see that the money is properly applied
abroad. It is very easy to buy a generator, send it to X country, have the
construction delayed either from lack of money or lack of proper handling,
and see the equipment lie around for four or five years without results.
We keep up to date with construction and progress reports, just like any
private company. Sometimes we send our own people to check on the
work, and sometimes we have resident people—accountants and engineers
—watching it. We can say, therefore, that we know the purpose of the
loan, what the money went for, and the progress of the project at any time.

So far we have not had any case where a project has fallen down. We
have had some delays—everyone does occasionally. But our projects go
forward, and we have not had loans diverted away from projects for which
we loaned the money. There is reason to hope that our loans will continue
to stand up well unless conditions in the world become so bad that most
nations will find it impossible to meet their obligations.

Bankers say that the criterion of a good loan is whether the money is
well spent. If it is a bad loan, the money is wasted. We are doing our best
within our experience and ability to follow that principle.



ADVICE AND ASSISTANCE

In addition to lending, we find we are called on to provide quite a few
collateral services, such as making general economic surveys of a country
and giving advice about what types of projects would be best for its
development. The first one of those surveys was made in Colombia with
noteworthy results. Also, in looking at these countries, we have often
discussed such subjects as balancing the budget and establishing the econ-
omy on a sounder basis. And, to some extent, our advice carries weight
wmz many of them.

As I have said, our loans are largely for basic facilities—power, trans-
portation, anythinc§ leading to the better use of the land. I personally
regret that so much of the power and so many of the railroads in the world
are in governmental hands. I believe in private enterprise, and I think
the world would be better off if tﬁower projects and the railroads were run
privately. But the fact is that they are not privately run in most of the
world, and there is not enough private capital throughout the world to
expand these facilities at the required rate. And, without the expansion
of transportation and power, among other things, private industry in these
countries (including mining and agriculture) cannot grow. In a sense, I
think, our helping to develop these special facilities is laying the ground-
work for an expansion of private activity.

BETTER BUSINESS CLIMATE

Another way in which we are helping in the expansion of private
financing and business is in trying to develop a more favorable climate
in various parts of the world for private business, whether it is local private
business or American or British private business going abroad.

I have already mentioned that our articles prevent us from competing
with private capital and that we make no loans which private capital is
prepared to make. In addition, we have been able to in.guence in several
cases the settlement, by negotiation, of past bonds that were in default.
That helps to restore confidence in the validity of contracts—and we all
know that the lack of confidence in obligations is one of the things that the
world has been suffering from for some years. When we can get a defaulted
foreign debtor to sit down with his creditor and arrive at a negotiated
settlement, we have taken a step in the right direction.

We have alwa{.s tried to influence countries to improve their financial
licies in cases where certain regulations make business difficult to con-
uct, and we are constantly urging governments to abstain from activities
that private business can carry on. In short, we are trying in many ways
—even including loans to private companies—to assist the growth of private
business and private finance.

SOME HANDICAPS

However, to some of us it is disappointing that we have not been able
to do more directly to assist in the expansion of J)rivate industry, both on
its home ground and when it wants to go abroad.



One of the things that has handicapped us is the legal requirement
that, if we make a loan to a private enterprise, we must get a government
guarantee. Now, many private enterprises do not want to ask for a govern-
ment guarantee. Also, governments are reluctant to give guarantees. They
will do it for utilities which have a monopoly, but it is difficult for a
government to give guarantees to one set of business men in the country
and not to another. Therefore, the guarantee requirement—which is sound
enough in general-limits our ability to encourage private enterprise.

Also, we all know that private business is financed largely by equity
capital, not by loans, and we cannot advance equity capital. lyregret that
up to now we have not been able to be more active in working in actual
partnership with private enterprise. First, the private enterprise system
as we have developed it in this country is the best hope for economic
improvement in the world. The spread of that system, I think, would be
a wonderful thing for the economy of the rest of the world. Secondly, since
ours is a private enterprise system, it is unfortunate, I believe, that so much
of the American money that is loaned abroad has had to go into govern-
mental enterprises and so little into the spreading of the private enterprise
system. Thirdly, the expansion of our foreign trade is going to be of greater
and greater importance to American business—both in the securing of raw
materials from other parts of the world, on which we are becoming more
and more dependent, and in the marketing of our manufactured goods.

For these three reasons, I believe it is important that, provided it is
on a sound basis, there be an increased flow of private capital abroad.

A SUGGESTED SOLUTION

What more can we do? We have given a good deal of thought to this
matter, and we were quite interested when Nelson Rockefeller’s committee,
the U. S. International Development Advisory Board, suggested in its report
in 1951 that an affiliate of the bank—to be called the “International Finance
Corporation”—might be set up along the following lines:

The corporation would be under the direction of the bank. It would
be in a position to participate with private business in enterprises abroad
where the full amount of private capital was not available, and participa-
tion might take place either through loans without government guarantee
or through equity investments. However, the corporation would never
accept a majority ownership. It would operate on a minority participation
basis only, leaving the management in private hands, and it would be the
policy of the corporation to revolve its funds by selling out either to
partners or to other private interests when and if it could be done.

The committee’s proposal presents this problem: Capital for the
corporation would have to be provided, which, it seems to us, could come
at the present time only from governments—the U. S. Government and per-
haps a dozen foreign governments. But the proposal would certainly
have the effect of putting the bank, through its affiliate, in a position to
act in direct partnership with private business.

REACTION TO THE PROPOSAL"

Comment from business and financial people and from government
circles has been both favorable and unfavorable. First of all, many busi-



ness men feel that this is just another excursion of government into business.
On the other hand, there are those who say there should be some source
of capital for companies that want to make investments abroad—and, at
the present time, the American market does not provide such a source.

The large companies, of course, do not feel this lack, but a great many
medium-sized corporations that approach us about the possibility of setting
up, say, a new factory abroad ask if there is no way in which we can
provide a part of the needed capital. Some of them feel that, while
theoretically the bank is a public institution, with government stock in it,
the &nl%ers of political interference would be minimized as a practical
matter if the proposed corporation would take only a junior position, as
suggested. ’Iﬁe bank has contacts and experience abroad, they say,
which would be helpful in working out projects. But, at the same time,
others believe it is not lack of capital but unfavorable business climate that
prevents investments abroad.

COOPERATION ESSENTIAL

It really boils down to this, it seems to me: To the extent that it is
desirable to try, on a sound business basis, to stimulate the flow of capital,
it is better to take a firm attitude and say that we want countries to
make it attractive for us to come in. : -

My own judgment is that the negative attitude does not get us- any-
where. The theory that, if we will just sit back, foreign countries will
want capital so much that they will do whatever we ask does not seem to
work. the first place, they do not know what to do. Very often, it is
not antagonism; it is lack oe' knowing how to work things out. And we
find that we can get things done if we sit down and discuss matters clearly
and reasonably. :

If we of the World Bank had such a finance corporation and were
considering going into partnership with XYZ’s corporation and invest-
ing in some country, we should want to look at the climate and conditions
there just as much as a private investor. Therefore, I do not believe it is
a valid criticism to say that our participation would weaken what incentive
the counh& might have to improve its business climate. I think I can
add that the rience of the Bank supports my view, for it is fair to
say, I believefx&?zt the Bank has helped some of its member countries
to improve the situation of private industry.

In Colombia, for example, at about the time we were making our
survey there, the Tropical Oil Company’s concession expired and reverted
to the government. It was not a case of expropriation; it was entirely
regular under the terms of the concession. The government proposed to
set up a national oil company and operate it, but we advised against that
very strongly. I do not say we were altogether responsible, but I think
we had some influence in getting the government to sit down with the
Tropical Oil Company and make a new operatini: agreement, under
which the company is mana?ngl)the facilities and building a new refinery.
In that case, we saved Colombia from what I think would have been
the mistake of going into governmental oil operation, and we enabled a
good American corporation to continue a profitable business in that country.

Some peo%le have said that, bz getting special favors for companies
in which IFC had an interest, we should put other companies doing busi-
ness in the same country at an unfair disadvantage. That would be true,



certainly, if we asked for special favors for a particular company. We
should ask only for fair treatment, because we should expect fair treat-
ment for all private capital in similar conditions.

A PILOT OPERATION

A few hundred million dollars of capital would be required to set up
such an affiliate of the bank as was suggested by the Rockefeller com-
mittee. That it could not solve all international financial problems is
obvious. On the other hand, I think such an effort could be somewhat
in the nature of a pilot operation to show what private capital can do in
many countries.

I am convinced that management comes before money—whether we
are talkingbabout domestic business or foreign business. The thing that
is holding back progress in many countries is not lack of money primarily.
It is lack of management. If we can spread around the worldp some of
the concepts of modern management, whether in production, merchan-
dising, sales, or pricing policies, I think we shall be striking a great blow
for what we believe in and counteracb'né some of the things that we dis-
like in the world—perhaps with more effective results than are achieved
by many of the other measures that are being taken. Every time a
good American business concern goes into a foreign country, it brings
something that is valuable to that country.

Take the experience of Sears, Roebuck in Brazil. The company went
down there a few years ago with the expectation that it would import
about 75 per cent of the goods it sold and manage to get 25 per cent
made in country. It is now buying in Brazil 80 to 85 per cent of the
goods sold in its store. It has created industries in Brazil-which, in my
opinion, is worth more than a lot of grants and public loans.

A PLAN WORTH TRYING

We are not claiming that the spread of American managerial principles
throughout the world would solve all the problems affecting private enter-
prise and private investment abroad. There would be many other things
needed—treaties and tax incentives, perhaps, among others. But the I
might be a useful tool to try, and it might help a considerable number of
private firms that are considering the possibility of expanding their busi-
ness overseas. And, some people have said, to the extent t we can
get private capital flowing, there may be some reduction in the amount
of taxpayers’ money that is called upon to be disbursed abroad.

The World Bank is not committed to this international finance pro-
posal. We are still in the process of studying it and gathering reactions
to it. But we should be willing, if there is enough sentiment in favor
of our trying it out, to see whether it would work. Possibly it could per-
form a service to some sections of business, and it might lead to a freeing
and opening-up of opportunities throughout the world.

I do not think it will assure peace. Everybody, of course, wants peace,
but peace is hard to get. However, the plan could help, I believe, to
strengthen the economic soundness of various parts of the world and would
at least be a step away from the troubled state that we are now facing.
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International Bank for Reconstruction and Development, before the
Dallas Council on World Affairs, Monday, Oct. 20, 1952

These are critical times -=- big issues are facing us. They are not going to
be solved by a few offices in Washington, or Paris, or New Delhi. They
are going to be solved by the people of free nations. I don't mean that
large groups of people can know the details. But they make the broad
choices: slavery or freedom; war or peace; squalor or economic progress.

* * 3%

This Dallas Council on World Affairs is living proof that a whole community
can be alive to what's going on in the world. TYou are not only aware
of the issues -- you can help shape them. This is heartening. Let me
tell you another heartening thing: whole communities, whole areas in
many corners of the earth are becoming alive to the important issues of
the day. I know this, because I have visited about 25 different
countries in connection wi th my job.

* 3 #

I want to talk to you tonight about something positive. Something that is
of importance to this city, state, nation -= and to the free world.
For want of a better name it is called "economic development." It is
the positive program which holds the hope of eliminating poverty and
backwardness in underdeveloped areas of the world, getting rid of the
rotten earth in which Communism breeds. )

-
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Americans have zlways wanted to extend a helping hand; of course we must take

our share of responsibility. That goes with leadership. But there is

- certainly a point beyond which we should not strain our economy == in
the interest of ourselves or anyone else. We must follow policies
which in the long run will be to our interests. That's why I think
this question of world economic development is so important. It is
2 means by which undeveloped countries can learn to stand on their
own feet. And the United States, the greatest industrial country in
the world, will increasingly need the raw materials and the markets

which development brings. As an American, I am interested in world v

economic development because it is in the best interests of America.

#* 3t 3t

"Economic development™ is all too dull a name for this movement which is
beginning to make headway in underdeveloped countries. But the
tangible facts of the matter are not dull to the people of these
countriess Let me assure you that a new electric power dam, a new
railroad, or an irrigation ditch which can make a desert bloom -~
these are as exciting to people in many parts of the world as a
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presidential election is to us. You in Texas know what I mean . . «
by "development." TYou shouldl! It's making the most of your
resources; it's the drive that brings you a better material life.
It also brings more: self-confidence, individual initiative, solid
accomplishment. That is what is beginning to happen in some of
these undeveloped countries.

#* ¥ %

The World Bank is just what it sounds likes It is a bank: and its
stockholders are S4 different nations. Like any bank, its principal
job is to make loans. We also give our member countries many
different kinds of technical advice and assistance, because it is
Jjust as important to know how to use money effectively, as to get
money in the first place. Let me make one thing about the World
Bank clesr -- and this surprises many people: The Bank makes net
earnings. It is an international organization, but it is unique
among such organizations in that it operates at a profit. The Bank
operates under its own steam. It pays its own way. Originally the
Ue Se Government, like all member governments, subscribed to the
Bank's capital stock. But the Bank is not now dependent on any

appropriations from any government. We do not operate on taxpayers
moneye

¥* 3%

The best way to tell you about how the Bank stimulates economic development
is to look at four typical World Bank loans and see what they are
doing -~ one, a loan to assist agriculture, another transportation,
another electric power, and the fourth to assist a countryt!s broad
development program. (Mre. Garner described loans to Pakistan,
Colombia, India, and the Belgian Congo.)

% % 3%

I have chosen these four loans as examples of what we are doing, by and large,
throughout the world. So far we have loaned a total of about $1-1/2
billion -- for some 250 projects and programs located on six continents.

* 3t %

The equipment which our loans are financing comes from manufacturers in
many different countries. Most of it coames from the United States.
You will be interested to know what equipment has come from Texas.
Manufacturers in Texas have supplied such key equipment as: penstocks
and steam pipes for power plants; fir poles for power transmission
lines; trucks, tractors, and a variety of parts for aircraft. Right
here in the city of Dallas, businesses have supplied: structural
steel and splitting saws for heavy construction; rings, pistons and
machine tools for industry. Texas manufacturers have filled orders
totaling more than $2 million for equipment financed under World

Bank loans.
% % *
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Possibly another step would be to meke loans to a larger unit than an
individual country. Of course nobody can foresee the details at
this stage. But I am thinking of a new kind of international
authority such as the one being set up in Europe under the Shumann
Plan. This mey open opportunities for making sound loans which would
increase coal and steel production of a continent.

#*

Because of the great importance of getting private capital moving into
development channels, we were asked by the Rockefeller Committee to
work up a plan for a new body to encourage private investment. It's
known as the International Finance Corporation. It would participate
with private investors in equity financing and in making loans to
private companies abroad without it being necessary for the foreign
government to guarantee the loan. This proposed International Finance
Corporation would succeed or fail according to the degree of support
it received from private investors. Its whole purpose would be to
give them what they want -- more confidence in investing in develop-
ment projects. Before making further proposals, we are getting their
reactions.

#* # #

I want to close on this thought: The World Bank is only one instrument to
encourage world economic development. It is giving, I think, concrete
assistance -= something you can put your finger on. But the main job
must be done by the undeveloped countries themselves. By their own
sweat and by their own enthusiasm and vision. We are trying to help
them in a way which builds not only dams or railroads; but which builds
also, and mainly, self-reliance and the strength to be free.

#* ¥



SUMMARY OF
THE DISCUSSIONS:

Fucific Coast Conference

on PRIVATE 9
INVENIMENT 777
INTERNATIONAL
DEVELOPMENI

San Francisco e September 24-25, 1952

*Apy *aeq °qul

g *Apy
00d Liemmg Gz-%z/6

International Development Advisory Board

Eric Johnston, Chairman



B

DEPARTMENT OF STATE publication 4795 « Economic Cooperation Series 36

Released December 1952 « Division of Publications o Office of Public Affairs

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington 25, D.C. - Price 20 cents



SUMMARY OF
THE DISCUSSIONS:

Pacific Coast Conference

San Francisco e September 24-25, 1952

International Development Advisory Board
Eric Johnston, Chairman



International Development
Advisory Board

Eric Johnston, Chairman

Robert P. Daniel, President, Virginia State College

Harvey S. Firestone, Jr., Chairman and Chief Executive, Firestone Tire
and Rubber Company

John A. Hannah, President, Michigan State College

Margaret A. Hickey, Public Affairs Editor, Ladies’ Home Journal

Lewis G. Hines, Special Representative, American Federation of Labor

Bertha C. Joseph, Industrial and Business Consultant

Thomas Parran, M.D., Dean, Graduate School of Public Health, University
of Pittsburgh

Clarence H. Poe, Editor, the Progressive Farmer

Jacob S. Potofsky, President, Amalgamated Clothing Workers of America

John L. Savage, Civil Engineer

Charles L. Wheeler, Executive Vice President, Pope and Talbot, Inc.

William R. White, President, Baylor University

Sponsors

San Francisco Chamber of Commerce

World Affairs Council of Northern California

World Trade Association of the San Francisco Chamber of Commerce
Propeller Club of the United States, Port of San Francisco

Technical Cooperation Administration, Department of State

U.S. Department of Commerce

Conference Officials

Charles L. Wheeler, International Development Advisory Board, General
Chairman and Chairman of the Executive Committee

Paul A. Bissinger, Vice President, Bissinger and Co., San Francisco; Chair-
man of the Program Committee

W. Parmer Fuller, 3d, President, San Francisco Chamber of Commerce;
Chairman of the Keynote Meeting

J. E. Hobson, Director, Stanford Research Institute ; Chairman of the Panel
on When, Where and How of Private Foreign Investment

J. Paul Leonard, President, San Francisco State College; Chairman of the
Panel on Latin America

John B. Condliffe, Professor of Economics, University of California ; Chair-
man of the Panel on the Middle and Far East

Alvin C. Eichholz, Manager, World Trade Department, San Francisco
Chamber of Commerce; Secretary



Introduction

Point Four is a program of action in support of the foreign economic
policy of the United States.

It is a two-pronged attack upon economic and social stagnation in the
less developed countries of the free world.

It seeks, through direct governmental action, to help the peoples of
those countries acquire the technical skills they need to improve standards
of public health and education, increase productivity, and utilize to the
full their own human and material resources. '

At the same time, it seeks, through the investment of private capital
in those countries, to broaden the groundwork of industrial development
so vital to solid economic growth and stability.

It was this latter facet of the Point Four idea that gave rise to the Pa-
cific Coast Conference on Private Investment in International Development.

The Conference grew out of an invitation extended to the International
Development Advisory Board by leading San Francisco business and civic
organizations interested in the investment phase of the Point Four Pro-
gram. These organizations, headed by the San Francisco Chamber of
Commerce, sponsored the Conference in cooperation with the Advisory
Board, the Technical Cooperation Administration of the Department of
State, and the United States Department of Commerce.

The purpose of the Conference was to bring together three groups of
people who look at the matter of American investment abroad from some-
what different points of view: the businessman interested in opportunities
for productive investment in foreign lands; spokesmen for other countries
which are receptive to American capital ; and representatives of the United
States Government who deal, directly or indirectly, with foreign investment
in the framework of Point Four.

The meeting was exploratory. It adopted no resolutions, made no
specific recommendations. But it did bring out significant points bearing
on the attitudes of potential investors, foreign governments, and the Gov-
ernment of the United States. Several useful suggestions were made for
stimulating a greater volume of American investment abroad. Several
such suggestions are already being tried.

Perhaps the most important result of the Conference, however, was
the fact that, when it was over, there was a sizable body of evidence that
members of the business community of the West Coast understood Point
Four far better and were able to perceive the implications of the Program
for themselves far more clearly than when the Conference began.



General Summary

The most significant feature of the Conference
was the way in which the idea of partnership
emerged as its central theme. The fact that this
idea came into prominence through a process of
free-for-all discussion was evidence both of the
wholesome spontaneity that characterized the
meetings and the fundamental importance of the
idea itself. Neither in the statement issued in
advance of the meetings nor in the published pro-
gram did the word “partnership” appear. Yet
those in attendance agreed, when the sessions were
over, that the proceedings were appropriately
summarized by the San Francisco Chronicle under
the headline “Point Four Program and the Part-
nership Approach—U.S. Capital Must Recognize
National Sentiments.”

In his summation of the discussions, the General
Chairman of the Conference, Charles L. Wheeler,
of the International Development Advisory Board,
said: “United States investors recognize that na-
tional sentiments must be taken into account.
American capital is prepared to accept the part-
nership approach.”

The word “partnership” was used by some

Jeakers with reference to all joint efforts to im-
Qrove conditions in economically less developed

ountries. It was pointed out that, even in cases
where the United States contributed the assist-
ance of technicians and made grants-in-aid for
equipment to support their work, the emphasis is
on self-help; and the countries concerned, in ac-
cordance with this principle, are always expected
to put more into the program themselves than they
receive from us. In a more limited sense—its
legal sense—the word “partnership” also occurred
time and again when the employment of United
States capital in business enterprises abroad was
under discussion. With every shade of meaning
between the broadest and the narrowest, the key
word “partnership” kept constantly recurring.

In spite of this agreement on the approach that
should be taken in the promotion of international
development, there was no attempt by any of the
speakers to disguise the fact that in putting the
partnership principle into actual operation there
were many practical difficulties to be overcome.

In opening the Conference, Eric Johnston,
Chairman of the International Development Ad-
visory Board, stressed the fact that its purpose
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was not to enumerate or lament these difficulties
but to draw from the experience of those taking
part ideas that would point the way to positive
methods of dealing with them. It was not intended
that this Conference, the first of a series planned
by the International Development Advisory Board,
should result in the acceptance of any agreed con-
clusions, or the formulation of any specific recom-
mendations, but rather that it should serve as a
forum for the presentation of constructive sugges-
tions and the consideration of them from different
points of view.

The great increases in material production and
in general welfare which could be expected to result
from the use in the developing countries of more
advanced techniques and more capital were taken
for granted. No doubts were raised by any of the
speakers about the possibilities which exist for
enormous gains to be made along these lines. The
basic question to which the Conference addressed
itself was: How can mutually satisfactory ar-
rangements be worked out for the attainment and
the sharing of the potential benefits?

It was recognized that the people of this country
have a very real interest in the improvement of
conditions in other areas. This was seen to arise
not only from good will we feel towards those at
present less well off than ourselves but also from a
recognition of our interdependence with all other
countries of the free world in meeting the challenge
of communism. We wish to see the democratic
social system prove, as quickly as possible, its all-
around superiority. We recognize the part which
the growing economic strength of the free world
can play in deterring not only the spread of Com-
munist ideology but actual aggression.

Various speakers stressed, in addition, the
increasing dependence of the United States on
imported raw materials. These were accepted as
obvious reasons why, quite aside from direct re-
turns in the form of profits, it must be part of our
national policy to help other countries in their
efforts to improve their economic status.

Just back from an extended tour of 29 of the
33 Point Four nations of the world, Stanley An-
drews, Technical Cooperation Administration Ad-
ministrator, said the results of American efforts
thus far in these countries were encouraging in
spite of a “not too rosy” picture from the stand-
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point' of “growing nationalism” and currency
troubles in many countries. In Bolivia, he said,
the Export-Import Bank has facilitated the in-
vestment of 28 million dollars for a highway
which will open up an area “as big as Texas” and
that many opportunities for private investment
exist there. In Peru, he reported, scientists are
successfully battling jungle country for develop-
ment of agricultural land, and in Burma engineers
are now surveying the possibilities for large proj-
ects ranging all the way from paper making (from
bamboo) to mining.

“In all these countries,” Mr. Andrews concluded,
“we are approaching, and must continue to ap-
proach, the people in a spirit of wanting to work
with them and to stick with them. That spirit will
bring great returns for American investment and
be a good thing for the world.”

The technical-assistance program as it is being
carried on in the fields of agriculture, sanitation,
and education met with general approval, but in
regard to the methods it would be best to employ
in pushing forward other phases of the program,
wide differences of opinion were frankly ex-
pressed. These differences related mainly to the
roles which speakers were inclined to assign to
private business, to national governments, and to
international agencies. The fact was squarely
faced that the same basic problems which arise in-
ternally in any one country with regard to the divi-
sion of economic returns between capital and labor
and with regard to government participation in
economic affairs were naturally present in an ag-
gravated form when the capital and enterprise
involved come from abroad into a country whose
background of experience and whose present cir-
cumstances are markedly different from our own.

Speakers from Colombia were able to point out
that their country and a number of others had
enough confidence in the benefits they would get
from free enterprise and from foreign capital to
leave the door to investment wide open. It was
agreed that the situations in these countries could
be looked on as enlightening and encouraging
examples, but no pretense was made that they
were typical.

Cipriano Restrepo-Jaramillo, Colombian Am-
bassador to the United States, said foreign capital
could be invested in his country with the under-
standing that it had the right to make a profit “by
working for and with the country.” He empha-
sized his nation did not want grants. Martin del
Corral, president of the Bank of Bogota, said pri-
vate initiative and management were essential to
the future of his nation.

Mario A. Mera, president of APICUE (the
Uruguayan-American Chamber of Commerce,
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Montevideo), told the Conference that Uruguay
has no income tax and promised “fair and prompt”
payment in the event of nationalization of foreign
holdings.

Antonio Carillo Flores, General Director
Nacional Financiera, of Mexico, said: “Foreign
capital will receive a fair deal when it obeys the
laws of our country.” He stipulated that a condi-
tion of dollar investments in Mexico would require
it to compete with domestic capital. Flores ob-
served that he did not think American capital was
very anxious to go to Mexico unless it received
special treatment.

Recognition was given in the discussions to two
facts of particular significance in their effects on
the international movement of capital: first, that
strong feelings exist in most of the developing
countries favoring the control of economic enter-
prises by their own nationals, the use of their nat-
ural resources for the development of domestic
industries, and the fostering of other industries
capable of supplying goods previously imported
from abroad ; second, that, in these countries, gov-
ernments tend to go further than our own in the
direct operation of economic enterprises (partic-
ularly those concerned with the provision of trans-
portation and power) and in the regulation of busi-
ness activity generally, while doing less to provide
the stable framework of laws and institutions
which would enable private enterprises to function
most effectively.

Some business spokesmen seemed to be co
vinced that the best results would be obtained !
the end if the underdeveloped areas were simp
allowed to discover through experience how muc
they would gain by making conditions attractive
for foreign capital. More of them, however, were
of the opinion that the process could be helpfully
speeded up by the adoption of a firmer position on
the matter by the State Department.

A substantial number felt that the practice of
giving Government loans and grants to foreign
countries lessened their dependence on private
capital and thus encouraged them to maintain a
more uncompromising attitude than it would be
possible for them to take without such aid. On the
other side of the argument, it was pointed out that,
in the postwar period, the needs of certain coun-
tries for resources in excess of what they were
able to produce for themselves or finance in ordi-
nary ways were so pressing that emergency meas-
ures were called for. Note was also made of the
fact that in some of the less developed areas prog-
ress might be found to depend on the availability
of capital for such basic purposes as the building
of roads, and yet no possibility might exist of their



obtaining the necessary funds on a commercial
basis.

The consensus clearly was that, although Gov-
~rnment assistance might still have to be provided

n certain exceptional cases, the largest possible
proportion of the capital moving abroad from now
on should come from private sources.

Against this background analysis of the over-all
problems, it became clear that the flow of capital to
foreign countries in the immediate future would
depend to a large extent on the effectiveness of the
machinery available to mobilize private invest-
ment resources for this purpose and to facilitate
their movement abroad. It was a business repre-
sentative who called attention to the fact that our
direct foreign investments are mainly of two
types: (1) inoil and in other extractive industries;
(2) in plants set up to make products for which
markets had been previously developed through
our export trade. Reference was also made to the
way in which the International Bank for Recon-
struction and Development was able to raise pri-
vate capital by the sale of its bonds in this country
and to make use of the funds thus collected in help-
ing to finance railroads and public works in areas
where a sound business basis for such develop-
ments existed.

Robert L. Garner, Vice President, International
Bank for Reconstruction and Development, em-
phasized that such loans are made to accomplish
“only the minimum” required fo pave the way
for future investments by private capital. He said

power and transportation, the two chief fields in
.Which loans are made, are such huge projects that
usually private enterprise cannot handle them.
In these cases, he said, governmental loans fill the
gap.

Albert J. Redway, Chief, Private Capital Par-
ticipation Division, Export-Import Bank of Wash-
ington, added that the first question always asked
by the Export-Import Bank is: Can the money
be obtained from private sources? If not, then
the Bank steps in. ““The Bank’s function,” he said,
“is completely in your [businessmen’s] interest

to help in situations where you cannot
proceed.”

Further discussion revealed the disturbing fact
that capital needed by developing countries in
other sectors of their economies was much more
difficult to obtain. Lack of information on the
part of United States investors about the oppor-
tunities to put their capital to work in these coun-
tries with advantage to themselves was recognized
to be one of the basic reasons for this. Business-
men on the spot were urged to assist in appraising

and making known the possibilities for profitable
investments in lines other than their own, and
individuals or groups traveling abroad were urged
to make their visits long enough to provide a basis
for similar judgments. Attention was also called
to the large amount of information on tap in the
Department of Commerce, which could be used
to good advantage by prospective investors.

Several speakers urged that as an incentive to
foreign investment United States taxes on the
earnings from them should be reduced or removed.
In this connection L. Laszlo Ecker-Racz, Director
of the Tax Advisory Staff of the U.S. Treasury
Department, said his agency is currently “pushing
ten or twelve tax treaties, some of which have been
in negotiation for years,” which, if consummated,
would create a more favorable tax climate. As for
domestic legislation in this matter, he pointed to
certain tax exemptions which have recently been
made for technicians who go abroad to work. He
also said there is now under consideration by the
Congress legislation designed to extend to corpora-
tions a taxation rule which heretofore has been
applied only to subsidiaries, i. e., earnings abroad
shall not be taxed until they are brought back to the
United States.

Some of those attending the Conference were
optimistic about the likelihood of the problems
being solved by efforts to stimulate individual in-
terest and initiative in these ways. Others argued
that these efforts could not be expected to accom-
plish what is needed without some further develop-
ment of the institutional machinery for handling
international capital movements. Particularly
urgent, in the opinion of many, is the establishment
of an International Finance Corporation of the
type proposed in the report of the International
Development Advisory Board, entitled Partners in
Progress, and subsequently recommended by the
United Nations.

In his summation at the close of the Conference,
Mr. Wheeler stressed the following points:

1. United States capital is moving in substantial
quantities to areas where conditions are favorable.

2. The experience of American firms abroad in
developing competence of local staffs is highly
encouraging.

3. American investors are recognizing the value
of first-hand acquaintance with conditions in lands
where they might invest. Visits should be long
enough and should be taken seriously enough to
provide a firm grasp of relevant facts.

4. Asgrants-in-aid end, a greatly increased flow
of investment capital is needed to provide dollar
purchasing power abroad to avoid a sharp fall in
trade.



5. The imported raw materials need of the
United States is great and increasing, making
more critical the need for investment abroad to
turn the supply of raw materials toward the
domestic industrial machine.

6. Present United States tax policy on business
earnings from abroad affords no real incentive to
foreign investment. Further concessions (exemp-
tions) might represent less public cost than Gov-
ernment loans or grants.



Excerpts From the Principal Speeches

Opening Address by Eric Johnston

Chairman, International Development Advisory
Board

You represent the social force that built
America—the creative power of American free
enterprise that made possible the American
achievement. That force, with its vast resources
of experience, capital, and skill, must now be put
to work to help give economic strength and vitality
to the community of free peoples who share our
belief in the dignity of man.

We know that communism thrives on misery.
But it starves on progress. We must starve it to
death in every corner of the still free world.

Many people seem to regard the Point Four
Program as another “Government give-away,” or
as an adventure in “global do-gooding.” Somehow
the idea has got about that it is an expensive sys-
tem of generous handouts to indigent nations, from
whom we may expect nothing in return but re-
crimination and dislike. But Point Four is none
of these things, I assure you. Indeed, I think it is
inaccurate even to consider it a Government pro-
‘gram, for it is considerably more than merely that.

Point Four, it seems to me, is an idea as big and
as broad as American life itself. It is the idea
that the people of the United States, through their
own democratic institutions, private as well as
public, can help the less advanced nations of the
free world to develop their human and material
resources as we have developed ours.

Point Four, as spelled out by Congress in the
Act for International Development, clearly recog-
nizes the traditional spheres of activity reserved
in our system for public and private initiative.

Government activities under the act have been di- -

rected primarily toward the job of helping under-
developed peoples to increase their production of
food and to improve their levels of education and
public health. These certainly are legitimate func-
tions for Government, in line with our basic con-
ception of the respective spheres of public and
private action.

And, also in line with that conception, Point
Four relies upon the initiative and imagination of
private capital for the enormous task of industrial
and commercial development which must be accom-

plished before the underdeveloped nations can be
said to have achieved a solid base of economic and
social stability. It does this wisely, in my opinion,
because, in the long run, only the continuous flow
of private investment capital into sound and pro-
ductive undertakings in these countries—under-
takings profitable to the country itself as well as
to the investor—can do the job that must be done.

Our purpose at this meeting is to examine the
part of private capital in the performance of that
task. First of all, I suggest that we assume that
we all know about the obstacles to a larger flow of
investment capital to the underdeveloped areas.
I hope that we will concern ourselves this after-
noon and tomorrow with the problem of finding
out how to break these barriers down, or surmount
them, or get around them in one way or another.
Let us start out with the attitude that nothing is
impossible. The situation calls for imagination
and resourcefulness.

Second, I propose the empirical approach. We
are after practical, workable solutions. I believe
we shall find many of them in the experience of
hundreds of investors who have found it possible
and profitable, despite the obstacles, to establish
successful operations in many countries of the free
world.

Third, I would suggest that we regard the United
States Government as a willing partner in the
search for ways and means of facilitating foreign
investment. It is the policy of the Government,
clearly expressed in the Act for International
Development, to encourage private enterprise to
invest in the underdeveloped countries; and I can
assure you that the agencies of Government con-
cerned are eager to provide every measure of
encouragement within their power.

Finally, with respect to our discussions at this
Conference, I hope we will undertake to learn and
understand the point of view of some of the coun-
tries whose development means so much to the
security and prosperity of the free world. From
those countries, at our invitation, have come repre-
sentatives of government and of business to discuss
with you the nature of their own problems and the
opportunities open to American capital.

One can only hazard a guess at the amount of
private capital we might reasonably expect to send
abroad annually. As a possible yardstick, how-
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ever, we might consider the fact that Great Brit-
ain, at the height of her world economic power,
sent as much as 214 percent of her national income
into foreign investment. Two percent of our own
national income today would exceed 5 billion
dollars, but even such an optimist as I would
scarcely hope that the total will reach that figure.
But it would seem to be apparent that American
industry should be able to put a far larger stake
into the industrial development of the less ad-
vanced countries of the world than it is now
investing.

The opportunities are abundant. The profit
potential is good. In many of these countries, such
as India, Pakistan, and Colombia, for example, the
climate for foreign investment is good or steadily
improving as the result of deliberate efforts to
attract development capital from abroad. Even
where the climate is reported to be less favorable,
?merican concerns appear to be operating success-

ully.

I am convinced that we are on the threshold of
an era of industrial statesmanship that will see
American enterprise at work throughout the world
in new patterns of cooperation with the capital of
other nations. Those patterns are already begin-
ning to emerge from the experience of imaginative
and constructive American industrialists who have
found that partnership with the enterprise of other
lands produces not only profits but friends. And
in a politically bipolar world, the friendship and
confidence that grows from working and building
together for mutual benefit and the common good
is more important to us than ever before. It can
be the strongest of the nails that holds the struc-
ture of the free world together.

One of the realities of our time pertains directly
and immediately to the future of American indus-
try itself. It seems to me to remove the whole
question of foreign investment from the realm of
the desirable into the realm of the essential. That
reality is our growing dependence upon foreign
sources for the supply of raw materials essential
to the continued expansion of our own economy.

It now requires something like 214 billion tons
of raw materials to feed the gigantic maw of our
industrial machine, according to the [Paley] Re-
port.! By 1975 it probably will take double that
amount. Technology, conservation, and develop-
ment of new domestic sources will help to keep
pace with this enormous growing appetite, but
they will not be enough. The sober fact is that
we must seek abroad for an ever-increasing pro-
portion of the essential ingredients of our indus-

1 This five-volume report, Resources for Freedom, was

made in 1952 by the President’s Materials Policy Com-
mission, of which William S. Paley is Chairman.
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trial production. Our ability to maintain the level
of our own economy depends on how successfully
we are able to find and develop new sources of raw
materials supply. In other words, gentlemen, thr
chips are down. If there is a question of incen
tive, it can no longer be phrased solely in terms ot
the obligations of world leadership or of moral
responsibility for the less fortunate peoples of
other lands. Our own economic self-interest has
become inextricably bound up with theirs.

Let me try to sum up the situation as I see it:

In the free world there are a billion people just
emerging from centuries of social lethargy. They
are the people of the ancient lands of Asia, Africa,
and the Middle East, whose aspirations for a better
life have produced the cataclysmic social upheavals
which rock those regions of the world today. They
are the people, also, of the young lands of Latin
America, sensitive of their independence and eager
for growth.

These billion people want a greater share of the
fruits of progress and enlightenment in the modern
world, and we have the capacity to help them get
it. They, in turn, have the capacity to help us.
They own the sources of raw materials supply on
which our industrial economy increasingly de-
pends. More than that, they are a vast potential
market for the produce of our industry.

What we do to help them will determine their
ability to help us; how we go about it will deter-
mine their willingness. We must consider their
interests on an equal basis with our own, in a re-
lationship of partnership and mutuality. They
can be our friends ; today they look to us for leader
ship and aid in the enormous tasks confronting
them. If we fail them, they may turn tomorrow
to our enemies.

That brings me to the point I made when I began.
Whether we fail them depends upon the willing-
ness of American private enterprise to turn the
key of economic development and progress for
these lands. If we fail them, we shall have also
failed ourselves.

Progress Report on Point Four

by Stanley Andrews, Administrator,
Technical Cooperation Administration

In many sections of the world where the people
do not have our tradition of mercantilism and capi-
talism, they are hesitant to invest in their own pro-
duction, rather than in trade and barter, the things
they have been accustomed to.

We must help them to overcome that hesitancy.

I feel that private capital should be prepared to



do 90 percent of the job. This will get things
started. Let me offer some examples:

The General Shoe Company of Nashville, Tenn.,
went into Israel with equipment. The Israeli Gov-

snment provided land and buildings and owns 51
percent. The regular monthly wage is $160, but on
a piecework basis some of the 230 employees earn
up to $300 a month. And with just one American
in charge, the employees, many of whom spoke
different languages, came in 6 months’ time to
within 4 percent of the normal United States rate
of shoe production.

The Technical Cooperation Administration has
about 1,350 in 85 countries helping local people in
agriculture, health, education, transport, and other
fields. This work is making real progress.

But there is a growing, aggressive nationalism
sweeping these countries, and there are currency
troubles because the people are trying to go too far
too fast.

We have got to work with the people as partners,
and I think the countries themselves are going to
determine the conditions. With a little patience
and diligence, we can really go to town.

In Bolivia the Export-Import Bank has lent 20
million dollars for a highway that will open up an
area as big as Texas. It has never been developed
before. In Burma an American engineering firm
is working with Burmese to develop manufactur-
ing projects, such as paper from bamboo.

An example of how Point Four agricultural
cxperimentation leads to commercial and indus-

ial activity is the Kenaf project in Cuba. The

Point Four technical missions there are hard-
pressed to keep up with the industrial interest in
the fiber.

Kenaf is being developed as a substitute for jute
fiber which is produced in the Far East.

. At present the chief difficulties in producing
Kenaf are insect and disease threats to the plant
and the high cost of extracting the fiber. Both of
these problems are being solved. A disease-resist-
ant strain has been developed. One company alone
is investing $500,000 in a mechanical process for
extracting the fiber.

In Cuba, particularly, the heartening fact is that
both local and foreign capital is being employed
in cooperation. A pattern of contracting for
the raw material from small farmers is also
developing.

In sum, Point Four will accomplish very little
without the aid of private capital and especially
the employment of local capital in the area being
developed.

Here’s How It Looks to Us

by J. L. Camp, Assistant Director of Foreign Oper-
ations, International Harvester Company

The large corporations and banks which have
been operating foreign branches and affiliates for
many years have become accustomed to the numer-
ous problems that constantly arise in connection
with business in one country or another. Such
problems include shortage of dollar exchange, laws
controlling dividend remittances, social legislation
adversely affecting profits, ultranationalistic meas-
ures designed to discourage foreign investment
and in some cases even expropriation.

Companies like International Harvester en-
deavor to analyze carefully every known factor
before approaching new projects. Even if such
preliminary investigations indicate that the in-
vestment abroad would be attractive, we must al-
ways remember there is a great element of calcu-
lated risk involved.

Far be it from me to say that these obstacles
are not terrifically discouraging, but the point I
would like to make is that the seasoned export exec-
utive, who supervises numerous operations around
the world, does not permit them to obscure his
vision of the over-all possibilities that foreign in-
vestments offer, both in increased sales volume and
attractive profits.

We would certainly welcome a better investment
climate in many countries. We would also wel-
come any accomplishments that might be made by
governments, including our own, toward lifting
the ever-increasing restrictions on world trade and
profitable international operations. The manage-
ment of International Harvester is dedicated to
keeping our company international, as its name
implies.

Like most similar companies, our foreign invest-
ments originated with the shipping abroad of prod-
ucts manufactured in the United States. If goods
manufactured in the United States could be mar-
keted through distributors . . .; such an arrange-
ment has always been considered most desirable.
However, in many countries there have been times
when it was impossible to contract with local firms
having enough capital, organization, and know-
how to get the proper market participation. Con-
fronted with a situation of this kind, it has been
customary to begin studies on whether an affiliate
should be organized for the purpose of marketing
Harvester products. If the management decided
to make the investment, the necessary money has
been made available, together with American ex-
perts in different phases of the business, such as
accounting, sales, service, and spare parts.



The bulk of the organization has been hired in
the foreign country, and this, as you can imagine,
immediately has presented the problem of training
new personnel, most of whom possibly have had
no previous experience whatsoever with our goods,
policies, or procedures.

It might interest you to know that without ex-
ception we have been successful in building or-
ganizations abroad just as loyal, hard working,
and efficient as we have in the United States. The
American know-how is not difficult to teach, and
we have found that within a few years after the
formation of the affiliate, local nationals are able
to take over many of the key positions, permitting
the return to the United States or transfer to other
affiliates of some of the American managerial staff
originally sent to get the business established.

Very often within a few years after the forma-
tion of a marketing affiliate, it is found that there
are numerous reasons for expanding the operation
into local manufacture and/or local purchase.
These factors include embargoes against import-
ing certain types of American products, high cus-
toms duties, shortage of dollar exchange, local
availability of cheap raw material and labor, and,
possibly the most important of all, local demand
for sufficient quantities of particular and spe-
cialized machines to make their manufacture
profitable.

When we build a factory the same procedure is
followed as in setting up a marketing operation.
A few American engineers, cost accountants, and
manufacturing experts build an organization from
scrateh, although most of these Americans even-
tually are replaced by people they have trained.
Today Harvester owns foreign factories in France,
England, Germany, Sweden, Canada, Mexico, Bra-
zil, and Australia and also owns sales affiliates in
19 foreign countries. We feel that these affiliates
have served to raise the standard of living and
improve the economies in each of the countries in
which they operate.

A few years ago we built a small implement
plant at Saltillo, Mexico. This little city of 60,000
people previous to that time had never had any
industry comparable to our factory. The buildings
were designed with all the modern conveniences.
Floors were covered with hard wood blocks for the
comfort of the laborers, and light and air were
given special attention. Lavatories, locker rooms,
and hot showers were of the latest American
design. Now please bear in mind that practically
none of these conveniences was required by law,
but our management feels that we should be at the
head of the parade in these things instead of just
doing no more than is required by local standards.
The happiness and productiveness of the labor at
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Saltillo has adequately compensated the Mexican
affiliate for the extra expense.

The plant produces principally small horse-
drawn tools, which are no longer required bv
farmers in the United States. A steel walkin
plow, however, to a small Mexican farmer is «
great technological improvement over the wooden
contraption which he was using previously. There
is no doubt in our minds but what the standard of
living in Saltillo has improved, that Mexican agri-
culture has benefited, and that the entire economy
of the country is better for our having built Saltillo
works.

Our foreign investment, we believe, also in-
cludes the men we have sent abroad to train farm-
ers in modern agricultural methods and in the
proper use and maintenance of the machinery.
Such men are located not only in the countries
where there are affiliates but also in many of those
where the marketing is done by distributors.

You might be interested to know that all Har-
vester men abroad are instructed to cooperate
closely with the people of the Technical Coopera-
tion Administration, the Mutual Security Agency,
American embassies, and any other individuals
or entities whose mission is to improve the stand-
ard of living and the economies of underde-
veloped nations. In some instances International
Harvester has even gone beyond what would nor-
mally be considered as services directly connected
with the sale of the products we manufacture. For
example, before the Communists took over China
we financed the establishment of four chairs oi
agricultural engineering at the University of
Nanking and sent outstanding American profes-‘
sors there to fill the positions. At the same time
25 scholarships were financed for young Chinese
agricultural engineers to study in the United
States.

A couple of years ago the agricultural specialist
from our Australian company spent several
months in the Philippines, helping the Agriculture
Department lay out and organize a large rice-
growing project. A few months ago we did a
similar job in Indonesia, where the problem was
that of developing new land in Sumatra to which
some of the overcrowded people of Java could be
moved. In the last couple of months one of our
agricultural specialists has been working with the
local government of one of the more underdevel-
oped countries on erosion control and reclamation
of land heretofore impossible to cultivate. We
consider all of these to be foreign investments.

It seems to me that one of the prime objectives
of organizations like the International Develop-
ment Advisory Board, foreign trade groups, for-
eign governments, and those agencies of the U.S.



Government interested in stimulating additional
investment abroad is to carry out an extensive
educational campaign on the true opportunities
which exist for American investors in overseas
developments.

I personally have never believed that the proper
approach is for the American Government to
guarantee private capital against expropriation or
other losses abroad. In the first place, from some
experiments in that direction, it appears doubtful
that such a guarantee would result in much foreign
investment. Secondly, that policy tends to break
down all the work which we are doing in selling
the world on the benefits of competition and free
enterprise.

I do not remember attending a single foreign
business meeting during the past few years at
which the phrase “favorable investment climate”
was not repeated by several of those present.
However, one does wonder whether American Gov-
ernment representatives abroad and those in this
country who deal with foreign missions have done
everything possible to convince the representatives
of governments interested in obtaining private
American money that a favorable investment cli-
mate is of prime importance. Possibly some of
our own Government people are not themselves
sold on the idea. The reason I make this state-
ment is because progress in the desired direction
seems to be much slower than should be expected
if everyone concerned thoroughly understood the
facts.

Latin America Today as a Field for
Investment

by John Abbink, Investment Counselor,
Drumm and Abbink

The President’s Materials Policy Commission
pointed out in June of this year that currently
something over one-third the value of the part of
our gross national product made of metal repre-
sents imported minerals. By 1975, the Commis-
sion experts estimated, the figure would rise to 55
percent, more than half, due to depletion of sub-
soil resources in the United States.

The report poses a serious problem with which
industry and government in this country will have
to deal over the next few years. The expansion of
our economy requires raw materials and especially
minerals in abundance. They can be supplied from
natural sources; or substitutes for them must be
found. Latin America has many of the minerals

our industrial machine requires. The question is:
Does Latin America wish to make them available
on a basis that the people of the United States will
consider equitable? Or will the decision be that
the development of substitutes and synthetics in
our research institutions is more likely to cost less
in the long run?

Latin America has ambitious plans for develop-
ment, but the word “development’” has a different
connotation there than it does in this country. In
Latin America development means not so much the
provision of raw materials for export but complete
local fabrication of the articles people use and wear
and eat that are made of these raw materials. For
instance, availability of imported finished copper
products at many times the price paid per pound
for the partially refined raw metal exported from
Chilean mines makes no appeal to the “Chileno.”

These two aspects of the principal economic
problem in the Western Hemisphere—need for
raw materials in the North and desire for develop-
ment in the South—seem superficially to be easy of
solution. Actually they are not, because they are
more dissimilar than they appear to be.

Extraction of raw materials requires great
amounts of capital for expensive equipment, con-
centrated in large units often established in remote
areas and not easily movable. The proportion of
wages to total value in the resultant product is
usually small and the economic benefit to the host
country hard to demonstrate. Fabrication of
these raw materials, on the other hand, demands
relatively smaller amounts of capital to provide
machinery that can usually be moved, employs
more workers per unit of output, and produces
articles that go directly into the market place, thus
providing tangible evidence of local benefit.

Just as there are essential differences between
the products of extractive and fabricating indus-
tries in Latin America, so are their problems
varied. The chief danger to the raw-materials
producer has always been and still remains that
of expropriation, or its more subtle twin, confisca-
tion, which results from deliberate or short-sighted
regulation and is often the fate of public-utility
enterprises. The announcement by the Peron-
inspired Paz Estenssoro, usurper of the presidency
in Bolivia, that the tin-mining industry is to be
seized by October 1 awakens grim recollections of
the oil controversy in Mexico 15 years ago and
must discourage every friend of Latin America in
this country. It suggests that Bolivia will cut as
little figure in world tin production in the future as
Mexico now does in supplying petroleum, despite
the brash agreement by an Argentine group to
erect a tin smelter in La Paz. Argentina at present
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possesses neither the capital nor the technical skills
to make good on this offer extended, I am sure, to
complicate a settlement of the controversy.

The recent threat by Chile to embargo shipments
of raw copper unless a larger proportion was set
aside for sale by the Chilean Government in “free
world markets,” which is a euphemism for the
world black market that has existed for some years
in this commodity, is another instance of the threat
to raw-materials producers in Latin America.

For several years now my associate and I have
been urging United States interests which have
huge investments in Latin America in operations
of this type to recognize their vulnerability and to
do something positive about it themselves, rather
than to rely negatively on diplomatic intercession,
which has proven ineffective. One such plan is the
use of smelter gasses for the production of ferti-
lizer, badly needed everywhere in Latin America.
Another is the encouragement of local capital to
join in, and eventually to own completely, an enter-
prise to fabricate copper products, not only to sat-
isfy the demands in the producing country but for
export to neighboring countries. Still another is
an offer to make engineers and technicians from
their local operating staffs available at stated
intervals, say once a week, for consultation with
and advice to local entrepreneurs and small busi-
ness establishments which have difficulty in obtain-
ing this type of help. A mechanical engineer or
chemist in an oil company in Venezuela, for in-
stance, could be of great help in solving simple
problems in neighborhood plants too small to be
able to afford the fees consulting engineers must
charge.

Several of these suggestions are now being
implemented. Had they been in effect from the
very inception of these extractive ventures in Latin
Ameriea, political opportunists would have a much
more difficult time in promoting expropriation or
confiscation. Their cost is a fraction of the
amounts investors must spend to protect their
interests once the threat to expropriate becomes
reality. They aid in promoting an atmosphere of
community cooperation and help to dispel subver-
sive charges of completely selfish depletion of local
resources.

Problems of investors in the kind of develop-
ment Latin America wants are of a different nature
entirely. In a report prepared last year by the
National Industrial Conference Board, Inc., for
the President’s Committee for Financing Foreign
Trade and based on replies from interests both
large and small comprising about 55 percent of
total investment in Latin America in this type
of enterprise, the following chief obstacles to
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development financing in the area were cited in
the order of their importance.

1. Export or Import Quotas. Investments in
manufacturing in Latin America by United States
interests usually begin by the assembly of im-
ported components. Their very existence depends
upon a steady flow of these parts from mass pro-
duction lines in the United States, established to
reduce costs. To decide arbitrarily and at an unin-
formed political level that these components must
be produced locally by setting quotas for imports
often raises costs, reduces quality, and inhibits
growth. In some instances import quotas have
forced abandonment of the enterprise.

2. Limitation on Remittances of Profits. The
theory is widely held in Latin American political
circles that limiting the transfer of profits will
induce diversification of investment into unre-
lated fields. This notion disregards entirely the
circumstance of stockholder responsibility, with
which corporate executives in the United States
are faced, and results not in added investment but
in sterile bank balances that contribute to infla-
tion and promote unorthodox financial trans-
actions.

3. Burden of Social Security Legislation. The
desire for old age security is universal, but in some
parts of Latin America it has become an obsession.
One company representing United States invest-
ment in Latin America estimates the burden oi
social legislation to be 38 percent on wages and 12
percent of salary payments, a major item of oper-
ating costs. It should be added, however, that
this burden falls equally upon enterprises locally
capitalized, though companies may not always be
as meticulous in conforming with established reg-
ulations as are those representing overseas invest-
ment.

4. Control of Capital Movements. This obstacle
is usually an extension of the theory on limitation
of remittance of earnings, and it serves to repel
rather than to attract investment. It is justifiable
for the control of speculative funds but discourages
legitimate business transactions.

b. Multiple Exchange Rates. This is a device
in the political control of finance that has been
tried in many countries and has always created
more problems than it solved. Hitler’s Germany
is its most conspicuous modern example, and
several Latin American countries have been ex-
perimenting with it. Unhappily, the Brazilian
Congress is now debating a measure that would
not only create multiple rates of exchange but
also provide unwise measures for the transfer of
capital and rigidly limit remittances of profits.
If the bill passes, it will prove a severe hindrance
to Brazilian development.




6. Lack of Trained Native Personnel. Emo-
tional nationalism in Latin America is chiefly re-
sponsible for this obstacle, which assumes that
an inadequately prepared artisan or technician
can improvise his way into complicated industrial
processes. It arises from the higher rates of com-
pensation commanded by more competent and
more experienced employees from overseas and
results in rigid immigration regulations.

1. Lack of Transportation Facilities.

8. Inadequate Power Supply.

I group these two obstacles because they both
result from the fact that, until recently, all trans-
portation and power-producing equipment in Latin
America was imported. There were no local
sources of supply for rails, locomotives and cars,
trucks, or generating and distribution equipment.
Some progress has been made to overcome this
deficiency during the past few years in several
Latin American countries, though the facilities
established are not yet adequate.

It is particularly noteworthy that inadequate
transportation and power facilities combined—
problems to the solution of which most of our
public funds and technical assistance are now
being devoted in Latin America—are represented
in this report as being less of an obstacle than
either the quota question or the limitation on the
remittance of profits. Note also that the six most
important obstacles cited arise not specifically
from meager financial resources but, directly or
indirectly, from ill-advised social and political con-

siderations. The fear of expropriation or confisca-
.tion does not appear to be a decisive factor in the
type of investment Latin America has indicated
she wants.

Reflecting on the situation with regard to invest-
ments in Latin America, as expressed in these
obstacles cited by investors themselves, tends in-
evitably to the conclusion that our approach to the
solution of economic problems of the hemisphere
needs more forthright leadership than it recently
has had. Individual investors are helpless in op-
posing misguided political trends. Even as a
group they need the sympathetic and thoroughly
understanding assistance of all the force official-
dom can muster in overcoming the important,
rather than the relatively unimportant, roadblocks
to economic development. In no area of our top-
level foreign policy planning has sterility of
thought been so manifest as it has in our hemi-
sphere approach. Observers both in Latin Amer-
ica and in this country have commented on the
change in the official attitude of the United States
that has taken place since the war, lending sub-

stance to the impression in Latin America that
we are friends only when we need friendship. So-
lution of political and economic problems in other
parts of the world will prove an empty triumph
indeed if it comes at the expense of disorganization
in the Western Hemisphere.

I suggest that the oceasion for a more forthright
approach to the solution of hemisphere economic
problems might be the meeting next year of the
tenth inter-American conference, which is spon-
sored by the Organization of American States and
which is scheduled to convene in Caracas late in
1953. Effective leadership by the United States
in this conference, if adequate preliminary prep-
arations were made, could go far toward redress-
ing a situation which seems to be getting out of
hand.

The idea of tax abatement on corporate invest-
ment overseas is not completely new. Britain
has employed it for years as a stimulant to private
foreign investment, as have other European coun-
tries. As concrete evidence of the desire on the
part of the United States for development in Latin
America, I suggest, moreover, that our delegates
to this conference be authorized, after consulta-
tion with the appropriate congressional commit-
tees, to offer complete abatement of taxes on
United States corporate investments in Latin
America under certain circumstances. In return
for this tax concession we must negotiate, country
by country, and could obtain from most of them, I
feel sure, procedures which might not entirely
eliminate the evil of expropriation but would as-
sure more equitable treatment than our investors
now receive over the whole range of obstacles to
investment in Latin America that arise from polit-
ical considerations.

Abatement of taxes in the United States on in-
come derived from corporate Latin American in-
vestments would stimulate private enterprise in
the development of the hemisphere and be conerete
evidence of the sincerity of official pronouncements
on the issue of private versus public financing.
Only industry itself in the United States can ful-
fill the desires of Latin America for industrial
development ; no government of which I know has
any competence in this field. In spite of my ad-
miration for the Point Four Program as a states-
manlike concept, I submit that it will fall far short
unless private industrial enterprise is invited to
take its proper place. Inability to provide the
kind of assistance overseas countries want most,
help for industrialization, illustrates the essential
weakness of the present Point Four organization.
In spite of the congressional mandate in the Point
Four legislation, that the assistance of private en-
terprise must be sought and encouraged, little has
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been done to satisfy the overseas desire for indus-
trialization beyond the perfunctory establishment
of an industry division.

A whole year may be too long to wait in demon-
strating to Latin America that we have a sym-
pathetic interest in her desire for industrializa-
tion. In the interim, I suggest we take advantage
of an asset that is available to us now. In every
country in Latin America there is a group of men
representing’ United States business interests.
Many of them have spent their entire business
careers in the area. Often they know local con-
ditions better than our diplomatic representatives
do, because they are not transferred so frequently.
Moreover, they have been thoroughly trained in
the techniques of business in the United States
and are able instinctively to analyze business op-
portunities and pitfalls which sometimes escape
a political officer.

Organization of a small committee of such men
in each Latin American country, to which local
requests for industrial help could be referred for
recommendations, would provide help beyond any-
thing that has been available thus far in technical
cooperation. Their decisions need not be final, but
their assistance could be invaluable if only to in-
sure that proposals are made in terms that permit
intelligent and definitive analysis.

Preliminary discussion and advice from local
groups of engineers and administrators trained in
the United States would eliminate much of the
frustration and disappointment that is the experi-
ence now of Latin Americans interested in indus-
trial development. Once a project had passed this
local sereening it is probable that members of such
committees could suggest investors, individual or
corporate, who could provide industrial technical
assistance on a royalty or partnership basis.
Advisory committees, made up of United States
industrialists resident in each country under the
chairmanship of the Technical Assistance repre-
sentative, if he is capable, would help to fill a serious
gap that now exists in the Point Four Program.

If this presentation of Latin America as a field
for investment seems weighted on the side of
pessimism, I assure you that is not my intent. The
opportunities are there, in spite of obstacles that
have been permitted to grow until they obscure
constructive circumstances. The United States
needs Latin America as an ally, as a supplier, and
as a market just as badly as Latin America needs
help for development. Faced with this premise,
men of determination and good will on both sides
of the Rio Grande will find a way of mutually
advantageous cooperation, unless they are delib-
erately held in check.
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0Oil Exploration and Development

by J. T. Duce, Vice President, Arabian-American
0il Company

We are discussing today Point Four. The con-
cept is not new; it was simply given greater force
and clarity by President Truman in his inaugural
address some 4 years ago. But it is an old concept
of which there are many examples about the world.
It is peculiarly American in that it shows our faith
in the American system—faith in the ability of
man, given the opportunity to improve himself,
to conquer his environment and to make the world
better for having passed through it.

Let us go back some 35 years ago. The great
war those days had made plain one thing—that
national defense of the future was tied closely to
the new engines powered by oil and its products.
The planes and the tanks, the trucks and the cars
were to furnish the motive power of war and, by
relieving man of some of the limitations of time
and space, were to change the world. The oil com-
panies were urged to search to the ends of the earth
for oil for tomorrow.

It seemed to me a patriotic endeavor and it had
other rewards than the purely financial ones, for
when one found oil in foreign countries it was
often where the people were desperately poor.

With the advent of the American oil men, new
towns arose, sanitary methods were introduced,
wages were raised, and life expectancy rose.
However, the search was not easy.

I well remember Barranca Bermeja in the Mag-
dalena River Valley, amid its swamps and jungles.
Ofthe people who lived there, all had malaria and
hookworm. Wages were 50 cents per day. Life
expectancy was only 33 years. Many of my Amer-
ican friends did not believe that a large producing
and refining operation could be carried on in such
a place. A great oil executive told me no man
could build pipelines through those swamps. But
the geologists found a great anticline—the job of
finding oil was done; the swamps were oiled, and
the malarial mosquito vanquished. Men were
cured of their hookworm ; wages were raised, and
men trained in the modern mechanical skills.
Homes and hospitals were built, and the pesthole
became the healthiest town in the lower Magdalena
Valley, while the oil came down the Andean pipe-
line to the sea and into the trade of the world.

I have seen many similar things happen about
the globe—in the swamps of Venezuela, in the
deserts of Peru, in the Near East, and in the jun-
gles of Sumatra.

In 1933 on the desolate and sun-swept coast of
Al Hasa, some four Americans landed. The coast
had a reputation for fierce inhospitality, coupled



with a ruthless climate. Its diseases were hunger
and malaria.

It is now some 20 years later, and the basic wage
‘n Al Hasa has multiplied 10 times, hospitals have
»een constructed, 20 thousand people find employ-
ment, new and sanitary towns have sprung up,
railroads and ports have been built, the burdens
of Government financing have been eased, and this
year the Government of the desert Kingdom of
Saudi Arabia relieved the pilgrims to Mecca of
the dues which they have paid from time immemo-
rial. Further, thousands of men have been in-
structed in all sorts of trades and arts and have
taken those skills into the remote parts of King
Ibn Saud’s desert kingdom. And the process has
just begun.

What has this cost the United States Govern-
ment? It was alleged by some imaginative gentle-
man that the United States Government had spent
100 million dollars in Saudi Arabia. This, of
course, included loans which have since been re-
paid and advances by the British Government.
But let us suppose, by stretching our imaginations,
we could conclude this figure was right. The
United States Government has already received
more than this in taxes. So this is Point Four
without benefit of aid from that much overbur-
dened person, the United States taxpayer.

Npportunities and Problems

y S. Amjad Ali, President, United Nations Eco-
‘gomic and Soctal Council, and Managing Director,
akistan Development Board

It would be no exaggeration to say that peace
and war, recession and full employment, human
rights and dignity are interrelated with the devel-
opment of underdeveloped countries.

Most of the countries in Southeast Agia were
until recently under foreign domination. Euro-
pean rulers tried to develop these countries during
their sovereignty. Inmitially this development, by
and large, was to provide raw material for manu-
facturers in their own countries. Ports and com-
munication systems were established to facilitate
the export of their materials and the import of
consumer goods. In the beginning of the century
some consumer goods industries were established
by private enterprise of the ruling countries. A
number of textile mills, cigarette factories, oil
mills, and the like came into existence. On the
agricultural side impetus was given to increase the
production of raw materials, some of which were
required by the ruling countries—rubber in Ma-
laya; tea in India, Pakistan, and Ceylon ; cinchona

in Indonesia. It would be unfair not to acknowl-
edge the fact that countries like mine did benefit
from such development.

After World War I the flow of private capital
to the countries of southeast Asia was not of the
same volume as in the prewar period. After World
War II the flow of private capital from Europe
dropped down to a trickle. As regards American
private capital, the volume, compared to that of
European private capital, has been smaller still,
This, of course, does not include investment in oil,
which is certainly not an investment for purely
commercial purposes.

Most of the countries of Southeast Asia have
attempted, on a cooperative basis, to initiate a
development plan. This plan has now taken the
name of the Colombo Plan. The countries of Asia
which are participating in the Plan now include
Ceylon, Cambodia, India, Pakistan, Nepal, Viet-
nam, and the United Kingdom territories of Ma-
laya, Singapore, Sarawak, and British Borneo.
Non-Asian participants are Australia, Canada,
New Zealand, the United Kingdom, and the United
States.

Development programs have been prepared by
Ceylon, India, Pakistan, and the United Kingdom
territories. These countries have about one-third
of the entire population of Asia and about one-half
the Asian population outside of the Chinese main-
land. The programs were first submitted in late
1950 and have since been considerably revised and
are still in the process of revision. The original
estimates of the total cost of the development pro-
grams in the public sector for Ceylon, India, and
Pakistan and for Malaya and British Borneo was
5.2 billion dollars over a 6-year period. Of the
combined total cost, about one-third was for agri-
culture, another third for transport and communi-
cation, 6 percent for fuel and power, 10 percent
for mining and industry, and 18 percent for social
services. It has been quite apparent that the Co-
lombo Plan is a very modest effort to achieve eco-
nomic development for the areas participating in
the Plan. It has also been agreed that the under-
developed countries in this Plan cannot find the
finances from their own resources even to complete
this modest Plan. This is more true today than
it was a year ago, when prices of commodities were
high and the foreign-exchange earnings and reve-
nues of these countries were higher than what they
were before the advent of the Korean war. Since
October last year the fall in prices of raw materials
has considerably reduced the foreign-exchange
earnings of these countries and has also affected
the revenue incomes. Consequently, these coun-
tries do not have the same amounts, either in for-
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eign exchange or in internal currencies, which
they had last year for development purposes.

I would not attempt to narrate the opportunities
which are available in the countries of Southeast
Asia for foreign investment. The Colombo Plan
reports give in detail the targets set by each coun-
try. The industries include manufacture of tex-
tiles, chemicals, cement, paper, cardboard, leather,
jute, mining, fisheries, steel, and nonferrous
metals.

Indonesia has first to reconstruct its damaged
industries and then utilize its great natural re-
sources. This country offers many opportunities
to develop a number of industries . . .

Opportunities in the Middle East for investment
are vast and diverse. The development of oil
needs no amplification. I would, however, men-
tion that the Middle East exported 18.8 percent
of the world’s crude petroleum in 1950, excluding
Russia, but its people are still living at a very low
standard. The average per capita income for the
population of some hundreds of millions is around
$90, as compared with the world average of about
$230. I would also like to mention that there is
a vast scope for utilization of byproducts of the
petroleum industry which may be engaging the
attention of the oil companies working in these
areas, but so far very little has emerged in a tangi-
ble shape.

Egypt has developed its agriculture to a remark-
able degree. The yield of cotton in this country
is, I believe, one of the highest in the world. Along
with its agriculture it has also developed certain
industries such as textiles, cement, chemicals, food
processing, and cigarettes. Egypt, apart from its
resources of oil, also has certain minerals such
as phosphate rock, low-grade manganese ore, and
iron ore. The exploitation of these wait the avail-
ability of finance and know-how. Egypt is a very
large importer of fertilizers, and although it has a
phosphate factory, still it has to import an equiva-
lent quantity of about 50,000 tons a year for its
farmers. Sugar production in the country is
about 200,000 tons a year, and still Egypt imports
from abroad. Apart from possibilities of fer-
tilizer ; iron, copper, sugar industries, canned food
and fishing industries are also available for in-
vestment.

Syria also offers opportunities of further de-
velopment in canning, tanning leather, and cold-
storage industries. The right type of grass is
available for paper mills, and the Government is
anxious to develop this industry.

Iraq is engaged in flood control to extend the
area of cultivation. It has also other schemes to
utilize its waters for the purposes of hydroelectric
power and irrigation. Fertilizer, cement, sul-

16

fur, and carbon black are industries which re-
quire development; the raw materials are avail-
able. Certain consumer-goods industries, such as
soap and glass, are badly needed. There are de
posits of copper, iron, zine, chrome, and salt, bul
it requires further investigation to ascertain the
quantity and quality before they can be commer-
cially exploited. Saudi Arabia’s oil is a proven
source of wealth, but its mineral wealth is still
untapped and offers great opportunities to private
enterprise.

Iran is associated largely with oil wells and car-
pets, but there are possibilities in this country
which have remained unexplored up to the present
time. The Government of Iran had engaged a
well-known firm of American consultants who have
produced voluminous reports on the possibilities
and potentialities of industrial development. Tex-
tiles, cement, sugar, chemicals, iron and steel, and
minerals are all there to be developed.

Afghanistan is building new highways, a dam
for irrigation, and generating hydroelectric power.
Its mineral wealth needs exploration and exploita-
tion.

By far the most important aspect of develop-
ment in Asia and the Middle East is the develop-
ment of agriculture. There is more scope in this
field, and improvement would show quicker results
than in any other field. Most of the progressive
countries of Europe went over from bullock to
horse and from horse to tractor. We are still in
the bullock stage of agriculture. I have advocatec
on a number of occasions that a detailed study i
required to ascertain in what spheres of agricul-.
ture a change can be made so as to reach the
ultimate goal of the tractor. In my country the
tractors now being used are all imported, including
every spare part and implement. Apart from other
things, and even if the other problems related to
the change over could be solved, such as employ-
ment of labor released on account of mechanized
agriculture, larger holdings, and so forth, the
question of finding foreign exchange to import all
components of agricultural machinery is not easy.
Private enterprise could take an initiative in this
respect.

The general belief of manufacturers of the West
is that they have produced agricultural machinery
after years of research and study which should
be suitable to conditions anywhere in the world.
I do not agree with this point of view, for I believe
that modifications are very necessary to suit dif-
ferent conditions. Mechanized farming in all its
operations is economic in the United States or
Canada, but the question is: Up to what point
would it be economic in Asia with cheap labor, little
know-how, high cost of repairs and replacements,



inadequate foreign exchange, high cost of oil, and
small holdings? It is therefore necessary to study
up to what point initially the introduction of
mechanized farming would be economic and, also,
what particular types of tractors and implements
would be suitable for the areas concerned. Pri-
vate enterprise could study the problems of mech-
anized farming related to the conditions in the East
and with their vast experience and up-to-date
know-how evolve equipment which would be eco-
nomically suited to those conditions.

Most of the areas in the East have natural re-
sources for the manufacture of fertilizers. There
is a great need of fertilizers, and here again pri-
vate enterprise can successfully operate in manu-
facturing fertilizer and thereby help the increase
in the yields of agricultural produce.

The evolution of machinery in industrial coun-
tries has been to a very great extent directed to-
wards two factors: firstly, to reduce the cost of
labor and, secondly, to increase output. It is, of
course, obvious that to produce cheap cloth a big
textile mill is necessary, and we, in Pakistan, have
trebled our spindles within 5 years. The employ-
ment of labor, however, is not correspondingly
high. The industries which are developed do not
and would not employ all the surplus labor availa-
ble; therefore, whereas industrialization will pro-
vide goods for the people, such as textiles, it is
necessary, indeed imperative, that the surplus
available labor must be put to work.

This, to my mind, can only be done economically
if small and simple units of machinery are installed
in villages throughout the East. Compared to
highly developed units they may not sound eco-
nomical, but when the factor of labor costs and
low capital outlay is considered it may become
economical, because the peoples in villages would
be working these machines in their spare time,
and, furthermore, no housing, and so forth, would
be required for them.

I once again repeat that the most important
problem in the densely populated East is the use
of its peoples for productive purposes. In a free
society this is the most difficult thing to achieve.
But it has to be achieved if this free society is to
live and continue. This should not be viewed with
any apprehension by manufacturers in other parts
of the world. This utilization of labor is not to
compete in the free markets of the world but to
increase productivity in the country and achieve
some sort of living standard for its peoples.

In 1949 the Government of Pakistan established
an Industrial Finance Corporation to provide loans
to existing industries for their expansion. This
corporation was also financed by Government, with
9 million dollars as capital. The board of this
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corporation is manned by businessmen and bank-
ers. Late last year the Government created the
Pakistan Industrial Development Corporation.
This corporation was brought into being to pro-
mote industrial development. The Industrial Fi-
nance Corporation was only limited to financing
existing industries or their expansion, and the
finance was provided in the shape of loans. The
Industrial Development Corporation was to par-
ticipate with private enterprise in equity capital.
The Government, realizing the slow pace of in-
dustrial development and in certain industries
seeing little progress, felt the necessity of creating
this corporation so as to promote such industries
and also provide incentive to private enterprise.
For instance, East Pakistan has very large forests
of bamboo, which were examined by two firms
of consultants from Sweden and Canada and
proved ideal for the manufacture of paper. No
private concern was prepared to undertake the
establishment of a paper mill, and so Government
decided to embark on this venture. This paper
mill is now being built. The company is being
managed by the Pakistan Development Corpora-
tion, and the shareholding so far is entirely Gov-
ernment. It is, however, hoped that some of the
shares will be taken up by the public as soon as
the paper mill starts to function, which is expected
to be early next year.

Pakistan grows 75 percent of the jute of the
world. It did not have a single spindle to convert
this jute into either burlap or jute bags. The
high prices of jute manufacture were of great
alarm and concern to my Government. This level
of high prices was encouraging the use of substi-
tutes, and therefore the Pakistan Government con-
sidered it imperative to protect its jute growers
by establishing a jute industry in the country.
Ten millions are engaged in the cultivation of jute,
and therefore it was highly desirable that this sole
means of livelihood of so many millions of its in-
habitants should be safeguarded. There was very
little response from private investors, except one
family which came forward to put up a jute mill.
Since the creation of the corporation a number
of private firms have entered into agreement with
the corporation to start jute mills. One private
concern has subscribed 50 percent of 20 million
dollars’ total capital. The corporation had under-
written 50 percent out of which 25 percent has
been invested by the public. The management of
this concern is in the hands of the private firm
who has subscribed 50 percent of the capital. Sim-
ilar arrangements have been entered into with
other private concerns who are managing the jute
mills, although as much as 50 percent, in some
cases, is the shareholding of the corporation, which
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is Government money. This is not restricted only
to the jute industry ; the corporation also provided
similar finances in case of cement and chemical
industries.

Wherever private enterprise is willing to start
an industry but cannot do so with its own or pri-
vate investment resources, the corporation comes
forward to subscribe part of the capital. The
policy of the Government and of the corporation
is to liquidate its holdings in the companies where
it has participated as soon as private investment
is available. The money so recovered would go to
finance other industrial enterprises. So far the
commitments of the corporation are to the magni-
tude of 75 million dollars. This figure does not
include plans but projects which are materializing
and for which the machinery has been ordered.

The Pakistan Development Corporation is also
negotiating with foreign companies to establish
ship repair, machine tool, and pharmaceutical in-
dustries. Generally the arrangements are that the
foreign concern finds the machinery which is their
part of the shareholding in the company, and the
corporation finds the local expenditure which con-
stitutes their part of the shareholding. The man-
agement is left in the hands of the foreign concern,
but the corporation has representation on the
Board of Directors, reflecting the percentage of
its holding in the company. I could also cite a few
examples where private interests have gone into
partnership with foreign concerns without the
help of the Government or the corporation. My
own family has participated with the well-known
firm of Lever Brothers in the manufacture of soap
and edible oils. The management is with Lever
Brothers, and we have representation on the Board
of Directors.

It will, therefore, be observed that Pakistan has
demonstrated in actual practice the desire to en-
courage foreign private investment. This is not
only confined to Pakistan. Ceylon and India have
similar concerns where foreign and indigenous
capital has gone into partnership and established
industries.

Put in simple words, what the countries in the
East require is industrialization and investment
of foreign capital but with the paramount, over-
riding consideration that the best interests of the
country should come first, not those of the foreign
investors. This does not mean that foreign invest-
ment should be philanthropic or should not derive
legitimate profits. Most of the countries in the
East would like participation of indigenous capital
with foreign investment. They would guarantee
the remittance of dividends. They would also as-
sure the remittance of capital if the investment
is purchased by local interests, this depending on
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the economic conditions of the country at that time.
Perhaps it would be difficult for a country to allow
export of the equivalent of the foreign capital
invested in one year, but the country could cer-
tainly be in a position to permit the remittance if
spread over a period of years.

In regard to nationalization, most of the coun-
tries in the East have defined the fields of state
and private enterprise. Utility services, such as
railways, telegraph, telephone and radio, are in
most countries state-owned enterprises. Hydro-
electric installations, again, in most countries are
in the hands of private capital; in others state-
owned. The defense and armament-producing
factories are mostly state-owned. A vast field of
industries other than I have mentioned are left to
private enterprise. The apprehension of nation-
alization is therefore greatly minimized in view of
the spheres having been divided among state-
owned and private enterprise. In certain coun-
trieg, like my own, where private capital is not
available the state has taken the initiative to set
up industries with Government capital, but the
policy is to reduce the holding of the Government
when private capital is available and to completely
hand over to private enterprise when private capi-
tal is in a position to take over the industry.

Almost all the countries in the Middle East and
the Far East have given their attention to the im-
provement of the living conditions of their peoples.
It is more true in the case of the countries like mine
who have enjoyed independence since 1947. The
peoples of these countries rightly expect freedom
from want and hunger, along with the freedom
which has come to them politically. The govern-
ments of these countries, since their independence,
have striven in this direction. National planning
and efforts to mobilize indigenous capital have
been their first consideration. They have simul-
taneously tried to stimulate international organi-
zations like the United Nations, the International
Bank, and the International Monetary Fund fto
help them in their efforts of economic development.
They have also approached the developed countries
bilaterally to extend their facilities of know-how
and finance, to accelerate the pace of development.
The Colombo Plan is the result of such a corporate
effort on the part of the members of the Common-
wealth and the United States.

I would like to emphasize that most govern-
ments, in spite of the limited resources at their
disposal, are doing all they can to ameliorate the
living conditions of their masses. They are fully
alive to the fact that it is the responsibility of the
country to make every effort it is capable of and
not look to outside help for this development. But



it is a task beyond their resources. With no for-
eign investment the peoples of Asia will be poorer
than they are today. Believe me when I tell you
that they are very poor. When a child in winter
cannot leave the family bed until the sun is out
and can provide warmth for its naked body, pov-
erty has reached its lowest ebb.

It is, therefore, apparent that if the peoples of
the underdeveloped countries are to have enough
to eat and some clothing and better housing,
greater efforts will have to be made in accelerating
economic development.

Appreciating these facts, the majority of the
members of the United Nations came to the con-
clusion that the efforts of the International Bank
to finance development should be supplemented by
other finance-providing institutions.- After years
of study and discussion, two proposals have
emerged which I would like to mention. The first
is to provide international machinery to encourage
private investment in underdeveloped countries.
This proposal has taken the shape of the Interpa-
tional Finance Corporation. The second proposal,
which is still in its embryonic form, is the Inter-
national Fund. It was felt by the majority of the
members of the United Nations that an Interna-
tional Fund is required for the purpose of provid-
ing grants-in-aid and low-interest, long-term loans
to underdeveloped countries in order to help them
to accelerate their economic development and to

finance non-self-liquidating projects which are
basic to their economic development. The Eco-
nomic and Social Council appointed in June this
year a committee of nine to draw blueprints of this
International Fund and submit it next year to the
Couneil.

The International Finance Corporation was
originally advocated by the International Develop-
ment Advisory Board in the report, Pariners in
Progress. It was adopted by the United Nations,
and the International Bank for Reconstruction
and Development was asked to formulate a detailed
proposal and submit it for the consideration of the
Economic and Social Council. The Bank submit-
ted the proposal in the shape of a document which
was examined by the Council in June of this year.
The Council has requested the Bank to prepare a
blueprint, consult its member governments and
other interests who are concerned with the flow of
private capital to underdeveloped countries, and
report to the Economic and Social Council the
progress which it has made in this direction.

The establishment of this Corporation should
provide opportunities to private investors who are
now hesitant to move to far-away countries. The
international character of this Corporation should
be an added safeguard to private investors, and
I hope that the investment community in this coun-
try will lend its support for the early establishment
of the International Finance Corporation.
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Cutline of Ny, Jsrner's Lecture at Oraduats Sghool of Banking,
Aserican Bankers Assccistion, Putgers University (Jume 23, 1952)
1. et the Bank s
(Refer to bocklet)
2, The Bank's Bix-Year Record
s) Carrying cut our main purposes ‘
Reconstraction =- the first jed )
(Rarly reconstruction loans wers bloed transfusion te Mureps at criticsl |
time, HRurope ales needsd emergency Marshall ald of different type than
Jank was created to fummish,)
Developmant «-~ the job of the present and future

(Xconomic development major factor im world today. Teo industrialised natiens
1% neans wvay of emsuring necessary wav materianls, markets: te undeveloped
areas it means rising preoduction, living standards, possidly entire
economic future, To free world 1% means sdded strength, stadility, growth,
Bank concentrating on assisting develorment through lending and $Sechnical
aid %0 vorrowers,)

®) Facts of Bank's lending te date

Anounts, geagraphicsl spread, oategories of lonns

(¥e have made loans totaling about #1,350 millism ~~ for projects in
more than half cur memder countries, located on six comtinents, A rough
broskdown of amounts of cur loans for warious droad purposest
Indust ry———— about $560 millionp dulk fer Muropean reconstrution
Fleatric povwerewee about $350 million
Transport & Communications- adout §$310 millien
Agriculture & forestrywe—— about §170 million

¢) Haking develomment pay for iteelf '
(¥e apply strict danking standards, do not sake grants or fussy loans.
Ve make only loans which will produce definite results, vhich borrover

can repay Shrough own efforts, Yo help a countyy pay its ovn way in
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develomment, get its economy on self-sustaining basie., This kind of
operation uilds self-reliance, confidence in internatienal credis,
respect for intemational comsitnentn -~- matters of growing importance
taday.)
3. ¥How Ve Hake & Lomn

a) Preliminary requirements of Bank'e Charter
(Bread conditions which must bs me$ before Bank will serieusly censider
any loani leoan must be for productive purposs; berrower unable %o obtain
loan priwetely on reasonadle terms; reanonable prospects of repaymentt
if Yorrower i» a private enterprise, Covermment guarantes necessary.)

®) Examination of econemy of borrewing country
(Serious tnvestigation of s lasn bagins here. Ve generally send mistiom
to country to examine such matters ac: Can country's economy service
the additional foreign dedt! Are ite economic and financial pelicies
furthering develemment? 'hat is gountyy's dedt recerd and attitudes?
Is the proposed lon for a top priority preject, or should ethers come
firss?) ¢

Bank's advice may dear results at this staget Examplest

(Peru =~ we showed Govermment that Detter Dort mansgement vas as imporSant
as fore=14ft twrucke; Tugoslavia -~ develomment program scaled down $o
manageabdle proportioms.)

c) Examimation of propesed projects
(Ve make = detailed study of teshnical and finanoial aspects of emch
project, Usually send nission, composed of staff nembere and special
consultants, %0 investigate following: socundness of engimeering plang =
for example, avalladlity of underground water rescurces in Chile,
heighta of pewer dems, e%o.; existence of adequate markets for nroducts
sources of lecal capital %o cover local cents; avalladility of skilled
labor and manazement m'moml eapnoitr of borrover to comnlete project



eofficlently.)
d4) Some of our working metheds
Vorking verties
(Composed of loan efficers, economiste, layyers, financial offigers,
Follow n loan threugh all stagen of 4ts diecussion.
The Htaff Lean Comnittee
(A clearing house for poliay consideration of all lsans. I mot s its
chairyman, Receives Bank mission reperts, Since no single person or
group osn know all ansvers, losn propesals thrashed ocut and shot at in
Staff Loan ComniStee. Final ryecommendations presented to presidemt,)
Hegotiation and approwal of lean
(When president is ready to recommend loan, contracts are negotiated with
representatives of Borrewers. Prosident presents recemmendstion %o
EKxegutive Directors for final appreval,)
Objective approach
("hroughout, ank Sries to consider all aspects of loen from objestive,
scononio viewpoin$, Bank staff of 400 drawn from some 0 natioms, b
officers do not lock st a loan from o nutiomal point of wievi they talk
commen btusiness langucge. Diyectors have almo found common snonomie
ground, remarikably fres fyvom politionl overtones. Ho manugement proposal
has bean rejected %y Directers. Ye have not had to Sake formal rollecall
votes,)
b, Testing a Country's "Creditworthiness"
a) Future trade prespeats
fA country must repay sny Fank loan through trade chennels, e mue$ ned
only appraise how much i¢s praductien will incresse, dut alse shether
this increase will be transferadle == {.,0, hov much foreign exchange a
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country may de expected to have availadle for servicing foreign dedld.
Furthemeore, ws have to desl in long-term Srenias, sstimate situations

s of ten or twenty years frem now. Dollar earainge of meny undeveloped
sreas nov at record highsi will they ceantimue and at vhat rates? Ve
base our sstimates on avallable faets, flexidility of a country's btalance
of payments, resilience of its economy in crises, Put these matters
primarily involve major elements of judgment, risks, ranges of
prodabilitiss,

%) Mature trade patterns

(e must also estimate the future directions of a country's trade — a
main factor in determmining the kind of currency we can lend. If the
greater part of a country's exports would normally go to Purope, ve would
prefor %o make the lcan partly or eatirely in Ruropean currencies, Ve
slso gconsider the future market ploture for a country's products, e
can assusne, for example, that national income in the U,E,, vhich has
doudled in the last 0 years, will coatimune to grev, snd thas U.8,
demand for key imports would normally contimme high,

o) Seme intangitle factors

(Alon: with sconomic appraissl, peychological fuctors important., Riek

of war and internal upheaval obvicusly must dDe weighed. Put Sank has

sade loans to member countries mther close te shadow ¢f war ~ Finland,
Thatiand — principally decauss of attitudes towards sacredness of
obligations. VWo smet consider vhethor a sountry belisves foreign credit
preocious snough %o fmvose great sacrifices 4n tims of stress, Ye dase

an eptimistic estimnts on such faotors as dedt recerd and general treatsent

of inyestors,

Seurces of Tank's Lending Funde
a) Capilal structure
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(2% ond 18% «- lending funds availadle from thess sources have smounted %o
a 1ittle over 775 milldon. 80% is dacking for our bonds == in addition %o
gemeral nusote and lsan portfelie, U.B, porticn of 807 sabseriptions
slane amounts %o $23 dillten.)

%) Direct borrewing
(Ve have sold fssuse tetaling $4:50 milliem in V,B.; equivalent of adbout
550 willion in Londom, Switzerland, Cemada. Our U,5, Llesuss Becoming
seasotiad investmenis, and we are broadening onr foreign markets, 'o are
interented both in obtaining more 18% funds and eelling further ismues
abroad so that cur lemding will not de restricted %o U.8, dollars., Have
already made loans entirely in Turopean currencies - lcoluﬁ.
Tugoslavia. Ye expect to contimue te come %0 U.”, market frequantly,
Gear our borrowing to lending needs,)

¢) Coepsration vith private investers
(In nddition to direct sales of YJonds, Banic loeks for other ways of eperating
in a sort of dbroad partnership with vrivate investors, Yo sell securities
from loan porifolio to institutiennl investors %oth with and without our
guarantes ~- thess sales now total about 350 million. Anothar
mothed is snlisting participating of priwete investore in financing a
particular development nroject in a memder country. %“hen we nade our
loan of $20 millien for Swamaport in Bouth Africa, commercial benks in
UeHs loaned South Africa $10 million to de applied to same project. Ve
are interested in this kind of combination of Bank and nriwate financing
of development. Recently Chase participated direotly in KIM loan.)

4) Opersting at a profit
(Bank pays o'm way, is not dependemt on sprrepriaticns from U,5. Congrees
or any parlisment, Profit nov yumning at rate of something over 515 million
a year, We ﬁ‘-ﬁ{f intereat rates we charge our borrowers to rate at vhieh



-6 -
we can Borrow, Net insome, excluding adout $25 millien allocated %o
Special Reserve, now well over 550 millioen,.)
6, Najer Fields of Development Lemding
(¥hile priority nsede vary fron country to countyry, one generalization is truey
Bank ocan affectively finmance dasic aids $o production which are platfora
from which a ceuntry can develop.)
a) Rlectris vower
(Righest proportion of our develerment loans for vover expansion -- the musele
of develorment., Ye have financed hydro and thermal plants in meny different
countries,)
Examples: Maexies, India
(Mexican economy expanding ravidly: heavy demand for power., Ve have made
l1oans to private Hexlight and to Federnl Maectriecity Commission, “rojects
we are helping to finance will add 700,000 kilowatts, virtually doubling
country's generating capacity. Ia Indis, Bokaro will bde largest steem nower
plant in counSry; {4 should have shain-reaction effect on economy =- make
pessible higher coal preduction, nev fertilirer, cement, lecometivey
industries, aid agriculture.
d) Transport snd comsunications
(Arteries of develepment which every country neede.)
Rxsmplet Zthiopia
(One of the most underdeveloped arens an sarth, Ye found firsd requirement was
for highways. Unbdelievadly voor condition of rosds nd cemmnicatione,
Our loanz for highvays sand Selscommmications will orem up sconomic potemtial,)
c) Direct ald to agriculture
(Basic utilities nre indirect help to agriculture, But “snk has aleo mede sude
stantial loans for direct alde muoh as farm maohinery, flood conirel,
irrigation,)
X¥xamplet Thailand
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(1rrigation preject will requlate wvater suprly in huge sres of 2 million aseres
in centryal plain, one of werld's greatest rice dovls., Eank's loan of 518
sillion expected to rosult in additional rice exports worth over $50 milliom
anually - an annual return amcunting o more than 300% ef eriginal investment,
4) Proad development progrems

(Aleng vith spesific projects, we sre imereasingly interested in financing
integrated progrsas of develepment as o whole, Undeveloped arsas are
beginning to come forward with vorkable plans.)

Examplel Belglan (onge
(Potentially one of richest areas in world. Stepping up productiom all
along line, sspesially of important minerals, Ve made lomne to Compe
Governnent and Belgium to cover direct and indirect foreign exchanze costa
of 10-Yoar Plan vhich ve believs will recult in striking advances.

®) Local credit institutions

(2rivate initiative always nain driving force of econemic development. Inm
addition to large prajecis, Bank tries to find wuye of elding small
buginess, Ye think one effective way is Yy lendimg to established or
nwe development banks.)

Zxsmples: Nexico, Turkey
(Mexicsn consortium 1ine of credit made use of existing imstitutioms., In
Tuticey we helped to set up nev bank and advise in mansgement,)

Otheyr poesidle methode of financing private industries
{3y our Articles, we can lend %0 & private enterprise only 4f there S0 &
goverment goarantes., OGoverments may hesitate t0 favor one industry Yy
#iving guarantes; industiries may fear governmental control. ¥e are
therefors much interested in propossle by Acckefeller committes %o
establish International Pinance Coerperation., Presented views to CONOC, ete.’

7. Building e SankeClient Relationship
a) Impertance of local effort in development.
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(Far more important than foreign cnnital is s country's will to develep,
effectiveness of 1ts policies, use of local reseurces, administrative
competonce, Iank establishes » contimuing relatienship vith its dorrevers
to help deal with many of these viial prouleme.)

®) End use followethrough
(Our system of supervising losns goes bayond seeing that roods which we
finance are put to yroper uses, ‘e are often pdle to help dorrovers sed
up efficimmt prooedures, forestall adverss develovmamte vhich weuld
affect projects and general ecomomy.)

a) Technical assistance
(Yo constantly give technical sdwice in comnectiom vith lendins., Reyond
that, we are seanding a good many couprehensive survey sissions 0 meaber
countries on requsst. These hely a countyy tockle damic development
prodlemst appreise its total eoonomic resources, establish priorities,
frame broad devslopment programs. We are experimenting with other methods
of Sechnieal aid: sponsor seminars oen prograrming at which offis'als of
maaber countrics exchengs views vith Bank staff; we assign "ank efficers
for long periocds n= advisors to mesmber governments, All these methods
tend to open lending opportunities, sirengthen economies,)

d) Future trends
(3ani's future course cannot be dredicted in detalls our activities are

expanding aleng umany lines. Ve are lending for specific prejects, and
assisting broad develorment progranms in memder countries and rome overseas
territories. "o may find it feasidle tc help finauge oreograms covering
wider areas than individual ecountries., Future international muthorities,
if orented on workadle bdasis, may open up nev ghannels, “e keep our
cperations flexible, try to meet Practical nesde nv thay nrige,)
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"THE WORLD BANK'S CONTRIBUTION TO DEVELOPMENT"

In Washington, conferences come under the head of basic industry; to
those of us vho live in these parts they are no novelty. Nevertheless, it is
impressive to see serious minded meonle from all parts of the country come
here and take time to broaden their understanding of develemment vproblems.
Promoting economic development is the mailn business of the World Bank,
e believe in 1t. e do our part mainly by lending money. Some neonle, I'm
sure, consider that we are too hard-boiled in our lending; however, we are con-
vinced that a substantial share of develoument can be accomnlished by aprnlying
the proven methods of investment banking., Therefore, I am going te tell you how
we 20 about our business and then make a few observations on some of the facts
and fentasies concerning development — as ve have come to see them.
Since the spring of 1947, the Bank has loaned $1,300,000,000 in 26 countries
The first loans wers made to help carry eut the postwar reconstruction of
Western Europe. However, when the Marshall Pian vent into operation In 1948, the
Bank turned to its long-term job, the financing of develepment — and since then
it has loaned 3800 million in this field, Primarily, thie monev has helped pay
the foreign-exchange costs of basic facilities — electric power; transportation —
railroads, roads, ports; communication; irrization and flood control; land
ctlearance; zrain storage. We have also financed the purchase of agricultural
equipment, and machinery for factories and mines,

Let us, by way of illustrating our methods, trace the story of the Bank

and Colombia.
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In 1948, at the request of the Govern ent, the Bank sent a mission to
Colombia to investigate power and agricultural projects; and eventually we made
three loans,

However, the members of the mission realized that there was need for a
broader approach to Colombia's development broblem. It was not enouzh to look
at one city's need for power, one valley's need for tractors, one area's need
for roads. It seemed clear that what was needed was an inventory of the country's
resources as a wvhole, followed by a long-range wrogram for development, ith a
selection of the projects that should be undertaken first,

Accordingly, the Bank erganized a 16-man mission to study the Colombian
economy as a whole and to present recommendations, This was the first of the
general survey missions sponsored by the Bank, Since then we have sent such
missions to Turkey, Cuba, fraq, Guatemala, Ceylon, Surinam and Jamaica., The
Colombia mission included experts on transportation, industry, agriculture,
health and welfare, governmental organization and finance, It spent five months
in Colombie, and another f1v§ months analyzing informatiem and preparing a
report, which was made publiec,

Economic reports all too often are a mission's last will and testament —
soon to be forgotten, And I am willinz to admit that some of our mission revorts
have contributed more to economic literature than to economic aeveloument. But
the Colombia report is one that did get practical results,

First, the Colombian Government set;up a non-partisan Committee on
Economic Development composed of eminent citizens — not government officials —
to advise th; Government on action to be taken, This Committee worked for
nearly a year. It endorsed most of the mission's recommendations and added some

of its own. The Government resnonded by taking positive action. The neso was
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revalued to a more realistic basis. Import and exvort controls were largely
abolished. And the budget was brought into valance., To help carry out one
of the mission's most important recommendations, for the extension and
maintenance of the principal highways, the Government agreed to put up - -»-
besos equifmyentitol $28 nillion to cover the local costs, The Bank loaned
$16,5 million to cover the costs of imported equipment and services of
foreign contractors, and today a good start has been made toward building a
system of modern highways and training Colombians to keep them in repair,

Experts are now eompleting a study, under the Joiﬁt sponsorehin of the
Government and the Bank, of the railways and airnort facilities of Colombia,
to efford a basis for their reorganization and more efficient management and
operation., It may well be that capital expenditures for extensions and new
equipment will be financed, in part, by loans from the Bank,

A basic recommendation of the economic survey was that there be set up
directly under the President 2 planning office to provide a continuocus review
of the develomment nrogram and to advise on nriorities, Such an office has
Just been organized and the Bank is assisting in securing exvert advisors
end in developing procedures.

This story of the Bank's work in Colombia shows the basic vattern of
its operating methods, It is a pattern of advice backed up by money.
Frequently, the advice is hard for a country to accent and follow, But most
countries with whom we have worked know that the Bank's first interest is
the economic strength and well-being of its members; and by and large our
advice is given considerable weigbt.

As we investigate projects before making loans and assist our borrowers

in carrying out projects after loans are made, we are able to help them by
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providing a wide variety of practical assistance., In Bangkok our engineers
sdvised the port authorities on the most suitable dredge for deenening the
channel, In El Salvador one of our men helped to set up and market an issue
of bonds to finance the local cost of a new power vlant. In Ethiopia one of
our missions helped to organize an autonomous authority to manage road
construction and maintenance, and an industrial bank to finance industry.

These are only a few examnles of the kind of advice furnished by the
Bank as part of its daw~to-day operations. In its six years of existence the
Bank has sent over 300 missions of one kind or another to its member countries—
and most of them have given technical assistance of some kind, in addition to
laying the basis for loans by the Bank,

I should explain briefly where the Bank obtains the money it lends,
First, there is the capital paid in by our membder governments -- and this
amounts to 51,687 million consisting of 737 million U.S, dollars and the
equivalent in other currencies of some $350 million. Of this we have loazned
about $840 million; the remainder can be used only with the consent of each
subscribing government. Second, we have made a profit of more than
$55 million. For additional funds, we must borrow by selling the bonds of the
Bank in private markets, So far, we have sold the equivalent of about
$450 million — 5400 million in the United States and the balance in
Switzerland, the United Kingdom and Canada. 3By selling its bonds to private
investors to ottain funds for lending, the Bank channels private capital into
develooment financing through/zg: world., I would like to stress this point ~—
the Bank must convince the vrivate investors who buy ite bonds that it is
operating on sound banking nrincivlies, Otherwise, we might be cut off from

one of our main sources of funds for lending,.
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In the years since the end of the war there has been increasing
consciousnéss of the economic and political dangers of a world divided
between those who are benefiting from the industrial techniques and
scientific knowledge of the twentieth century and those who live in misery.
There i1s a widespread urgé that the whole process of development be stepped
up to a much faster pace. This is good. But it is also important to
understand clearly the nature and magnitude of the obstacles standing in the
way of development. Unless these are given full weight, the whole development
effort may well be crippled by frustrated hopes.

If the development effort is to be based on a solid foundation of
realistic thinking, we must avoid certain romantic fallacies. Of these
fallacies, a few are particularly dangerous:

First is the idea that development would be easy if only enough money
could flow into the undeveloped countries. This is an alluring idea, but
large amounts of money can be spent without producing any economic advantage.
It can be spent on showy projects -- costly steel mills in countries that
might better learn first to make shovels and plows; or on airplane
factories where simple repair shops are more appropriate; or on hospitals
vhere no provision has been made for doctors or nurses, Ill-directed
investment funds cen enrich big land owners and functionaries and leave
the people as poor as ever. They can fall into the hands of those who have
a talent for collecting hard currency and giving it safe conduct into foreign
banks and investments. To be sure, most undeveloped countries need more
investment capital, but to meke the money count they need first better
econdmic programming and better organization of their institutions. They
need industries producing consumer goods so that their people will have

something to work for. They need land reform and tax reform. To epend
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‘money economically and crestively for development is a hard task; and it is a
dengerous idea that money alone can do the develorment job, Management —
careful plannine and good operation -— is more essential than money,

A second fallacy is that the job of develovment can be done in a few
years, Dlevelorment is a state of mind., Peovle have to develop themselves
before they can change their physical environment; and this is a slow
orocess, It must grow like a tree and cannot be forced like a rose in a
hethouse. It involves changes in relations between classes and races., It
requires the improvement of zovernmental organization and overation; the
extension of socizl institutions — schoole, courts and health services,
These things take much longer than the building of factories and railreads
and dems. The easiest problems are those to be solved by the engineers,
Habits of thought and of conduct are the most stubborn obstaclee to develop-
ment. They cannot be pushed out of the way with bulldozers,

A third fallacy 1s that the task of world development can be undertaken
as a crisis operation. One gets the impression that many peovle think the
develorment effort should be operated as a fire department; that vhen a
political or socisl fire breaks out in some part of the world, the fire
trucks should rush to the epot immediately with economic &id, I belleve this
is a dangerous approach. It can only raise false hopes for results vhich
cannot quickly be achieved. Development is not an emergency and it is
dangeroues to consider it as such, Aid to stamp out nlague or to meet the
effects of a famine can be handled on an emergency bagis — ald for economic
and social development cannot,

I do not wish to belittle the sincere concern of many good people

for the welfare of others., Such feeling is admirable, But I gravely doubt
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that humanitarian sympathy 1s a solid basis for world development.
Responeibility for ziving economic assistance should be undertaken only in a
nation's ovn legitimate self-interest — including its interest in helping
to build the kind of world in which it will be both safe and satisfying to
to live,

The idea of world develomment is one of the most constructive and
hopeful ideas of our times, e in the Bank believe that develowment will
make sound progress — without destroying the hopes that have been raised —
if all of us remember some of the minimum conditions of progress:

l¢ In order to develop, a nation must have a will to develop.
Without this will no smount of externsl aid will get the desired results;
with it a nation can move steadily ahead with a reasonzable amount of heln
from others,

2. The leaders and the peonle of a country must find vays of creating
some degree of political stability, so that development vlans which are made
in one year will not be thrown overboard in the next.

3¢ A country's development must be carried on in terms of its actual
resources and the nature of ite neonle — not in terms of some imported ideal.

4, Means must be found to give individuals an incentive to work and
to create, and these incentives should extend to all classes of people, not
only to the favored few,

5. Countries needing capital should take positive steps to create
confidence in the minds of foreign investors — confidence in the country's
intention to repay — confidence in its willingness to treat foreign capital
fairly — and confidence in its ability to use money wisely to increase

productivity.
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6. And finally, each country must accevot the primary responsibility
for its own progress - and be willing to pay a price — in effort and in
gself diecipline — to get it,

If these minimum conditions of progress are provided — and given
some common sense and much hard work - the nations of the world can
together create conditions under which people can live with measurably

increasing hope for a better way of life.
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ADDRESS BY ROBERT L. GARNER, VICE PRESIDENT OF THE
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOBMENT,
AT THE FIRST JOINT CONFERENCE OF CORRESPONDENT BANKS, SPONSORED BY
THREE NATIONAL BANKS OF MEMPHIS, HOTEL PEABODY, MEMPHIS, TENNESSEE,
| ‘ OCTOBER 18, 1951, 3330 P.i,

HOW _THE INTERNATIONAL BANK MAKES ITS LOANS

I feel at hemé here today. I was born and spent my early years in
Mississippl, and went to school and college inp middle Tennessee, As a
trustee of Vanderbilt\I have kept an anchor in this state. To you
‘bankers I speak as one who has svent most of my life in banking and I
think we can agree that the job of bankers is to vut money to work,

Within the lifetime of most of us here teday, the South has progressed
from an economically undeveloped area to one of the most rapidly improving
sections of the United States. Through investment of both local funds
and funds from outside the region, we have seen the South become more
productiye with fesulting greater wealth and better living standards for
most of the people.

¥We know what money can accomplish if it is soundly invested., Ve
also know vhat can happen, at home or abroad, when neither the investor
nor the borrower weighs carefully the economlc soundness of projects and
the ability to repay loans. Ve remember the reckless enthusiasm with
which American private capital was invested abroad in the 20's ~~ how our
investment bankers sold issues'of foreign governments, states, cities and
private companies, often without much regard to their purposes nor to
prospects of repayment. Some bankers and some investors had serious
doubts sbout such practices but, in general, American investors bit hard.
There was some sound lending and sound borrowing, but the bad loans are
still remembered and vill be remembered for years to come, They helped,
along with many other thingzs, to destroy confidence in the intermstionsal

flow of canital in all forms, e, in the International Bank, are trying
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to help build up practices which will restore that confidence, Today I
shall télk about some of our principles and operations and indicate how
we are attempting to put sound banking principles into practice in
foreign lending.

First, I want to explain vhere the Bank gets its money. The capital
stock, subscribed by its 50 member zovernments, amounts to S8,4 billion,
That is a lot of money, btut most of it is a commitment on paver, not
money in the bank. Let me illustrate.

In August Sweden joined the Bank and subscribed to 1,000 shares of
stock at a par value of $100 million, Two percent or $2 million wag paid
in actual U.S, dollars; eighteen percent, equal to 518 million, was paid
in Swedish kronor. The remaining eighty percent is on our books as a
pledge by Sweden on vhich we can call if the Bank needs funds to meet its
ovn gqbligations., In othér words, four-fifths of 58.4 billion of capital

stock is in the nature of a gusrantee fund which backs up the bonds which

the Bank itself sells to private investors. The U,S5, liability to this fund

is 22,5 billion. This means that our bonds are in effect backed by the
U.S, Treasury up to that amount.

The portion of our subscribed capital thét we may use for lending is
the two percent subscription in gold or dollars and the eighteen percent
in the currencies of other member countries. The two percent presents no
problem and we may lend it without restriction, However, the eighteen
percent can be used only with the consent of each member country, So far,
ve have loaned all of the eighteen percent subscription of the U.S.,
$570 million, and we have received consent of other countries to use the
equivalent of S41 million of their subscriptions.

Our total loans are about 1,2 bdbillion in 2 countries, Of this
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the greater part has come out of our capital and earnings and the balance
through the sale of our bonds in private finance markets — 5400 million in
the U.S. and the equivalent of 536 million in Switzerland and the United Fngdor

We shall continue to go to the markets as requiréd for money to make
new loans. Ye have been able to sell our bonds in part because of the
commitments of member countries backing our obligations., H0wever,'1 believe
that, in large part, our bond issues have been successful because private
investors have developed confidence in the Bank's operations and in the
way it follows up the use of its loans. Incidentally, all interest and
priﬁcipal due on our loans to date have been paid on the dot,

I think it is useful té outline the setup of the Bank, Our manage-
ment and staff is out of politics, e serve the Bank, and are not subject
to direction by any government official. The staff is selected and
controlled entirely within the Bank. No loan can be considered by our
directors unless it is recommended by the president of the Bank, These
directors, appointed or elected by our stockholding member governments,
approve all loans and other major actions like the directors of your banks,
In practice our manazement and directors operate together just about the
same as in the private banks and cormorations with vhich I have been
connected,

We do not make loans for political purnoses,

When the Bank was first set up it was thought of primarily as helping
to finance the rebvilding of war-torn countries of Europe, In 1947 our
first loans of nearly $500 million were made to France, Demmark, the Netherlan¢

/iﬁiembourg, They helped to finance power, merchant shipping, steei mills,
railroads and critically needed materials and capital equipment of many

kinds,¢ The loans were made before the lMarshall Plan was in operation and
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at a time when Burope was in critical need of help.

However, for the past three years we have devoted most of our
attention to the development of underdeveloped countries stretching from
Iceland to India, Thailand and Australia; from Finland to Turkey;

Iraq; Ethiopia and the Belgian Conge; and from lMexico down the length of
Latin America; Our loans have helped to finance power, communications;
ports, railroads, highways, flood control, irrigation, land cieara.nce,‘
agricultural implements, grain storage, timber production, mining and a
varietj of industrial entervprises, |

Héw do we go about our lending business? First, we lock at the
couhtz'y; Can it and will it reﬁay? Yhat kinds of projects wili do the most
for its development? Certain loans will directly increase exporﬁs and
provide foreign exchange to meet 1".he loan charges., Howévef{ many Prdject§
such as power pia.nts earn no foreign exchange, but with more pdwei' can
éome new industries, new exports, and increased ability io service ldans;
Our basic lending principle is this — the loan must be productive — it
must strengthen the country -- and we musf be comvinced that it will be
repaid. When we are satisfied gn these basic points, we examine ihé project
in detail, Is it economically, financially and technicaliy sound? Finally,
if a project meets these tests and we make a loan, we assure ourselves
that the money goes where it is supvosed to.

It's a sound 0ld maxim that the first step in getting a loan repaid
is to be sure that the borrower mgkes good use of it;

Another basic princinle is to be sure that the borrower does his
share of the job. Ordinarily, we furnish funds only for foreign exchange
needs, with the borrower providing for the local costs. In any case, our
loans are only a part of the total investment, We only help those who

are willing to help themselves.
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Furthermore, we try to get all the facts., We study the country and
the project on the ground. I personally have visited more than 25 countries
to form general impressions end discuss questions of policy. Missions
consisting of loan officers, economists, engineers and other technicians
have snpent protracted periods in some 30 or 40 countries, In addition
to use of our own staff, many of our projects have been studied, engineered
and supervised by some of the best technical people in the world,.

fhe first development loans we made were to Chile in 1948, ‘After
study, we decided that Chile would have sufficient dollars to éervice the
proposed loans and that hydrpelectric power and agricultural equipment
stood high on the list of things the country needed. But there was ore fly
in the ointment. Chile was in default on uutstanding.bonds. We coneldered
that the country's attitude towards nrior debts was an imﬂoétant factor in
its creditworthiness. We knew that many investors to whom we wished to sell
our bonds were critical of the defaults. We explained these things to the
Chileans, They sat down with the bondholders' committees and worked out a
settlement, and we made our loans. In this and 1nlothef cases we believe
we have played a part in rebuilding the vglidity of international
contracts.

Another South aAmerican country, Colombia, illustrates a different
approach. Again we made loans for power and aéricultural equipment; but
in our negotiations we and the Colombians were both conscious of the
importance of loocking at their whole economy. "“hat were the lines along
vhich it should develop? Vhat were the most important things to do first?
Out of the discussions came a 16-man mission, organized by the Bank in
1949, to look at Colombia as a whole. This was cur first attempt at a

comprehensive survey, and subsequently we have sent similar grouns to
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Turkey, Cuba, Iraq, Guatemala and Ceylon. This Colombian mission included
apeciélists dh roads, railroads, waterways, aviation, health and welfare,
agriculture, govemm'ental organization and finance. They spent about

five months in Coiombia and an equal period was required to analyze their
fiﬁdings and publish a report. Then the Colombian Government set up a non=~
partlean Economic Development Committee of eminent citizens (not government
officials) to study this report and advise the Government on action to be
taken., This committee worked for nearly a year., The result was endorsement
of most of the ﬁiesion's recommendations, followed by positive action by the
Governmentiin 2 number of fields. qu instance, the peso has been revalued to
a more réélistic basis, import and export controls have been largely abolished
and the budget has been brought into balence. A program to rebuild, extend
and maintain the pfincipal highways was accepted by the Govermment, They
érrangad to contract the work with five first-class Americgn construction
firms, and the Bank made a loan of 516.5 million to cover the cost of
constructioniequipment and fees, The Colombians are supplying the local

funds esfimated to equal $28 million. It appears that for the first time

the country will have a Eystem of well-built roads and Colombians will be
trained to meintain and extend them.

With the road program under way, we have been asked by the Colombians
to consider the financing of a missing link in the railroad system and to
secure for them experts to work out a new setup and management for the
railroads and a ground organization for civil aviation. Within the ceming
weeks we are sending down a partner of an important investment banking firm
to study with the Colombians the development of security markets and of
institutions to assist in long-term financing of all types of private

enterprise., These are indications of how we are supplementing our loan
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operations with assiitance in the figlds of organization, management and the
promotion of private capital activities,

El Salvador is the smallest country in Central America, depending
glmost entirely on coffee. They have no coal, no oil, and the foreste have
been cut down for fuel., Only with hydroelectric power can they hope to
develop and diversify their economy. One of our leading American engineering
firms worked out plans for a power project on the Rio Lempa. Revenues from
coffee exports provide dollars to service a loan, We were prepared to mske
it, However, the Government wished to be sure that its own people locked
favorably upon incurring a foreign debt. Before concluding the loan, it
appointed a committee of six private citizens and three governmeﬁt officials,
This committee reported favorably and the loan contract of $12.5 million was
signed, However, a condition of the loan was that the Rib Lempa authority
would raise the additional amount of pesos needed to pay the local costs.
They asked our help and we loaned our Director of Marketing to assist in
setting up a bond issue equivalent to $5 million, nearly half of which was
subscribed by local private investors —— something new in that country.

Well engineered and financed, the project is now on its waye

The loans I have described so far have been made to government agencies.
e have also been able to ﬁake certain loans to private corporations, with
the guarantee of their respective governments,

For many years all the power in Mexico City and surrounding area was
supplied by the Mexican Lizht and Power Company, largely owned by Canadian,
English and Belgian investors. During the 30's the company could not secure
sufficient capital to expand its facilitiee to keep up with the rapidly
rising demand. Therefore, the Mexican Government in 1938 set up a Federal

Electricity Commission to build generating facilities, most of the power to
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be sold to Mexlight for retail distributisn., In 1948, both the company

d the commission applied to us for loans. The comp;ny had a complex
and unsatisfactory financial setup which, in our opinion. required
reorganization, Moreover, the rates which the company had been allowed
weré‘inadequate to support its expansion. As the result of our advice,
the company was reorganized, more adequate rates were granted by the Mexican
Government and we made two loans totaling $50 million. one to the company
and the other to the commission. Mexico's power facilities are ranidly
béing expanded through a combination of public and private organizationg.

Furthermore, as a means of encouraging private intestmeﬂt. we artanéed
with five of the-leading private banks in llexico to set uyp abc;nsortium to
which we granted a credit of $10 million. This is being psed to provide
dollars for thé¢ import of equirment for the expansion of ngican manﬁfacturing
industries, to which the banks will advance required péso loan;. |
“ In Brazil we also made two loans of $90 million tq the pritately
owvned Brazilian Traction, Light and Power Cempany, one of the best utility
companiée in the world, as part of a $200 million expansion program,
Now let's take a jump to eest Africa. In 1950, in.response to.an

application from Ethiopia for a loan for a vafiety of purpgses, we
sent a 7-man team to study the country. The first thing oufkpeople
discoveréd was the virtual impossibility of traveling on Ethiopia's
roads, Ten years ago Ethiopia had an excelleﬁt road system built by the
Italians during thelr occupation, but after the Qar the roads went back to
nature, One aftermoon at four o'clock our mission started out to visit il
coffee-collecting center twenty-five miles from the city of Jimma, After

two hours they had gone three miles and the jeep was mired down., Directly

ahead was a Fist truck also mired down, The driver of the truck advised
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them that the normal time for the 25-mile trip was from three to five days.
Thereafter they made most of their travels by alr.

Cohmuniéatidns are even worse. In a country one-half again as large
as Texas and with a population of over 12 million there are some 1700
telephones, 1200 of them in the capitai. Addis Ababa. People wait four
or five days to put through a call to the provinces,

Pagsable roads are necessary if farmers are to send thelr oil seeds,
coffee, hideg and cereals to market within the country and abroad. Improved
communications are necessary in order to maintain contact and do business.

We made three loans to Ethiopia, totaling $8-1/2 million, for roed
construction, for telecommunications and for a development banks The key
problem in ali of}these situations was to assure proper management, and
we saw to 1t that a road authority and a telecommunications suthority
were set upy each headed and staffed by an adequate mumber of competent
Americans.. The development bank, which 1s to grant credits to private
industry, hes retained a well-qualified Furopean banker as its executive heads

thiopia is a pfimitive country, but with rich resources. it has a
temperate climate and a vast plateau covered with fertile topsoilj it
looks like Mississiopi deité. land, Some parts of the country ;deid three
crops a year. There are indications bf considerable minerals in the
mountains. The lakes and rivers can be sources of power, 'With money ¢ rom
our loans and the willingness to accept foreign advice and management,
Ethiopiajia in a position to move forward,

Lasé month we'made quite a different kind of loan to Belgium and the
Belgian Congo, The Gohgo. too, is an undeveloped country, but under the
Ekillful control of the Belsians it has already become a large producer of

covper and other strategic minerals, Since the war the Belgians have
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dgveloped a program for the qll~around development of the colony, In the ten
years 1950 - 1959, the Government expects to spend the gquivalent of $660
qillion for land and river transportation, ports, electric power, housing,
schools and”other pﬁblic serviéés. These developments will pave the way for
an inflow of‘privage capital 1ﬁto mining, industry end agriculture, The
efféct‘of all this“development will be to cause additional demand for all
types of goods. Some, of course, will be produced locally, but in a large
méasgré_rel}an;q will have to be placed on additional imports and it is these
imports whiéh our loan of $40 million to the Congo will help to provide for.
it willaﬁevnaea to pay for imports of all kinds — capital gzoods used
gireé#ly for development, raw materials for new factories and consumer gqodg
ﬁo meet the demand ca&sed by higher employment and wages, ”

Iﬁ addition, Belgium will manufacture most of the equipment for the
Congo defelopment’program - requiring Belgian imports of raw materials, Our
$jb million loan to the Mother Country will assist in financing these imports
as well as the purchase of consumer goods to offset inflationary gffe;ts.

The Bank's mission vwhich visited the Congo this spring reported ;hat
the development plang_are well laid out and competently administeredf Ve
thus feel justified in varying the usual pattern of our lending t; meet the
needs of this particular case.

Last week we signed a loan equal to 328 million to thoslayia, This
transaction has been long under consideration. Two years sgo we sent out
s mission headed by our present Loan Director, including enginmeers, trans-
portation and mining specialists, economistes and otherst They had the
chance to move about freely and see the country in detail, Obyiously,
there have been many problems to solve in cﬁnnectlon with thie loan, but
much has happened in these two years which in our opinion has Justified it.

The governments af the United States, the.United Kingdom and France have agreed
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to make substantial grants to Yugoslavia for her immediate requiremehts'
“over the next twelve or eighteen months, thus putting in the ‘eguivalent of
equity money, The Yugoslav Government has taken our advice as to the linmits
_of a bractipalAdevelopment program in which she expects t6 spend the equivalent
“of $200 nillion in foreign exchanse in the mext three or four years. The
country has ;lready done quite a job of repairing the damage from the war.and,
in addition, has got under way a variety of new projects. Many of these old
ﬁnd new enteéprises require relatively small additional imports of equipmegt
“ to bring them into production or to increase their cutput. Our loan will
. furnish Eey items nee&ed to complete some thirty projects widely spread |
" throughout the countrys They include cosl and metal mining, power, key
railway éupplies: salt prodﬁction. vhich feeds the addition to a soda ash
plﬁﬁt, which in turn will supply the vulp, peper and glass factories.
More kraft vaper production will provide bags for the exvanded cement mill, and
so on. By furnishing $28 million worth of equirment, we will make it possible
to improve Yugoslavia's foreign exchange vosition by something in the.
neighborhood of $60 million a year, An unusual feature of this loan is that
it will probably recuire no dollars., Yugoslavia's trade is now largely with
Western Turope and it is in a better position to repay a loan in Furopean
currencies than in dollars. We therefore made the loan in sterling. Belgian,
Frénch and Swise francs, Netherlands guilders, Italian lire, and Danish kroner.
I think you will be interested to know that our staff members who have
worked with the Yugoslave have been impressed by the high caliber of their
engineers and the considerable skill with which their projects have been
developed. Furthermore, they readily accepted every arrangement which we
proposed for closé consultation regarding their future borrowing, development

plans and checking. of the use of our loan proceeds.



I have tried by these varied 111us;rations to show how the Bank is
doing its jobe Accepting the risks which are inherent in today's
$roubled world, we are getting all available information, using: the best
brains and experience we can find, and apnlying sound principles and
practices to this business of foreign'lending{ e are supplementing our
loens with advice, and in some cases conditioning them on improvements
in financlal practices and the introduction of better management and
technical methods, - Ve are insisting on a2 maximum of effort from our
borrowers.

Already our loans are producing results in the form of more food,

more power to turn the wheels of industry, and improved railroads and

highways and ports to speed the movement of goods within ‘countrlies and into

the stream of international trade., ‘e are putting monejr to work to get
more production. We are, I believe, helping to bring better ‘standards of
living and greater economic strength to people who want a free and a

materially better 1ife for themselves.
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I am glad of the opportunity of being with many old friends here this evenlng,
and to join with you in your observance of Pan American Week. As you know, the
Foreign Ministers of the American Republics have Just concluded a full-dress con-
ference in Washington. The countries to the south have egreed to take on larger
responsibilities for their own defense, and to stress production of raw materiels
useful to defense. The United States, for its part, has agreed to give as much help
as 1t can, in the form of goods and technical asssistance, to further econocmic pro-
gress in these countries. FEconomic development is considered to be an important
part of Hemisphere preparedness,

FEconomic development also is the mein business of the World Bank, We function
as an international banking corporation, and most of the Hemlsphere countries are
members and stockholders. Our first loans to less developed countries were made In
Latin America a little over three years ago. Since then, we have inVestéd about a
quarter of a billion dollars in that part of the world. Most of the funds although
not all -- have been provided by the United States stock subscription or frem the
sale of our bonds in the United States. As some of you know at first-hand who have
been suppliers to our borrowers, a large part of what has been lent has been used to
pay for American egulpment and services.

When we look today at the Republics to the south, we see both problems and op-
portunities.~ In spite of grave tehsions in the world, there are some basic factors
in the economic situation which are favorable, Even before the spur of Communist

aggression in Korea, world production and trade had risen above prewar levels, The
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Latin American countries shared in this achievement. As long ago as last summer,
although they were importing heavily from the United States, they had been able to
immediately
eliminate the heavy trade deficits they had run with this country in the years [fol-
lowing the war,

The events in Korea have tended to add more plus signs‘ to this arithmetic.
Aldmost all of the southern Republice are now getting record prices in the world
market for their foodstuffs and raw materials., The prosperity they were beginning
to reach in 1950 has now been compounded by the sconomic consequences of Cormunist
aggression, _

This prosperity, pleasant though it is in some respects, has highlighted a
basic weakness in the economy of many Latin American nations, As you well know,
most of them are dependent on only two or three products for their national livell-
hood. Obversely, for supplies of meny important manufactured items, they are de=
pendent on imports from abroad. They are particularly vulnerable to fluctuations
in world trade., When there are merely clouds in the economic picture elsewhere, 1t
is likely to be raining in Latin America,

The pew prosperity in Hemisphere countries 1s now beginning to build up pres=-
sures which may become dangerous. In most of these nations, the immediate problem
requiring courageous and vigorous action is that of inflation. The problem will be
eased to the extent that Latin America is able to sustain imports of consumer goods
and preductive equipment. There is some promise of obtalning the latter, at least,
in the policies which have been enunciated by the United States Goverrment, There
is also hope in the fact that European manufactures continue to be in good supply,
and at competitive prices. But the goverrments to the south of us will themselves
have to teke primary resonsibility for deeling with this problem of inflation. This
is a time when they will need extra portions of toughness and skill, in taxation

and other measures, to keep thelr economies in balance.

At the same time, as I sald a few mcments ago, this seems to me to be a time of

exceptional opportunity. The growth of foreign exchenge earnings, and the potential
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increase of savings that can be made from enlarged domestic income, provide new as-
sets for investment in sound economic development. The situstion has features which
should be attractive to foreign investors: the improved earnings of these countries
have increased the creditworthiness of borrowers in Latin America, and have reduced
the problems c;f monetary exchange ﬁhic;h the been a deterrent to priv"ate investment.

Now; it seems to me, is the time when steps should be talken to broaden the pre-
sent prosperity of the Hemisphere countries into a future of greater economic sta-
bility. This future can be achieved if investment 1s so applied as to increase the
variety of Latin American production, to nurture domestic agriculture and industry
where this can be done efficlently, and, in short, to put these countries on a
broader economic base with a rising standard of living. If this could be accompanied
by an increasing political stebility we might confidently expect a sounder partner-
ship, in both diplomacy and business, between them and the rest of the free world.

With thet preamble, I would like to turn now to what the International Dank is
doing in Latin America., Our objective 1s to broaden the economic base on which the
Hemisphere countries operate. We try to assist these countries in two practical
wvays., In the first place, we provide some of the development capitel they need ~--
we make loans to govermnments, and to/'::il':'zwers in Latin America, for projects of a
priority nature. In the second place -- and this is becoming increasingly important
~-- wo advise membexr countries on thelr development programming in general., When
govermments so request, we help them to get ccmpetent technical assistance in work-
Ing out a broad program of economic development which is in line with the country!s
needs and capabilities.

Now, as to loans, Up to the present time, the Bank has loaned $260 million in
Latin America. By and large, the purpose of these loans has been to help provide
basic facilities necessary for increased production, They are financing the import
of equipment needed for key projects, for projects which can have a catalytic effect
on many different sectors of a country's economy. In most ILatin American countries,

a basic need is for electric power, and the bulk of our loans has gone for power
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development «= in Brazil, Chile, Colombia, El Salvador, Mexico and Uruguay. We have
also mede ioane for expanding the telephone systems in Brazil and Uruguey, for the
import of modern agricultural machinery into Chile and Colcmbie; for assisting small
and medium-sized businesses in Mexico; and for building up an efficient system of
highways ir; Colombia,

The chain effect which a Bank loan mey have is shown by a few exemples, ILet's
look first at a project we are helping to finance in a Central American country -

El Salvador. The Bank made a loan of some $12} million to a govermment egency in
E%1 Salvador for hydroelectfic development. This project will double the country's
supply of electricity.

The loan became effective last September. Now the site of the project is a
graphic picture of how a blueprint comes to 1ife. On the benks of the Rio Lempa, in
an avea which was formerly wilderness, a busy labor cemp is in operation. Some 2,00C
men are at work erecting the dem and building the power plant, which will be tunneled
into solid rock. They are operating the heavy equirment which the Benk's loan has
financed -- cement mixérs, tractors and so on == which has been brought to the area
over a speclally constructed access road. Our staff members who recently visited the
project report that it is getting along on schedule.

What will be some of the effects of this project? The new power will £111l the
heavy existing demand of established industries, end in anticipation of increased
power supply, construction has already begun on El Salvador's first cement factory
and first big fertilizer plant., And a new dank, which will coneern itself with the
Improved investment opportunities which are expected to result from the increase in
power, has been opened in San Salvador, the capital city,

Increased power will also facilitate irrigetion through the use of pumping sys-
tems, and so aild agricultural production. It will also gllow the substitution of hy-
droelectric power for more expensive diesel units, and thus save foreign exchange by
reducing the need £ importing oil, An indirect, but important effect, will be to

lmprove El Salvador's transport system. The new access road which has been cut
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through to the dem site will be extended to the Honduran border, and will form en
important néw 1ink in the inter-American road network.

There will be social effects, too, At present such a common necessity as water
is scarce in El Salvador's cities. The new power supply will make possible adequate
water as well as lighting for schools, public buildings and homes.

This gives you a rough idea of how one loan can effect many phases of a coun-
try's economy and living standards. I think the Rio Lempa project will be en im-
portant factor in meeting El Salvador'e greatest need -- the diversification of her
economic life.

In a vastly larger country -- Brazil -- the Bank has made two loans amounting
to $105 million, The bulk of this is for development of hydroelectric power. Here
again, the effects of these loans will be to meet a heavy backlog of demand from
exlsting industries and also to furnish power for new industrial and agricultural
uges, With regard to ultimate uses, our two power loans in Brazil present an
interesting contrast.

Our largest loan was made to the Brazilian Traction, Light and Power Company
which is a well-managed private concern. It is financing equipment needed for some
very bold engineering operations, including the diversion of rivers and construction
of a series of dems and reservolrs, Brazillian Traction serves the areas of the
capital, Rio de Janeiro, and Sao Paulo, the "Chicago" of Brazil. These are the
most highly industrialized, and the fastest developing areas in Latin America, con~-
taining a heavy concentration of Brazilien industry, But if their growth 1s to con-
tinue, added power supplies are essential, The company's expansion program therefore
calls for increasing the generating capacity in these areas by 50%.

Our other power loan in Brazll was made to a publicly owned body, the Sao
Francisco Hyﬁ;oelectric Compeny, for a project in an entirely different kind of area.
It calls for congbruction of a power plant on the great Seo Francisco river in the
northeastern section of the country -~ the hump of Brazil which juts out toward

Africa., The interior of this region is largely undeveloped. The generating capacity
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provided by our loan will:neat th; existing demand for power in the coastal c‘:i.ties
of the area. Additional génerat,oi‘s which cen be installed in the future can %e a
basis for considerable expansion of both agricultural end industrial activity on the
coast and in the hinterland. This project is an important part of the Brazilian
Govermment's general development progream,

Taken together, our two power loens to Brazil may be expected to have sub-
stantial effects on the expansion and diversification of Brazll's economy.

T would like to give you an example of the effects of another type of loan, in
Colombia, for the purchase of modern agricultural maechinery. We made this loan to
the Agricultural, Industrial and Mining Bank, an' agency of the Govermment, That
bank, in turn, is selling this equirment to individual farmers throughout Colcmbia.
Some of our staff members have Just been down to see how this procedure is working.

They found that the machinery is being used in an effcetlve menner. The bank
is not only selling equipment to farms where it 1s badly needed, but has set up
traveling schools which train the farmers in the operation of this equipment.

As & result, some agricultural areas in Colombia are getting into mecherized
production, In: one area on the northern coastal plein, modern methods are being
applied to the production of a crop which is still new to Colombia =~ cotton., This
region looks like the frontier boom communities of our early deys.

Now, I donit meen to imply that the International Bank can lend these countries
economic progress, any more than you gentlemen can export it to them, The most
elther of us can do 1s to help countries and businesses that are doing their best
to help themselves. The Bank is insistent on thie point, The $260 million we have
lent in Latin America, for instance, would not have been made available had not the
borrowers, in each case, been willing to assume a major part of the responsibility
for the success of thelr projects. On the whole they have put up the equivalent of
$1.40 of their money, in both local currency and foreign exchange, for each $1,00

the Bank has loaned.
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Sound econcmic devdorment requires that domestic resources be intelligently ap-
plied. We do not think that important and steedy progress can be made in Tatin
America by any hunt-and-peck approach., For that reason, the Bank always looks at
individual development projects within the general perspective of a countryts whole
economy. We want to know that the projects are of fundemental importence == that
they will not require capital and human effort that could better be spent in some
other underteking. We want to know that a country's economic policles are such as
to support progress, and to provide a favorable envirorment for the individual
project,

This 18 a point of view which we constantly urge on our member countries. We
have been glad to cooperate with a number of Iatin American nations in making really
comprehensive studles of thelr economic potentialities and problems, To Colombla,
Cuba and Guatemala, we have sent mlssions of experts, sponsored Jjointly by the Bank
and the goverrments of these countries, These missions have thoroughly investigated
the economic situation in order to write a general prescription of what is feasible
and practical to improve production and living standards,

The findings of the Colombian mission, as you know, were published last fall;

a non-partisen committee of eminent Colombiens was appointed to recommend specific
measures based on the migsion's findings; and some of these recommendations =- in=-
cluding healthy measures against inflation -~ have already been put into effect,
The work of the Cuban and Guatemalan missions is nearing completion, and you will
have a chance to look at thelr reports within the next few months.

So far, I have been talking chiefly about what the Bank end its member govern=
ments can do, and are doing, to provide what basically are the foundations of in-
dustry, Obviously there has to be bullding on these foundations. Ultimately, there
have to be factories to wse the power, plants to process increassed agricultural out~
put, and goods to be moved by the improved trensport systems.

This 1s a fleld which must be occupled by private enterprise and private in=-

vestment, As far as the Bank 1s concerned, this is an important r- perheps the most
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important =~ factor in the whole business of economic development, The Bank can

act, and govermnments can act. But they can provide no substitute for individual
initiative =-- for the farmer willing to increase production by improvement of his
crops and his stock, for the business men who knows that he can mske a reasonable
profit by providing a better product, Nor could the Bank and all its-member govern-
ments ever match the immense capital resowrces at the disposal of private instltutionr
and private individuals,

We in the Bank have been interested in working out ways to assist private bus-
iness enterprises in member countries. Under our charter, we can make a loan o a
private concern only if we obtain the guarantee of the borrover's government, We
have made such loans to large private power companies, but we are also working out
wvays of financing relatively small businesses through locel eredit institutlons,

In Mexico I think we have developed an effective method of aiding the small
business men. We have opened a credit to a consortium of eight private Mexican banks
and Nacional Financiera, the official financing agency of the Mexican Govermment,
vhich will be used to purchase imports which varlous businesses need to carry out
their expansion programs., Our funds will be re~lent by the Mexican banks to pril-
vate concesms;the banks themselves will provide such lecal-currency financing as

desirable
may be/, Under this arrangement, the consortium relieves the International Bank of
the burden of screening a multitude of small loan applications, Individuel borrowers
may veceive loans from the consortium ranging from $25,000 to $1 million, Here 18 a
case in which we are acting on our belief that the efforts of both small and medium~
slzed business enterprises can add up to something significent in the economic
development of a nation,

But beyond vwhat the Bank can now do to assist private business, one of the main
needs of the Latin American countries is for an adequate supply of equity capital,
of direct investment from sources both at home and ebroad, Some very interesting
recommendations for meeting this need were made recently by the Intermational Develop-'

ment Advisory Board, headed by Nelson Rockefeller., The report of this Board suggested
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the establishment of a new International Finance Corporation, to be set up as a sub-
gidlary of the International Benk, As outlined in the Rockeféller Report, this cor-
poration would meke equity investments abroad, in participation with private investore
and also would make loans to private enterprises wilthout a goverrment guarantee.

We feel that the objectives of this proposel are both sound and important, At
the present time, of course, the Bank cannot, under its charter, use its own funds
for such investments, But if the United States Govermment and other goverrments are
willing to furnish capitel for such a corporation, we would be glad to study the
matter of broadening our operations to take in this type of activity.

Personally, I feel that an operation of this sort could be a great stimulus to
the flow of private capital -- American capital, Europeen capital, end capital in the
developing countries themselves, I think the prospect of operating, as it were, in
partnership with the World Bank would be an attractive one to many investors. A
corporate instrument of this kind, I think, could be of great assistance to the
develorment process in Latin America.

Even in the absence of any such instrument, it seems to me that direct invest-
ment can end should become of increasing importence in Iatin America. As you know,
there has been a falr amount of foreign equity investment in this pert of the world
for many years. I% has gone primerily into the production of raw materials, such as
oll, metals and so on, but also into manufacturing industries,

The history of such equity investment shows some rough spots. The depression of
the 1930t's, - with the crash of commodity prices, the defaults on loans, and mutual
hostility between business and goverrment - brought to focus an antagonism toward
foreign investment. The fact that there had been careless lending in the '20s - bed
loans that made even the good ones difficult to repay - certainly did not help mattere
As a result of all these factors, legislation was passed in many latin American coun-
tries limiting investors! rights and generally restricting foreign investment, At
the same time, other measures, such as the nationalization of utilities, added to

general dissatisfaction on the part of Americen capital.
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I think one hopeful sign is the way in which this situation seems to be clear-
ing up in a muber of countries, A gradual change has taken place in the general
attitude of Latin America toward equity investment. There is a growing reallzation
in many of these countries that direct forelgn investment cen be of great velue to
their development, We have had assurances of more favorable legisletlon in varlous
countries dealing with such matters as transfer of profits and general investors?:
rights. The climate in Latin America is becoming far more receptive toward forelgn
capital, I eam confident that the possibilities for falr end equitable treatment of
such capital are improving.

In short, although Iatin America continues to have its basic economic problems,
it also has its opportunities. Let me assure you that the Internationasl Bank, for
its part, will act to develop and increase these opportunities in every way that 1%
can,

Now in the few minutes remaining, if the Latin American delegates will bear
with me, I should like to give you a very quick description of the more general oper-
ations of the Bank. We have been in business about five years. We have already
made a substantial amount of loans - the total now comes to approximately one bil-
lion, one hundred million dollars., These loans, as in the case of the Latin Amerilca:
examples I have glven you, have been made for the purpose of increasing production,
developing resources and ralsing standards of living, They are devoted to these
purposes in wildely separated areas of the earth,

Our loens have been made in 20 of our member countries on five continents. Our
total portfolio, naturally, is more varied then the Latin American part of 1t which
I have been discussing with you. In Western Europe, we have helped provide financing
for broad nationai programs of postwar reconstruction and recovery, involving many
different kinds of enterprise =-- agriculture, shipping, rgii transport, steel manu-
facture and so on., In the less developed countries, we have been concermed with such
proJects as highways in Ethiopia, floed control in Iraq, power development in India
and irrigation in Thailland,
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In Turkey, there is a rough parallel to our consortium operation in Mexico;
we have helped capitalize & new and privately owned industrial devebpment bank in
Istanbul which will operate for the benefit of smell and medium-sized enterprise.

To both Turkey and Iraq, we have sent comprehensive survey missions like those thet
have visited Colombla, Cuba and Guatemala,

The Bank is functioning more and more effectively in a kind of broed partner=
ship with private capitel. In 1950 for the first time, portions of our loans were
sold to private investors without our guarantee., A featurs of owr recent transpord
loen to the Union of South Africa was the simultaneous ac¢tion taken by a group of
American banks to provide financing to the Union gévennnen’c for purposes related %o
that loan,

Our own dollar bonds have been well established in the American securitles mar-
ket. Ve have sold 300 million dollaxs® worth; and as some of you know, the demand
of investors for our 50«million dollar issue of last February substantially exceeded
the supply. An interesting feature of this par’bicular issue was that $3 million of
bonds were bought by investors outside the United States. Furthermore, a total of
more than $20 million worth of our bonds have been purchased in Europe, latin America
and Asia, predominantly by central banks.

We have been exploring end indeed, have had scme experience in, foreign markets.
We have placed two 1ssues, for the Swiss-franc equivalent of a 1ittle more then $10
million in Switzerland. At an appropriate time, and as our needs require, we inw
tend to enter other markets outside the United States., We also intend to be in the
American market as often as our lending operations make it necessary for us to raise
new dollar funds, perhaps two or three times a year., Barring unforeseen eventu=
alities, I think both the Bank and its borrowers may rely on a continuous flow of
funde from private investors, in the United States and ¢lsevhere.

Gentlemen, I would like to close by stating what, to me, is a very strong
beliefs This matter of sound econcmic development is of the utmost importance --
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to the Iﬁﬁted,,étates , a8 well as to the underdeveloped nations, The entire free
world 1s facing the blatant challenge of aggression. We are building up our mili-
tary strength to meet this challenge. This is an urgent task. I believe that
economic develomment is an urgent matter; too, It will, I think, play en important
part in owr defense, One o:.’: the most effective ways to meet this threat of the
totalitarians i1s to help the millions of people in the underdeveloped areas to in-
créase thelr humen and meterial resources, to achieve a better way of life, and
gradually to reach a more responsible and stable political and scocial balance. It
is a slow process., It should be handled on a busineseslike, realistic basis, which
demands that these people do all they can for themselves as the conditlon of outsids
aid,

I believe that development, measured by these standasrds, can go forward side by
side with rearmement, It is n&l’. a question of "either -~ or." The productive cap~
acity of the United States, and of the industrial nations of the West, 1s great in-
deed., From an over-all point of view, I am confident that we can produce adecuate
supplies of materials needed for both military defense and for a feasonahle smount
of econcmic development, I belleve that such develorment can be an importent factor

in the present struggle of the free world against 1ts enemies.
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Me complace hallarme aquf esta noche en compafifa de muchos
viejos amigos, y unirme a ustedes en la observancia de la Semana
Panamericana, Como ustedes saben, los Cancilleres de las Repiiblie
cas Americanas acaban de concluir una reunidn en liashington, Los
paises al sur de los Estados Unidos han convenido en asumir mayores
responsabilidades para su propia defensa y en acelerar la produccibn
de materias primas dtiles para ese fin, Los Estados Unidos, por su
parte, han convenido en dar cuanta ayuda puedan en forma de bienes
y asistencia técnica, con miras a incrementar el progreso econémico
de esos palses, El desarrollo econdmico estd considerado como parte
importante de la preparacién del Hemisferio,

Ese desarrollo econdmico es también la principal tarea del
Banco lundial, Nosotros funcionamos como empresa bancaria internz-
cional y muchos de los paises del Hemisferio son socios y accit-
nistas del Banco, Nuestros primeros préstamos para palses sube
desarrollados fueron hechos a la América Latina hace mis de tres
afios, Desde entonces, hemos invertido mis de 250 millones de
délares en este sector del mundo, lMuchos de los fondos - aun
cuando no todos - han salido de la suscripcidn de capital hecha por
los Estados Unidos o de la venta de bonos en este pais., Como lo
saben aquellos de ustedes que han sido abastecedores de nuestros
prestatarios, buena parte de los préstamos han sido usados para
pagar equipos y servicios norteamericanos,

Al pasarle revista a las repiiblicas hermanas, se perciben
a la vez problemas y oportunidades, A pesar de las graves ten-
siones del mundo, hay algunos factores bésicos de la situacibn
econdmica que son favorables, Aun antes del avance de la agresibén
comunista en Corea, la produccién mundial y el comercio habfan
llegado a niveles superiores a los de preguerra, Los paises
latinoamericanos tienen parte en ello, Ya a mediados del afio
pasado, y a pesar de que estaban importando intensamente de los
Estados Unidos, estuvieron en posicidn de eliminar los déficit
del comercio en que habian incurrido, con rélacién a los Estados
Unidos, en los afios posteriores a la guerra,

Los sucesos de Corea han aumentado alin mds estas cifras,
Casi todas las reptblicas del sur han logrado precios mis altos
para sus productos agricolas y sus materias primas, La prospe-
ridad que habfan comenzado a lograr en 1950, ha venido a sufrir
ahora las consecuencias econfmicas de la agresién comunista,
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Esta prosperidad, por placentera que sea en algunos as-
pectos, ha hecho resaltar la debilidad bisica de la economfa
de muchas de las naciones latinoamericanas, Como ustedes bien
lo saben, muchas de ellas dependén para la subsistencia nacio-
nal de sélo dos o tres productos, Por el contrario, para los
suministros de muchos importantes elementos manufacturados,
dependen de las importaciones, Son particularmente vulnerables
a las fluctuaciones del mercado mundial, OCuando apenas hay
nubes en el paisaje econdmico en otras parfes, lo probable es
que ya esté lloviendo en la América Latina,

La nueva prosperidad de los paises del Hemisferio ha
comenzado a inc¢rementar ciertas presiones que pueden llegar a
ser peligrosas, En la mayorfa de ellos, el problema inmediato
de la inflacidn requiere una accidn vigorosa y valerosa, El
problema ha de ceder hasta el punto en que la América Latina
pueda manterier sus importaciones de bienes de consumo y de
equipo productor, Hay alguna perspvectiva favorable para ello,
por lo menos a la luz de la polftica recientemente enunciada
por el Gobierno de los Estados Unidos, |

También infunde esperanzas el hecho de que las manu-
facturas europeas continfian en buena produccién a precios de
competencia, Pero los gobiernos del sur han de asumir ellos
mismos la primordidl responsabilidad de enfrentarse al proble-
ma de la inflacién, En los tiempos que corren, han de necesi-
tar especial enduranza y habilidad en cuanto a impuestos y
otras medidas para umantener equilibradas sus economfas, Al
mismo tiempo, como lo dije hace pocos momentds, esta época
parece presentar oportunidades excepcionales, Del crecimienw
to de las ganancias en cambio exterior y del incremento poten-
cial del ahorro puede resultar el enriquecimiento de la renta
nacional, que provean nuevos haberes de inversién y un sano
desarrollo econbuico, La situacidn tiene aspectos atrayentes
para los inversionistas extranjeros: ILas mayores ganancias
de estos pafses han venido a robustecer el crédito de los
prestatarios de la América Latina y han reducido los proble-
mas de cambio que han sido uno de los inconvenientes para
las inversiones privadas,

Creo yo que ha llegado el momento en que deban darse
los pasos necesarios para incrementar la actual prosperidad °
de log pafses dél Hemisferio hacia un futuro de mayor estabi-
lidad econémica, Esto podria lograrse si las inversiones
nuevas se aplicaran a aumentar la variedad de la produccién
latinoamericana; a incrementar la agricultura y la industria
locales donde ello sea posible; y, en breve, a colocar estos
palses sobre bases econémicas mAs holgadas con el levanta-
miento del nivel de vida, Si esto pudiera ir acompafiado de
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una mayor estabilidad politica, podriamos confiar en que nues=-
tras relaciones, tanto en la diplomacia como en los negocios,
han de nejorar entre ellos y el resto del mundo,

Con ese predmbulo, quisiera volver los ojos hacia lo que
el Banco Internacional estd haciendo en la América Latina,
Nuestro objetivo es énsanchar la base econdmica sobre la cual
trabajan esos paises, Estamos empefiados en ayuderles en dos
formas précticas, En primer término, proveemos parte del
capital que necesitan: hacemos préstamos a los gobiernos y
a otros prestatarios de la América Latina para proyectos
urgentes, En segundo término, - y esto crece todos los dias
en importancia - aconsejamos a los pafses en la elaboracién
de sus programas generales de fomento, Cuando los gobiernos’
asi lo solicitan, les ayudamos a conseguir ayuda técnica com-
petente para elaborar sus programas de desarrollo econbmico,
de acuerdo con las necesidades y capacidades nacionales,

Toquemos ahora el punto de los empréstitos, Hasta el
momento, el Banco ha prestado 260 millones de dblares en la
América Latina, En general, el propésito de estos préstamos
ha sido ayudar a crear’las facilidades bdsicas necesarias para
aumentar la produccién, Los préstamos estén financiando la
importacién del equipo que se necesita para proyectos claves,
para proyectos que pueden tener un efecto catalftico en muchos
sectores diferentes de la economfa nacional, En muchos paises
de la América latina es fundamental la necesidad de aumentar
la produccién de fuerza eléctrica y buena parte de nuestros
préstamos han sido a ello destinados - en ¢l Brasil, Chile,
Colombia, El Salvador, liéxico y el Uruguay,

También hemos hecho préstamos para expandir las redes
telefénicas del Brasil y el Uruguay; para la importacién de ma=
quinaria agricola moderna a Chile y a Colombia; para ayudar a
los industriales medianos y pequefios en liéxico; y para cons=
truir una red eficiente de carreteras en Colombia,

Algunos ejemplos pueden ilustrar el efecto-'de cadena
que un préstamo del Banco puede tener: Tomemos por caso’un
proyecto que estamos ayudando a financiar en El Salvador,
El Banco hizo un préstamo de alrededor de 12 1/2 millones a
una agencia de ese gobierno,para fuerza eléctrica, El pro-
yecto duplicari la produccidén de electricidad en el pafs,

El préstamo se hizo efectivo en septiembre paszdo,
El sitio del proyecto es un ejemplo gréfico de céro un plan
puede convertirse en una realidad, En las riberas del Rio
Lempa, en una 4rea que antes era la selva inhabitada, hay un
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campamento en plena actividad, Como 2,000 obreros estin empe-
flados en la construccién de la presa’y de la planta eléctrica
que esti siendo cavada en plena roca, Estos obreros manejan
el equipo pesado que el préstamo del Banco ha financiado -
mezcladoras de cemento, tractores y demds - que han sido lle-
vado al 4rea por una carretera construida especialmente con tal

fin,

Ios funcionarios del Banco que estuvieron alli reciente-
mente informan que todo marcha de acuerdo con el programa,
i(Culles serén algunos de los efectos del proyecto? ILa nueva
fuerza eléctrica supliréd la demanda atrasada de las industrias
ya establecidas, y, en anticipacibén de un abastecimiento mayor
de electricidad, ya empezd 1a construcci8n de 1l& primera
planta de cemento y de la primera planta de abonos, Y un nue=-
vo Banco que se preocuparé especialmente de las oportunidades
de inversidn, que han de surgir, ha sido establecido en San
Salvador, la ciudad capital,

El aumento de fuerza eléctrica facilitard la irrigacibn
nediante el uso de sistema de bombas, con lo cual, a su turno,
se aumentari la produccidn agriccla, También podrén montarse
nuevas unidades diesel con la economfa de cambio extranjero
resultante de la reduccidén en las necesidades de importacién
de petréleo, Un efecto indirecto, pero importante, ha de ser
la mejora de transportes salvadorefios, La nyeva carretera
que va al sitio de la presa serd extendida hasta la frontera
con Honduras ¥ serd un eslabdn més en la red interamericana
de carreteras,

También producird el préstamo resultados sociales, Hoy
por hoy, una necesidad tan corriente como la del agua escasea
en nuchas ciudades, La nueva planta eléctrica hard posible
mejorar las aguas y el alumbrado de las escuelas, los edifi-
cios pfiblicos y los domicilios, Esto dard una idea de con-
junto de cémo un empréstito puede afectar muchas fases de la
economia de un pafs y su nivel de vida. Yo creo que el pro-
yecto del Rio Lempa ha de ser un factor importante para
resolver la principal necesidad’salvadorefia que es la divere
sificacién de su vida econémica,

En un pafs mucho més grande, el Brasil, el Banco ha
colocado dos préstamos que montan a 5105 millones, En su
mayoria este dinero estd destinado al incremento de fuerza
eléctrica, Aqui también los efectos de los préstamos han de
ser el abastecimiento de una demanda atrasada de las indus-
trias ya existentes y también el suministro de fuerza eléc-
trica para nuevos usos industriales y agricolas, Por lo que
hace a su uso final, los dos préstamos hechos al Brasil
ofrecen un contraste interesante,
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El principal fué hecho a la Brazilian Traction, Light and
Power Co,, una entidad particular muy bien administrada, Se des=-
tind a financiar la adquisicién de equipo necesario para ciertas
atrevidas obras de ingenieria que incluyen el desvio de las aguas
de algunos rios y la construccidn de una serie de exclusas y lagos
artificiales de almacenaje de aguas, Ia Brazilian Traction sirve
las 4reas de Rio de Janeiro y también de Sao Pablo, el Chicago
del Drasil, que son los centros mis industrializados y de més
rdpido desarrollo en toda la América Latina donde esté concentra-
da la industria Brasilefia, Y si su crecimiento ha de continuar,
mayores seran las necesidades de fuerza eléctrica, Bl programa
de expansibn de la compafiia, por consiguiente, trata de lograr
un incremento del 50 por c¢iento en la capacidad generadora,

El otro préstamo para desarrollo eléctrico en el Brasil
fué hecho a una entidad pdblica, la Compafifa Hidroeléctrica de
San Francisco, para un proyecto en una regidn completamente dis=-
tinta de la interior, All{ seré preciso construir una planta de
fuerza soébre ‘el gran R{6 San Francisco, en la parte nordeste de
la repliblica, El interior de esta regifdn estd muy poeo desa-
rrollado, lLa nueva fuerza ir4d a suplir las demandas de las
ciudades de la costa, . Los generadores adicionales que puedan
instalarse en el futuro serén la base para una expansibn consi-
derable tanto de la actividad agricola camo la industrial en la
costa y en el interior, El proyecto forma parte del programa
general de fomento del gobierno brasileflio,

liirados en conjunto, los dos préstamos, que hemos hecho
al Brasil han de tener grande influencia en la diversificacibn
de la industria nacional,

Quisiera dar a ustedes también un ejemplo de los efectos
producidos por otros tipos de préstamoés, en Colombia, para la
compra de maquinaria agricola moderna, El crédito se conce-
didé a la Caja de ‘Crédito Agrario Industrial y kinero, una agen-
cia del Goblerno, . La Caja, a su turno, vende el equipo a agri-
cultores individuales de todo el pals, Alpunos de nuestros '
funcionarios han estado sobre el terreno observando cémo fun-
ciona el asunto, ZXllos nos informan que la maquinaria se usa
en forma muy efectiva, La Caja no sdlo estéd vendiendo equipo
a los agricultores en las regiones donde se necesita de urgen=
cia, sino que ha montado escuelas mdviles para enseilar a los
agricultores el mansjo del equipo,

Como resultado, algunas &reas agricolas de Calombia han
sido convertidas a la produccidn y mecanizadas, En un irea de
las sabanas del norte, los métodos modernos han sido aplicadog
a la produccidn de algodén, cosecha todavia nueva en Colombia,
Hoy dfa esta regién recuerda el auge de las comunidades dis=
tantes de los Zstados Unidos hace algln tiempo, -
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Pero ello no quiere decir que el Banco Internacional pue-
da prestarle a los paises el progreso eéondémico que necesitan,
as{ como ustedes no pueden exportirselo, Lo mis oue podemos
hacer, tanto ustedes como nosotros, es ajudarle a los péises
y a las empresas que se preocupan de su propio progreso, A
este respecto, el Banco es muy insistente. Los 260 millones
prestados en la América Latina, por gjemplo,no hubieran sido
puestos a sus brdenes si los prestamistas, en todos y caca
uno de los casos, no hubieran estado dispuestos a asumir la
mayor parte de las responsabilidades en el éxito de los pro=
yectos, Por regla general, ellos han invertido el equivalente
de $1,40 de su propio dinero, tanto en moneda local como én
cambio exterior, por cada ¥l que el Banco les ha prestado,

Un saro desarrollo econdmico requiere que los recursos
internos sean inteligentemente utilizados, No creemos que
pueda lograrse un progreso importante y sistemétice en los
paises latinoamericanos por procedimientos improvisados y
carentes de método, Por ello el Banco estudia los proyectos
aislados a la luz de su perspectiva general dentro del todo
de una economia nacional, Nos gusta estar seguros de que los
proyectos son de importancia fundamental - que no han de re-
querir ni capital ni esfuerzo humano que podrian emplearse
mejor en otras empresas, Nos gusta convencernos de que la
politica econdmica de un pafs determinado es progresista y
que crea un ambiente favorable para un determinado proyecto,

Este es un punto’'en el cual insistimos constantemente
con los paises miembros, HNos ha complacido cconerar con
varios paises latinoamericanos al hacer estudios comprensi-
vos de sus potencialidades y probabilidades econdmicas, A
Colombia, Cuba y Guatemala hemos enviado ifisiones de expertos
bajo el patrocinio conjunto del Banco y del respectigo Gobier-
no, Estas llisiones han investigado pormenorizadamente la
situacién econémica para hacer una prescripcidn general de lo
que es factible y préctico de realizar para mejorar la pro-
duccidén y el nivel de vida,

El Informe de la }lisidén enviada a Colombia, como uste-
des saben, fué publicado a fines del afio pasado; un Comité
bipartito de eminentes colombianos fué nombrado para reco-
mendar medidas especificas basadas en los estudios de la
Misibn, y algunas de estas recomendaciones - inclusive algu=
nas sanas medidas contra la inflacién - han sido puestas ya
en marcha, El trabajo de las Misiones enviadas a Cuba y
Guatemala estd proximo a terminarse y dentro de pocos méses
ustedes podran estudiar los informes por ellas rendidos,
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Hasta ahora, he venido hablando principalmente de lo
que el Banco y los gobiernos miembros pueden hacer y estén’
haciendo para proveer lo que basicamente constituye el fune
damento de la industria, Es obvio que algo hay que cons-
truir sobre esos fundamentos, En iltimo término, tiene que
haber fébricas que usen la fuerza, plantas que procesen la
mayor productividad agricola y mercaderias que recorran 1as
redes de transporte ya mejoradas, In estos campos de accidn
las inversiones y la iniciativa corresponden a las empresas
privadas, Por lo que hace al 3Banco, este es un aspecto im-
portante, quizd el mds importante, de todo el proceso de
desarrollo econdmico, El1 Banco puede poner su parte y los
gobiernos la suya; pero ni uno ni otro pueden substituir la
iniciativa individual - para que el campesino aumente su pro-
duccidén con la mejora de sus sembrados y de sus ganados; para
el hombre de negocios que sabe que podria lograr mayores ga-
nancias si produjera un articulo mejor, Tampoco podrian ni
el Banco ni los paises miembros rivalizar con los inmensos
recursos de capital a disposicién de las instituciones pri-
vadas y de los individuos,

Nos hemos preocuvado mucho en el Banco de hallar la
manera de ayudar a las emnresas privadas en los pafses mieme
bros, De acnerdo con la Carta, sbélo podemos hacer préstamos
a empresas particulares si obtenemos la garantia del gobierw
no respectivo, Hemos hecho préstamos de esta clase a gran- '
des empresas privadas, Ahora nos preocupamos de ver c6mo po-
demos poner el crédito al alcance de las empresas pequefias a
través de instituciones locales de crédito,

Creemos que en if#xico hemos llegado ya a una buena
férmula para ayudar al pequerio hombre de negocios, Hemos
abierto un crédito a un consorcio de ocho bancos mexicanods
¥ a la Nacional rlnanciera, agencia oficial del Gobierno,
Esta 1fnea de crédito seri usada para financiar las impor-
taciones necesarias rara que las empresas de negocios puedan
llevar adelante sus programas de expansién. luestros fondes
serfre~-prestados por los bancos mexicanos a entidades pri-
vadas y los mismos bancos de iéxico se har4n cargoe de finan-
ciar las sumas en moneda local necesarias para complementar
las empresas, De acuerdo con este arreglo, el consorcio
releva al Banco Internacional del trabajo de analizar un
crecido niimero de pequefias sollcltudes de préstamos, Los
prestatarlos individuales obtendrin del consorcio cantidades
entre 25,000 y /1,000,000, DNos ha llevado a realizar esta
operacién el convencimiento de que las empresas pequefias
medianas pueden contribuir én forma significativa al desa-
rrollo econémico de un pais,
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Pero ademis de lo que el Banco puede hacer en la actua-
lidad para ayudarle a las empresas privadas, una de las prin-
cipales necesidades de los paises latinoamericanos es obtener
suficientes cantidades de capital de inversién, procedentes
tanto del extranjero como del interior del pais, Algunas re-
comendaciones interesantes en extremo para llenar esta necesi-
dad fueron hechas recientemente por el International Develop-
ment Advisory Board que encabeza ielson Rockefeller, £1 infore
me de este grupo sugiere el establecimiento de una nueva Corpo-
racidén Financiera Internacional, a manera de subsidiaria del
Banco Internacional, Como lo dice el informe de Rockefeller,
esta corporacién haria inversiones directas en el exterior, en
participacién con inversionistas privados y también harfa prés-
tamos a entidades privadas sin la garantia de los gobiernos,

En nuestro sentir los objetivos de esta propuesta son a
la vez acertados e importantes, Desde luego, el Banco no puede,
actualmente, de acuerdo con la Carta, usar sus fondos para esta
clase de inversiones; pero si el Gebierno de los Estados Unidos
y otros gobiernos desearan suministrar el capital para una cor-
poracién de esa indole, nos proporcionaria el mayor grado estuw
diar la manera de ampliar nuestras operaciones incluyendo esta
clase de actividades,

Personalmente, yo creo que una operacidn de esta clase
habrd de’ constituir un gran estimulo para el flujo del capital
privado - capital americano, europeo, y de los mismos paises
por desarrollar, Creo que la perspectiva de trabajar con el
Ban¢o lundial como socio es atrayente para muchos inversionis-
tas, Un instrumento de cooneracién de esta {ndole, en mi sen-
tir, sérfa utilfsimo para el proceso del desarrollo latinoame-
ricano,

Aun sin tal instrumento, me parece que las inversiones
directds pueden y deben crecer en importancia en la América
Latina, Como ustedes saben, desde hace afios, ha habido una
apreciable cantidad de inversiones de capital privado en este
sector del mundo, En primer término, el capital se dedicd a
la produccion de materias primas tales como petréleo, metales,
etcétera; pero también buscd las industrias manufactureras,

"La historia de estas inversiones tiene piginas lamen-
tables, La depresién de 1930 - con el desastre de los precios,
la moratoria de los empréstitos y la hostilidad mutua entre
los hombres de negocios y el gobierno - produjo un antagonismo
hacia la inversién extranjera, El hecho de que se concedieran
préstamos descuidados en la década de los 20 - malos empréstitos,
que hicieron que aun los buenos fueran diffcileés de pagar =, no
contribuyé, en verdad, a facilitar el problema, Como resultado
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de todos estos factores, muchos pafses latinoamericanos tomae-
ron medidas limitativas de los derechos de l¢s inversienistas
¥y, en general, restringieron las inversiones extranjeras,
Asimismo, otras medidas tales come la nacionalizacién de las

utilidades, contribuyeron al descontento general por parte del
capital estadinense,

Pero creo que hay motivos para el optimismo al ver la
manera ‘cémo la situacidn parece estar aclaréndose en muchos
paises, Un cambio gradual se ha verificado én la actitud de
la América Latina hacia la inversidén directa, Las gentes se
dan cuenta paulatinamente mis clara de que la inversidn direce
ta extranjera puede ser de gran valor para su desarrollo, Se
nos ha asegurado que varios paises adootaran legislacidn favoe
rable con respecto a asuntos tales como la exportacidn de’
utilidades y los derechos generales de los inversionistas,

No hay duda de que allf ha mejorado el clima receptivo del
capital extranjero y yo confio en que las posibilidades de
un tratamiento equitativo y justo de ese capital han de mejorar,

En breve, a pesar de que la América Latina continlia te-
niendo problemas econbmicos bisicos, también presenta oportuni-
dades, Pueden ustedes estar seguras de que el Eanco Interna=-
cional, por su parte, ha de trabajar constantemente para
desarrollar e increnmentar estas opertunidades,

Aheora, y para concluir, quisiera que los Delegados de
la América latina me presten su atencibn para hacerles una’
descripeidn de la forma cémo el Banco funciona, en general,
Lstamos en el quinto afio de nuestros trabajos, Hasta el pre-
sente hemos hecho préstamos en cantidades sustanciales que
suben aproximadamente a 1,100 millcnee de dblares, Estos
préstamos, como en el caso de los ejemplos que he dado de la
América Latina, han sido hechos con el nrondsito de incremen=
tar la produccibn, désarrollar los recursos naturales y levan-
tar el nivel de vida, A estos propésitos han sido encaminados
los préstamos hechos en 4reas en todos 1los rincones del mundo,

Veinte de los paises miembros en cinco continentes estén
utilizando nuestros préstamos, £n otros continentes hemos he-
cho préstamos de f{ndole muy diferente a los de la América
Latina, En la Zuropa Occidental contribuimos a financiar
amplios programas nacionales de reconstruccidn de postguerra
que han abarcado muchas empresas diversas - agricultura, nive-
gacibn, transporte férreo, manufacturas de acero, etcétera,
tn paises menos desarrollados nos hemos ocupado de proyectos
tales como las carreteras de Etiopfa, el control de inunda=
ciones en Iraq, el desarrollo hidroeléctrico de la India, y
la irrigacién de Tailandia,
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En Turqufa hemos creado un consorcio un tanto similar al
establecido en 1@éxice; hemos ayudado en la capitalizacién de un
nuevo banco privado para el desarrollo industrial en .ustambul.,
que ha de funcionar en beneficio de las empresas de tlpo medio
¥ pequefio,

Tanto.a Turquia como a Iraq, hemos enviado sisiones para
estudios comprensivos parecidos a las que enviamos a Colombia,
a Cuba y a Guatemala,

El Banco funciona cada vez nmfis en una especie de amplia
asociacidn con el capital privado, En 1950, por la primera vez,
parte de nuestros préstamos fieron vendidos a inversionistas
privados sin nuestra garantfa, Um aspecto interesante del prés-
tamo que hicimos recientemente a la Unidn de Sud Africa para
transporte, fué la accibn simultinea tomada por un grupo de
banqueros americanos para financiar en la Unién ciertos pro=
yectos del gobiernc relacionados con el nuestro,

luestros bonos en ddlares han conquistado ya un mercado
seguro en los Estados Unidos, Hemos colocado 300 millones de
dblares; ¥, como algunos de ustedes saben, la demanda de los
inversionistas para la emisidn de 50 millane$ de d8lares en
febrero pasado, sobrepas® en mucho la oferta, Un aspecto inte-
resante de esta emisién fué que 3 millones de bonos fuerdn com-
prados por inversionistas de fuera de los Estados Unidos,
Ademds, un total de mds de 20 millones de bonos nuestros han sido
colocados en usyropa, en la América Latina y en Asia, en su mayo-
ria entre los Bancos Centrales,

llemos venido explorande y creemos tener ya alguna expe-
-riencia en los mercados extranjeros, Hemos colocado dos emiw-
siones en Suiza, en francos suizos, equivalentes a un poco més
de 10 millones de ddlares, A su debido tiempo,; y a medida que
lag necesidades as{ lo requieran, hemos de intentar la venta
de otras emisiones fuera de los Estados Unidos, También nos
proponemos acudir al mercado americano cada vez que nuestras
operaciones de préstamos lo hagan necesario para aumentar las
disponibilidades en délares, Esto ha de ocurrir una o dos
veces por afio, A menos que hayan circunstancias imprevisibles
hoy, yo creo que tanto el Banco como sus prestatarios pueden
confiar en un flujo continuo de fondos de los inversionistés
privados, tanto en los Estados Unidos como en otros paises,

Quisiera terminar relatando algo que para mi constituye
una firme ¢reencia, Esta cuestibén de lograr un sano desarrollo
econdmico es de la mayor importancia, tanto para los Estados
Unidos como para los paises subdesarréllados, Todo el mundo
libre est& hoy expuesto a la agresién, Estamos incrementando
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nuestra preparacién militar para afrontar el reto y eso es
tarea urgente, Yo creo que el desarrollo econdmico también

es cuestibn urgente y creo que ha de desempefiar un papel impor-
tante en la defensa, Una de las formas mds efectivas para
contrarrestar el peligro totalitario es la de ayudar a millo-
nes de gentes en las 4reas subdesarrolladas a incrementar sus
recursos humanos y materiales, a conseguir una vida mejor, y
a llegar gradualmente a un equilibrio més responsable y esta=-
bilizado en lo politico y en lo social, Todo esto imnlica un
lento proceso que debe ser manejado con criterio realista, que
hace imperativo que todos hagan su esfuerzo miximo como requi-
sito para recibir la ayuds exterior,

Yo creo que el desarrollo, mediante ‘estas medidas,
puede seguir adelante al par que al rearme, DNo se trata de
escoger entre uno y otro, Ia capacidad productiva de los
Estados Unidos y de las naciones industriales de Occidente
es muy grande, en verdad, desde un punto de vista general,

Yo confio en que hemos de poder produeir cantidades adecuadas
de los materiales necesarios tantd para la defensa militar
como para el desarrollo econdmico, Yo creoc oue ese desarro-
1lo es factor importante en la lucha en que estd empefiado el
mundo libre contra sus enemigos,
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOFMENT

Summery for the Press of Speech by Robert L. Garner, Vice-President
of the International Bank for. Reconstruction and Development, to the
Fifth Mississippi Valley Warld Trade Conference, New Orleans, La,

—aDEIl 21, 1990, 2 PoMe e o

New Orleens, April 21: Capiﬁél 1qvestmentvfpf ;ncreaéing production
throughout the world is”of:vital importance to thenfﬁture of foreign tradé.
Robert L. Garner, Vice-President of the Internmations]l Bank for Reconstruction
agd_Development.>eaid here today. Mr, Garner speoke before the Fifth MiSsissippi
Velley World Trade Conférence, et the Roosevelt Hotel, on the Internationsl Bank's
role in foreign trade. ‘ v | |

_ Historically, Mr. Garner seaid, 1ncreaa§d investment in the development or
rehebilitation of a country's productive resources brings about a higher level
of domestic trade and of trsde with the rest of the world. He said this is sup-
ported by thé fect that increased production ralses living standards, which in
turn stimulates the demand for and the purchese of goods and services both at
home and abroad. In addition, the ability of & country to meet the foreign ex-
chenge costs of its imports is improved through the initiation or expansion of
.productioﬁ of goods and Services with a market in other éountries.

~ One of the principél-purpoees of the International Bank, he pciqted out, is
thé promotion of e long-range belenced growth of trade. The Bank's interest in
trade, he declared, 1s not confined to one or a few countries but is world-wide
1n.9cope. In working toward its objectives, Mr, Garmer added, the Bank makes
direct loansbaut of its own resources to aid in the reconstruction and development
of its forty~seven member countries. It also encourages end assists similer in~
vestment by private investors.

World Bank loans, he stétad. are limited to specific prajects for pro-
ductive purposes, and are not general credits. A totzl of twenty~four loans

emounting to about $744 million have been made by the Bank in thirteen countries
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since its first loan was made three years ego. Proceeds from these loans have
been used by the borrowers to purchase and import equipment for such basic in=
dustries as steel, electric power, railways, shipping and air transport. Machine
tools for production of finished products, and agricultural machinery, aleo have
been bought with Bank loans, In discussing the purposes to which the Bank's
loane have been put, Mr. Garner noted that the reconstruction and development of
basic production, on which further development mey be built, has been one of the
major aims of each commitment.

As an example of how the Bank's loans affect foreign trade, Mr. Garner cited
a $12,5 million loan to Finland, A major part of the loan, he saidy is being
used b& Finland to modernize and reconstruct her woodworking industries, on‘wh?ch
the couhtry relies for the principal part of her foreign exchange earnings,

Mr, Garner pointed to the twofold effect of this loan on trade, which by helping
to increase the efficiency and output of Finland's woodworking iﬁdustriea~19= |
increasing the country's export potential and its ability to pay for imports..

The Bank's loans also have a more immediate effect on internationsl trade,.
Mr., Garner observed. Financing by the Bank covers the foreign exchange costs
of the purchase and importation of goods for productive projects in member -
countries where the Bank has made loans. The largeat-percentage,of loan dis-
burserents have been spent in the United States, but Bank funds have flowed into
many other countries as well.

Mr. Gerner said that the World Bank is doing its share to increase world
production and trade, but that much more capital investment. is needed than the
International Bank can supply. ZEquity capital investment from the United States,
he declared, is particularly necessary to increase production to a satisfactory
level abroad. Without such an increase in production and an opportunity for
other countries to compete in our merkets, Mr. Garner contended, it may be

impossible to overcome the enormous trade imbalance between the dollar area and
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the rest of the world without a serious breakdown in the flow of exports from
the United States. If we wish to remain a great trading nation, then the
United States must import on a higher peacetime level than ever before, because
without a high level of imports to make exchenge available to. other countriee

we cannot possibly maintain a high level of exports, Mr. Garner asserted.

P5057
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Mallont Ny, WJ/ you've Sust returned from & trip to some very interesting and

inportant !um.- You went to Egypt, Turkey, Iran, Gresse, Algeria, and Moroeco. //
ihtuommuumtum

OGarnert  The purpose was very simple— It was one of the general observation trips
which we at the International Bank $zy to‘uko from time to time, %o give us
personal knovledge of conditions in areas of sember countries-- and background
of the problems they are facing. Ny trip wae pg% to nsgotiate specific loans.
I would 1ike %o point out, incidentally, thet the purposes of the International
Bazk is not merely to make loans, V¥e have of course made OMI{&I to
date— some 650 million dollars in all, for both reconstruction and development--
but ancther very important #61e of the Bank is $0 keep in close touch with gemeral
sconomic and financial conditions in all areas, and to give our member chuntries
wvhat advice and assistance we can. I wanted to see the problems of the Middle
East at firet hand—— to discuss them with the econcmic amd financlal officials
wvho deal with them on the spot.

¥We were received everyvhere with the greates courtesy. The people of the

MHiddle East are naturally courtecus. And they have the feeling that the Bank
is an important institution for them. There was coneideradble indiecation, oo,

that the people of the Hiddle East want our sdvice, as well as financial assistance.
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I think ve crowded as much as could be crowisd inte a short period.
Mallons Do you have any general conclusione, Nr. Gurner, vhich you think apply te
o =

these countries of the Middle h.’/ as a wholel
Garners  Looking at it as a whele, x—mﬁn-’//w 1s & very important regien

of the world, I am comvineced that there is a groving desire and remlisation

of the need for sconomic development— both to increase the econemic strength

of the countries, and t0 improve the condition of the masses of psople, Of

course, in any relatively underdeveloped country, sound and effective development

is a long and a hard Job, The countrienm of the Niddle East mneed a cortain amount

of financial mht_uu from abroad, ut sven more they need to ge$ Sheir own

finances on a sound basis—— %o provide the smounts of loecal currencies that must

play the major part in each country's own development program. Gemerally, I

found a realistio realisation of these protlems among all the officiale I talked

2etest

L~
to. And & refreshing vigor and detersination, fhose' officiale have a sy
reascnable .mm% They don't expect the Bank to do unreasonable things. They
are not thinking in terms of huge, impractical projects~— but, on the vhole, in
terms of practical planse.

I8's & fascinating area. In general, these countries are primerily

agricultural. I should say that the main development nesde of the Middle East
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are for irrigation and pover projects; and in some cases for transportation »-

roads, mailroads, ports— things of that sort.
Mallont Hevw about l‘ogl from the Intermnationsl Bank, Mr. Gawner?! Would you say that thers
are amy posmibilities of the Bank's making loans to any of the countries you visited?
Garnert Tose= 1f you think 4{n terms of a peried of months, chrin; vhich time projects
could be well prepared. Take the case of Ngypt. It has a long tnﬂ.ﬂm of
balanced Moth and some very interesting amlmt projects. What is
needed there mest of all 4s a coordination of thewe pnjoc}n- 80 that they

pall together to benefis the gountry's economy as a whole. We sav the Caire and

2 a

Alexandria areas—— and got up the Hile to luxor, INgypt \:/ﬂ sgriefltural country,
and the basic prodlem of agriculturs is more waler. JIa the Upper Hile, thers are
several projeats of irrigation which are guite interesting. One tmln‘- irrigation
of land which is fertile during the flood season, but then dries up for six months.
The plan ie te tap underground water supplies to provide irrigation for the dry season.
It's & five to ten-year project., The ancunt of dollars nqu&n:& wvould be smalles Dmt
it nWs $0 Yo a good project which would have & mltiplying effect on the whole (/o
economy,

As for Turkey-- one camnot help be impressed dy the deep seated vigor and
determination of fts people to make it a stable and economically active natien., Anmd

Turkey has extensive natural resources, One important requirement thers is %o

improve the Turkish ports, im order toc ¢ut the costs of handling exports and
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Bank, These include port P“;MM/&‘;M _ 3 Y 1P
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|~“Sothing sbout finance, he seemed to me %o have some pretty sound concepts,
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he asked ma if I were bored, mgm“aﬁwmmmmu

mqum Though the president clmimed to knew
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assictance that the Bank gives its member countries, What is the Berk's rols

in this regard in the !Middle Easb?

g s ey ol forn T ok

will be glad to work vith Iran, keep in toush with its development, give any
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plan,
o Lrewek whsbovs gone Pl
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They are pioneers, They are sonfident, sctive, and have a high degree of
competence in teehnical and manegerial metters, Somc very interesting pover
uﬂin!.ﬁmmjm-mmwinnﬂhuﬂ;hnmg (ne involves
sending wvater through a mountain for sixty miles and irrigating 250 thousand
acres of coastal plain, In this ares, again, ths Bank stands ready to give
viat technical advice it can — and to consider granting loans if and vhen
mmmwummﬁmﬂ;
tomnpwﬂp—!tﬂnkthmhmnmhrmnmummm
Middle East than ever before of the petentislities of economic development,
To make thip develspment e veality there is need for soms money from aleoad,
But even gorg there is nesd for help in working these projects oub — need for
technical and financial advice. I believe the Bank can gain the confidewce
of these people in the Middle East, and can play a helpful and constructive role,

Malloni Thank you, Mr, Garner,



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

Address by Robert L, Garner, Vice President of the
International Bank for Reconstruction and Develop~-
ment, before the Congress of American Industry
National Association of Manufacturers, Wednesday,

December 1, 1948

FOCUS_ON WORLD FINANCE

To find a focal point in world finance one naturally gravitates to the
strongest financial power -~ the United States, Because of its preponderance of
resources = financial and economic -~ the effect of its policles and actions
radiates throughout the world and influences events everywhere, The United States
wage and price level, the tug between inflationary and deflationary forces, taxa=-
tion and the federal budget, the rates of capital expansion =- all of these and a
multitude of other factors have a decisive impact both at home and abroade

' However, in order to bring a focus to bear, I shall today deal with the
effect on world finance of the one question which in my judgment is of ouverriding
importance ==~ the relationship between what America buys and what it sells abroad.

The course of American foreign trade is part and parcel of the developments
in domestic economy and in foreign policy; it will have a vital influence on
recovery in Europe and on the rate of economic development in Latin America and the
East; it ties into national security. Let us take a look at it, using round
figures for the sake of simplicity,

In 1947, 8 world short of all manner of things bought 19-1/2 billion
dollars of American goods and services, whereas the rest of the world sold to this
country only 8~1/2 billion dollars. This 11 billion dollar gap represented the
"dollar shortage" which has become a byword in every tongue,

You can't balance 8 against 19, yet we all know that the total of assets
and liabilities must somehow balance. In 1947 the balance was arrived at by other
countries turning over to the United States 4~1/2 billions of their gold and dollar
assets and receiving grants and loans from the United States in the amount of 6-1/2
billions,

In 1948, 1t is indicated that United States exports will be reduced to the
neighborhood of 17 billion dollars and imports will increase to about 10 billion,
The gap is narrowing, but still 10 does not balance against 17, The deficit is
being covered primarily by ERP and other foreign aid, and by the liquidation of
further gold and dollar holdings of the other countries,

How long can this gg on? Foreign owned gold and dollar investments are
near the bobtom of the barrel, and it seems unlikely that the United States Govern-
ment will or should continue over a protracted peried to provide extraordinary
assistance to the rest of the world of the kind and in the amounts now being
furnished,



There are only three ways that in the long run a balance between what
America buys and sells can be struck, and in practice the balance will probably re-
sult from a combination of gll three, The first is by an increase in American
imports, both goods and services, from the rest of the world, The second is by a
decrease in American exports, The third is by the flow of United States funds
abroad, Let us consider each of these,

First as to American imports, This country is now at its highest level of
prosperity, Because of lower American tariffs, greater supplies of foreign goods
. and the increased spending of tourists, the value of American imports will, as I
have indicated, probably be in the neighborhood of 10 billion dollars this year.
But this figure of 10 is still a long way from the 17 of exports, It seems clear
that unless there are further changes in the tariff level and in the traditional
American attitude towards imports, the balance of trade in the future is more apt
to be reached by a drastic reduction in the 17 billions of exports than by an
increase in the 10 billions of imports., Yet approaching a balance at a high figure
rather than a low figure would appear to be in the interest both of the United
States and the rest of the world,

Let's take a look now at American exports, the second factor in the trade
balance, We all say that Europe should increase its production. No disagreement on
that, Also, we agree that Europe must increase its exports. Do we realize, how=-
ever, that at least for the near term, such an increase in preduction will reduce
the amount of American exports te Europe? Likewise, do we realize that increased
European exports to other countries will replace certain gopds now being supplied
from the United States? Currently, when the domestic demand for steel, agricultur-
al implements and certain other equipment is in excess of the supply, it may be to
American advantage to keep these things at home, but this country is now beginning
to produce a surplus of certain types of goods and any reduction in foreign demand
will not be welcomed by those who have such goods to sell, In fact, we are already
seeing evidences of attempts to use ERP funds to absorb these surpluses, both
agricultural and industrial, whether or not they are what Europe needs most from
the United States to speed its recovery. ERP was set up with taxpayers dollars to
give Europe a chance to get back on its own feet., It mskes no semnse to use these
dollars except for those things most essential to this purpose.

To American ears the word discrimination has an ugly sound., Theoretically
at least, opinion favors nondiscrimination in trade. But let's be realistic. Most
of us have to discriminate or, to put it another way, be selective in our personal
trading habits, Grocery bills and repairs to the house must sometimes take pre-
cedence over a new car or a mink coat, So the wife as well as the furrier may
claim that they are being discriminated against. Similar necessity faces the coun~
tries which today have many needs and desires and relatively few dollars. If they
are to move towards balancing their trade, particularly in the dollar area, they
must selectively control, that is discriminate, as to what they buy and where they
buy it.

It is true that the relative balance of international trade and finance in
the last century was achieved with a minimum of controls, This was largely because
Great Britain, the dominant trading nation of the world, found it to her interest
to promote imports as well as exports and to send a tremendous and steady flow of
capital abroad, The international finenciel and economic machine ran with suffici-
ent smoothness to enable a practical balance to be obtained through the market
place. Unfortunatdy, today no such natural balance appears in the offing. The
damage and dislocations from the wer and from the lack of & real post-war peace have



been so great that under existing circumstances it seems necessary for countries
which are short of dollars arbitrarily to limit their dollar purchases to essential
goods they cannot buy elsewhere and in amounts for which they have dollars to pay.
Call this discrimination if you will, but it is no greater than that which would
accompany & customs union or preferential tariff area within Western Europe, which
seems to be ardently supported by American opinion.

Some of the criticisms of disecrimination are contradictory. I recently
read an article which began by complaining bitterly that certain European countries
are discriminating against some American goods., A bit later on the author com—
plained that these same countries are spending dollars furnpished by America for
luxuries instead of for food and equipment., We can't have it both ways.

However, even assuming the most prudent foreign buying in Americen markets,
it seems hardly in the cards to expect an absolute balance of American foreign
trade in the forseegble future, Economicelly, America has so much and produces so
much compared to any other country or area that for some time American exporte
will tend to exceed American imports. At the best, any substantial increase in
the present high volume of American imports will probably be gradual., To force a
balance by drastic cuts in American exports would probably have a substantial
effect on the economy and be resisted by many people in industry, egriculture and
labor; A complete closing of the gap in trade in a short period may prove to be
both economically undesirable and politically unfeasible for the United States.

Now to consider the third method by which foreign trade is balanced, So
long as a gap continues, it must be covered either by extraordinary assistance from
the United States Government or through the export of private American capital. In
the past, wealthy nations have exported capital and in general they have received
substantial benefits,

We in the International Bank see many projec'ts, particularly in the under= -
developed areas, which would be attractive to private invesitment if the general
political and economic climate should improve, and one of our principal purposes is
to stimulate such investment, Our own resources provide only & small part of what
is needed, The Bank can, however, act as a trail blazer for private capital and
through helping its member countries put their economic¢ and financial affairs on a
more stable basis promote a climate in which such investment may prosper. However,
I must sey that the amount of private American capital which can be expected to
flow abroad during the next decade will not cover a gap in the balance of trade of
the present size, -Unless public funds in large amounts continue to pay for exports,
the volume of American exports and imports must come closer together,

The American willingness to help less fortunate peoples abroad, as evidence
ed particularly by the European Recovery Program, springs from generosity typical
of this country. But generosity alone can wear itself out, The question whether
the foreign ald policies are justified on the grounds of American security involves
political and military matters on which I should not speak as an officer of the
Internationsl Bank,

I shall merely say that in my opinion ERP is a measure of intelligent self
interest and that no one should expect this country to continue to bear the heavy
burdens involved in foreign aild except as the people believe that it protects and
pramotes their own well~being ~- their economic and financial interests and their
security,



. 'However, I do wish to emphasize the practical necessity of working out a
~solution to the balancing of foreign trade -and finance along lines which are in
accord with and not contrary to the basic objectives of U.S. foreign policy, How
it is done will greatly affect conditions in this country and the course of events
overseas,

Now to summarize, The United States is selling abroad a tremendous volume
-of goods, due to the preponderance of its own production and to abnormal postwar
demands, It is buying from abroad much less than it sells, The difference is
being paid for by funds largely supplied by the govermment out of the pockets of

the taxpayers.

If the United States is not to continue to give away great amounts of the
products of its fields and factories, it must approach a closer balance of its
foreign trades It can either buy much more or sell much less or do some ofAboth.

Inereased imports will compete with some of the products which you meke,
and at least in the short run, may adversely affect the business of some of you,
On the other hand, every dollar of additional goods purchased in this country from
foreigners means that they have another dollar to spend for American goods, So as
a group you will probably benefit, .

American industry believes generally in high volume and competition.
Probably the greatest good for the greatest number lies in approaching a belance
of trade, not at a low but at a high level, If this is achieved, it may not only
help to maintain our prosperity here, but it will assist the rest of the world to
regain financial and economic stability., This is my justification for treating
the trade balance of America as a focus of world finance,

L}
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Release A N ’
DICEST of address - ROBERT L. GARNER,
Vice President, International Bank for
Reconstruction and Development, “Washington,
£.C., at the 43rd Annual Meeting of the
American Life Convention, Edgewater
Beach Hotel, Chicago, October 4--“The
International Bank, Its Functions and

Lending Policies.”

Chicago, Ill., Oct, 4--The real measure of the International Bank's
effectiveness may be less in the amount of money it lends than in the work it is
doing to encourage suitable conditions for private investments abroad, Robert
L.. Garner, Vice President of the Bgnk, told the 43rd annual meeting of the
American Life Convention here this morning.

“In all of our discussions we emphasize that the major effort in the
development of any country must be made by that country itself", Mr. Garner
said, “both in the handling of its own affairs and in supplying the major part of
the capital required. It is our firm conviction that private capital must be looked
to for most of the necessary financing and we accordingly urge the development
of conditions in the country which will attract foreign private capital, particularly
in the form of equity investments. Such investment has the specific advantage
of providing not only funds but the necessary technical and managerial skills
as well.

“We are exploring every opportunity open to us to facilitate thex flow
of private foreign capital whetht;r by financing part of the cost of a project, the

(more)
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remainder of which is to be financed by private investors, or by granting limited
guarantees such as a guarantee of the transfer of interest. We hope to be able

to conribute to the international flow of private capital by encouraging the
development of principles and practices which are fair both to the foreign investos
tors and to the countries in which investments are made.

“So far, the International Bank has made a modest but satisfactory
profit. It has succeeded in operating free of political pressures and we are
confident that the securities issued by the Bank or sold with its guarantee
represent prime investments for insurance companies and other institutions.

We. feel justified in taking considerable satisfaction in the solid if modest accom-
plishments of the Bank towards assisting in the reconstruction of the war-dev-
astated nations of the world and towards stimulating increased production of
goods which the world urgently needs.”

In reviewing the Bank’s history since its beginning in Bretton Woods
in July, 1944, Mr. Garner termed the Bank more a “long term investment com-
pany” than a bank in the usual sense. He said that its first loans were all made
to governments or to government corporations but that recently it had made its
initial loan to private enterprise. The borrowers were four Dutch shipping
companies and the Bank's loans enabled them to purchase six merchant ships,

“Although the Bank expects to push forward with additional loans in
Europe,” Mr. Garner declared, “we believe that the emphasis in our operations
in shifting towards the undeveloped areas -~ Latin America, Asia, Africa and
the Middle East. The problem of development in these areas is both a fascinating
and a difficult one, to be measured in decades and not years. The inherent

(more)
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difficulties include the lack of economic, financial and in some cases political
stability; the lack of local capital, of technical skills and of trained management
and a lack of realistic planning. To overcome these difficulties requires much
more than making available large amounts of foreign loans.

“The essential requirements for European recovery are far beyond
the capacity of the Bank to finance and substantial assistance from other soufees
is necessady. This assistance is granted in the form of the European Recovery
Program which in my judgment is at orce farsighted, daring and realistic. We
are, of course, in close consultation with the Economic Cooperation Adminis~
tration to determine how Bank loans may best supplement the ERP program.

“Since ERP funds are being used primarily to furnish urgently needed
food, fuel and raw materials, it appears probable that our role will be primarily
‘that of financing capital equipment imports for purposes of specific productive
projects. We believe that a number of sound loans of mod;rate size can be worked
out in certain of the countries participating in the recovery program.

“During the early summer I spent six weeks visiting a number of
countries in Western Europe. Much has been accompiished in physical recon-
struction and increase of production. It is a striking fact, however, that although
industrial output in most of these countries has approached or exceeded pre-war
levels, they are far frqm having achieved recovery.

“In the post-war Europe, pre-war standards of production and trade
are almost irrelevant, What is needed, I am convinced, is a fundamental and
far-reaching readjustment in the entire structure of Europe’s economy. There

(more)
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must be new and bold concepts if Europe’'s fundamental weaknesses are to be
corrected and new sources of strength to be provided. I believe one might say
that the basic objective of ERP is to enable Europe by its own effort:s to achieve

just such adjustment of its trade and productive mechanism.”

END
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The Intermational Bank for Reconstruction and Development was set wp
ab Bretton Woods in July 19hk. nﬁmuduammm
Washington and began its loan and borrowing operations in the summer of
1947. Its purpose is to provide finencing for productive purposes, to
asgist both in the reconstruction of war damaged countries snd in the
development of the resources of the less well developed areas of the world.

This Bank represents & unique operation in international finamce., It
might more accurately be called a long term investaent company rather than
a benk in the usual sense. Its authorized capital of some $8 billion is
mw%mummmmmwmm
with the exception of Russia, Sweden, Switserland, Argentina, Germany and
Japan. However, the Bank is menaged along the lines of a private enterprise,
and not as a political organisation. Each stockholding government is repre-
sented by a Governor, usually the Secretary of the Treasury, Finance Minister
or Hoad of the Cemtral Bank. Jast week the Board of Governors held its Third
Annual Meeting in Waskingtom.

Almost all the powers of the Governors have been delegated to the 1k
Executive Directors of the Bank, The five largest stockholders «- United States,
United Kingdom, France, Chin® snd India - each appoint one Executive Director,
and the remaining Directors are elected by the other member comntries, The
voting power € each Director depends primsrily upon the sise of the capitel



subscription of the country or countriss he represents,

The management is made up of a staff of some OO peopls representing
23 nationalities headed by President Jolm J. MoCloy, the former Assistant
Seoretary of War. The staff is not subject to amy govermmemtal controla,
owes ite allegiance only to the Bank, and has been selected on the basis of
merit without regard to politicsl influence. It is ths responsibility of the
msnagenent to operate the Bank and to dewelop recommendations on loans and
on other important matters for the approval of the Directors, just as in the
erdinary corporation.

As %o the capital of the Bank, the total subscribed amount is the equiva~
lent of $8,336 million., Omly 208 or §1,667,000,000 of this, however, can ever
uwmm. This is made up as follows., Each member country paid in
2% of ite subseription in actual dollars, which, disregarding certain small
authorized deferments, amounts to §166,000,000, In addition, eash member has
put wp 188 4n its own cwrrency. Thus the 2% of all the members plus the 15%
of the United States provides ws, sgain disregarding the deferments, a paid
in dollar capital of §$738,000,000. mmuu,m-;mmmm
United States have paid the equivalent of $929,000,000 in their omn cwencies.
This combined amount, or the equivalent of $1,667,000,000 represents our
potential loanable cspital. However, the Bank cannot actually use the 18
portion of auy memberts cspital subscription exoept with ite oonsent. Up to
the present the United States has made availsble its full amount and Belgium
a token smount equivalent to $2 milliom., The difficult financial pesition of
most countries accounts for the fact that they have not yet made the 18f portion
of their sapital available, but we are hopeful of gradually getting the necessary
additional ocnsents.

The 80% balance of the capital, or the equivalent of $6,669,000,000, is
available on call of the Bank for the sole purpose of meeting ite omn obligations.
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Thus we have as & protection for the Bank's securities the obligation of
47 member countries %o put up the equivalent of more than six and a half
bdllion dollars Af it ever should beoome necessary, Of this, the cbligatiom
of the United States is $2,540,000,000, The Bank has an unconditional call
an these funds, Thus the bonds issued by the Bank have behind them extre~

I would now like %o review briefly the operatioms of the Bamk,

In the first place, we have supplemented our losnable capital funds by
borrowing $254 million. As you knew, in July 1947, we sold two issues of
bonds 4in the United States for a total of $250 million, Barly this year, we
also sold %o the Bank for Internationsl Settlements in Basle, Switeerland,
an issue of Swiss fremc bonds equivalent %o about $4 million. In addition %o
these borrowings, we recently sold to & small group of commercial and savings
m.unwm.wamummammm
companies which we soquired as a result of a loan %o those companies. This
latter operation is interesting in that it is the initial sals of obligations
guarantesd iy the Bank. We believe that this type of finaneing is subject $o
considerable expansion.

We now have capital an hand of about $475 millim. We do not expect to
borrow large additional amounts wmtil funds are sctually needed. We believe
there are possibilities of selling both dollar and local currency securities
abroad, as well as of making sales in this market from our portfolis. There-
fore, it is probable that the Bank will mnot make frequent offerings of ite
own bonds in this market.

’ On the whole we consider that the market record of our bonds has beemn
good, There has been & broad distribution of them among ingtitutional investors.
In a nusber of states legislation was required to legalize investment in the
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bonds on the part of commercial and savings banks, insurance companies and
trust funds. Begimning early in 1547, the Bank undertoock a program to secure
the necessary legislation and st present the securities are eligible far all
national banks and for other commercial banks in hl states and the District
of Columbia; for savings banks in 22 states and the District of Columbiag
for insurance companies in 32 states; and for trust funds in 28 states and
the Distriet of Columbia. This most satisfactory result was obtained with
the valuable assistance of the investing institutions themselves and we in
the Bank are most grateful for their cooperative help. Mmluné‘
states requiring legislation %o legalise our bonds for insurante companies,
We expect %0 continue our efforts to get the required legislation and ask that
you who represent insurance companiss in these states give us your assistance.

I would now like te¢ outline briefly our losm operatioms,

nmwuwwuﬁzwm~mmum,
$207 millim to The Netherlands, $40 million to Demmark and $12 millien te
Luxeubowrg, In addition, we have mede & commitment of §16 milliom to Chile
mummwwmamammow. Our first loans
were all mads to govermments or %o government corporations. Recently, however,
we made our initial loans %o private enterprise. The borrowers were four Dutoh
shipping companies and our loans ensbled them t¢ purchese six merchant ships.
The loans are secured Wy ship mortgages and are guareanteed by The Netherlands
Goverment,

The loan to France and the first loan to The Netherlands might be called
general purpose losns. They were made to provide for the purchase of materials
and equipment ranging from steel, oosl and cotton %o rolling mills, mschine
tools and ships., However, I wish %o emphasize that the proceeds of these loans
mmmmywmwmmunmdmmrwtm
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purchase of the specific goods ar services authoriszed inm the loan agreement®.

In effect, we pay against properly authemticated vouchers. Furthermore, we

verify through ocur field representatives in the borrowing countriss that the

goods arve actually used for authorised purposes.

" Ouwr lending policy is tending towards loans for specific projects —

for ships %o the Dutch companies and for hydwoelectric plante and agricultural

squipment for Chils, for instanse., We now have a number of sush loans im various

stages of negotiatiaom. aigggé‘wﬂgg.
Our loan procedure usually begins with & preliminary discussiom with the

potential borrower, angl.gg&a&ogs&aii

&t firet hand, Such a study embraces a survey of the eoonomic, financial end
related conditions in the country, as well as analysis of the sccnomic and
tedinical aspects of the project itself, PFor this purpose we may employ outside
anginesrs and other technical experts. When the required informstion is developed
Eiié%‘tﬁuﬂwé #####

There has been eriticiss that the Bank 1s too conservative in its lending
policies and that it moves %00 slowly. We believe, howsver, that both from the
standpoint of the Bank and the borrower loans do more harm than good wnless
they are made for economically productive purposes and for projects which are

have been made in Burope sand we believe that they have definitely contributed
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to inoreased production. However, it became apparent last year that the
sssential requirements for European recovery were far beyand the capacity
of the Bank to finance and that substantial assistance from other scurces
was necessary. That assistance has now been granted in the form of the
Buropsan Recovery Progream - a program which, in my judgment, is at once far-
sighted, daring and realistic, We are, of course, in close consultation with
the Economic Cooperstiom Administration to determine how Bank loans may best
supplement the ERP program. Since ERP funds are being used primarily %o
furnish urgently needed food, fus) and raw materials, it appears probable that
mmthMdﬁmmWnﬁlMMﬁr
purposes of specific productive projects. We belisve that & number of sound
losnz of moderate sise can be worked out in certain of the countries partici~
pating in the recovery progren.

During the early summer I spemt six weeks visiting a number of countries
hmw.l Much has bemn accomplished im physical reccnstruction and
increase of production. It is a striking fact, however, that although indus.
Wrlad sbyut in most of Shevs eomriwies bas spprosthed or smsesded pre-war
levels, they are far from having achieved recovery, In the post-war Burope,
pre-war standards of production and trade are almost irrelevant. What is needed,
I am comvinoed, is & fundamental and far-reaching readjustment in the entire
structure of Burope's ecancay, There must be new snd bold concepts if Europe’s
fundamental weaknesses are to be corrected and new sources of strength to be
provided. I believe cme might say that the basic cbjective of ERP is to emable
Burcpe by its omn efforts to achieve just such a readjustaent of its trede and
productive mechanism,

Although, as I have said, the Bank expects to push forward with additional
loans in Burope, we believe that the emphasis in our operations is shifting
towards the underdsveloped areas - Latin Americs, Asis, Africa and the Middle
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The problem of development in these areas is both & fasoinating and
diffioult one. In the first place, it is & slow process to be msasured in
decades not years. The inherent difficulties include the lack of ecancmic,
finanoisl, and in some cases political stability; the lack of loosl eapital,
of technical skills and of trained managements and a lack of realistic plaming.
To overcams these difficulties requires much more then msking svailalle lsrge
smowrts of forelgn lomns, However, theve is no question of the importance of
a steady development of the resources of the wderdeveloped countries, from the
standpoint both of those countyiss themselves ad of the world eomony as &
whole. The Dank can, snd I believe will, be m luportant factar in this process.
~ ‘The Bank's approash %0 the problems of ite wderdeveloped member countries
my be desoribed in genersl terms as fallows. In the firet place, we attempt
%0 cowinos the mesber government of the impartance of working owt an overall
development progrea to avoid westeful mxl wenoonomical projects. Such & progrem,
we point out, should be based on the comtry's sxisting natural resources, ite
location, olimate and type of population, snd the finmncial and administrative
resources which it has sveilshis. We emphasize the importance of starting
with modest projests, partioulerly those which will result in the greatest
inorease in produstion snd trade in relstion to the sise of the investamt.
¥e are prepared to undertale wpon reguest a trvad investigation of the conditione
in any member country $0 jrovide the besis for general conclusions as to that
comntry's development needs snd possiddlities and the measures required to over-
oame the existing obstecles. We have alresdy made such investigations in &
mamber of countries and others are wnder way, We are prepared to provide Lupartial
coumsel in helping the couwntry work owt a sound progrem., ¥e are also willing %o
recamend qualified independent experts in agriculture, industyy, engineering



and finance.

In all of owr discussions we emphasise that the major effort in the
development of eny country must be made by that country itself, both in the
handling of its own affairs and in supplying the major part of the capital
required, It is our firmm conviotion that privete capital must be locked %o
for most of the necessary financing and we agcordingly wrge the development
of conditions in the sountry which will attract foreign private cspital,
particularly in the form of equity investments. Such investaent has the
specifio advantage of providing not only funds but the necessary tecimical
and managerial skills as well.

We are exploring every oppartunity open So us to facilitate the flow of
private foreign capital whether Wy financing part of the cost of a project,
the remainder of which is to be financed by private investors, or by granting
limited guarentees (for example, a gusrentee of the transfer of interest), or
by other means. And, finally, we hope %o be able to contribute to the inter-
national flow of private capital by emcouraging the development of principles
and prestices which are fair both te the foreign investors and to the countries
in which investmenis are made,

It may well be that thw real measure of the Bank's effectivensss will be
less in the amownt of actual loans which it makes than in the success it atiaing
in promoting a realistic and comstructive approach to development problems on
the part of its members snd in fostering greater confidence among those who have
money to invest abroad.

In summary I wish to say that we believe that the International Bank repre-
sents & sound concept of mobilising international capital to make loans, for
productive purposes, which can be repaid. We are attempting to conduoct the
affairs of the Bank on & business basis. Jo far we have made & modest dut
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satisfactory profit. We have succeeded in operating the Bank free of political
preassures. We are confident that the securities issued by the Bank or sold
with its guarentee represent prime investmenta for insurence companies and
other institutions, And, finally, we feel justified in taking considersble
satisfaction in the sclid, if modest, accomplishments of the Bank towards
assisting in the reconstruction of the war-dsvastated nations of the world
and towards stimulating increased production of goods which the world urgently
needs.
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The International Bank for Reconstruction and Development was set up at
Bretton Woods in July 1944. It was organized with headquarters in Washington
and began its loan and borrowing operations in the summer of 1947. Its purpose -
is to provide financing for productive purposes, to assist both in the recon-
struction of war damaged countries and in the development of the resources of
the less well developed areas of the world.

This Bank represents a unique operation in international finance. It might
more accurately be called a long term investment company rather than a bank in
the usual sense, Its authorized capital of some $8 billion is subscribed by 48 #7
govermments which include all the more important countries with the exception of
Russia, Sweden, Switzerland, Argentina, Germany and Japan. However, the Bank is
managed along the lines of a private enterprise, and not as a political organiza-
tion. Each stockholding government is represented by a Governor, usually the
Secretary of the Treasury, Finance Minister or Head of the Central Bank, Last
week the Board of Governors held its Third Annual Meeting in Washington,

Almost all the powers of the Governors have been delegated to the 1k
Executive Directors of the Bank., The five largest stockholders — United States,
United Kingdom, France, China and India -- each appoint one Executive Director,
and the remaining Directors are elected by the other member countries. The
voting power of each Director depends primarily upon the size of the capital
subseription of the country or countries he represents,

The management is made up of a staff of some 400 people representing 23
nationalities headed by President John J. McCloy, the former Assistant Secretary
of War. The staff is not subject to any govermmental controls, owes its allegiance
only to the Bank, and has been selected on the basis of merit without regard to
political influence, It is the responsibility of the management to operate the
Bank and to develop recommendations on loans and on other important matters for
the approval of the Directors, Just as in the ordinary corporation.

As to the capital of the Bank, the total subscribed amount is the equivalent
of $8,336 million. Only 20% or $1,667,000,000 of this, however, can ever be used
for lending. This is made up as follows. Each member country paid in 2% of its
subscription in actuwal dollars, which, disregarding certain small authorized
deferments, amounts to $166,000,000, In addition, each member has put up 18% in
its own currency. Thus the 2% of all the members plus the 18% of the United
States provides us, again disregarding the deferments, a paid in dollar capital
of $738,000,000. In addition, the members other than the United States have paid
the equivalent of §$929,000,000 in their own currencies, This combined amount, or
the equivalent of $1,667,000,000 represents our potential loanable capital, How-
ever, the Bank cannot actually use the 18% portion of any member!'s capital sub-
scription except with its consent. Up to the present the United States has made
available its full amount and Belgium a token amount equivalent to $2 million.
The difficult financial position of most countries accounts for the fact that
they have not yet made the 18% portion of their capital available, but we are
hopeful of gradually getting the necessary additional consents.
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The 80% balance of the capital, or the equivalent of $6,669,000,000, is
available on call of the Bank for the sole purpose of meeting its own obligations.
Thus we have as a protection for the Bank'!s securities the obligation of L7 member
countries to put up the equivalent of more than six and a half billion dollars if
it ever should become necessary. Of this, the obligation of the United States is
$2,540,000,000. The Bank has an unconditional call on these funds. Thus the
bonds issued by the Bank have behind them extraordinary protection.

I would now like to review briefly the operations of the Bank.

In the first place, we have supplemented our loanable capital funds by borrow-
ing $254 million. As you know, in July 1947, we sold two issues of bonds in the
United States for a total of $250 million, Early this year, we also sold to the
Bank for International Settlements in Basle, Switzerland, an issue of Swiss franc
bonds equivalent to about $4 million. In addition to these borrowings, we recently -
sold to a small group of commercial and savings banks, with our guarantee, $8.1
million of obligations of Dutch shipping companies which we acquired as a result
of a loan to those companies. This latter operation is interesting in that it is
the initial sale of obligations guaranteed by the Bank, We believe that this type
of financing is subject to considerable expansion,

We now have capital on hand of about $475 million. We do not expect to
borrow large additional amounts until funds are actuwally needed, We believe there
are possibilities of selling both dollar and local currency securities abroad, as
well as of making sales in this market from our portfolio. Therefore, it is probable
that the Bank will not make frequent offerings of its own bonds in this market.

On the whole we consider that the market record of our bonds has been good.
There has been a broad distribution of them among institutional investors. In a
number of states legislation was required to legalize investment in the bonds on
the part of commercial and savings banks, insurance companies and trust funds,
Beginning early in 1947, the Bank undertook a program to secure the necessary
legislation and at present the securities are eligible for all national banks and
for other commercial banks in l1 states and the District of Columbia; for savings
banks in 22 states and the District of Columbia; for insurance companies in 32
states; and for trust funds in 28 states and the District of Columbia. This most
satisfactory result was obtained with the valuable assistance of the investing
institutions themselves and we in the Bank are most grateful for their cooperative
help. There are still 16 states requiring legislation to legalize our bonds for
insurance companies. We expect to continue our efforts to get the required legis-
lation and ask that you who represent insurance companies in these states give us
your assistance. )

I would now like to outline briefly our loan operations.

We have loaned a total amount of $509 million — $250 million to France,
$207 million to The Netherlands, $40 million to Denmark and $12 million to
Luxembourg. In addition, we have made a commitment of $16 million to Chile which
is awaiting the ratification of the Chilean Congress. Our first loans were all
made to govermments or to govermment corporations., Recently, however, we made
our initial loans to private enterprise. The borrowers were four Dutch shipping
companies and our loans enabled them to purchase six merchent ships. The loans
are secured by ship mortgages and are guaranteed by The Netherlands Goverrment.

The loan to France and the first loan to The Netherlands might be called
general purpose loans. They were made to provide for the purchase of materials
and equipment ranging from steel, coal and cotton to rolling mills, machine tools
and ships. However, I wish to emphasize that the proceeds of these loans were
paid out only upon satisfactory certification of expenditures for the purchase
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of the specific goods or services authorized in the loan agreement. In effect, we
pay against properly authenticated vouchers. Furthermore, we verify through our
field representatives in the borrowing countries that the goods are actually used
for authorized purposes.

our lending policy is tending towards loans for specific projects -~ for ships
to the Dutch companies and for hydroelectric plants and agricultural equipment for
Chile, for instance. We now have a number of such loans in various stages of
negotiation, By and large these loans will be for moderate amounts.

Our loan procedure usually begins with a preliminary discussion with the
potential borrower. If the general situation of the country and the suggested
project appear promising, we send a mission from the Bank to study the situation
at first hand., Such a study embraces a survey of the economic, financial and
related conditions in the country, as well as analysis of the economic and tech-
nical aspects of the project itself., For this purpose we may employ outside
engineers and other technical experts. When the required information is developed
all aspects are carefully considered by the Bank management., It msy be that in
our opinion certain actions are required on the part of the borrowing country before
a loan commitment can be made -- such as financial reform or measures to check
inflation. We take every care to see that the policies and actions of the country
are such that our loan will be really productive and repayable,

There has been criticism that the Bank is too conservative in its lending
policies and that it moves teoo slowly. We believe, however, that both from the
standpoint of the Bank and the borrower loans do more hamm than good unless they
are made for econocmically productive purposes and for projects which are carefully
worked out, All of this requires time. We do not intend to be hurried into ill-
considered loans.

What of the future of the Bank? Up until now the majority of our loans have
been made in Europe and we believe that they have definitely contributed to in-
creased production. However, it became apparent last year that the essential
requirements for European recovery were far beyond ‘the capacity of the Bank to
finance and that substantial assistance from other sources was necessary. That
asgistance has now been granted in the form of the European Recovery Program —— a
program which, in my judgment, is at once far-sighted, daring and realistic. We
are, of course, in close consultation with the Economic Cooperation Administration
to determine how Bank loans may best supplement the ERP program. Since ERP funds
are being used primarily to furnish urgently needed food, fuel and raw materials,
it appears probable that our role will be primarily that of financing capital
equipment imports for purposes of specific productive projects. We believe that
a number of sound loans of moderate size can be worked out in certain ef the
countries participating in the recovery program,

During the early summer I spent six weeks visiting a number of countries in
Western Europe. Much has been accomplished in physical reconstruction and increase
of production. It is a striking fact, however, that although industrial output in
most of these countries has approached or exceeded pre-war levels, they are far
from having achieved recovery., In the pest-war Europe, pre-war standards of
production and trade are almost irrelevant. What is needed, I am convinced, is
a fundamental and far-reaching readjustment in the entire structure of Europe's
economy. There must be new and bold concepts if Europets fundamental weaknesses
are to be corrected and new sources of strength to be provided, I believe one
might ssy that the basic objective of ERP is to enable Europe by its own efforts
to achieve just such a readjustment of its trade and productive mechanism,
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Although, as I have said, the Bank expects to push forward with additional
loans in Burope, we believe that the emphasis in our operations is shifting towards
the underdeveloped areas —- Latin America, Asia, Africa and the Middle East.

The problem of development in these areas is both a fascinating and difficult
one, In the first place, it is a slow process to be measured in decades not years,
The inherent difficulties include the lack of economic, financial, and in some cases
political stability; the lack of local capital, of technical skills and of trained
management; and a lack of realistic plamning, To overcome these difficulties requires
much more than making available large amounts of foreign loans. However, there is
no question of the importance of a steady development of the resources of the under-
developed countries, from the standpoint both of those countries themselves and of
the world economy as a whole. The Bank can, and I believe will, be an important
factor in this process,

The Bankts approach to the problems of its underdeveloped member countries
may be described in general terms as follows. In the first place, we attempt to
convince the member government of the importance of working out an overall develop-
ment program to avoid wasteful and uneconomical projects. Such a program, we point
out, should be based on the country!s existing natural resources, its location,
climate and type of population, and the financial and administrative resources
which it has available. We emphasize the importance of starting with modest projects,
particularly those which will result in the greatest increase in production and trade
in relation to the size of the investment, We are prepared to undertake upon request
a broad investigation of the conditions in any member country to provide the basis
for general conclusions as to that countryt!s development needs and possibilities
and the measures required to overcome the existing obstacles. We have already made
such investigations in a number of countries and others are under way. We are pre-
pared to provide impartial counsel in helping the country work out a sound program.
We are also willing to recommend qualified independent experts in agriculture,
industry, engineering and finance.

In all of our discussions we emphasize that the major effort in the development
of any country must be made by that country itself,' both im the handling of its own
affairs and in supplying the major part of the capital required, It is our fim
conviction that private capital must be looked to for most of the necessary financing
and we accordingly urge the development of conditions in the country which will
attract foreign private capital, particularly in the form of equity investments,
Such investment has the specific advantage of providing not only funds but the
necessary technical and managerial skills as well,

We are exploring every opportunity open to us to facilitate the flow of private
foreign capital whether by financing part of the cost of a project, the remainder of
which is to be financed by private investors, or by granting limited guarantees (for
example, a guarantee of the transfer of interest), or by other means. And, finally,
we hope to be able to contribute to the international flow of private capital by
encouraging the development of principles and practices which are fair both to the
foreign investors and to the countries in which investments are made.

It may well be that the real measure of the Bank's effectiveness will be less
in the amount of actual loans which it makes than in the success it attains in
promoting a realistic and constructive approach to development problems on the
part of its members and in fostering greater confidence among those who have money
to invest abroad.



ol

In sumary I wish to say that we believe that the Internmational Bank represents
a sound concept of mobilizing international capital to make loans, for productive
purposes, which can be repaid. We are attempting to conduct the affairs of the
Bank on a business basis. So far we have made a modest but satisfactory profit.
We have succeeded in operating the Bank free of political pressures., We are con-
fident that the securities issued by the Bank or sold with its guarantee represent
prime investments for insurance companies and other institutions, And, finally,
we feel Justified in taking considerable satisfaction in the solid, if modest,
accomplishments of the Bank towards assisting in the reconstruction of the war-
devastated nations of the world and towards stimulating increased production of
goods which the world urgently needs,
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The International Bank for Reconstruction and Develomment was set up at
Bretton Woods in July 19LL. It was organized with headquarters in Washingtom
and began its loan and borrowing operations in the summer of 1947. Its purpose
is to provide finanaing for productive purposes, to assist both in the recon~-
nmﬁmdmdmagdmtﬂummmhwotthommuot
the less well developed areas of the world.

This Bank represents a unigue operation in international finance, It might
more acourately be called a long tem investment company reather than a bank in
the usual sense. Its authorised capital of some $8 billion is subscribed by b8 #7
gwmum&mmmmmmﬂmtmtdudwmwﬁmd
Russia, Sweden, Switserland, Argentina, Germany and Japan., However, the Bank is
mgumimm«uammmm,mdnwu.mumm

govermment is represented by a Governor, usually the
amtax‘yoithem nnmcamuraraudeftmc-mnlm Last
mkthoﬂmﬂot@mmrshdditnmmmulwsmmmmm_

Almost all the powers of the Governors have been delegated to the 1L
Exeoutive Directors of the Bank., The five largest stockholders — United States,
United Kingdom, France, China and India -~ each appoint one Executive Directar,
and the remaining Directors are elected Ly the other member countries. The

voting power of each Director depends primarily upon the mise of the capital
subscription of the country or countries he represents,

The management is made up of a staff of some 40O people representing 23
nationalities headed ky President John J. McCloy, the former Assistant Secretary
of War, The staff is not subject to any govermmental controls, owes its allegiance
only to the Bank, mdhubmalutodonthomuatmritnthmtmgmto
political influence, It is the responsibility of the management to operate the
Bank and to develop recommendations on loans and on other important matters for
the approval of the Directors, just as in the ordinary corporation.

As to the capital of the Bank, the total subscribed amount is the equivalent
of $8,336 million, WMM&,%?,W,OOOO!M:,W can ever be used
for lending., This is made up as follows, Enchmbercmbxvpﬁdinaafiu
subseription in actual do].hn, which, disregarding certain small authorized
deferments, smounts to $166,000,000. In addition, each member has put up 18% in
its own ourrency. rmmzsofmmnmnplutmmxa:mmm
States provides us, again disregarding the deferments, a paid in dollar capital
of §736,000,000, In addition, the members other than the United States have pa‘.l.d
the omnmmtozwzs,ooo,ooomuuuam currencies, This combined smount, or
the equivalent of $1,667,000,000 represents our potential loanable capital, FHowe
ever, the Bank camnot actually use the 18% portion of any memberts capital sube
scription except with its consent. Up to the present the United States has made
avellable its full amount and Belgium a token amount equivalent to $2 million.
The difficult financial position of most countries accounte for the fact that
they have not yet made the 18% portion of their capital availsble, but we are
hopeful of gradually getting the necessary additional consents,
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’ The 80% balance of the capital, or the equivalent of $6,669,000,000, is
availabhle on call of the Bank for the sole purpose of meeting its own obligations.
Thus we have as a protection for the Bank's securities the obligation of L7 member
countries to put up the equivalent of more than six and & half billion dollars if
it ever should become necessary. Of this, the obligation of the United States is
$2,540,000,000, The Bank has an unconditional call on these funds. Thus the
bonds issued by the Bank have behind them extraordinary protection.

I would now like to review briefly the operations of the Bank.

In the first place, we have supplemented our loanable capital funds Ly borrow-
ing $254 million, As you know, in July 1947, we seld two issues of bonds in the
States for a total of $250 million, Early this year, we also sold to the
or International Settlements in Basle, Switserland, an issue of Swiss franc
equivalent to about $i million, In addition to these borrowings, we recemtly -
a small group of commercisl and savings banks, with cur guarantee, $8.1
of obligations of Dutch shipping cempanies which we asquired as a result
a loan to those companies, This latter cperation is interesting in that it is
initial sale of obligations guaranteed by the Bank., We believe that this type

financing is subject to considerable expansion,

We now have capitsl on hand of about $475 million., We do not expect to
borrow large additional amounts untll funds are actually needed, We belleve there
ave possibilities of selling both dollar and local currency securities sbroad, as
well as of making sales in this market from our portfolio., Therefore, it is probable
that the Bank will not make fyvequent offerings of its own bonds in this market,

On the whole we conslder that the market record of our bonds has been good,
There has best a broad distribution of them among institutional investors, In a
mmber of states legislation was required to legalize investment in the bonds on
the part of comercial and savings banks, insurance companies and trust funds.

' Begimning early in 1947, the Bank undertook s program to secure the necessary
legialation and at present the securities are eligible for all national banks and
for other cammercial banks in Ll states and the District of Columbiaj for savings
banks in 22 states and the District of Columbiaj for insurance companies in 32
states; and for trust funds in 28 states and the District of Columbia, This most
satisfactory result was obtained with the valuable assistance ef the investing
inatitutions themselves and we in the Bank are most grateful for their cocperative
help, Thers are still 16 states requiring legislation to legalise our bonds for
insurance compamiss. We expect to continue our efforts to get the required legis-
lation and ask that you who represent insurance companies in these states give us
your asgigtance.

I would now like to outline briefly our loan operations.

We have loaned a total smount of $509 million « $250 million to France,
$207 million to The Hetherlands, $40 million to Demmark and $12 million to
Iaxembourg., In addition, we have made a commitment of §16 million to Chile which
ig awaiting the ratification of the Chilean Congressy Our first loans were all
made to governments or to government corporationss Recently, however, we made
our imitial loans to private enterprise. The borrowers were four Dutch shipping
comparnies and our loans enabled them to purchase six merchent shipsy The loans
are secured by ship mortgages snd are guaranieed by The Netherlands Government.

The loan to France and the first loan to The NHetherlands might be called
gensral purpose loans. They were made to provide for the purchase of materials
and equipment ranging from steel, coal and cotton to rolling mills, machine tools
and ships, However, I wish to emphasige that the proceeds of these loans were
paid out only upon satisfactory certification of expenditures for the purchase
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of the specific goods or services authorised in the loan agresment. In effect, we
pay against properly authenticated vouchers. Purthermore, we verify through our
field representatives in the borrowing countries that the goods are actually used
far authorised purposea,

our lending policy is tending towards loans for specific projects -— for ships
to the Dutch companies and for hydrvelectric plants and agricultursl equipment for
Chile, for instance, We now have a mmber of such loans in various stages of
negotiation, Ry and large these loans will be for moderate amounts.

OQur loan procedure usually begins with a preliminary discussion with the
potential borrower, If the general situation of the country and the suggested
project appear promising, we send a mission frem the Bank to study the situation
at first hand, Mnl&wmbmawdﬁmm,mmﬂalmd
related conditions in the country, as well ss analysis of the sconomic and tech-
nicalmtautthoprojwtiuoit. For this purpose we may emplay outeide
engineers and other technical experts, When the required information is developed
all ts are carefully considered by the Bank management. It may be that in
our opd certain actions are required on the part of the borrowing country before
a loan comnitment can be made — such as financial reform or measures to check
inflation, We take every care to see that the policies and actions of the country
are such that our loan will be really productive and repayable,

There has been oriticism that the Bank is too conservative in its lending
policies and that it moves too slowly. We believe, however, that both from the
standpoint of the Bank and the borrower loans do more hamm than good unless
are made for economically preoductive purposes and for projects which are
worked out, All of this requires time, We do not intend to be hurried into ille
considered loans.

What of the future of the Bank? Up until now the majority of our loans have
been made in Burope and we believe that they have definitely contributed to ine
creased production. However, it became apparent last year that the essential
requirements for Europesn recovery were far beyond the dapacity of the Bank to
finance and that substantial assistance from other sources was necessary, That
assistance has now been grented in the form of the European Recovery Program — a
program which, in »y judgment, is at once far-sighted, daring and realistic., We
are, of course, in close consultation with the Econamic Cooperation Administration
to determine how Bank loans m&y best supplement the ERP program., Since ERP funds
are being used primarily te furnish urgently needed food, fuel and raw materials,
it appears probable that our role will be primarily that of financing capital
equipment imports for purposes of specific productive projects. We believe that
a number of scund loens of moderate size can be worked out in certain of the
countries participating in the recovery programi

During the early summer I spent six weeks visiting a mumber of countries in
Western Europe. Much has been accomplished in physicel reconstruction end increase
of production. It is a striking fact, however, that although industrial output in
most of these countries has approached or exceeded pre-war levels, they are far
from having achieved recovery, In the post-war Europe, pre-war standards of
produstion and trade are almost irrelevant., What is needed, I am convinced, ia
a fundamental and far-reaching readjustment in the entire structure of Europe's
economy, There must be new and bold concepts if Burope's fundamental weaknesses
are to be corrected and new sources of strength to be providedy I believe one
mlght sgy that the basic objestive of FRP is to emable Burope Ly its own efforts
towhimjutmhanﬁjwmofﬁatmdemdpmmuww \
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nw,azmwm to push forward with additional
loans in Zurope, we belleve the emphasis in our operations is shifting towards
the underdeveloped areas — Latin America, Asia, Africa and the Middle East.

The problem of development in these areas is both a fascinating and diffieult
one, In the first place, it is a slow process to be measured in decades not years.
The inherent difficulties include the lack of econmmic, finanai and in some cases
political stability; the lack of locel capital, of : and of trained
management; and a of realistic planning, To overcome these difficulties requires
mich more than malking available large amounts of foreign loana. However, there is
no question of the importance of a steady development of the resources of the under-
developed countries, from the standpoint both of those countries themselves and of
the world econcmy as a whole, The Bank can, and I belleve will, be an important
factor in this process.

The Bank's approach to the problems of its underdeveloped member countries
may be described in general terms as follows, In the first place, we attempt to
convinee the member government of the importance of working out an overall develop-
ment progran to avold wasteful and uneconomical projects. Such a program, we peint
out, should be based on the country's existing natural resources, its locatioen,
elimate and type of population, and the financial and administrative resources
which it hss available. We emphasize the importance of starting with modest projects,
particularly those which will result in the greetest increase in production and trade
in relation to the size of the investment, We are prepared to undertake upon request
a broad investigation of the conditions in any member country to provide the basis
for gener:zl conclusions as to that country's development needs and possibilities
and the measures required to overcome the aexisting obstacles, We have already made
such investigations in & mumber of countries and others are under way. We are pre-
pared to provide impartial counsel in helping the country work out a sound program,
We are also willing to recommend qualified independent experts in agriculture,
industry, engineering and finance.

In all of our discussioms we emphagize that the major effort in the development
of any couniry must be made Ly that country itself, both in the handling of its own
affairs and in supplying the major part of the capital required, It is our fim
conviction that private capital must be locked te for most of the necessaxy
and we aceordingly urge the development of conditions im the country which will
attract foreign privaste capital, particularly in the form of equity investments.
Such investment-has the specific advantage of providing not only funds but the
negessary technical and managerial skills as wells

We are exploring every opportunity open te us to facilitate the flow of private
foreign capital whether by financing part of the cost of a project, the vemsinder of
which is to be financed by private investors, or by granting limited guarantees (for
example, a guarantee of the transfer of inberest), or by other means. finally,
we hope to be able to contribute to the intemational flow of private capital by
encouraging the development of principles and practices which are fair both to the
foreign investors and t¢ the countries in which investments are made.

It may well be that the real measure of the Bank's affectiveness will be less
in the amount of actual loans which it makes than in the success it attains in
premoting a realistic and constructive approuch to development problems on the
ﬁlrt of its members and in fostering greater confidence among those who have monay

invest abroad.



In sumary I wish to say that we believe that the International Bank represents
& sound concept of mobilising international capital to make losns, for productive
purposes, which can be repaid, We are attempting to conduct the affairs of the
Bank on a business bagis. S0 far we have made & modest but satisfactory profit.
We have succeeded in operating the Bank free of political pressures. We are con-
fident that the securities issued by the Bank or sold with its gusrentee represent
prime investments for insurance companies and other institutions. ind, finally,
we feel justified in taking considerable satisfaction in the solid, if modest,
accomplisiments of the Bank towards aesisting in the reconstruction of the war-
devastated nations of the world and towards stimulating inereased production of
goods which the world urgently needs,

e
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The following information, included in Mr. Garner's recorded broadcast over
B.B.C. on 2nd July, has been received from the Public Relations Department:

As we have travelled, we have been impressed with how much has been accom-
plished in repairing the heavy physical destruction of the war. London looks much
improved from my previous visit twenty months ago. Paris in the springtime is
again a beautiful and lively city. More important, railways, ports and factories
have been repaired or remilt. Particularly noteworthy has been the accomplish-
ment in France, Holland and Italy in getting back into operation railway systems
which were f earfully damaged. Thousands of totally destroyed bridges have been
rebuilt; damaged and destroyed tracks relaid and, despite the shortage and bad
condition of much of the rolling stock, a greater volume of traffic is now being
handled than before the war. Factories which were masses of rubble are again in
production; and in them men and women are busy turming out steel and ships and
textiles and the countless other goods needed everywhere. From early morming until
darkness one sees farmers cultivating the fields which promise an abundant harvest.
Additional aid from America under the Marshall Plan is beginning to flow.

All of this is good; but in honesty and frankness I have to question whether
it is enough to ensure sustained and lasting recovery. At every tum we have been
impressed with the fact that recovery in each country depends on recovery in all,
and that trade between them must flow in increasing volume.

However, despite the gains of the past three years, the trade of every country
is hampered by countless restrictions. The money of one country cannot be exéhanged
for the goods of another, and the movement of goods and of people is barred at
every national border. Badly needed British machinery cannot be purchased on the
Continent., French steel production is suffering from lack of British and German
coal; timber to rebuild British houses is lacking because the Scandinavian countries
cannot buy sufficient supplies from the Continent.

What is the solution to this critical problem? I can only say that as I have
talked to people in every country which we have visited, I have found a strong con-

viction that the only solution is in greater unity within Europe. Many say that



customs unions will help, but that they alone are not sufficient. I have been sur-
prised to find how widespread and strong is the conviction that for the countries of
Western Europe, including the United Kingdom, the only real hope of prosperity lies
in the separate countries getting together, call it federation or whatever you will.

As an observer from across the Atlantic -- and may I say that I am not speaking
as an American but as the Vice President of an international organization -- the amount
of support for such a combination is the most significant development which I have
observed in Furope., The difficulties are admittedly great. Some see these diffi-
culties and say that they cannot be overcome. But the fact is that we have found
many men in Engiland and on the Continent who insist that the need is so urgent that

the difficulties must be faced and the objective attained.
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SOME_ECONOMIC ASPECTS OF THE INTERNATIONAL SITUATION

Nearly three years have passed since the end of the war in Europe and
they hgve seen a steady decline in the high hopes which many entertained for peace,
security and repid economic recovery. In recent weeks international difficulties
have risen almost to the point of crisis; and the political, economic and military
decisions we now face will have momentous consequences for good or ill, It is
important that the issues be clearly understood, that we see current problems in
their proper proportions, undistorted by sentiment or hysteria,

Inevitably it is a long, hard task to reestablish political stability and
carry out economic reconstruction after a great war -~ as we of the South know so
well from our own history, In the present situstion the difficulties have been
greatly aggravated by unforeseen natural disasters and by failure of the inter-
national cooperation on which we had relied, Nevertheless, serious as the situa-
tion 18 -~ and I have no wish to minimize its gravity - it is not without some
favorable elements,

My purpose tonight 1s to try to present a balanced appraisal of the inter-
national economic picture., 'I stress the economic side not because I consider it
more important than the political and military factors in the situation, but be-
cause it is closer to my own experience, In fact, of course, politics and military
strategy are closely intertwined with economic problems in this task of world
reconstruction,

During most of the time since the war ended ocur attention has inevitably
centered on Europe, frem which Americans have derived so much of their politieal
and social system and to which they are bound by so many ties of a common heritage,
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But the importance of Europe is not merely sentimental, For centuries past its
economic and politiecal influence has extended in ever widening circles over the
world. Western Europe provided the resources to start modern development in
America, Asia and Africa, and became the major center of international trade. Now
the preponderance of strength has shifted elsewhere -~ to the United States and the
Soviet Union - but a united and stable Western Europe could still serve as an
important factor in the balance of werld power. And with restored productivity it
could again be a vigoerous force for expanding and stabilizing the whole world
economy. _

It would be inadequate, indeed impossible, merely to restore the prewar
economic pattern in Europe. It was clear even before 1939 that the European
economy, divided into small and often inefficient economie units, and in many cases
using obsolete productive equipment and methods, could not hold its leading posi~
tion. Even then Eurepe was living partly on the fat from previous centuries ~ on
income from foreign investments, on colonial produce, on remittances from immigrants
to the new world, and the like. Thls gradual and genteel decline might well have
gone on for quite sometime except for the two World Wars. As a direct result of
the recent war most of Europe's overgeas eapital was wiped out, much of her
shipping and industrial plant were damaged or destroyed, her productive power was
erippled for many months, her centrol over impertant colenial possessions was
broken, and her commercial ties with the rest of the world were disrupted,

The Western European eountries are rather like a group of famous old
manufacturing and trading companies, long leaders in their field, whose production
and merchandising methods have lagged behind some of their newer competitors, but
who nonetheless have held an important position in the trade because of their high
reputation and excellent contacts. Suddenly, they are struck by a series of
disasters, which damage essential equipment, wipe out their savings and force many
of their long-time customers to turn to new suppliers. Their sutstanding repute-
tion, their knowledge of the business, their still-valuable plante will not
suffice to get back into effective, profitable competition without a reorganization
of their capital structure, rationalization of their pretuctive system and pro-
viaion of enough new monsy to put them om a soundfooting,

That, by and large, is Europe!s position. In the necessary reorganization,
the United States, through ERP, is playing the role of a realistic investor ~ who
evaluates the assets, approves the reorganization plans, and provides the necessary

- DeW-MONey.

In concentrating on Europe'!s present difficulties, it is easy to under-
value 4he very substantial assets that the 16 Marshell Plan countries still
possess, They have some 270 million highly skilled people, with educational back-
ground and technical know~-how surpassed only in the United States, if anywhere,
They have great traditions of parsonsgPfrecdom.snd representative government, a
rich culture, and a wide expérience in the commer development and political
administration of a large phrt of the world. Their b - productive capacity, in
spite of all the damage capsed by the war, compares fayorably with that of the
United States, None of the European countries, perhapg, can by itself eccupy the
position of world leadership which several of them ‘held in the pgst, but
callectively they are one of the two wealthiest and post productive areas an
earth,



During the past three years the European peoples have demonstrated
their will and their ability to work hard, to endure privation, and to
make effective use of their material assets for reconstruction. The extent
of their accomplishments has not, I think, been fully realized in this
country., In spite of the terrible destruction of railrcad bridges,
marchalling yards, rolling stock and other facilities, for example, the
European railways carried more freight in 1947 than in 1938, At the middle
of 1947 Marshall Europe was building ships at a rate almost 50% above the
prewar level, Their electric power output in 1947 was 31% greater than
prewar. Lven coal production on the Continent had climbed back from 41% of
prewar in 1945 to 88% by last October.

I could give you many more specific examples, but it is enough
to say that despite all obstacles industrial production in Great Briteain,
Belgium and Scandinavia was running at a higher level in 1947 than in
1937, that France and The Netherlands were close to prewar levels. How=
ever, in Italy, Austria and Germany production was still substantially
below prewar.

There have been mistakes, many of them-~unsound fiseal practices,
ineffectual action te curb inflation, Communist-inspired strikes, and so
on. But on balance the picture is one of courageous, determined and '
effective action, supported by generous American aid, without which the
European efforts would have been unavailing,

-In spite of this substantial advance since VE-Day, Europe is still
far from fully recovered from the wounds of war, Four factors in parti~
cular have retarded its convalescence,

The first was an act of God - the weather. Both the cold and
snow of the winter of 1946-47 and the heat and drought of the following
summer were of record severity., As a result Western Europe's slim fuel
reserves were exhausted, her industrial and power output curtailed, her
grain crop for 1947 only 61% of the prewar averare, and her need for foreign
supplies greatly increased,

The second adverse circumstance has been the widening politicsl gulf
between East and West, which slowed the revival of the historie exchange of
Western Europe's manufactured goods for food and raw materials from the countries
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now in the Soviet bloc, No substitute supplies from the Western Hemisphere
could fully replace food from the Damube granmary, coal from Poland, Finnish
timber products, and other Eastern Buropean goods. Success of ERP may depend
in considerable part upon some revival of this trade between East and West in
Burope. There are many difficulties involved ~ the disruption of transport
facilities, exchange controls which impose almost a barter system, and the
increasing rigidity of trade restrictione at the Iron Curtein. Russisa
apparently is trying to redirect much of the trade of her satellites away from
the West and thus shield them from possible contamination, Wt there are strong -
natural and historical ties between the economies of East and West which mey
prevail over political pressures.

There is danger that Americans, in their matural concern about the
"cold war', may act to cut 64ff the exchange of goods between the Western
nations and Fastern Burope, including the Soviet Union, Certainly it mekes
sense to prevent exports which are required for ERP or other necessary purposes,
or which would increase the military strength of the Soviet dloc relative to
that of the West; but such restrictions should be applied with care, for
Western Furope, and the United States too, obtain valuable materials from
Russia and her satellites., It is worth remembering that even during the war,
contacts between the Allies and Cermany were not entirely cut off, Prisoners
were exchanged, and the Allies even got a few strategic materials from behind
the enemy lines -~ such as jewel bearings for airplane instruments fyom isolated
Switzerland, and special silk bolting eloth from Northern Italy, The neutral
countries in Europe were allowed to import food and raw materials, which doubt-
less contributed in some ways to those countries' exports to enemy nations »
but the reciprocal benefits were well worth the risk, I believe similar
criteria must be used now, to weigh the relative mdvantages and disadvantages
for Western Europe of each transaction,

The third problem retarding EuroPean recovery has been the slowness of
Germany's economic revival. Germany, and the Ruhr in particular. has long
been the heart of the European economy. The continued low level of German
production has made it impossible for the neighboring countries to obtain
adequate supplies of coal, stee]l, chemicals and machinery, or to sell food,
raw materials and manufactured products in the German market, Even apart from
the physical destruction coused by the war, Goermen recovery was hampered by
the widening split between Bast and West and the growing confusion, indecision
and insecurity of Four Power administration. The recent unification of the
western zones and their integration into the ERP ingreases the hope that this
area may once again become o functioning part of Europels cconomy. These
developments represent a great concession on the part of the European countries,
a major victory over their natursl fears, for the memory of Nazi aggression is °
still fresh in their minds,

The fourth blow to the progress of Buropean recovery came with the
failure of sterling convertibility last July. The weakness of the British
pound and the acutc shortnge of dollars elsewhere mede it impossible for
Britain to keep on glving dollars %o holders of pounds for mere than a few
days; the old restrictions had to be reimposed, Thus onre of the chief objeective
of the British loan of 1946 had to be ab&ndoned, and the dollar shortage in
other Europenn countriec became even more acute,



o B

The effect of these developments was to set back production and prevent
a revival of the normnl flow of commerce, upén which Western Europs, more than
any other area of comparable size, is depandent. 1t has proved to be a much
simpler task to repair physical damnge than to restore the delicate nervous
system of trade, within Europs and with overseas areas; which took so many
years to develop. One of the chief aims of ERP must be not only to restore
Western Europe's capacity to produce, but also to bring about a real revival
of its commerce —~ which requires vigorous action by the European countries
themselves to lower customs barriers, remove other trade restrictions and
stabilize currency tvalues, None of these steps is impossible, but they all
require time;-and they are intimately tied up with the restoration of production
and internal stability in the various European countries.

The economies of all these nations are closely related. Recovery may
proceed at a different pace in different countries, dbut basically the recovery
of each depends on the recovery of all; that is why Western Europe must be
reorganized as a whole., Individunlly they cannot achlieve a stable zconomic
balance; collectively their asgets are enormous and their prospects hopeful.
Indeed the main reason for giving them aid lies not in their weakness ut in
their inherent strength.

In saying this I do not mean to suggest that success of the ERP is
asgsured, Approval by Congress is only the first step, The hardest part is
still to come. Far-reaching measures of economic unificatiorn and reform will
have to be taken in the participating countries - measures to stabilize their
currencies and financial affairs, to stem inflation, to get rid of inefficient
business and labor practices that have grown up over many years, to lower trade
barriers and eventually to achieve an economic union, Many vital aspects of the
Program will be unpopular; some will injure strong and articulate vested
interests; and all of them will be misreprescnted by its opponments. The first
fresh enthusiasm for the Program is sure to wane, even among its strongest
supporters, as unforesesn problems arise and optimistic hopes are not always
fulfilled, It will not be easy to keep alive, through four years of hard work
and austerity, the high purpose and sense of urgency which have brought cbhout
such encouraging action during the past few months, It will be hard to keep
the administration of the Program keen and vigorous, “free of entangling red
tape and unimaginative routine: It will often be hard alse to prevent the
necessary international negetiations from bogging down in petty haggling,

Public support in Burope, and also in the United States, must there-
fore be focussed upon a single common aim which is emerging with growing
clarity -~ to provide a firm ecconomic base for real Eureopecan unity. The
Recovery Program mst be so planned and administered as to serve as a constant

incentive and means of persuasion toward this end, That is its great hope and
its great promige,

The ideal of Europern unity has inspired philosophers and statesmen since
the Middle Ages: The present crisis, if it provides the pressure needed to
make this ideal attainable, may yet be judged a blessing in disguise.
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It is in Burope that the basic issues we face today are posed in
clearest and most urgent form, -but Europe's problems cannot be solved apart
from the rest of the world.  The ERP countries canrot be self-supporting
unless they can sell their products abroad, and buy the food and raw
materials they need from Eastern Europe, and from Latin America and Asia,
as well as from the United States and Cansda, So long as the ability of
these areas to produce and to buy is crippled by economic or political
disintegration, the foundations of Europe's economy - and the American
econony as well -~ will remain insecure.

But the fact is that Furope and the rest of the world are so
interdependent that the European Recovery Program is also a Latin American
Recovery Program - and to a lesser extent also a Recovery Program for the
Far Tast, the Middle East, and Africa - for only through recovery in Europe
can international economic stability be restored, Revival of Europoan
production and buying power will bensfit these other arcas at once by |
increasing supplies of the mahufactured goods, especially capital equipment,
which they need, and by restoring a principal market for their exports.

The benefit in some cnscs is even more dirccty the ERP as prescnted
to Congress envisages very large "off-shore" purchases - that is, purchases
from other countries than the United States. Of the $5.3 billion approved by
Congrecse for the first year of ERP, it is estimnted that some $2 billion will
be spent outside the United Stntcs, mainly in Lvtin.Amcrica. These funds will
be used to buy grain from Canndn and Argentina, sugar from Cuba, fats and oils
from Brazil, oil from Verczuela and the Middle East, nitrates from Chilec, and
the other products needed for n modorn economy. Not only will this relicve the
pressure on American supplies, but it will provide the other supplying countries
with the dellars which have now become the principal medium of world trade.
The dollars spent abroad will a)l flow back to the United States eventually,
but in the course of their wanderings they will irrignte the parched economies
of many areas.

The urgent and oritical nature of this problom of reconstruction is
reflected not only in the ERP, but also in the fact that all but one of the
loans so far made by the International Bank have been to European countrics,
In the long run, however, the other aspect of the Bank's responsibility - thet
of promoting cconomic development ~ is even more significant., The world can
achicve and maintain a stable cconomic balance enly if the volume of
production and trade is considerably higher in the years to come than it was
before the war; and that will be possidle only if the productive cnpacity of
less advanced countries - in Latin America, in the Middlc and Far Enst and in
the colonial areas of Africa - are much more fully developed,

For the past few months the Internationnl Bank has been exploring
rather extensively the nceds and possibilitics of intermational economic
development, The nceds are shown in the low living standrrds, the imefficient
ncthods of producing and distributing goods, the waste of manpower and
resources which characterize economic life in most of the world, We know
fronm experionce that thcse conditions could often be much improved by
realistic use of capital, modern technical knowlcdge and manngement techniques,
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and proper training for workers. Possibilities for development exist in
almost every country: arable land can be extended through irrigation;

crops can be greatly increased by fertilizers and better tools - even by such
a simple improvement as substituting steel plows for primitive pointed sticks;
the output of consuner goods can be expanded by developing simple industries;
morc coal and other minerals can be produced by mechanizing some of the
nining processes. All these improvements will contribute directly to higher
living standards in economically backward countries, and to larger and more
stable world trade.

Communist propagandists have built up a vociferous following in many
underdoveloped countries by painting a utopian prospect of potential advances
under a Comrmnist regime and by assailing the actiors and motives of private
capital, and foreign capital in particular. But sound economic devclopment
cannot bs achieved merely by wishing for it, nor by adopting some attractive
ideology. It requires hard work, realistic thinking, and the establishnent
of local conditions which make for eeconomic stability and provide an incentive
for productive investment. Sound development in Latin America, Asia cor Afriea
today depends basically on the efforts of the pcople of those areas - just as
the development of the United States was mostly the work of Amcricans. 3But
inported capital and technicnl experience can help to make the proccss cagier
and faster, as it did for the United States a century ago,

Developnent of economically bnckward areas ig pot a matter of coamecran

to those areas alone; it is no luss irmortant te the long run wellvboing of the
United States. This country as the greatest econonic power {n the world has a
vital interest in developing more nbundant sources of supply for the noterials
it needs and wider markets for the goods it has to sell., Moreover, sound and
productive investments should pay dividends directly if the world can be
established and maintained on a fairly even keel,

I have been struck by the parallel between the position of the
United States today and that of Great Britain in the years after the
Napoleonic Wars, British industry was then ruch farther advanced than that
of any other country. The Royal Navy's donination of the scas made it
possible for production and trade to develop abroad in relative safety.
Britain's political interosts were best served in general by support of
frecdom-secking elements abroad, And pcrhaps most impertant of all, her
exports of capital started the development of ngriculture, railways, nines
and factorics on the European continent and in Ameriecn, Asia and Africa, and
sparked locnl initiative to eontinuc the process. 3British management end
technicenl "know-how" werc exported to every corner of the world, and sti-mlated
the growth of local inventivoness and organizing capneity,



The political and social consequences of the axtraordinary economic growth
were equally important. The conditions under which it took place encouraged
individual initiative and permitted incressing personal freedom, The phenomenal
growth of production and trade inspired confidence in the soundness of liberal
ideas and institutions, and faith in the certainty of social progress. Inter-
national conflicts were locajized and peace settlements were moderate, since it was
in the interest of all to get back to business as quickly as possible, There
developed an increasingly complex fabric of collaboration among individuals of all
nationalities, across national frontiers. A growing community of interest seemed
to be in formation, until it was disrupted by the parallel growth of political
nationalism.

If peace can be preserved it may not be too much to anticipate a new
spurt of development comparable in magnitude to that of the last century, with
similarly impressive political and psychological benefits,

The conditions of international development, of course, are not the same
today as they were then. It is now a more difficult undertaking in meny ways: it
involves heavier investments and greater risk of loss; it is hampered by the self-
conscious nationalism of most underdeveloped countries and by much wider govern—
ment intervention. But the sums available for development now are much greater
than they were in the early 19th century, and our economic and technical knowledge
has advanced enormously.

We who are connected with the Interrational Bank hope to play an important
and constructive rcle in this process, All of you, no doubt, have read and heard
a good deal about the Bank, and I shan't go into mueh detail about its work, But
there are one or two aspects of its set-up and operations that seem to me to be of
particular interest.

In the first place, the Bank is an international institution, owned by
the 46 member governments. Unlike some other international bodies, however, i%
has the power to take action and not merely to meke recommendations. It has funds
of its own to lend, and the authority to borrow more, Its staff is international,
with members from 23 different countries, but in their work they owe no respon-
sibility to their respective governments - only to the Bank itself. A Board of 14
Executive Directors, each represanting one or more of the member governments, sets
the policies and passes on major decisions, but the initiative in all operations
is taken by the Bank's international staff. Decisions of the Board are msde by
majority vote, each director having a different number of votes depending on the
amount subscribed to the Bank's capital by the nation or nations he represents,
So far, however, we have had no dissents; the Bank's staff has received wonderful
support from the directors of all nationalities,

Another important aspeet of the Bank is its method of finencing, It will
draw on private investment funds for most of its loanable resources by selling
Bank bonds, with all member governments guaranteeing these bonds to minimize the
risk to private investors, To be more precise, the system works this way: All the
member governments have subscribed to the Bank!s capital in varying amounts ,
according to their means. The total of these subscriptions is something over $8
billion, of which the United States share is a little more than $3 billion, But



enly 20% of each country's subscription had to be paid in, of which one-tenth,

or 2% of the ‘total, was payable in gold or dollars and the rest in the resoective
local currencies. In effect the capital funds immediately available for lending
are confined to the 2% paid by all members in gold or dollars plus the 18% paid
in dollars by the United States, a total of about $730 million. The other 80%
of the capital subscription provides the guarantee fund for private buyers of
Bank bonds.

By this kind ef arrangement it is possible to channel private capital
into international investment on a broad scale and a sound, well~informed baeis,
The government guarantee makes our bonds good investments, even for relatively
small or cautious investors. And the necessity fer our going into the market
for the major part of the Bank's funds helps to ensure that we won'!t stray very
far from economic realities,

The third point that I'd like to stress about the Bapk is the adventage
it derives from its internationdl character, It is not an arm of any government,
but is responsible ultimately to all 46, Its loans are made, therefore, on an
objective, non-political basis, taking into agecount not only the profitability
of the particular project it is apked to finance but the effect of the loan on
the borrowing country'!s economy as a whole and relevant internationel factors
as well.

At the same time the Bank haé greater prestige and authority than any
private institution could have; sincé its interests are identical with those of
its members the latter have confidence in its objectivity, The Bank is therefore
in a strong position to insist on conditions nécessary not only to safeguard
its loans, but also to meke them eéffective«-conditions which might be resisted
as an invasion of soverelgnty if they were imposed by another government or by
private investors,

The Bank cannot and does not expect to carry the main burden of finanecing
development. The principal contribution must come, of course, from capital
resources right within the country concerned; and one of our msin aims is to have
underdeveloped countries make effective use of local funds and increase the rate
of savings for productive uses. Even for international financing the Bank is no
substitute for private capital, On the contrary, our purpose is to blaze the
treil for private finencing. By reducing some of the risks which now inhibit
international lending and investment, we hope to start private capital flowing
in amounts far greater than we cdould hope to provide,

I should like, in conclusion, to stress one point which I believe has
been implicit in all I have said tonight. The United States occupies a position
of unparalleled wealth and power in the world today, and has become for millions
of pecple the only hope of escape from growing misery and ultimate chaos or
enslavement, This préeminent pesition imposes a tremendous responsibility upon
Americans, a responsibility which we cannot properly discharge unless we face
today's crucial issues calmly apd realistically, The isolationist's complacency
and the sentimentalism ef the world-wide welfare worker are equally immature and
dangerous. To get through this troubled period into a new era of peaceful growth
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and prosperity will require American leadership of unusual quality, backed by
an alert and intelligent public opinion.  There are some who believe that
democracy is too decadent, too divided, too indecisive to compete effectively
with the newer totalitarian religionss I, for one, do not believe it, We need
to reaffirm the 1deals and purposés that we have sometimes taken toe much feor
granted for it is in its democratic faith, even more than in its physical power,
that the strength of America lies.
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THE INTERNATIONAL BANK AND THE WORLD’S
NEED FOR MORE PRODUCTION

Out of his long experience in problems of international finance,
Tom McKittrick has given us a most able analysis of the European
situation. With this as a background, I shall tell you something
of the operations and policies of my institution, the International
Bank for Reconstruction and Development, and discuss its rela-
tionship to the problem of rebuilding production, trade and finan-
cial stability in Europe. I shall also touch on the related subject
of development of some of the resources of other parts of the
world. I trust that you will bear with me if to some extent, and
for purposes of emphasis, I tread on ground covered by the previ-
ous speaker.

The Bank is now an operating institution, and I believe that
it is proving to be an example of practical international coopera-
tion. After considerable delay it is now performing the work for
which it was created, the making of loans for productive purposes.
Our Second Annual Governors’ Meeting was held in London last
month and was attended by the Finance Minister or some com-
parable official of each of our 45 member nations. This stock-
holders meeting was handled expeditiously, carried out its sched-
uled program of formal action, and provided an opportunity for
useful informal discussion and exchange of views.

Our Directors, now 18 in number, have been giving conscien-
tious and intelligent attention to the work of the Bank, acting on
matters of policy, loans and other major problems quite in accord-
ance with the general role of corporate directors. These men of
different nationalities and diverse interests and viewpoints have
given splendid backing to the management, and there has never
been a formal division in the Board on any question on which
it has acted. This is not to infer that there are no differences of
opinion. We have frank and sometimes spirited discussions and
a thorough consideration of various points of view, but up to
now it has always been possible to arrive at decisions which have
received the full support of the Board.

Our staff now consists of about 370 men and women of 20
different nationalities, and includes a remarkable diversity of
training and experience now working together with business-
like efficiency. As you know, John J. McCloy, formerly Assistant
Secretary of War, assumed the presidency in March and I became
Vice President and the General Manager.
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Since May of this year, the Bank has made four loans—$250
millions to France, $197 millions to the Netherlands, $40 millions
to Denmark and $12 millions to Luxembourg, a total of $497
millions. These loans are for the purpose of supplying equipment
and materials to increase production. They are providing urgently
needed supplies and should be of substantial aid to the borrowers
in building up their output of goods.

We have provided for close supervision in the disbursement
of funds, making payments only against carefully checked docu-
ments. Furthermore, our representatlves in the borrowing coun-
tries are closely checkmg to insure that the goods purchased with
our funds are actually used for the productive purposes agreed
upon. In this manner we are taking care to avoid some of the un-
happy experiences of certain foreign lending in the past whereby
proceeds of loans were used for non-productive purposes or other-
wise diverted.

One of the interesting elements of our loans are provisions that
the Bank be supplied with a flow of pertinent information re-
garding the economic situation and developments in the borrow-
ing countries, and for continuing consultation between the gov-
ernments and the Bank on financial and economic matters. I am
frank to say that it was not easy to get these principles of super-
visionr and consultation accepted in our earlier negotiations. How-
ever, they have been accepted on the sound ground that the Bank
is a cooperative international institution in which the borrowing
members have both a financial interest and a voice, and that the
Bank can therefore properly exercise these functions without in-
fringement on the national sovereignty.

We are now in various stages of discussion with other member .
countries regarding their economic and financial plans. It is our
belief that we can be of practical assistance to many of our mem-
bers in the study of their economic problems and in helping to
develop realistic programs of reconstruction and development. In
general, it will be our policy to assist in the diagnoses of problems
and the development of broad plans. As to the detailed working
out of such plans, such as a revision of the tax structure or the
development of a power project, we will be prepared to advise
the member government on the selection of private technicians,
engineers or other experts.

Without taking time to g6 further into this aspect of our opera-
tions, I can summarize by saying that it is our hope that the Bank
can be a constructive influence in promoting sound economic and
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financial measures and that it can supply practical aid and advice
_ with respect to both policies and techniques.

On the other hand, it is essential that we recognize the Bank’s
limitations. There has been much misconception that the Bank
has $8 billions of funds at hand out of which to make loans. The
facts are these. The subscribed capital of all the 45 member na-
tions does add up to something in excess of the equivalent of
$8 billions. However, only 20% of this is paid in or ever will be
paid in for the purpose of making loans, and of this paid in capi-
tal only about $725 millions is in United States dollars. This is sig-
nificant because, as I am sure you realize, the present demand is
almost entirely for dollars to buy goods primarily in the United
States. Furthermore, we can lend our capital only with the con-
sent of the nation whose currency is involved. Today, unfortu-
nately, there are few countries other than the United States which
are in a position to give such consent. With the exception of the
equivalent of $2 millions of francs made available out of its sub-
scribed capital by Belgium to cover the purchase of railway
equipment by Luxembourg, all of the loans that we have made
up to date have been in United States dollars.

In order for the Bank to obtain additional dollars for the pur-
poses of lending we must sell bonds to private investors, and
under existing circumstances, predominantly to investors in the
United States. As you may recall, we sold our first issue of $250
millions of bonds in July.

The bonds of the Bank have behind them, of course, all of our
assets, including our loans and the unqualified right to call upon
all of the member governments for the unpaid 80% capital sub-
scription. We have tried to make it abundantly clear, but it bears
repetition, that in the event it is needed to meet the Bank’s obli-
gations, the United States Government is committed up to a total
of $2% billions, irrespective of whether the guarantee is met by
any other member nation. Thus, up to this amount, the bonds of
the Bank are covered by the full faith and credit of the United
States. Without in any way inferring that the obligations of the
other members will not be effective, we recognize the fact that at
the present time the American investor is looking primarily at the
protection provided by the obligation of his own government.
Based on this obligation, it is now possible for the investor in
America to make his funds available for world reconstruction
and development with adequate protection.

We are conscious of the question in many minds as to whether
3



the Bank will have resources sufficient to do its proper job. In
this connection, it was an obvious misconception to believe that
any one institution could provide all of the funds necessary to re-.
pair the damages of war and develop the untapped resources

of the world. Furthermore, we must recognize that the present
situation is more acute than could have been foreseen when the
Bank was created at Bretton Woods in 1944. Not only was the
physical destruction greater than was realized, but the dislocation

of production, trade and the very life of hundreds of millions of
people has been more profound and widespread.

Recovery would have been difficult enough if, when the fight-
ing ceased, the world could have united in its efforts for recovery.
Instead, there is a deep and virulent division, with the Soviet bloc
in opposition and hostile to almost every effort which is being
made outside its area to rebuild productivity, trade and stability.

And, finally, much of the current disappointment at the pace
of recovery, including criticism in some quarters of the limited
amount of loans made by the Bank, arises from the fact that
many hopes were too high; that it was too much to expect that it
would be possible to foresee and provide for quick recovery from
the most destructive war in history. We should not lose sight of
the fact, which Tom McKittrick has mentioned, that it took 7 or
8 years after World War I for Europe to reach a reasonable resto-
ration of its industrial and agricultural productivity.

In addition to what the previous speaker has said regarding
the needs of Europe for food, for materials to run its industries
and for the restoration of financial stability, I would like to em-
phasize a few additional factors affecting recovery.

Manpower is a bottleneck in Europe. There is a shortage of .

labor to perform the urgent tasks. This shortage could be met in
part by more efficient utilization of labor, by reduction of the
number of people unnecessarily employed in governmental and
other non-productive pursuits, and by a greater mobility of man-
power, in part across national borders. Moves toward the solution
of this problem must be made by Europe itself; the problem can-
not be solved by loans from America.

The requirements for capital goods to rebuild, modernize and
expand productive facilities constitute the field in which the Bank
is most concerned. Even for this category of requirements our
funds cannot be sufficient to do more than fill the most pressing
needs. The estimate in the Paris Report on the Marshall Plan is
that $3,100,000,000 of industrial capital goods are required over
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the next four years. We have not yet gone far enough in our
studies to justify an opinion on the reliability of this estimate, but
.we are obviously giving close attention to it.

I think we must all realize that the Paris Report is merely an
economic prediction. Covering the period of four years, it is
necessarily general and lacking in preciseness. The form, the tim-
ing, the conditions, the means of implementation, all must be
worked out. In Washington and elsewhere a tremendous amount
of work is being done on every aspect of this problem and we in
the Bank, in close cooperation with many other agencies, are at-
tempting to develop answers to the many questions.

At the present time it is impractical to judge the validity of the
estimates which have been submitted. Subject to much more de-
tailed and continuing studies, I find that most of those familiar
with the problem are in agreement that Europe requires substan-
tial assistance if she is to increase production and regain stability;
that it is essential that the assistance rendered be not too little,
but that also it not be so much as to relieve Europe of making its
own maximum effort. Aside from the amounts involved, I think it
is fair to say that Secretary Marshall’s invitation to the European
countries to study and state their needs and the consequent Paris
Report are something unique in history. No country ever indi-
cated a willingness to consider doing so much for the general
good without tangible quid pro quo. It is an example of positive
leadership based, I believe, on the realization of America’s vital
self-interest in world recovery. It is noteworthy to contrast this
attitude with that which existed after World War L

On the other hand, I think Americans should recognize the
.accomplishments of the Paris Conference in agreeing upon a frank
analysis of Europe’s economic ills, and of facing up to the steps
which Europe must take to correct them. Skeptics may say that
these are merely pious expressions of good intent, without evi-
dence of determination to put them into effect. Realists certainly
will demand that the undertakings be put in more concrete form
and that specific action by the European countries individually
and collectively to carry them out must accompany the granting
of aid. But with all these qualifications it seems to me that real
progress has been made on both sides of the Atlantic towards
facing up to the gravity and realities of the situation.

Perhaps in the last analysis the success or failure of the Mar-
shall Plan, the recovery of Europe, the chances of an escape from
another war and the security and well-being of America depend
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on intangible factors. Will there be the bold and constructive
leadership both here and abroad to meet and solve an unprece-
dented problem? Will the people of America grasp the basi
issues, will they have the maturity and firmness to unite behind
their leaders, not in an emotional splurge of generosity but in a
determination to adopt and follow through a consistent, realistic
policy? This will probably not bring them gratitude and thanks
but criticism from many quarters and an attack on their motives.
This is hard for Americans because they wish to be liked, they
want to be good fellows, they welcome a pat on the back. But
they cannot afford to be swayed from their determined course by .
irritation at harsh words directed at them by those who are igno-
rant or hostile. Leadership cannot always be popular, but it must
be effective.

For the people of Europe the test is even more difficult. After
a terrible battering in two world wars and a difficult interval be-
tween, they are poor, weary and discouraged. Will they respond
to America’s aid by working harder, by continuing sacrifice, by
willingness to pull together? Will their leadership have the vision
and courage to take the hard measures necessary to increase pro-
duction, to move towards financial and political stability, to dis-
card some of their traditional methods and to lay aside some na-
tional susceptibilities.

I fully concur in the emphasis which Tom McKittrick has
placed on the urgency of restoring financial stability, on restoring
confidence of the peoples in their own currency. Without this, no
sustained recovery is possible. This is one of the most difficult
problems of reconstruction. It must be worked out in connection
with provision for a reasonable minimum supply of food and
other necessities of life and for increasing productivity. In cer-
tain countries it will probably require stabilization credits, to back
up firm measures of internal financial reform.’

To many people it also seems probable that Western Europe
cannot attain a reasonable standard of life, irrespective of the
amount of outside assistance, unless there is a reduction of bar-
riers to the flow of trade between the constituent countries and
greater integration of their economies. Broken up into the tra-
ditional small trading areas, it is not possible to take full advan-
tage of modern technology, and without better technology, with-
out full use of the best know-how in every line, Europe may not
be able to reach an acceptable level of productivity nor to pro-
duce goods at costs which will be competitive in the markets of
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the world. This is recognized in the Paris Report; to translate the
thought into accomplishment will be a real test of statesmanship.

. Returning now to the specific role of the Bank, I wish to reiter-
ate that the Bank cannot act as a stop gap for emergency aid. We
cannot provide food and other sustenance items. It seems quite
clear to us that further large scale loans for productive facilities
must be integrated with what may be provided under the Mar-
shall Plan. Even so, the Bank cannot supply the funds for all that
is required in this category. We can only be a trail blazer, at-
tempting to meet the most urgent and critical needs, in the hope
that in increasing degree private capital and industry will step
into the picture. I was invited to meet last week with a group of
New York business men to discuss how private industry might
work with the Bank in the development of direct industrial invest-
ment in Europe and elsewhere. As a result of our preliminary
talks we agreed to work together in developing methods whereby
private investment might participate in some specific reconstruc-
tion projects.

We in the Bank realize that we must not permit the urgency
of European problems to interfere with our activities regarding
the sound development of the resources of our member nations
whose economies are less fully developed. Of such areas, perhaps
Latin America is especially important to many members of this
audience. All of us are aware of the great resources of materials—
copper, tin, iron ore, timber, oil—to mention a few—which in in-
creasing degree are essential to the needs of American industry in
peace as they proved vital during the war. On the other hand,
there is a huge potential market for imported goods in this area.

. To an even greater extent than in Europe, the amount of its
own funds which the Bank may have available for loans in con-
nection with development in the still economically underdevel-
oped lands outside of Europe can only be a small fraction of what
will be required. Experience shows that the sound progress of
underdeveloped areas has been the result of a combination of
their own resources and manpower with the capital and know-how
from the more mature and economically developed nations. Per-
haps the most striking example of this is the United States of
America itself. It appears obvious that Latin America and other
underdeveloped areas must rely primarily upon private foreign
capital and business to assist in their development.

However, the capital and know-how will not be available un-
less favorable conditions exist. Where, as in the case of a number
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of Latin American countries, credit has been impaired through
failure to meet obligations, steps must be taken to restore thi
credit. These countries must put their financial houses in ord
to create the necessary confidence. They must offer a fair deal to
foreign capital and management, at the same time that they insist
that the latter refrain from the exploitation which in the past has
not been unknown. Perhaps as an international organization the
Bank may be of help to these countries in taking the necessary
steps.

The experience of American business in Latin America and
elsewhere abroad has been neither all black nor all white. Some
companies have suffered losses, but many others have profited
well. In the undeveloped areas high profits are the accepted re-
ward for successful enterprise.

Unquestionably there has been suspicion and even hostility
towards foreign capital and enterprise in some of the Latin Ameri-
can countries, However, there are signs of reversal of this attitude
and an increasing desire on their part to encourage American
business and capital to come into their countries on a fair and
equitable basis. We in the Bank are most desirous of encouraging
and assisting in this process.

Certainly there are none in this audience who can ignore the
critical state of world affairs. It may be no exaggeration to say that
the problems and perils ahead are greater than modern civiliza-
tion has ever faced. It is easy to yield to fear and discouragement.
However, it is in the American tradition to meet dangers with
bold and practical action. The stakes are high—perhaps no less
than the continuance of private enterprise and the maintenance
of our democratic way of life.
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THE_INTERNATIONAL BANK AND THE WORLD'S NEED FOR MORE PRODUCTION

Out of his long experience in problems of international finance, Tom
McKittrick has given us a most able analysis of the European situation, With
this as a background, I shall tell you something of the operations and policies
of my institution, the International Bank for Reconstruction and Development,
and discuss its relationship to the problem of rebuilding production, trade
and financial stability in Europe. I shall also touch on the related subject
of development of some of the resources of other parts of the world.s I trust
that you will bear with me if to some extent, and for purposes of emphasis, I
tread on ground covered by the previous speaker.

The Bank is now an operating institution, and I believe that it is proving
to be an example of practical international cooperation, After considerable
delay it is now performing the work for which it was created, the meking of
loans for productive purposes, Our Second Annual Governors Meeting was held
in London last month end was attended by the Finance Minister or some compar-
able official of each of our 45 member mations. This stockholdcrs meeting
was handled expeditiously, carried out 1ts scheduled program of formal action,
and provided an opportunity for useful informal discussion and exchange of
views.

Our Directors, now 13 in number, have been giving conscientious and
intelligent attention to the work of the Bank, acting on matters of policy,
loans and other major problems quite in accordance with the general role of
corporate directors. These men of differcnt nationalities and diverse in-
terests and viewpoints have glven splendid backing to the management, and
there has never been a formal division in the Board on any question on which
it bas acteds This is not to infer that there are no differenccs of opinion,
We have frank and sometimes spirited discussions and a thorough consideration
of various points of view, but up to now it has always been possible to srrive
at decisions which have rceoived the full support of the Board.

Our staff now consists of about 370 men and women of 20 different nationali-
ties. They include a remarkable diversity of training and experience who are
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working together with businesslike efficiency. As you know, John J. McCloy,
formerly Assistant Secretery of War, assumed the presidency in March and I
became Vice President and the General Manager.

Since May of this year, the Bank has made four loans - $250 millions to
France, $197 millions to the Netherlands, $40 millions to Demmark and $12
millions to Luxembourg, a total of $497 millions, These loans are for the pur-
pose of supplying equipment and materials to increase production, They are
providing urgently needed supplies and should be of substantial aid to the
borrowers in building up their output of goods.

We have provided for close supervision in the disbursement of funds,
making payments only against carefully checked documents, Furthermore, our
representatives in the borrowing countries are closely checking to insure that
the goods purchased with our funds arc actually used for the productive pur-
poses agreed upon. In this manner we are taking care to avoid some of the un-
happy experiences of certain forcign lending in the past whereby procecds of
loans were used for non~-productive purposes or otherwise diverted.

One of the interesting clements of our loans are provisions that the Bank
be supplied with a flow of pertinent  information regarding the economic situation
and developments in the borrowing countries, and for conii:uing consultation
between the governments and the Bank on financial and ec.rcuic matters. I am
frank to say that it was not easy to get these principles of supervision and
consultation accaepted in our earlier negotiations, However, they, have been
accepted on the sound ground that the Bank is a cooperative international
institution ip which the borrowing members have both a financial interest and
a voice, and that the Bank can thercfore properly cxercise these functions
without infringement on the national sovorcignty.

- We are now in various stages of discussion with other member countries
regarding their economic and financial planss It is our belief that we can
be of practical assistance to many of our members in the study of their economic
problems and in helping to develop realistic programs of reconstruction and
development, In general, it will be our policy to assist in the diagnoses of
problems and the development of broad plans., As to the detailed working out of
such plans, such as a revision of the tax structure or the development of a
power project, we will be preparcd to advise the member govermment on the
selection of private technicians, engineers or other experts.

Without teking time to go further into this aspect of our operations, I
can summarize by saying that it is our hope that the Bank can be a constructive
influence in promoting sound economic and finencial measures and that it can
supply practical 2id and advice with respect to both policies and teechniques.

On the other hand, it is essential thet we recognize the Bank's limitations.
There has been much misconception that the Bank has $8 billions of funds at hand
out of which to makc loans. The facts are these, The subscribed capital of all
the 45 member nations doeg add up to something in excess of the equivalent of
$8 billions. Howcver, only 20% of this is paid in or ever will be paid in for
the purpose of making loans, and of this paid in capital only about $725
millions is in United States dollars, This is significant because, as I am
sure you realize, the present demand is almost entirely for dollars to buy
goods primarily in the United States., Furthermore, we can lend our capital
only with the consent of the nation whose currency is involved, Today, un-
fortunately, there are few countries other than the United States which are
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in position to give such consent, With the exception of the equivalent of_
$2 millions of francs made available out of its subscribed capital by Belgium
to cover the purchase of railway equipment by Luxembourg, all of the loans
that we have made up to date have been in United States dollars.

In order for the Bank to obtain additional dollars for the purposes of
lending we must sell bonds to private investors, and under existing circum-
stances, predominately to investors in the Urited States. As you may recall,
we sold our first issue of $250 millions of bonds in July.

The bonds of the Bank have behind them, of course, all of our assets,
including our loans and the unqualified right to call upon all of the member
governments for the unpaid 80% cepital subscription, We have tried to make
it abundantly clear, but it bears repetition, that in the event it is needed
to meet the Bank's obligations, the United States Govermnment is committed up
to a total of $2-1/2 billions, irrespective of whether the guarantee is met
by any other member nation. Thus, up to this emount, the bonds of the Bank
are covered by the full faith and credit of the United States. Without in
any way inferring that the obligations of the other members will not be
effective, we recognize the fact that at the present time the American investor
is loocking primarily at the protection provided by the obligation of his own
govermment, Based on this obligation, it is row possible for the investor in
America to make his funds available for world reconstruction and development
with adequate protection.

We are conscious of the question in many minds as to whether the Bank will
have resources sufficient to do its proper job. In this connection, it was an
obvious misconception to believe that any one institution could provide all
of the funds necessary to repair the damages of war and develop the untapped
resources of the world, TFurthermore, we must rccognize that the present
situation is more acute than could have becen forescen when the Bank was created
at Bretton Woods in 1944. Not only was the physical destruction greater than
was realized, but the dislocation of production, trade and the very life of
hundreds of millions of pcople has been more profound and widespread.

Recovery would have been difficult cnough if, when the fighting ceased,
the world could have united in its efforts for recovery. Instead, therc is
a deep and virulent division, with the Soviet bloec in opposition and hostile
to almost every effort which is being made outside its area to rebuild
productivity, trade and stability.

And, finally, much of the current disappointment at the pace of recovery,
ineluding oriticism in some quartere of the limited amount of loans made by
the Bank, arises from the fact that many hopcs werc too high; that it was too
much to expect that it would be possible to foresee and provide for quick re-
covery from the most destructive war in history., We shoyld not lose gight of
the fact, which Tom McKittrick has mentioned, that it took 7 or 8 years after

World War I for Europe to reach a reasonable resteration of its industrial and
agricultural productivity.

In addition to what the previous speaker has said regarding the needs of
Europe for food, for materials to run its industries and for the restoration

of financial stability, I would like to emphasize s few additional factors
affecting reeovery.

Manpower is a bottleneck in Europe. There is a shortage of labor to per-
form the urgent tasks. This shortage could be met in part by more efficient
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utilization of labor, by reduction of the number of people umecessarily em-
ployed in governmental and other non-productive pursuits, and by a greater
mobility of manpower, in part across natlional borders. Moves toward the
solution of this problem must be made by Purope itself; the problem cannot
be solved by loans from America.

The requirements for capital goods to rebuild, modernize and expand pro-
duetive facilities constitute the field in which the Bank is most concerned.
Even for this category of requirements our funds cannot be sufficient to do
more than £ill the most pressing needs. The estimate in the Peris Report on
the Marshall Plan is that $3,100,000,000 of industrial capital goods are re-
quired over the next four years, We have not yet gone far enough in our studies
to justify an opinion on the reliability of this estimate, but we are obviously
giving ¢lose attention to it,.

I think we must all realize that the Paris Report is merely an economic
prediction, Covering the period of four years, it is necessarily gencral and
lacking in preciseness. The form, the timing, the conditions, the means of
implementation, all must be worked out. In Washington and elsevhere a tremendous
amount of work is being done on every espect of this problem and we in the Bank,
in close cooperation with many other agencies, are attempting to develop answers
to the many questions.

At the prescnt time it is impractical to judge the validity of the estimates
which have been submitted. Subject to much morc detailed and continuing studies,
I find that most of those familiar with the problem are in agreement that Europe
roquires substantial assistance if she is to increase production and regain
stability; that it is essential that the assistance rendered be not too little,
but that also it not be so much as to relieve Europe of meking its own maximum
effort, Aside from the amounts involved, I think it is fair to say that
Secrectary Marshalll's invitation to the European countries to study and gtate
their needs and the consequent Paris Report arc something unique in history.

No country ever indicated a willingness to consider doing so much for the
general good without tangible quid pro quo. It is an example of positive
leadership based, I believe, on the realization of America's vital self-
interest in world recovery. It is noteworthy to contrast this attitude with
that which existed after World Wer I,

On the other hand, I think Americans should recognize the accomplishments
of the Paris Confercnce in agreeing upon a frank analysis of Europe's econonmic
ills, and of facing up to tho steps which Europe must take to correct them.,
Skeptice may say that these are merely pious expressions of good intent, with-
out evidence of determination to put them into cffect. Realists certainiy will
demand that the undertakings be put in more concrete form and thet specific
action by the European countries individually and collectively to carry them
out must accompany the granting of aid, But with all these qualifications
it seems to me that real progress has been made on both sides of the Atlantic
towards facing up to the gravity and realities of the situation.

Perhsps in the last analysis the success or fallure of the Marshall Plan,
the recovery of Europe, the chancecs of an cscape from another war and the
security and well-being of America depend on intangible factors. Will there
be the bold and construective leadership both here and abroad to meet and solve
an unprecedented problem? Will the people of America grasp the basic issues,
will they have the maturity and firmness to unite behind their leaders, not
in an emotional splurge of gencrosgity but in a dctermination to adopt and follow
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through a consistent, realistic policy? This will probably not bring them.
gratitude and thanks but criticism from many quarters and an a?tack on their
motives. This is hard for Americans because they wish to be liked, they want
to be good fellows, they welcome a pat on the back, But they cannot gfford to
be swayed from their determined course by irritation at harsh words directed
at them by those who are ignorant or hostile. Leadership cannot always be
popular, but it must be effective,

For the people of Europe the test 1s even more difficult, After a terrible
battering in two world wars and a difficult interval between, they are poor,"
weary and discoursged., Will they respond to America's aid by working harder,
by continuing sacrifice, by willingness to pull together? Will their leader~
ship have the vision and courage to take the hard measures necessary to inecrease
production, to move towards firancial and political stability, to discard some
of their traditional methods and to lay aside some national susceptibilities.

I fully concur in the emphasis which Tom McKittrick has placed on the
urgency of restoring financial stebility, on restoring confidence of the
peoples in their own currency. Without this, no sustained recovery is possible.
This is one of the most difficult problems of reconstruction. It must be worked
out in comnection with provision for a reasonable minimum supply of food and other
necessities of 1life and for increasing productivity. In certein countries it will
probably require stabilization credits, to back up firm measures of internal fi-
nancial reform,

To many people it also seems probable that Western Europe cannot attein a
reasonable standard of life, irrespective of the amount of outside assistance,
unless there is a redvction of barriers to the flow of trade between the
constituent countries and greater integration of their economies., Broken up
into the traditional small trading areas, it is not possible to take full ad-
wintage of modern technology, and without bettcr technology, without full use
of .the best kmow-how in every line, Europe may not. be able to reach an acceptable
level of productivity nor to produce goods et costs which will be competitive in
the markets of the world. This is recognized in the Paris Report; to translate
the thought into accomplishment will be a real test of statesmanship.

Returning now to the specific role of the Bank, I wish to reiterate that
the Bank cannot act as a stop gap for emergency aid. We cannot provide food
and other sustensnce items, It seems quite clear to us that further large
scale loans for productive facilities must be integrated with what may be pro-
vided under the Marshall Plan, Even so, the Bank cannot supply the funde for
all that is required in this category. We can only be a trail plazer, attempt-
ing to meet the most urgent and critical needs, in the hope that in increasing
degree private capital and industry will step into the picture. I was invited to
meet last week with a group of New York business men to discuss how private ine-
dustry might work with the Bank in the development of direct industrial invest-
ment in Europe and elswowhere, As a result of cur preliminary talks we agreed to
work together in developing methods whereby private investment might participate
in some specific reconstruction projects.

We in the Bank realize that we must not permit the urgency of European
problems to interfere with our activities regarding the sound development of
the resources of our member nations whose economies are less fully developed,
Of such areas, perhaps Latin America is cspecially important to many members
of this audience. All of us are aware of the great resources of materials -
copper, tin, iron ore, timber, 0il - to mention a few - which in increasing
degree are essential to the needs of American industry in peace as they proved
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vital during the war. On the other hand, there is a luge potential market for
imported goods in this area.

To an even greater extent than in Europe, the amount of its own funds which
the Bank may have available for loens in comnection with development in the
still economically underdeveloped lands outside of Europe can only be a small
fraction of what will be required. Experience shows that the sound progress of
underdeveloped areas has been the result of a combination of their own resources
and manpower with the capital and know-how from the more mature and ecogomlcally
developed nations, Perhaps the most striking example of this is the United
States of America itself. It appears obvious that Latin America and other under-
developed areas must rely primarily upon private foreign capital and businecss te
assist in their development,

However, the capital and know-how will not be availeble unless favorable
conditions exist., Where, as in the casc of a mumber of Latin American countries,
credit has been impaired through failure to meot obligations, steps must be taken
to rostorc this credit. These countries must put their financial houses in order
to create the necessary confidence., They must offer a fair deal to foreign
capital and management, at the same time that they insist that the latter refrain
from the exploitation which in the past has not becn unknown, Perheps as an
international organization the Bank may bec of help to these countries in taking
the necessary steps. '

The expcrience of American business in Latin Americe and elsowhere abroad
has been ncither all black nor all white. Same companies have suffercd losscs,
but many others have profited well. In the undeveloped arcas high profits are
the acccpted reward for succcssful enterprise.

Unquestionably therc has beon suspicion and even hostility towards forcign
capital and enterpriso in somc of the latin American countries. However, there
arc signs of reversal of this attitude and an increasing desire on their part to
encourage American busincss and capital to come into thelr countrics on a fair
and cquitable basis, We in the Bank arc most desirous of encouraging and assist-
ing in this process.

Certainly thcre are none in this audience who can ignore the critical state
of world affairs, It may be no exaggcration to say that the problems and perils
ahocad are greater than modern civilization has cver faced. It is easy to yield
to fear and discouragement. However, it is in the American tradition to mcet
dangers with bold and practical action, The stakes are high -- perhaps no less

than the continuance of privete entcrprisc and the maintonance of our democratic
way of life.
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In an address today before a luncheon meeting of the Asspciation of
National Advertisers in Atlantic City, Mr. Robert L. Garner, Vice
President of the International Bank for Reconstruction and Development,
emphasized that American resources and productive capacity impose a
great responsibility on Americans, and at the same time open up a vast
opportunity for leadership in world reconstruction and development.

He compared America's position now with that of Great Britain in the
century after the Napoleonic Wars, when British foreign investments
fostered world—widé economic growth at an unprecedented rate,

Mr, Garner strongly contended that America can fill this role only
if her people renew their faith in democratic ideals. He emphasized
that these ideals involve an appreciation not only of individual dignity
and initiative but also of cooperative effort and common sacrifices.
Many people abroad, he said, tend to think of the American economy in
terms of the exploitive capitalism of an earlier day, and thus feil
totally to understand that modern production techniques and industrial
organization make pocsible higher living standards and greater opportuni-
ties for the mass of the pecrle than have ever been knovn elsewhere,

Recognizing that many people abroad resent their dependence on

American aid, or believe that it is motivated by fear of depression or



8 2‘—

desire to dominate the world; Mr, Garner argued that fmerica cannot afford
to be swayed by irritation at criticism and misunderstandings. The real
issue, he said, is not whether /mericans should be generous to people

in distress but whether the interests of the United States and the

world require imerican action to restore sound and productive economy

in war-ravaged arcas, This question must be answered in the affirmative,
he asserted, not only because international stability and prosperity are
necessary to the military and political security of the United Statesy
but also because an increcase in the volume of production and trade in

the rest of the world is indispensable to imcricats ovm well-being.

Mr. Garner cautioned against underestimating the progress toward
recovery already achieved by Western Europe, but he stressed that the
problem of reconstruction is more difficult than was anticipated and
that without further assistance the‘present gains would be lost, The
most critical spots!'hq stated, are France, Italy and Germany.

Mr, Garner described the Marshall Plan as a sound analysis of
Europeté problems but pointed ouf that much remains to be done to fill
in this framework and define proper methods and conditions to implement
its purposes. Hc outlined seven basic essentials for sound European
recoverys assurance of minimum food requirements; increase in food
~ production; obtaining essential raw materials; provision of equipment
nceded for repair, modernization and expansion of industrial facilities;
financial stabilization mecasures; integretion of production and trade;
and moée cfficient use of manpower. He emphasized especially that
recovery is handicapped by the old pattern of small production and

trading areas, Modern industrizl teeckniques, he stated, can operate most



effectively when economic boundaries are reduced or eliminated,

In conclusion Mr. Garner stressed the need for leadership both
in EBurope and the United States, The fullest public understanding and
support will be required, he stated, to carry out America's role in the
world today., He cdlled on American advertisers to give all possible aid

toward enlisting such support,
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The United States has fought two World wars within
one generation. Therefore, it seems unnecessary to argue that
the people of this country have a vital interest in what happens
in other parts of the world. Before this audience I shall take
that for granted.

I need not dwell on the effectiveness of this country in
both wars. Its productive and organizing power, supporting
the fighting qualities of its own troops and those of its allies
assured the victory.

Now the same strength, the product of private enterprise
and initiative working within a political system of free men,
is equally needed to enable the world to get back on its feet.

Built up instead of damaged by war, the productive
resources of the United States are incomparably greater than
those of any other country. Because of this unique position,
the United States is able to take the lead in the financing neces-
sary to restore the production and trade of the world.

But there is a further question frequently posed, is it to
America’s interest? A full discussion of this subject would
lead beyond the limits of my time with you today. However,
it is my own deep conviction that the revival of production and
the increase of trade throughout the world is essential to the
welfare and security of this country. As the richest nation, it
has the greatest stake in general prosperity; the most to lose
- from disintegration and despair.

But can the job be done? Can the world recover, or
will the loans by the United States and others be futile?

Certainly the road upward will not be easy. But every-
where there are stout people who are working hard to build
better lives for themselves. There has been noteworthy pro-
gress in restoring shattered transportation, in increasing the
output of coal and other vital materials, in getting damaged
factories back to work.

However, there is urgent need for more coal, steel, con-
crete; for all types of machines and equipment; for fertilizers,
seed, breeding stock; for raw materials to supply the factories;
for the many things which are available only outside the
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national borders. Buying them requires foreign currencies,
particularly dollars.

To meet, in part, this need the International Bank was
organized. "This institution, in which the United States Govern-
ment is the largest stockholder, represents a cooperative effort
of 44 member countries to supply loans for productive purposes—
to buy essential goods such as those I have mentioned above.

" The Charter of the Bank was written at Bretton Woods
and authorized by the Congress of the United States and by
the governments of all the other member nations. It provides
that all loans made by the Bank shall be for rebuilding and
modernizing war damaged economies, supplying essential
materials and developing the resources of its member countries.
Its operations will be directed solely to stimulating production
and commerce.

You in this audience control billions of dollars of the savings
of millions of Americans. We in the International Bank look
to you savings bankers as one of the principal sources from
which we hope to secure funds to carry on the work for which
the Bank was organized. I shall tell you briefly something
about the Bank, what it is supposed to do, and how the man-
agement expects to do it.

The member countries own the stock of the Bank,
$8 billion worth, and each votes this stock through a Governor.
Most of these Governors are Finance Ministers of their coun-
tries. In the case of the United States, the controlling body
is the National Advisory Council consisting of the Secretaries
of the Treasury, State and Commerce, the Chairman of the
Federal Reserve Board and the President of the Export-Import
Bank.

The stock is distributed between the member countries
on the basis of their size and economic resources, with the
United States holding 40%. The stockholding members are
represented in the Bank by 12 Executive Directors. The five
largest stockholders each have one Director and the others
are elected by groups of countries. These Directors, or their
Alternates, give their full time to the business of the Bank.
However, their functions are to decide on policy and not to
manage the Bank.
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The management follows the ordinary corporate form,
with a President, a Vice President, and heads of the various
departments. As you know, John J. McCloy, former New York
lawyer and Assistant Secretary of War, assumed the Presidency
on March 17. At the same time I became Vice President and
the executive officer to function as general manager of the Bank.
Eugene - R. Black, formerly Vice President of the Chase Nat-
ional Bank, was nominated by President Truman and confirmed
by the Senate as American Executive Director.

We found that the Bank was well organized with a staff
of some 200. The key personnel represents an experienced
group drawn from various countries. For instance, of the heads
of the eight departments into which the organization is divided,
four are American, two Canadian, one French and one Dutch.
All these men, as well as the remainder of the Staff, have been
carefully chosen solely on their record of experience and per-
formance.

It is our firm intention to develop an organization which
shall be as capable and efficient as that of any other institution,
private or public. So far there has been no pressure, political
or otherwise, regarding the selection of our staff, and I am con-
fident that there will be none.

The most prevalent misconception concerning the Bank is
that it has $8 billion on hand available to loan. The facts are
these. Of the $8 billion issued capital, 20% is paid in, or will be
in the coming few weeks. This is the entire amount that the
stockholders will pay, unless the Bank requires funds to meet
its obligations. In other words, for each one dollar (or its
equivalent in other currencies) paid in, $4 or its equivalent, is
on call to protect the obligations of the Bank. If needed, the
Bank is required to call for these guarantee funds. The United
States has paid in $635 million and is committed to pay up to
a maximum of $2,540,000,000 additional upon call from the
Bank to cover liabilities.

Except for 2% paid in gold or U. S. dollars, the capital
subscriptions of each member can only be loaned by the Bank
with the member’s consent. At present, only the United States
has given this consent. Therefore, under existing conditions,
the Bank will have available to loan only its $725 million of
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capital and such additional funds as it may borrow in the Amer-
ican market. Furthermore, we realize that the investors in the
Bank’s bonds will for a time give preponderant weight to the
dollar guarantee of the American Government.

The question is asked why the United States alone has made
available its subscribed capital for loans. The answer is that
most of the other countries, two years after the end of the war,
are simply not yet able to make loans. However, we consider
it of the greatest importance that as rapidly as each country gets -
over the hump in its economic recovery it will make available
its subscribed capital, and that within a reasonable time the
currencies of the stronger member countries will be added to
the loanable funds of the Bank. Furthermore, we look forward
to the time when the bonds of the Bank will find a ready sale
among investors in other countries. It is only fair to point out
that certain countries, notably Canada and Great Britain, have,
since the end of the war and before the Bank has started loan
operations, made substantial direct loans abroad and have thus
already done much to stimulate production and trade.

A question which inevitably atises in any discussion of the
lending of dollars abroad is whether the borrowers will be able
to get the dollars to service the loans. This is really the $64
question which must be faced regarding any loans made from the
United States—whether directly by the Government, through the
International Bank, or through the private investment market.
The United States has become the great creditor nation of the
world. Its wealth and economic strength is at present so pre-
ponderant that for a time it alone can supply the capital necessary
to restore productive facilities in many other nations. Now a
creditor nation is like any other business capitalist. It is like
your savings banks, the insurance companies, the large private
investors. It puts its money to work and expects to have a fair
return on its investments.

If capital is loaned or otherwise invested wisely it should
enable those who use it to produce goods and services and sell
them and make profits out of which they can pay a fair rate to
the owners of such capital.

The International Bank intends to lend funds for such pro-
ductive purposes. For a time it will lend predominately United
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States dollars. The borrowers will produce goods and in the end
the United States must buy sufficient goods from the rest of the
world to enable the other countries to pay a proper return on the
capital which they have borrowed in this country.

We believe that, looking to the future, the United States can
advantageously buy raw materials and goods produced by others
in sufficient amounts to enable borrowers to make the required
payments. As more countries recover their ability to sell and to
buy and the total of world trade expands, the result will be a
greater supply of all currencies, including dollars,

Now let us turn to the more specific operations of the Bank.
What sort of policies and practices are we going to follow in
operating the institution?

Briefly, the objectives of the Bank are to make productive
loans which will aid in the reconstruction of devastated countries
and in the development of sound economic projects in under-
developed areas. Obviously, it would be impossible and inad-
visable for any one institution to provide all of the funds which
are needed. One of the basic principles of the Bank is to blaze
the trail in the postwar world and thus to encourage and justify
private capital in following along. This trail blazing is neces-
sary. As the world struggles to recover from the effects of the
war there are certain risks arising from general political and
economic instability which private capital is not yet in position
to accept and the amounts required are too large to be quickly
mobilized privately. We hope and believe that the loans which
the Bank shall make will be of vital assistance in the process of
recovery, and that within a measurable time conditions in many
parts of the world will be sufficiently improved to induce private
investors to place their funds directly.

The Bank’s loans in all cases will be made either to the
governments of the member countries, or to enterprises situated
within them and guaranteed by the member governments, by the
central banks or by other comparable official organizations. The
Bank is also authorized to participate in and guarantee such loans
made by others. In other words, we have considerable flexibility
as to the form in which we supply credit, but whatever the form,
we shall insist that the purposes for which our funds are used are
constructive, practical and essential to building up the production
and trade of the borrowing countries.
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Furthermore, we are required to pay due regard to the
probability that the loans will be repaid. I can assure you that
we are conscious that the funds we supply are loans; they are not
gifts.

We hear much in these days concerning political loans. As
ordinarily used, I think this means loans which are for some pur-
pose other than economic. The proposed loans to Greece and
Turkey are in this category. It has been frankly stated by the
United States Government that these are in effect grants for pur-
poses beyond the economic development of these countries. This
type of loan is completely different from the economic purpose
loans for which the Bank is designed. The Bank has no inten-
tion of, in fact it is prohibited from, engaging in any such non-
economic loan operations.

Regarding the applications for credit which are presented to
us we are attempting to give first consideration to the most urgent
needs. Basically we are seeking to eliminate bottlenecks and to
help restore and expand productive facilities which will contribute
most to the healthy revival of the individual country and of
world economy.

We have adopted the principle of successive advances. Stated
simply it is, that we shall make a loan for pressing needs to a
deserving borrower, and be willing to give consideration to further
advances as the borrower demonstrates that it is making good use
of the funds and can show need for additional loans.

This sound principle is further made necessary by the pres-
ent limited loanable funds of the Bank. Certainly, we can only
lend what we have.

There are no illusions among us in the Bank that we can save
the world. We can help only those who help themselves.
The future of every country must depend primarily on its own
willingness to work hard and to use to the full its own resources.
In all of the applications which we have studied to date the
funds which we may be willing to supply will only fill a small
portion of the total needs of the borrower. The greater portion of
funds and of materials, and practically all of the manpower, must
be produced within the countries’ own borders. We should help
only if we are convinced that the people of the country will make
their maximum effort.
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It is obvious that full economic recovery and development
cannot take place without an increase in the free flow of credit.
And credit is based on confidence—on not only the ability, but on
the will of people to pay their debts and meet their obligations.
Therefore, we feel that it is necessary to take into account, among
other factors, the credit record of the potential borrowers who
come to us and to appraise fairly the effort they have made and
are making to pay their existing debts. We have a great interest
in all steps which tend to develop a high regard for the sanctity
of contracts.

It is our responsibility in the Bank to see that the proceeds
of our loars are used efficiently for the specified purposes for
which the funds are borrowed. We shall therefore take the neces-
sary steps to supervise the expenditure of the funds to insure
that they go for the agreed purposes.

We fully recognize the importance of having proper engineer-
ing and other technical skills employed in the projects for which
the Bank makes its loans. Therefore, we shall take care that,
both in the preparation of projects and in their execution, there
is full utilization of modern “know how.” We trust that emphasis
on this point will assist in making the dollars we lend fully pro-
ductive.

It is obvious that our interest in our loans will not cease when
the money has been spent. We have no intention of attempting
to set the Bank up as an economic czar, but we do intend to throw
reasonable protections about our loans and to follow closely all
developments which affect the economic and financial progress
of our borrowers. We shall set up in the agreements which we
make provisions that the borrower shall not give preferences to
any of its other creditors to the detriment of our loans. Further-
more, we shall expect to maintain close relations between the
Bank and the borrowers, based on confidence and a spirit of
mutual cooperation. We believe that the relations between us
must be broader and closer than the ordinary relations between
a creditor and a debtor. Therefore, we shall expect full exchange
of information and opportunity to consult and advise with each
other with regard to all matters of mutual interest.

I have attempted to outline above the attitude of the manage-
ment of the Bank. We believe that it will enable the institution to
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meet in a substantial way the needs which it was set up to serve,
yet always bearing in mind that we shall be lending primarily
private funds which we have an obligation to protect.

We shall attempt to make sound loans which will pay out.
It is our hope and belief that we shall not need to call on the
guarantees of the member governments—but they are there as an
insurance policy which in any event should protect from loss the
investors in the bonds of the Bank.

In justification of this statement I wish to refer to a study
which has just been completed by the Bank covering the record
of United States investors’ experience with foreign dollar bonds
following 1920. Such loans include bonds of non-member coun-
tries like Germany, as well as municipal or corporate bonds which
were not guaranteed by their governments and thus would not
have been within the eligibility requirements of the Bank. We
have thrown them all in, in order to take the worst possible
picture. For good measure we have added the Russian and
Mezxican bonds which were in default prior to 1920

It is not necessary to emphasize the unfortunate character of
much of this lending—the lack of careful analysis of many loan
applications; the diversion of some of the funds to non-productive
use; the high rates of interest which increased the burden on the
borrowers. Assuming all of these conditions and supposing all
of the loans had been guaranteed by the International Bank as
it is now constituted, how would the mvestors in these foreign
bonds have fared?

On all outstanding bonds in default the Bank could have paid
the holders at the rate of 6% interest and 4% annual amortization.
Up to the beginning of World War II only about 15% of the total
capital funds of the Bank or slightly over one-third of the United
States subscription alone would have been required t.» carry this
service. If the Bank would have chosen then to call the remaining
$1.6 billions of unamortized defaulted bonds, only about 36% of
the total capital funds of the Bank would have been required, or
90% of the United States subscription. If, on the other hand, the
Bank would have continued to service all defaults, including the
new defaults of enemy countries, at 6% interest and 4% amortiza-

“tion through the five years covering the war period, the investors
would still have been protected. The Bank could have carried
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the service on all of these defaulted loans and paid off the balance
outstanding in 1945 by using only 40% of the total subscribed
capital. The subscription of the United States alone would have
been sufficient to have done the job.

I repeat, we shall attempt to make sound loans which will
pay out, and in addition, the bonds of the Bank will be protected
by an insurance policy of tremendous strength.
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The United States has fought two World wars within one generation,
Therefore, it seems unnccessary to argue that the people of this country
have a vital interest in what hapnens in other parts of the world, Before
this audience I shall tdke that for granted,

I need not dwell on the effectiveness of this country in both wars,
Its productive and organizingz power, supjerting the fighting qualities
of its own troops and those of its allies assured the victory,

Now the szme strength, the product of private enterprise and initiative
working within a political system of frece men, is equally nceded to enatle
t2c world to get back on its feuet,

Built up instead of damazed by war, thc productive rcsources of the
United States arc incomparably greater than those of any other country.
Beceuse .of this unique pesition, the United Status is able to takc the
lcad in the fincneing necdessary to restore the production and trade of the
world,

But therc is' a further quoestion frequently poscd, is it to Amcricatls
interest? L full discussion of this subjoct would lcad boyond the limits
of my time with you today. Howgver, it is my own decp conviction that
the revivel of production and the increase of trade throughout the world
is cssential to the welfarc and sceurity of this country, ..s the richest
nation, it has thc greatest stake in general prosperity; the most to lose
‘from disintegration ond despairs

But can the job be donc? Can the World rccover, or will the loans by
the United States and others be futilce?

Certeinly the road upwerd will not be casy. DBut cverywherc there
arc stout pcoplc who arc working hard to build bctter lives for themsclves,
" There has bucn noteworthy progress in restoring shottorcd transportation,
in incrcasing tho output of coal and othcr vital matcrisls; in gutting
damaged factories boack to work,
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However, there is urgent nced for more coal, stcel, concrcte; for all
typcs of mochines and equipment; for fertilizers, sced, breeding stock; for
raw matcrials to sup ly the factorics; for the many things which arc aveil-
ablc only outsidc the netionol borders. Buying them rcquircs forcign
currcncics, particularly dollars. :

To meet, in part, this nced thc International Bank wes orzanizcd.
This institution, in which thc United States Government is the largest
stockolder, represcnts o cooperative effort of Lb member countrics to
supply loans for productive purposes -- to buy cssential goods such «s
those I have mentioncd abovc,

The Chartor of thc Bank was written at DBretton Woods ond authorized
by thc Congress of the Unitcd Stotes and by the govermments of 211 the
other member nations, It provides that 211l loans mode by the Benk shell
be for rcbuilding and modcrnizing war damaged mconciies, supplyin:
csscntial matericls and developing the resources of its membor countrics,
Its opcrations will be dirccted solely to stimulating production and
COMMCICC o :

You in this zudicnce control billions of dollars of the savings of
millions of .mecricans. We in the Intcrnationzl Bonk look to you savings
bankcrs as onc of the prinecipal sourcus from which we hope to sucure funds
to carry on the work for which the Benk was organized, I shell tell you
bricfly somcthing cbout the Bank, what it is supposcd to do, and how the
manegement cxpeets to do it,

The member countries own the stock of the Bank, $3 billion worth, and
cach votcs this stock through o Governor, BMost of thuse Governors arc
Finance Mlinisters of thuir countries, In the ecage of the United States,
the controlling body is the National /dvisory Council consisting of the
Seereterics of the Treasury, State and Commerce, the Chairmen of the
Federal Rescrve Board ond the President of the Jxport-Import Bank,

The stock is distributed between the member countrics on the bosis
of their size ond ccofiomic resources, vith the United Statcs holding LOE.
Thc stockholding members arc represcnted in the Bank by 12 Exccutive
Dirvectorse Thc 5 largest stockholders coch have onc Dircctor and the
othuers ore clected by groups of countrics. Thesc Directors, or their
~lternctes, give thelr full time to the business of the Bonk. However,
their functions arc to decide on policy cnd not to mencge the Bank,

The menegement follows the ordinary corporate form, with a President,
2 Viec President, ond hcads of the voerious departments. s you know,
John J. HeCloy, former New York lewycr and ssistent Scerctery of War,
assumcd the Presidency on Morch 17. /[t the some time I beeceme Viec
Prosident and the cxecutlive officoer to function as gencral mansger of the
Bank, FEugcne R, Black, formcrly Vice President of the Chase Nrtioncl
Bonk, wos nominated by President Trumen and confirmed by the Scnate as
imericon Exceutive Director,



We found that the Bank was well organized with a staff of some 200,
The kcy personnel represents an experienced group dravm from various
countries, For instance, of the hcads of the cight departments inte which
the organization is divided, four arc /merican, two Canadian, onc French
and onc Dutch, .11 thesc men, as wecll as the remainder of the Staff, have
been carcfully choscn solely on their rccord of expcricnce and parformanccs

It is our firm intention to develop an organization which shall be
as capable and cfficient as that of any othcr institution, privatc or
public. So far thcre has becen no pressurc, political or otherwisc,
regarding the sclection of our stzff, and I am confident thet there will
bc nonc, ’

The most prcvalent misconccption concerning the Bank is thet it has
#8 billion on hand aveilablc to loan. The facts arc thusc, Of the $8
billion issucd capltal, 207 is paid in, or will be in the coming fow weeks,
This is the ¢ntirc amount that the stockholders will pay, unless the Bank
requircs funds to mect its obligations., In othcr words, for each one
dollar (or its equivalcnt in othor currcncics) paid in, JL or its cquivalent,
is on call to protect the obligotions of the Benk, If neoded, the Bonk is
rcquircd to call for these guarantee funds, The United Strtes has paid in
<635 million and is committed to pay up to a meximun of 2,540,000,000
additional upon call from the Bank to cover liesbilitics,

Except for 2% paid in geld or U, S. dollars, thc capital subseriptions
of cach member can only be lezned by the Bank with the membor's consent,
it prescnt, only thc United Otatcs has given this consents Thercforc, under
cxisting conditions, the Bank will h-ove cveiloble to loan only its 3725
million of copital ond such additional funds as it may borrow in the
Imericen market,  Turthermorc, we renlize thot the investors in the Benltts
bonds will for a timc give prepondcrant weight to the dollar guercntec of
the imericen Government,

The question is asked why the United Statcs alonc has made aveilable
its subscribud cepital for locns, The answer is that most of the other
countrics, two yecars aftur the end of the war, are sinply not yet able to
mcke loans, Howcver, we congsider it of the greatcst importance that es
rapidly s each country gets over the hump in its economic rccovery it
will nake available its subscribed capital, and thet within a rcasonable
tine the currencics of the stronger member countrics will be added to the
loanable funds of the Bank, Furthermore, we lock forward to the timc when
the bonds of the Bank will find o rcady salc emong investors in other
countricses It is only fzir to point out thet certain countries, notobly
Canada and Great Britaln, hrve, since the end of the wer and before the
Bank has started loan cperations, made substenticl direct loans sbroad and
have thus already donc rmuch to stimulate production and trade,



A question which inevitably ariscs in any discussion of the lending
of dollars obrocd is whether the borrowcrs will bc able to got the dollars
to service the loanse This is rcally the 6L question which must be frced
regarding ony loans mede from the United States = whethor dircctly by the
Government, through the International Benk, or through the private invest-
pent narket., The United States has bcconu the greot crcditor nation of
the world, Its wcalth and cconumic strength is ot prescnt so prepondercont
that for a timc it alcnc can supply the capital necessory to rustore pro-
ductive facilitices in many other notions. HNow a crcditor nation is like
eny othor busincss capitalist, It is like your savings bonks, the
insurance companics, thc large privete investors. It puts its moncy to werk
and cxpects to have o falr return on its investments,

If copital is lozncd ‘or otherwise investcd wiscly it should enable
those who use it to produce goods cnd scrvices and sell them and mcke
profits out of which they can pay a fair ratc to the owners of such capital,

The Internctional Beank intends to lend funds for such productive
purposcs. ror 2 timc it will lcend predominstely United Statces dollars,
The borrowers will produce goods ond in thc end the United States must buy
sufficicnt goods from the rust of the world to cneble the other countrics
tov pay a prouper rcturn on the capital which thcy heve borrowed in this
country.

Wie belicve that, locking to the future, the United States can adva
tageously buy raw nhtcrials and goous produccd by others in sufficient
enounts to cnable borrowers to make the rcquired poyments. /s nore
countrics recover their ebility to scll and to buy -nd the total of world
trade oxponds, the result will be a greater supply of 2ll currencics,
including d¢llcrs,

Now lct us turn to the more spceific opurations of the Dank, Whot
sort of policics and practices nre wc going to follow in operating the
institution?

Bricfly, the objeciives of the Bank arc to make productive loans
which will 2id in the reconstruction of devestated countries ond in the
developnent of sound cconomic projcects in underdevoloped creas., Obviously,
it would be impossible and incdvisable for any one institution to provide
all of thc funds which ~rc needed, Onc of the basic principles of the
Boenlkt is to blaze the treil in the postwar world cnd thus to encoarage
end justify private copital in following clonge, This trail blazine is
nccessarys .s thc world stru"glcs to recover from the offcets of the
war there cre certain risks urlslng fronm gencral politiccl and ceononie
instobility whick privcte copital is not yot in position to acecpt and
the anounts required erc too large to be quickly mobilized privatcoly,

We hope and belicve thit the loans which ine Bank shall ndke will be

of vital assistonec in the process of recovery, and thet within o
neasurablc tine conditicns in nany parts of «the world will be sufficiently
improved to inducc privzte investors to place their funds directly,
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The Bank's loans in 21l cascs will bc made cither to the govermments
of thc nerber countrics, or to enterpriscs situatced within them and
gucranteed by the membor governments, by the central benks or by other
comparable official orgaonizotions, The Bonk is elso authorized to porti-
cipate in and guarantce such loans nadc by others. In othoer words, wc have
censlderable flexdbility 2s to the form in which we supply crudit, but
whetever the ferm, we shall insist that the purposcs for which our funcs
arc usud arc constructive, practical and csscntizl to building up the
production and trade of the borrowing ccuntrics,

Furthemore, we arc required to pay duc regard to the probability thet
thc loans will be rcpaide I can assure you thot we arc conscious that the
funds we supply arc loans; thoy zre not gifts,

We¢ hear nuch in thosc deys concerning politicel leans, 4is ordinarily
used, I think th:t meens loans which arc for somc purposc other then ceononice
The proposced leoans to Greeee and Turkey orc in this category, It has been
frenkly stoted by the United Stotes Government that these arc in cffect grants
for purposcs beyond the econouie developnent of thesc countrics, This type
of loan is conplctcly diffcrent from the econcuic purposc loens for which
the Bank is designed. The Bank has no intention of, in foct it is pro=-
hibited from, cngeging in any such neon-cconomic locn operations,

Regarding the applications for crudit which orc proscnted to us we
arc attompting to give first consider tion to the nost urgent nceds,
Bosically we are sccking to climinote bettleoneeks and to help restore end
cxpend producvive facilitics whicii wrill contribute nmost to the healthy
revivel of the individuzl country and of world cconuye.

We have adopted the principlc of successive advances, Stated sliply it
is, that wc shall make a locn for pressing needs to a descrving borrower,
end be willing to give considerition to furthor sdvences as the borrower
dcnonstrates thet it is naking good usc of the funds and can show nced for
additionnl loans.

This sound principle is furthcr nade nccessary by the present limited
locnsble funds of the Bank, Certainly, we con only lenc what we hove,

There are no illusicns anong us in the Benk thot we can sove the world,
We con only hiclp only those who help thoms.lves. The future of every
country rust dopend prinarily on its own willingness to work hard and to
usc to the full its own rcsources. In all of the epplications which we
have studiced up to date the funds which we may be willing to supply will
only fill a snall portion of tre totel nceds of the borrower. The greater
portion of funds and of motcrisls, nnd practically cll of the menpower,
rust bo produccd within the countrics? ovm borders. ¥e shonld help cnly
if we arc convinced that the people of the country will noke their naxirun
effort.
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It is obvious that full economic rocovery ond development cannot take
placc without an increcasc in the frec flow of credite ..nd credit is bascd
on confidcnec -- on not onIy the ability, but on the will of pcople to pay
their dcbts and mect their obligations. Thercfere, we fecl that it is
nceessary to takc into account, mmong othor factors, the credit record of
the potential borrowcrs who come to us and to appraisc fairly the cffort
thay heve made and ore making to pay thuir existing debts, e have a groat
intcrest in all stops which tend to dewvelop a high regard for thoe sanctity
of contracts,

It is our rcsponsibility in the Denk to sce that the procueds of our
loons are usced c¢fficiently for the spceificd purposcs for which the funds
are borrowcd, ‘¢ shall thercfore take the ncecssnry steps to superviss the
cxpenditure of the funds to insurc th t they go for the agried purposes,

We fully recognized the iuportancce of having propcr cngincering ond
othir tochnicrl skills cnployed in the projccets for vwhich the Bank mekes
its loans. Thereforc, we shall toke carc thet, both in the preporation of
projucts and in their cxceution, there is full utilization of modcern "know
how", Wc trust tht cnphasis on this point wlll assist in moking the
dollars we luend fully productivi.

It is obvious that our intircst in our loans will not cease when the
noney has boen spente We have no intention of attompting to scl’ $iie Bank up
as an cconormic czar, but we do intund to throw rcasonable protcction about
our loans and to follow clescly 2ll duvclopments which affcet the ceonomic
and finencial progress of our borrovers, We shell sct up in the azrocnents
which we make provisicons that the burrower shall not give preferencoes to eny
of its othcr crcditors to the detrinment of our loans. Furthormore, we shall
oxpect to maintain close rclotions betwoen the Bonk and the borrowers, based
on confidocnee and 2 spirit of mutual cooperation, We belicve that the
relations between us must be broader and closcr then the cordinary reletions
betwen 2 creditor end a2 debtor. Thercefors, we shall expect full exchongze
of information and opportunity to counsult and advisc with each othier with
regerd to 21l matters of nmutual intercst.

I have attempted to outline above the attitude of the managenent of the
Bank, ¥e belicve that it vwill c¢nable the institution to meet in a substontial
way the nouds which it 'wes sct up to serve, yet alirays bearing in =mind thet
we shall be londing prinarily privete funds which we have an oblizeticon to
protecct,

We shall attempt to makc sound loens which will pay outs It is cur hopc
and belicf that we shall not need to ceoll on the guarantcees of the member
governnents -- but thoy arc there as an insurance policy which in cny c¢vent
should protect from loss the investors in the bonds of the Benk,



In justification of this statcnent I wish to rofer to a study which hes
Just been completed by the Dank covering the rccord of United States
investors! oxpericnee with foreign dollar bonds following 1920, Such loens
include bonds of nonencnber countrics like Germeny, as well as municipal or
corporatc bonds which were not guarantecd by their governments and thus
would not have been within the cligibility requiremcents. of the Bank, We
have thirovm then all in, in order to takc the worst possiblc pieturc. For
good nmcasurc wc have added the Russian and Mexican bonds which were in
default prior to 1920.

It is not ncecssory to ciphasize the unfortunate charactor of much of
this lending -- the lack of carcful onelysis of many loan applicotionsg
the diversion of some of the funds to non-productive usc; the high rates
of intcrest which increascd the burden on the borrowirs. sssuning all of
thesc conditions and supposing all of the loans had becn guerantceed
by the Intcernational Bank as it is now constituted, how would the investors
in thesc foreign bonds hove fored?

On 21) outstonding bonds in defoult the Bank could have peid the holders
at the rate of 6% interest and L% onnuel anortization, Up to the besinning
of World ¥ar II only about 15% of the total eapital funds of the Bank or
slightly ovur one-third of the Unitcd Stotes subscription slonc would have
becn required to carry this scrvice, If the Bank would hrve choscen then to
call the rcnaining yle6 Lillions of unavortized defaulicd bonds, only about
36% of thc total capital funds of the Bonk would have been required, or 90%
of the United States subgeriptions If, on the cther hand, the Bonk would
have continucd to scrvice 211 defaults, including the new defaults of encmy
countries, at 67 intcrest and L% amortization throush the five years
covering the war period, the investors would still hrve been protected,

The Bank could hove oorricd the scrvice on all of these doefaulted loans

and paid off the belence outstanding in 19LS by using only LOZ of the total
subscribcd copitel, The subseription of the United States zlone would hove
been sufficicnt to have done the job,

I rcpeat, we shall attenpt to nake sound leans which will pay out, and
in addition, the bonds of the Bank will be protected by an insurance poliey
of trumcnaous stringthe
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Anerican coomomic system and about the Europesn situation, I am going to
try o emphasize and £11l in some of the things that were touched on
this morning and try to show a little more clearly their inter-relationship,

The complexity of the European situation is great; however, I
think it is interesting that many people who have been in the middle of
this plecture over the past ysar have g rather remariable degree of unanimity
as to the fundanental situation, what the troubles are, and what should be done,

 On the other hand, as lew Srown esmphasiszed this morning, the American

people must make a great deecision and it is not sufficient merely to have a few
mmmthm-y I disagree with him that the American
people are indifferent about this rroblem, I hawve been around the coumtry,
and the other members of our banking staff have travelled extensively. I
think there are few people im America of any reasomabls level of intelligence
who are mot deeply comeerned about what is going to happen toc the rest of the
world, | . -

Thore is no lack of interest; there is a lack of imovliedge, a lack
of understanding, a lack of realimation of wvhat we can do,

let's go back a little bit, m.m';h-boumotMn
soore of mations in rocorded history which has exsrcised a declsive influence.
First, vhen the United ‘tates wms founded, it set an exmmple of democratie
government and individual rights which bocame a goal for much of the civilised
world,

Seecond, it gave a demonstration of the vitality an! the akility of
individual indtiative which desonstrated what could be done in raising the
mwumumhmnm
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Third, in the First liorld iar, it stepped in and brought vietory,
defeating a German atterpt to conquer the world, But at the end of that war
the people decided that they had emoush, and said, "To hell with what happene
abroad.”

- In the “econd Vorld War, again this country was decisive; without
it there would not have been the vietory,

~ Apparently this time the imerican peoplo realize that they csmnot
come back home and forget about the reet of the world, leadership has been
laid in their laps, ‘

The rrotective oceans have been shrunken by mew weapons, and most
of the other strong nations that previously have led civiligation are mow
weakened and in distress,

The Western World is mow faeing the avowed hostility of amther
police state, Just ss ruthless, and perhaps more so, than Germany ever uas.

There is some argument that this coumtry can best protect itself
by draving within its borders and permitting the rest of the world to be taken
over by commmism, That seems to be uhat the Russians want the United fiates
to 4o, Furthermore, it did not vork the last time. It did mot prevent snother
World liar imto which this country was dragped.

m-m,wmmmmumw
dustivity, something uhich is so far ahead of what any other peoples in the
world have ever ashieved that there is no real comparison,

That capacity, that pover of Amerios, is desperutely needed by the
rest of the free people of the world, It is perhaps their amly hope,

Some ocenturies ago, after the lapoleonic lars, Great Britain stood
relatively in the same situation, She took the lsadership, and there followed
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& long period of development from whieh both Great Eritain and the rest of
ths world greatly mrofited. That is an example of the leadership of freedom-
loving people—pointing the world definitely toward economic, soecial and
politieal rrogresse
| The United States is now the only country strong emough to give
leadership for the suprort of the besie concepts of Western civilimation.
It seenms inevitable that, 4f Amerioa is to oxerelse this leadership, 1t must
be strong militarily and economically, and financially, It elso mist be
gtrong morally, for the moral fibwe of a people im a position of great
responsibility is erucial, It must have charamcter and coursge and determimation,
In estimating the situation ve must realise a factor in comsmism
that canmot be discounted, It is a sort of religion, a fanaticisnm that has
created in many people a willingness to smorifice everything for the cause,
In the past religious faiths and ratriotism have provided the motives for sueh
devotion, If America is to meet successfully the dangers that now face 1t,
1t must revive some fundamental faiths on which it was founded énd grew,
rekindle some of the spirit which brought our forefathers across the seas
and enabled them to tuild a great natiom, :
It 418 going to take faith as well as economic ad military powver
to win this rresent struggle. The prosran of education vhich you are discussing
today should be of great importancs in strengthening Americans' belief in inerics.
1 believe that we must adnit that A-eries, the land of great salosmen, bas mot
really dome a good job in selling its mystem to mamy of its own peopls of this
mﬂu,mnhlmhtboﬁnmophorﬂnwm.lmww
what I hoard this morning of the progrem which is being launched, Ons of the
important factors in the world situation is the lack of understending, the lack
of knoulsdge between countries, And it is not confined to the fmot that the
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Rugsians do not understand us and we do not understand them, The English
do not understand us and we do mot understand themy nor the French, There 1s
& gonsral misunderstanding of inerica and the Anmerican way of life,

Considering the present situation, it is only fair to realise the
mmmm&mmarwmm. They have taken a terrible
beating, physiecally, morally. They are hungry. They are tired, Gecause this
country is so much stronger, its people should txy to have understanding and
a reasonable smount of tolerance for their state of mind, Many things are said
on the other side of the water which irritate Americans, But I do belleve that
ithmﬁtbmladthismﬁqtnﬁunbwkﬂhﬁomwmn
this thing eooly, as a doctor makes a dlagnosis, mot as to vhether or not be
likes the patient, but on the basis of what is required to cure him,

In the last analysis, the problem of Gurope is not merely a question
of whether peonle are starving and vhether /imericans will generously save them,
It is probmbly trus that, if there is a failure to send food to Europe this
m.wmwmmmqobm;mmt‘ummuacm
It is vhether America can, by sensible cooperation and aid, enable the productive
forees of Surope to get back on their feet!?

As Lew Brown said this morning, it is not encugh to be genercuss
vhat is noeded is for America to be effective,

I wish to point out one general misconception, that all of Europe
1s in a oomplete mess, that they have done very littls since the war to help
themselves, and that they are 1dly waiting for the United States to take care of
them, On the contrmry, there has been mich hard work and substantial
accomplishment,



For example, in France, liolland, Italy and some of the other
traneportation gystem has been, to a conslderable extent, resgtored, In many
industries production has been ingrease! to pre-wsr lovels, or even beyond,

' The pleture is not all bad., There are many hard working people
in Burope who are doing their best., On the other hand, the progress has been
very uneven,

Lew Crown gave an excellent survey of the sitvation in Germany and
in Ingland, It ceems true that ingland ecannot adequately recover unless she
ean mine more eoal, France and Italy have dome much, Many people in those
countries are working hard, but they are in a eritieal sitvation. Unless
help is given to them, they may not be sble to pull through this winter without
such hardship as to threaten their econcmie and pelitical systems,

In closing I wish to make a few comments on what has become known
as the /arshall Flan, It came out of the challenge given to Europe by this
Govermment to come up and ssy vhat they need amd ubat .they wvill do if America
will help them to get om their feet. In the report of the Paris Conference they
put their fingers om the essentials necessary for Europe's recovery. However,
this report is a long-renge projection, It must be implemented, Methods must
be worked out, both from the point of view of how the United States should
Mlt.ndhnihhmmmm&ethtngaﬁchhmm
they sy they must do, |

ind I am eonvinced that it is going to take a lot of hard, tough
thinking snd action on the part of the United States to tring sbout the
desired results. 4 firm attitude will not be popular in all quarters. It
may be too much to expect gratitude and pats on the back for ascistance given,
It is not a question of vhether the United States is going to be loved,
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but whether it is going to be effective im helping to pull the world out
of a lwll of & mess, It is extremely important that the people who mmke
opinton in Ameries, of whom you ave an important part, should help to define
to the Ameriomn people the faets, so that they may arrive at a sound deeision,

I will not attempt to amalyse the Marshall Plan nor comoent cn axy
‘opinions wvhish the Intermatiomal Dank has econgerning it, Ve are studying it
and later will attempt to reash certain conclusions,

As to the Dank, I have time merely to ssy thet it is an instrument
which was set up by forty-five mtions to make productive loans, not to pramt
relief, Ue will only maice loans if we are convinced that owr money will ime
crease rodustion of essential goods and services in an efficlent ay, and
that vo believe that such loans will be repaid,

The Bank is operating as an instrumentality, mot of the United
States Govermment, tut of forty-five mations, and we are attempting to do a
buginesslike, constructive job,

It bas been a great pleasure to be hore, % sit in on your program,
1 believe that your proposed edussatiomal program can be one of the most
important factors im the future of imeriom. Ifmanomdm.tb‘
fusts wvhich are spread throughout this eowntry may resch beyond its borders so
that many other peoples will reslise that this imerican system has worked and
oan be made to continmwe to work in & way that makes it the hape of the world,
(Applause)

CHAIRMAN BROWN: Thank you, !ir, Garner, for a most mplendid addrese,
wbich was both inspiretional and instrustive,

The mecting will &djourn,

(The meoting adjourned at three e'elock,)
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This cocapion is significant proof of the deep, if somevhat fearful,
concern of the people of this community and of the United States im the
struggle townrd a pesceful exd a prosperecus world,

During the lifetime of many of us two vorld wars have been fought at
terrific cost, Im baseball, tiree strikes ere cut, A third world wmr with
the nev weapons now awailable might well be the third strike on eiviligatiom,

Out of the hope of cseaping such e catastrophe was born the United Natioms.
A1l of us would admit the difficulties with which it has struggled. Many of
those who heiled its laumching with high hopes have been sorely disappointed,
as there bave appesred smong its members differences which scme cbservers fesr
to be irrecencilable, Howewver, it is well for imericans to remember their own
oarly history, For many years during and after the Hevolutien, dissension
smong the former colomies undermined their eoonomic stability and jeopardised
their struggle for independerwe. It was omly through the devotion, faith and
courage of a fev leaders that the diverse and jealous States gradually were
forged into e great natiom,

Despite the day to day differences and conflicts, we ghould realise that
never in history has there been such s dafinitely organised attempt to work
out problams between mations on a basis of smtual sgreement and help, Through
the United Netions snd its various sgeneies, and through other cooperating
international orgamisations, thouasnds of men and women ere spending lomg hours
end giving carmest effort towsrds selving the problems which threaten to over-
whelm us,
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I wveloome this opportunity to spesk twiefly today of one suweh orpanisation,
the Intermational Bexk fer Reconstruction and Development., At Bretton Woods
in 1944 the Bank, togother with the Internaticmel Menetary Fund wms 29POeiVeds
Bohind them wes the consept that an essential for peace -~ perhaps the beade
espentisl — would de the restoration of e productive, developing world treds.

Theee two institutions -~ the Bank and the FMund »w while not sctually
organs of the United Nations, are fourded on the sgme basic comviotion that there
mst be & mutual verking cut of international probleme. Thedr mmsbership is not
identical with that of the Undted Hetions, the moest signilicant differencve being

mmum.w«wu;mrw

Becanse the Dank snd Fend are organised under their owr charters and pro~
vided vith their own funds, it bas beem recognized thet their operations are
not pubjsct t0 the comtrol of ihe United Nations, Hevever, there sre mey

' problems on uhich we expect te work in the elesest cooperation, emch pulling

its oun oar but with a resl determination to Lend oixr backs 4n the common

sffart,

m-.um-m-ur—n,m%w»w
ment with the Zeonomic and Scein)l Council of the United Natioms, in order to

clarify snd make more useful the msnner in whiech we work together,

Niow vimt i» this Benik for Recomstruction smd Developmant, perbeps move

gmerally known se the World Benk?

It is 1n reslity a financing compeny owmed hy 45 nstioms who heve mube

seribed to its onpdtal, each in proportion to its own sise and resources.

Into this pool the United States has put somewbat more tham 1/3 of the total
of {2 biXliems, Only 208 of this emount hms beem paid in far the purpose of
making loans., The remaining 20% stends as a guarsntee for the bonds which the
Bank will mell to priwate investonw, Thus, the Penk represents an instrument
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ouned and baoked by the member govermments, through vhich the funds of private
investors, with apyropriste sfegosrds for their protection, ean be channeled
into produstive loans to aid in the recomstruction of ite war-devastatod member
ccumtrics, and ixto the development of sound secmcmic projects in the wunder—

developed areas.

@wumm-mmmmmwmwm. This tealy
internations] erganisatien 1s a going conoern wiieh we balieve is meking real
progress toverds the accomplisiment of its purposes.

In view of the pressing problems of Buropesn reconstruotion, the Dank has
within the past few monthe loaned s total of alnest (500 millions te Prence,
Folland, Dermark and Luxenbourg,.

In July it sold $250 millions of fts ovm bonds to Americen irvestors,

last Fridey the Second Arzoal Report of the Bank was sulmitted bWy the
President to the Donrd of Governors assesblod tn london. In this repert an
attempt is mede to sot cut an axalysis of the problems which besot the Eurepeen
mations in their fight for recovery, and of the findamental reguirewnts for
ecanemie dovelopment elsevhere.

In our opiniom, there are three major bottlenecks impeding Europe's recovery.
They aro shartages of food, fuel and mampower. Thess bottlenecks must be broken
o schieve the politiosl and fimeneial staldlity which is essential, JNow to
tresk these bottlenecks is & question emgaging the most sarmest conpidemntion
of the leadors of s large mmbder of Europesn countrics end of the United States.

Iat us not overlock the fact that much progress has already been mede towerd
reconstruotion, due both to the efforts of Europe itself snd to foreign grents
and credits, Vast areas of urable land have been clsared of mines and wreckage
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and restored to the plow. Remarkable progress has been mede in getting back
into operation the heevily demaged reilumys, Froduction in many lines, for
exmple, textiles, rubber goods, cement, has shown grest progress, Milliops of
individuals sre boiling under barsh conditioms to ropair and build wp normel life
wd activities. In certain commtries good lesdership and herd vork bave achieved
notewortly results.

However, this recard of resonstruction 18 not unifarm, There are emssples of
countries torn Wy politicsl dispension, unsowd fimancisl manapement, snd wesk o
impracticsl lesdership, tempting the peeple to seek salvation through scme means
easier than the hard vwork necessary to profiuce more of the goods whioh they
desperstely need,

Rtstaring them and us in the face todoy are the dard facts that rewcovery
from the dewartation of the war osn emly came hy more work, oot less, by longer
bours, mot sghorter, ty sserifice, Yy pulling together. The hopes for en ecssy Wy
out sre dying hard, But there secoms %0 be emerging & realimation an both sides
au&m«mmmwmmy‘eume
the meed for assistence frem Amerion, but alse that ihip aid con bte useful, and
will be forthomming, only as those who need the help & their utawst te help
themselves. ' :

Obviously the Bank alore cammot provide the whole salution, It camnot gremt
relief and its rescurces are limited, Its loans must be directed to swpplying
the tools and materisls which Eurepe wrgently needs to build up its production.
Within the limits of its purposes and swailable funds the Bunk should, howewer,
be able to play sn Lmpostant part in any overall and sonstructive eoomomic plan,

Turning fros the Europsan seens, the Dank also dar an importent task of
ansisting in the eoonomic progress of the less well developed areas of the
wvorld, Is the great spaces of latin Aneries, Asia, Africa and the Middle Fest
1lie the eccmemic frontiers. Great resourves of rav msterials, of land snd of



-5

sanpover are there swailable, The developsent of these resources is as fzportent
for the progress of the more mature pations of the vorld as 1t is for relsing the
standards of 11fe in the undeveloped sreas themaselves.

Byt here sgain the Dank, or say other oubside sgeney, esunot really do the big
part of the job. The future of these peoples is chiefly $n thelr oum bendo. Thay
mst mefntain snd, in many cases achiove, s reaporebls degree of political stebfility.
They mast put thelr own finencial houses in crder. Thelr people must show the
willingnese to vork, the desire to make the effort for the better 1ife towmrds
which they look.

The Denk wishes %0 assist to the fullest in this ohallenging task of develop-
ment, uuwumu&w«mmmmu
grent losns fer eurefiilly selected mojects to get tw wvhwels moving, It hopes ¢
act a8 » eatalyst to stimmlate the flow into thwee countries of the priwvets eapital
end know-how fron the more highly developed ereas; to encoursge the zrowth of
partnership betwsen the material resources end meopover of the wndevsloped, and the

It was on this pattern that the United Stetes developed and em this pattern
alone, in uy epinien, can the present underdeveloped mations sssure thedr eccoomic
rogress,

In these fow mimutes I Yave attempted to give you & brief pleture of oue
intervationnl crpanisstion, ssd reflect its approssch to some of the critiesl
problems whieh we all fuce,

As we in the Benk go sboutl our dally tasks wo find that the staff of men
and womsn from some 20 different satioms s leerning te vork topether,

The 13 Exsoutive Ulrestors, ssch of a 4ifferent mtiorality sad together
reprepenting 45 sovereign mations ave, week hy week, sitting sround the table
end agreeing on policies and sotions, They sre men of vide truining snd sub-
stential scoomplistment in thelr own comntries. They represent a remarimdle



Qversity of knowledge snd experismes. Naturally, there are differences of
opinion, We disouss and argue, but up te the present wo have always reached a
cmmen oonslusion, spd $1 has sever been mecessery to call for a formal wvote of
the Bwecutive Directors on sny decisiom,

Ve in the Bank are proud of thig record of unenimity, Ve believe people al)
over the world car gair resssurence frem this record, demonstrating that their
representatives in the World Bank are working together as a tesm, IR these times
vhen newspaper headlines all teo frequently remind us of the differences between
nations, let us mot overlock the wvery substantisl degree of reel international
coopamntion being achieved, mot only by the Dark tut ly msny of the inter-
govermmental orgnisations vhich have been esteblished in the effort to secure world
pease and prosperity on & sound and lasting besis,
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IN THESE BEAUTIFUL ANC PLEASANT
SURROUND INGS I T SEEMS UNGRACIOUS TO
RECALL THE DIFFICULTIES AND DANGERS
WHICH PLAGUE THE WORLD. HOWEVER, WE
CANNOT ESCAPE THEM.

THE UNITED STATES HAS JUST EMERGED
AS A VICTCR IN A TWIN WAR. |IT HAS
DEMONSTRATED AN |NCOMPARABLE PRODUCTIVITY,
TREMENOCUS VITALITY AND ITS TRAUITIONAL
COURAGE ANU FIGHTING SKILL. THE PEOPLE
OF THIS COUNTRY HAVE NOW PROBABLY THE
HIGHEST STANDARD OF LIVING EVER KNOWN.'

BUT AMIDST THIS ACTIVITY AND GOOD
LIVING, GRAVE AND VEXING PROBLEMS REAR
THEIR HEADS -- THE HUGE DEBT AND HIGH
TAXES, DANGEROUSLY INCREASING INFLATION,
AND THE TRCUBLED LABOR SITUATION.

PERHAPS OVER-SHALDOWING THESE TROUBLES,

TO
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TO MANY AMERICANS, IS THL GRIM PICTURE
OUTSIDE OF OUR BORUERS. A FLW SHORT
YEARS AGO THE THREAT TO THE AMERICAN WAY
OF LIFE WAS REPRESENTED BY GERMANY AND
JAPAN., THEY LIE DEFEATED AND IN RUINS
BUT THE STRUGGLE HAS NOT ENDED WITH THEIR
UDEFEAT. NEW, PERHAPS GRAVER, THREATS TO
NATIONAL SECURITY, INDIVIDUAL LIBERTY AND
PRIVATE ENTERPRISE HAVE ARISEN.,

OUTSICE OF THE IRON CURTAIN -~ AND
PERHAPS FOR MILLIONS OF lNﬁlViDUALS
BEHINDG IT -- GOVERNMENTS ANU FPEOPLE LOOK
UPON AMERICA AS THE GREAT HOPE FOR
RESISTING THE SWEEP OF POLICE STATE
METHOUS. ONE OF THE GREAT UUESTI ONS
TOCAY IS WHETHER THE UNITED ST1ATES CAN

JUSTIFY THIS HOPE -- WHETHER 1T CAN

CONTINUE
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CONTINUE TO LEMONSTRATE THAT OCEMOCRACY
AND FREE ENTERPRISE PROJUCE THE STRENGTH
TO DEFENOU THEMSELVES. ANDC PROVIDE FOR
THEIR PEOPLE A BETTER LIFE THAN IS
PROVIDED BY EITHER COMMUNISM OR SOCIALISM.

NC GREATER CHALLENGE HAS EVER FACED
ANY NATION, AND UPON NO SEGMENT OF THE
PEOPLE DOES THE RESPONSIBILITY FOR MEETING
THIS CHALLENGE REST MCGRE HEAVILY THAN
UPON THE LEAUERS OF EUSINESS‘ANﬂ F | NANCE,
OF WHICH THIS GROUP IS REPRESENTATIVEﬂ

I SHALL NOT ATTEMPT TO LISCUSS
THOSE FACTORS WHICH MAY AFFECT AMERICA-S
INTERNAL STRENGTH NOR DWELL CN THE
POTENTIAL THREATS TO IT -- SUCH AS THE
GROWING SPIRAL OF INFLATION ANU THE
CONFLICTS ANU MISUNLUERSTANDINGS BETWEEN

MANAGEMENT ANUD LABOR. HOWEVER, | DO

WIiSH
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WISH TO DISCUSS BRIEFLY THE PART THAT
BUSINESS LEADERSHIP MAY PLAY IN SOLVING
THE PROBLEMS WHICH ARISE FROM AMERICA-S
RELATIONS WITH THE REST OF THE WORLD.
THERE SEEMS LI TTLE D OUBT THAT THE
AMER| CAN PEOPLE IN GENERAL HAVE COME TO
REALIZE THAT THEIR COUNTRY IS NO LONGER
PROTECTED FROM WHAT HAPPENS OUTSIDE I TS
BORDERS. |T APPEARS THAT, BY ANU LARGE,
THEY BELIEVE THAT THEY SHOULD DO WHAT IS
NECESSARY AND PRACTICAL TO HELP THE
COUNTRIES LEVASTATED BY THE WAR TO GET
BACK ON THEIR FEET. HOWEVER, THEY UEMAND
THAT THEY BE GIVEN THE FACTS AS TO WHAT
| 8 NECESSARY, ANu BE ASSUREL THAT THE
FURTHER HELP WHICH THEY MAY EXTEND CIVES
PROMISE OF ACCOMPLISHING ITS PURPOSE.

BASICALLY THE JOB OF EUROPE IS TO

REVIVE
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REVIVE PROLUCTION ANU TO RESTORE
FINANCIAL ANU POLITICAL STABILITY.
LEADERS OF AMERICAN BUSINESS ANU FINANCE
HAVE MUCH TO CONTRIBUTE IN THE SOLUTION
OF THESE PROBLEMS. |IN THE FIRST PLACE,
AMERICAN [INDUSTRY HAS AN INCOMPARABLE
KNOW-HOW IN PRODUCTION. ALSO, AMERICAN
F INANCE CONTROLS FUNDS WHICH CAN PLAY A
VITAL PART IN FINANCING THE PURCHASE OF
MATERIALS WHICH ARE ESSENTIAL TO THE

I NCREASE OF PROLUCTI|ON.,

PERHAPS | CAN POINT OUT SOME OF THE
LINES ALONG WHICH PRIVATE AMERICAN
BUSINESS ANU FINANCE CAN HELP IN INTER-
NATI ONAL ECONOMIC RECOVERY BY DISCUSSING
BRIEFLY THE OPLRATIONS ANL POLICIES OF
THE INTERNATIONAL BANK FOR RECONSTRUCTI! ON

AND DEVELOPMENT.

AS
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AS YOU KNOW, THIS BANK WAS ORGANI|ZED
IN 1944 AT BRETTON WOODS. |ITS EIGHT
BILLION DOLLARS OF CAPITAL IS OWNED BY
FORTY-FIVE NATIONS, WITH THE UNITED STATES
SUBSCRIBING ABOUT 38 PER CENT. |ITS BOARD
OF GOVERNORS, WHICH OPENEU 1TS SECONO
ANNUAL MEETING TOUAY IN LONDON, IS MAUE
UP OF FINANCE MINISTERS OR COMPARABLE
OFF ICIALS OF THE MEMBER GOVERNMENTS. |
MIGHT MENTION THAT THE ANNUAL REPORT OF
THE BANK HAS BEEN RELEASED TODAY, AND
COPIES HAVE BEEN MAILED TO THE MEMBERS
OF THE NEW ENGLAND COUNCIL.

THE BANK HAS A BOARD OF DIRECTORS,
NOW THIRTEEN IN NUMBER, FIVE OF WHOM
REPRESENT THE FIVE LARGEST STOCKHOLDERS
ANU EIGHT REPRESENT GROUPS OF SMALLER

MEMBERS. I TS MANAGEMENT 1S SET UP ALONG

CONVENTIONAL
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CONVENT | ONAL CORPORATE LINES. A FEW
MONTHS AGO THE PRES|UENCY WAS ASSUMED
BY MR. JOHN J. MCCLOY, FORMERLY ASSISTANT
SECRETARY OF WAR, AND | BECAME VICE
PRES1DENT.

OF THE EIGHT BILLION DOLLARS CAPITAL,
20 PER CENT HAS BEEN PAID IN FOR THE
PURPOSE OF MAKING LOANS. THE BALANCE OF
8C PER CENT WILL BE PAID IN ONLY UPON
CALL IN THE EVENT IT 1S NECESSARY TO PRO-
TECT THE OBLIGATIONS OF THE BANK. THE
AMOUNT PAID IN INCLUDES ABOUT 730 MILLION
AMER | CAN DOLLARS. THE REMAINDER IS IN
THE CURRENCIES OF OTHER MEMBERS.

BECAUSE AMERICA HAS SUCH A GREAT

PREPONDERANCE OF THE GOOULS WHICH OTHER
NATIONS REUUIRE, THE REGUESTS TO THE

BANK FOR LOANS HAVE BEEN ALMOST EXCLUSIVELY

FCR
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FOR AMERICAN DOLLARS. THUS, AS A
PRACTICAL MATTER, THE LOANABLE FUNDS
AVAILABLE TO THE BANK CONSIST OF ITS

730 MILLION DOLLARS OF PAID IN CAPITAL
PLUS 250 MILLION DOLLARS RAISED THROUGH
THE SALE IN JULY OF ITS OWN BONCS TO
AMERICAN INVESTORS. OUT COF THESE FUNDS
IT HAS WITHIN THE PAST FEW MONTHS LOANED
4597 MILLION DOLLARS TO FRANCE, HOLLAND,
DENMARK AND LUXEMBOURG.

ADL | TIONAL LOANABLE FUNDS MUST BE
RAISED THROUGH THE SALE OF BONDS TO
INVESTORS, AND FOR A TIME SUCH SALES
WiLL NECESSARILY BE LARGELY TC AMERI CANS.
AS OTHER MEMBER NATIONS RECOVER THEIR
PRODUCTIVITY AND FINANCIAL STRENGTH
THEIR OWN CAPITAL SUBSCRIPTIONS SHOULD

ALSO BECOME AVAILABLE FOR LOANS.

THE
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THE LOANS OF THE BANK MUST BE FOR
PRODUCTIVE PURPOSES. THAT 1S, TO PROVIDE
EQUIPMENT AND MATERIALS TO REBUILD THE
PRODUCTION OF THE WAR DEVASTATED MEMBER
COUNTRIES AND TO CREATE NEW PROUDUCTIVITY
IN THE LESS WELL DEVCLOPED NATIONS. WE
ARE MAKING LOANS WITH CARE, ALWAYS
BEARING IN MIND THAT WE EXPECT THEM TO
"BE REPAID IN FULL.

THUS YOU WILL UNUERSTAND THAT EVEN
IF THE LOANABLE FUNDS OF THE BANK WERE
NOT LIMITED, AS THEY ARE, IT COULD NOT
DO THAT PART OF THE RECONSTRUCTION JOB
WHICH INVOLVES PROVIDING THE NECESSARY
FOOD AND OTHER SUSTENANCE GOOUS WHICH
CERTAIN OF THE WAR DEVASTATED NATIONS
NOW DESPERATELY NEED. +OW TO FILL THIS
NEED IS NOW THE SUBJECT OF INTENSE STUDY

BOTH
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BOTH IN EUROPE AND IN WASHINGTON.

IT IS CLEAR THAT THE BANK-S LOANS
CANNOT FINANCE ALL THAT EUROPE REALLY
NEEDS OF THE TOOLS AND MATERIALS ESSENTIAL
FOR THE INCREASED VOLUME OF PRODUCTION
WHICH IT REQUIRES. WHAT THE BANK CAN 0O
IS TO MEET iHE MOST URGENT NEEDS, SO
THAT AS THE INCREASED OUTPUT OF GOODS
FORMS A BASIS FOR THE GROWTH OF TRADE AND
THE RE-ESTABL|ISHMENT OF GREATER FINANCIAL
STABILITY, PRIVATE CAPITAL CAN GRADUALLY
TAKE OVER THE FINANCING OF PRODUCTION ANO
COMMERCE .

EUROPE-S NEED FOR AMER|CAN DOLLARS
IS BASICALLY THE NEED FOR AMERICAN GOOUS
TO FILL THE GAP UNTIL EUROPE CAN RESTORE
ITS OWN PRODUCTION. TO THIS RESTORATION

AMERICAN INITIATIVE, KNOW-HOW AND METHOUS

CAN



CAN MAKE A GREAT CONTRIBUTION. IN

PART THIS MAY COME ABOUT THROUGH
GOVERNMENTAL AGREEMENTS., HOWEVER, WHAT
| WISH TO EMPHASIZE HERE 1S THAT
INOIVIDUAL COMPANIES, IN THE SOUND
DEVELOPMENT OF THEIR OWN BUSINESS AND
EXPANSION OF THEIR MARKETS, MAY DO MORE
THAN ANY GOVERNMENT AGENCIES TO SPREAD
THE BENEFITS OF AMERICAN SKILLS AND
EXPER | ENCE.

A SUBSTANTIAL NUMBER OF AMER |CAN
COMPANIES ARE ESTABLISHING NEW FACTORIE S
AND ACQUIRING INTERESTS IN COMPANIES IN
ENGLAND AND ON THE CONTINENT, AND THUS
INTRODUCING INTO THESE COUNTRIES AMER |CAN
CAPITAL, MANAGEMENT AND PRODUCTION
TECHNIQUES. THESE INVESTMENTS ARE

BUSINESS VENTURES BY HARD HEADED MEN WHO

bEL | EVE
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BELIEVE IN EURCPEAN RECOVERY ANL ARE
EXPECTING TO GET A FAIR PROFIT OUT OF
THEIR MONEY AND EFFORT.

MANY OF THE COMMERCI AL BANKS IN
THIS COUNTRY HAVE HAU A LONG EXPERIENCE
IN FINANCING FOREIGN TRADE, UNTIL THIS
BUS INESS WAS GREATLY RESTRICTED DURING
THE DEPRESSION OF THE 30-8S. THEY HAVE
BEEN SLdW TO RESUME THIS BUSINESS IN
THE POSTWAR PERIOD. DESPIT? THE ECONOMIC
AND POLITICAL UNCERTAINTIES INVOLVED,
THE BRITISH BANKS ARE CARRYING ON A
LARGE VOLUME OF FINANCING INTERNATIONAL
TRADE, ANU |IT WOULD SEEWM UNFORTUNATE IF
THE BANKS IN THIS COUNTRY HELL ALOOF
TOO LONG FROM THIS TYPE OF NORMAL BANKING
BUS INESS.

AMERI CAN BUSINESS ANU BANKING HAS

BEEN
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BEEN BUILT UP ON THE BASIS OF INITIATIVE,
OF TAKING REASONABLE BUSINESS RISKS, AND
OF DEMONSTRATING INGENUITY ANU BOLONESS.
THIS IS A PART ANG PARCEL OF THE AMERICAN
FREE ENTERPRISE SYSTEM. IS IT TOO MUCH
TO EXPECT THAT IT CONTINUE TO SHOW THE
SAME CHARACTERISTICS IN THE PRESENT
PERI ODT

THE INTERNATIONAL BANK IS CHARGED
NOT ONLY WITH THE PROMOTION OF INTER-
NATIONAL TRADE AND OF PRIVATE FOREIGN
INVESTMENT IN CONNECTION WITH THE RECON-
STRUCTION OF EUROPE, BUT ALSO AS RELA TED
TO THE ECONOMIC DEVELOPMENT OF THE LESS
WELL DEVELOPED AREAS, THE ECONOMIC
FRONTIERS OF THE WORLD. OF SUCH AREAS,
LATIN AMERICA IS ESPECIALLY I|MPORTANT

TO THE UNITED STATES.

OUR
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OUR SOUTHERN NE|GHBORS HAVE HUGE
RESOURCES OF MATERIALS -- COPPER, TIN,
IRON ORE, TIMBER, OIL -- TC WMENTION A
FEW -- WHICH IN INCREASING UEGREE ARE
ESSENTIAL TO THE NEEDS OF AMERICAN
INDUSTRY IN PEACE AS THEY PROVED VITAL
UURING THE WAR. ON THE OTHER HAND,
THERE IS A HUGE POT ENTIAL MARKET FOR
AMER | CAN-MADE GOODS IN THIS AREA.

THE AMOUNT OF ITS OWN FUNDS WHICH
THE BANK MAY HAVE AVAILABLE FOR LOANS
IN CONNECTION WITH DEVELOPMENT IN THESE
STILL UNDERDEVELOPED LANDS CAN ONLY
BE A SMALL FRACTION OF WHAT WILL BE
FEQUIRED. EXPERIENCE SHOWS THAT THE
SOUND PROGRESS OF UNUEVELOPEG AREAS HAS
BEEN THE RESULT OF A COMBINATION OF

THEIR RESOURCES AND MANPOWER WITH THE

CAPITAL
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CAP|I TAL AND KMNOW-HOW FROM THL MORE
MATURE ANL ECONCMICALLY ULVLLOPEL NATIONS.
| BELIEVE THAT LATIN AMERICA MUST RELY
PRIMARILY UPON PRIVATE FOREIGN CAFI TAL
ANL BUSINESS TG ASSIST IN I T WLVELOPMENT.
HOWEVER, THE CAPITAL ANuU KNOW-HOW
WIiLL NOT BE AVAILABLE UNLESS FAVCRABLE
CONDITIONS EXIST. WHERE, AS IN THE CASE
OF A NUMBER OF LATIN AMERICAN COUNTRIES,
CRECIT HAS BEEN IMPAIRED'THﬁOUGH FAILURE
TO MEET OBLIGATIONS, STEPS MUST BE TAKEN
TO RESTORE THIS CRELIT. THESE COUNTRIES
MUST PUT THEIR FINANCIAL HOUSES IN ORDER
TO CREATE THE NECESSARY CONFIUENCE. THEY
MUST OFFER A FAIR DEAL TO FOREIGN CAPITAL
AND MANAGEMENT, AT THE SAME TIME THAT
THEY INSIST THAT THE LATTER REFRAIN FROM
THE EXPLOITATION WHICH IN THE PAST HAS

NOT
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NOT BEEN UNKNOWN. PLAHAPS AS AN
INTERNAT I ONAL OKGANIZATION THE BANK
MAY HELP TO INDUCE THESE COUNTRIES TO
TAKE THE NECESSARY STEPS.

THE BANK IS PREPARED TC ASSIST
I TS UNGEVELOPED MEMBER COUUNTRIES TO
WORK OUT SOUNU ECONOMIC AND FINANCIAL
PROGRAMS ANU TO FINANCE CAREFULLY SELECTED
KEY PROJECTS. HOWEVER, | WISH TO EMPHASIZE
OUR CONVICTION THAT LATIN AMERICA MUST
SEEK THE MAJOR PART OF THE CAPITAL IT
REQUIRES AT THIS STAGE OF | TS DEVELOPMENT
BY ENCOURAGING DIRECT INVESTMENT BY
AMERI CAN COMPANIES. MANAGEMENT GOING
ALONG WITH ITS MONEY GIVES THE BEST
PROMISE OF BENEFIT ALL AROUND.

THE EXPERIENCE OF AMERICAN BUSINESS
IN LATIN AMERICA AND ELSEWHERE HAS BEEN

NE | THER
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NEITHER ALL BLACK NOR ALL WHITE. SOME
COMPANIES HAVE SUFFERED LOSSCS, BUT
MANY OTHERS HAVE PRCFITED WELL. IN THE
UNDEVELOPED AREAS HIGH PROFITS ARE THE
ACCEPTED REWARD FOR SUCCESSFUL ENTERPRISE.
UNQUEST I ONABLY THERE HAS BEEN
SUSPICION ANC EVEN HOSTILITY TOWARDS
FOREIGN CAPITAL AND ENTERPRISE IN SOME
OF THE LATIN AMERICAN COUNTRIES. HOW-
EVER, THERE ARE SIGNS OF REVERSAL OF THIS
ATTITUDE AND AN INCREASING DESIRE ON
THEIR PART TO ENCOURAGE AMERICAN BUSINESS
AND CAl ITAL TO COME INTO THEIR COUNTRIES
ON A FAIR AND EQUITABLE BASIS. WE IN THE
BANK ARE MOST DESIROUS OF ENCOURAGING
AND ASSISTING IN THIS PROCESS.
| HAVE ATTEMPTED TO GIVE YOU A

BRIEF PICTURE OF THE INTERNATIONAL BANK --

WHAT
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WHAT IT 1S, ITS PURFOSES, ANU SOUME OF
ITS GUIDING PRINCIPLES. | HAVE TRIED
TO BRING OUT THAT THE BANK MUST LOOK TO
PRIVATE INVESTORS, AT PRESENT PRINCIPALLY
IN THE UNITED STATES, FOR MOST OF ITS
LOANABLE FUMNDS. THE BCNDS WHICH IT
SELLS HAVE BEHING THEM LOANS MACE FOR
PRODUCTIVE PURPOSES TO MEMBER GOVERNMENTS
OR GUARANTEED BY THEM OR THEIR
INSTRUMENTALITIES. AS ADDITIONAL PRO-
TECTION FOR THESE BONDS STANéS THE
UNQUALIFIED RIGHT OF THE BANK TO CALL
UPON EACH MEMBER GOVERNMENT FOR |TS
UNPAID SUBSCRIPTION, OF WHICH THE AMOUNT
CALLABLE FROM THE UNITED STATES GOVERNMENT
ALONE 1S MORE THAN TWO AND ONE-HALF
BILLION DOLLARS. THUS, THROUGH THE BANK,

AME# | CAN INVESTORS CAN ASSIST IN WORLD

RECOVERY
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RECOVERY WITH Ut.iQUE PROTECTION FOR
THEIR FUNDS.

FURTHERMORE, | HAVE EMPHASIZED
THAT THE BANK CAN MERLLY HELP GET UNUER
WAY BOTH THE RtCOVERY OF EURCPE AND
THE DEVELCOPMLNT OF UNTAPPEU KRESCURCES
ELSEWHERE, IN THE HOPE THAT PKIVATE
CAPITAL ANU PHIVATE BUSINESS WILL
ULTIMATELY TAKE OVER THIS JOB. THE
INITIATIVE, GENIUS FOR PROCUCTI ON AND
GENERAL KNOW-HOW OF AMERICAN PRIVATE
ENTERPRISES, WHICH HAS MADE THE UNITED
STATES THE MOST POWERFUL AND WEALTHY
NATION, CAN BE THE FORCE WHICH WILL LEAD

THE WORLD CUT OF 1TS PRESENT MORASS.
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NOTEs This program originating in Washington presents a discuesion on the Unitea.
Stated and the International Bank, highlighting the establisdment of tho

World Band and how it was established, the functions gx : '
Banlk, etc. Pa.rtiiipanta in this discussion we :
president of the “nternational Bank for Rsconstruttion znd Dev

Mr. John Parks Young, an edvisor in the Office of Financial am Develomnt
Poliay of the United States Dgpariment of State. Chairmen of the discuesion
was Ben Wilbur. '

ABNCR: Thie 1s Hew York the United States of America. The Voice of the United
States of America presents the Radio Forum. Every week at this time
we broadeast an informel roundtsble discussion by experts inm political
scientific or industrisl fields on the major effalrs of the day. Today's
program, broasdcast fx;om Washington, presents a discussion of "The United
States and the International Bank,® Chairman of the Forum ie Ben Wilbur,

We take you now to Washington and Nr. Wilbur,

W IBUR; On Mgy 9th, it was announced here in Washington that the International Bank
for R, construdtion and Development hadmade a loan to France of 260 million
dollers. We have ocome to the bhullding on H Street in Washington to talk with two @
men who have an important interest in the Ean and America's part in 1%,

They are first Mr., Robers L. Garner, who's Vice-president of the International
Benk end Mr. John Perks Young an advisor in the Office of Pinancial and
Develorment Folicy in the United States Department of State. We'd like to

asic Nr. Young first who's responsible for the establishment of the World Bank -
and how was it established? Mr, Young: |
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WOURG:

WILBUR:

YOUNG:

WILBUR:

GARNER:

WILBUR:
GARNER;

WILBUR:

YOUNG:

Well, Mr. Willur, in the early days of the war we realized that after the war ‘
thers's be a need for funds for reconstruction and rehabilitation of Europeam
countries and also the countires of the Far Fast and we also realized that

e rmanently there'd be need for a bank or funds of same kind for develorment
purposes 8o we began giving thought to just what we conld do., We lacled
machinery, private investment vasn't very adequate for the huge needs that we
enticipated. We had conferences here in Washington with a great meany
representatives of foreign governnents as to what should be done and out of
all those conferences came the Bretton Woods Conference, That was held in
the summer of 1944.

And you were there, weren't you, Mr. loung?

Yes, I had the pleasure of being there and at that conference we drafted the
articles of -greement which are now the charter of the International Bank.
We heard a lot about Bretton Woods and were glad to sse this reesult., Now
turning to Mr. Garner, we'd like to ask him just what are the purposes of
the International Bank?

The purposes of the Bank are to lend to countries, to assiqt them in
developing the produstive regources.

Would you say, it's a relief organization? '

No, it 1s not a relief organization, it is not supposed to make gifts. Its
loans are supposed to be mads on the basis that they can be repaid and

ve bllieve that if they aremnde for productive purposes they will be repaid.
Whet sbout America's part, what sbout the part of the United States in

this bank, Mr. Young?

In addition to giving a lot of thought and effort in the organization of the
Bank, the Unitéd Statés is contributing about 40% of the capital of the

Banlkt. Now, of course that dosen't mean that 1t's a United States Bank beocanse

there are 44 countries that are represented in the bank, The Board of
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Directors consiste of 12 officlals from 12 different countries end the

other oountries are also represented in the staff of the Bank. It's roalir
an international institution.

But up to the present time most of the money comes from the United Statds.
Well, this is the situation nowe The United States and the other countries
have paild in sbout 700 million dollars in Amricen currency. All the world
wants to borrow under the sxls’ing circumstances Arerican dollars and therefore
the chief source ‘of our lending must be these American dollars.

Thet won't always prevall, will 1t? Don't you expect sometime we can loan
more than dollars? |

Oh, we are very anxious to loan other currencles and tle Bank will not

have really achieved its intern-tlonal character until the currencies of other
member countris are svallable to loan, We belleve that as oonntﬂel recover,
gt over the hump that many of the other members will make their currencies |
avallable to loan,

Are you planning any additional loans other than the one to France that was
anmnoure ed recently? ‘

Yee, we have a mumber of loans under consideration and we hope that within

the comparatively short future we will be able to ammounse additional loans.
Well now ¥r. Yung, as an Americmn 'aul representing Amerlca's interest in the
Bank, how do you see the Bank helping world busines: and world trade?

Well, the world meds a lot of funds in order to reconstruct its industries
and to finance current trade and a great many countires jJust do not have the funis
for reconstruction, development, or for financing oﬁerationo. So the
International Bank is in a position to help finance productive enterprises .
and projects all over the world whenever the indidations sre clear that the
fuands can be put to prodnduve w0 ks
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WILBUR: Well, now, can you say what those projects will dbe, Mr. Garner?

CARNER: Well, they®ll be a great varigty of things. They mey be a steel mill,
they may be to supply coal for existing rallroads or existing mills.‘ It may
be the supply of fertilimers. Anything that goes to increase sound production
and bufld up trade and thus the economic strength of the country.

WILBUR: Is the Bank in a position to dlctate what projects will be developed?

CARNFR: We don't attempt to dictate. The spplicant comes to us with a progrem which
we discuss thoroughly and as a result of that discussion we come into
egreement 8 to what parts of the country and what projects the Bank is
willing to lloan.

YOUNG Ien't it true that the project must be in a member cout ry. The money
is only avalilable for a mm/bar country?

GARNER: We can only loan in member counir®s, that's correct, Mr. Tmung, and the losn
made muet be either the direct obligation of the member government or
guaranteed by the member government or the central bamk or similer organization.

WILBUR: Lef#¥s revisw that, There are 44 countries at present, is that right, with
Mstralis coming in August of this year maklng 452

GARNER: That 1s correct.

WILBUR: ffell. now, what gbout the contribution of all this to world peace. Mr. Young?

YOUNG: ¥Well, I don't see how you can expedt to have a good backsround for world peace
unless the e conomie conditions throughout the world are reasonably stable
and that's one thing the Intern-tional Bank can do, it can help restore
productivity and create e conomic stability so that you can have a dackground
for world peecce and secnrity.’

WILBU®: Bow zbout the organigation of your Bank, Mr., Germer. TYou've been responsidle

for some of that orgenization, I know. Itfs of real international character.
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Tos, Mr. Young said the ddrectors of the Bank represent the 44 nations.

The staff of theBank is quite internetional in character. We have a gocd
resmunat® representation from a mmber of the countries and it's our
intention to go farther in developing the intern-tional char~oter and the
geogrqhica;l distribution of our staff,

Well, could you give ne en example of what parts of the world are represented
in the organization?

w:u. I night say that emong the department heads u have Oanadians,

Dutchmen, French, Englishi we have some ?aun Americans in importmt positions
and some Chinese. It's a pretty good distribution smong the nations. We
heven't got =2 big organization but we're trying to make it representative.
A)l of them contributing their own specifiocknowledge of —

-=0f conditions ani experience,

Tesp wéll now Mr. Young, I'w seen in the nsme of the Bank this word “dsvelop-
ment®, That'e interesting to me. "Reconstruction® is the first need of
course, dut you're emphasizing —- s# we were telking before -~ the dsvelopment
problem,

Yes, it is realized that the Bank will have to finance daiolopmnt projects,
that reconstruction will cventuslly be conphe@ed and that there is also a
grea$ need all over the world for development projects. Certaln parts of the
world are quite undeveloped end the Bank is very much interested in doing what
1% can to help the areas that need development and diversificotion of
industries and 80 on o that while the immediate need has been reconstruction,
the Bank 1s looking to the future when the main Job of the Bank will de
development loans,

That's perfectly true, Mr. Young.
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Vell, néw. 80 we've coversd this business of ald to the countries that

need help. Mr. Garmer, you were saying that there were many things that

the the other countrles needed $o kmow zbout the work that is being done snd
the projecte that are being considered.

Well, there are two anglees on that. We feel that the Bank can only_

help those people who want to kelp themselves and we find that there are

a great na.ny people in ‘the world that went to make an ernest effort to improve
their own situation, Those pecple the Bank wishes to help., Another point
that I thinids worth mentioning, I said the Bank nowhas only about 700
million dollare - American dollars - to loan. We've got to have more noney‘
and the way that we cen get sdditional funds is by eskling the bonds of the Bank
to private investors. 4t the present time. those private investors sgeem %0 be
largely in the United Stetes and we expect within the m xt few months to offer
our first bond iasues, Howsver, again emphasi,ing the international character,
we hope as time gocs on that the bonds of the Banik will be gold to investors
in a greet many of the member ountries,

Fow, Mr. ‘oung, 41d you have scmething to add to that?

No, I think that's vewywedl put that the Bank is an International Bank and
eventually mst look to all the world to help provide the funds whibh are
reloaned to the different countrles. The countrics that need it are supplied
by funds from the countries that have capital to export and while the United
States today 1s the prideipel ocuntry that has capital awailable for export
that situation, we hope and expect will not prevail indefinitely.

I'd 1ike to point ofit on that that some of the countries, particularly those
in Western Burope thet now are badly in need of funde in the past have been
groat ereditor countrieg aad we hope. that as their reconstruction goes on

they will again resume the role of lending to other countriecs for development
TUTPOsas,
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. WILBUR: YNow, let's go back to this loan to France. What are the implications
behind that loan, what should we know sbout that? Mr. Garner?

GARNER: Well, the firast thing, it is significant becunse it was our first loan and
we believe it is sppropriate that that first loan was mede to a country who's
economy is so important in the world. We think that that loan will be 1ike
a8 pebble dropped in thw pond, thet the effects gf the money being speamt by
Franoe to bvrild up her productinn will expend and help not only her but ths
economy of many other countries.

YWILBURR Thank you very mch, gentlemen. It's been a pleasure to visit with you here
in Washington and %o dlscuss with you the work of the International Bank
for Reconstruction and Dewlopment. Thank you very much.

ANNCR And so we come to the end of ths RADIO FORUM. This discussion of the
United States and the International Bank drought you Mr, Bbert L. Garner,
Vice President of the Intern~tional Bank for Raconstruction and Develorment
and Mr. John Parks Young, en advisor in the Office of Financial and Development
Poliey of ths United States Department of State., OChairman of the discussion
was Ben Wilbur.

The BRadio Forum is broadcast ever wegk at this time. Today's progrem

originated in Washington., This is the Voice of the United States of
America.
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