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Assumptions On Which Tables were Constructed /

General Assumptions Applicable both to "realistic" and

"optimistic" calculationsa

1.

2e
3e
Lie

Se

6o

Te

8e

Do

10.

1l.

There will be no substantial changes in the international political situa~
tion except that the Suez Canal dispute and the Anglo~Iranian dispute are
assumed to be settledj'l’&he beginning of the fiscal year 1953.

The supply of dollar funds will not be a limiting factor.

The physical availability of supplies will be the same as at present.

The present trend of improvement in preparing programs and projects will
continue.

The U. Se. will maintain continued high levels of income with a slowly rising
demand for importse

The degree of convertibility of currencies existing in the world will be
approximately the same as at present.

The rate of foreign private investment in each country will be the same
as at present.

The terms of repayment of loans will be similar to normal loans by the Interw
national Bank,

There will be a U. Ss foreign assistance program of approximately the same
magnitude as in the fiscal year 1952.

Satisfactory coordination policies and procedures will be developed so that
grant, technical assistance, and loan programs will supplement each other
and not work at cross purposese.

The policy on "local currency" lending will be the same as at presents

Special Assumptions for "optimistic" calculations.

1.

2e

There will still be an acute shortage of currencies other than dollars for
lending purposes but these currencies will be available in somewhat greater
amounts than at presente.

The amount of loans ca)culated for each country would be limited by:

a) Creditworthiness of the country
b) Technical absorptive capacity of the country
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Special Assumptions for "realistic" calculations

l. In addition to the limitation set by creditworthiness and technical
absorptive capacity, account has been taken on agrealistic a basis
as possible of such factors as:

a) Failure of some countries to present loan applications
or to follow through on applications

b) Failure of countries to proceed as rapidly as it is technie
cally possible in preparing programs and projects

c) Typical delays caused by changes in govermment and other
political factorse :



Latin America
Africa
Australasia
Middle E=st

South and Southeast
Asia

Europe

Totals

New Loans Likely
Prior to

June 30, 1952

95
30

18

i B

202

Realistic Assumption

Dollars
Only
213

60
0

80

85
30

—rr—

468

Dollars and non-
dollar Currencies

213
60

0

97

98
50
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518

Optimistic Assumption

Dollars
Only

L6
125

50
118

176
70

985

Dollars a2nd non-
dollar Currencies

LL6
125

50
145

207

91
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Yew Loans Likely

Prior to
Countr __June 30, 1952 Realistic Assumption Optimistic Assumption
Dollars Dollars 2nd non- Dollars Dollars and non-
Only dollar Currencies Only dollar Currencies
Latin America

Mexico 0 20 20 50 50
Guatemela 0 5 o 15 15
Honduras 0 0 0 5 5
El Salvador 0 0 0 10 10
Nicaragua 1 3 3 10 10
Costa Rica 0 b L 6 6
Panama 0 1 1 5 5
Cuba 0 5 5 20 20
Bolivia 0 0 0] 0 0
Brazil 30 140 140 200 200
Chile 24 0 0 10 10
Columbia 30 15 15 30 30
Ecuador 0 0 0 5 5
Paraguay 5 0 0 0 0
Peru 5 10 10 20 20
Surinam ¢] 10 10 25 25
Uruguay 0 0 0 10 10
Venezuela 0 0 0 25 25

Total

Latin America 95 213 213 Lu6 Lus
RIC
Ethiopia 0 0 0 5 5
South Africa 0 0 0 25 25
Southern Rhodesia 30 0 0 0 0
British Colonies 0 20 30 65 65
French Colonies 0 30 30 30 30
Belgian Congo 0 0 0 0 0

Total Africa 30 60 60 125 125



Country

Australasias

Australia

Total Australasia

Middle East

Turkey
Iran
Iraq
Egypt
Syria
Lebanon

Total Middle East

South and Southeasgt Asia

India
Pakistan
Ceylon
Burms,
Thailand
Philippines
Japan

Total South and South-
ezst Asla

Europe

Iceland
Finland
Italy
Wetherlends
Yugoslavia

Germany
Total Europe

New Loans Likely
Prior to
—dJune 30, 1952

'_J
Laooom

18

3 LD(D!D codo

=
IC)C)ONCIC!h‘

'_I
=

Realistic Ass tio
Dollars Dollars and none
doller Currencies

Only

20
10
10

35

80

10
10

10

30

20
15
10
b5

"

timistic Ass
Dollars

Only

]
50

30
15
15
b5

118

100

176

15
15

15

70

-t
50

30
21
15
55
12
12
145

100
35
20
10
12
20
10

207

15
15

35
—22
91

tion
Dollars and non-
dollar Currencies



Mexico

Brazil

Chile

Colombia

Ethiopia

Country Notes

Loans out of the $150 million Exim line of credit have not
been includede. The amounts shown in the table are additional
loanse

Estimate of loans for remainder of Fiscal Year 1952 includes
Rio Grande 20

2 Hydro 3
Santos Railway 7
30

The estimate for 1952-53 includes Amapa, American and Foreign
Power proposals, International Telephone and Telegraph proposal
and others.

The loans expected in Fiscal 1952 are:

Lota and Schwager coal mines i 1 i
Los Cyposes 3
Paper mill 10

The railway project is shown as being negotiated in Fiscal 1952,
This might be carried over to Fiscal 1953

A small loan for a project additional to those financed by the
Bank'!s existing loan could probably be worked up by the middle
of 1953+ As there is no indication of its nature as yet, entry
is confined to "optimistic"™ column,

British Colonies

On information available, a mission will probably be requested soon
to examine the possibility of finanecing projects in East and
Central Africa. It is not expected that a loan would be consuma
ted before the middle of 1952, A similar approach might be expece
ted for West Africa. It appears likely, however, that this will be
delayed until after the first loan has been signed, because the
Colonial Office would wish to allow public reaction to the first
loan to mature before proceeding furthere A small loan to the
West Indies is also possible, especially in view of the Bank's
proposed mission to Jamaica. No allowance is made for Malayae

The $25 million Eximbank loan, already agreed to in principal, has
not been included in the tables. Any lending to Iran is based on

the assumption that Iran will again receive oil revenues on a level
not lower than it would have been before the nationalization, accorde
ing to the 1948 agreement rates. Lending in the fiscal year 1953
includes projects listed in Mr. Iliff's letter to the late Prime
Minister Razmara dated March 2, 1951s The larger estimate, include
ing all projects listed in the above letter, is based on the op-
timistic assumption that all these projects will be ready in time

for financinge
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Country Notes = Cont'd

Iraq

Egypt

Syria

Iebanon

India

Pakistan

: Cex;un

Burma

Although the Bank has offered to negotiate with the Iragi
Government loan agreements on three projects, it is unlikely
that Iraq will take advantage of the offer in view of the re=
latively small dollar amounts involved. Loan commitments of
$10,000,000 to $15,000,000 are envisaged for next year on the
assumption that there will be a credit line out of which a nume
ber of projects within the development program can be financede

Any lending to Egypt is based on the assumption that progress
will be made in the solution of the Suez Canal Zone disputee
Realistic estimates for fiscal year 1953 include the railway
project, the fertilizer project and Aswan powere. The optimistic
assumption includes the Wadi El-Rayan projecte

lending during the fiscal year 1953 includes the Roudj, roads
and Latakia projects, on which the Bank has been ready to
enter negotiations for some time, The Ghab project is ine
cluded under the optimistic assumptione

The Iitani project has been included in the optimistic assump=
tion (nothing under the realistic assumption)e

Although an IBRD Mission is now in India, it is probable that
the delays attendant on the preparation of its report and the
technical study of the projects will delay new loans beyond the
current fiscal year. India may be expected to borrow at least
$50 million next year, however, and possibly as much as twice
that sume Non-dollar financing will probably not be requested
in view of the plan to draw down sterling balancess

In view of Pakistan's reluctence to borrow dollars for non-dolm
lar expenditure, it is not presently anticipated that Pakistan
will borrow more than about §36,000,000 in dollars and 12,000,000
in French francs for railways, agricultural machinery and power
plants during the fiscal yeare On the assumption of a relatively
small supply of non-dollar currencies and of continued reluctance
to borrow dollars for non-dollar expenditures, it is unlikely

that borrowing in.1952/§3 will exceed $20,000,000 with half in
dollarse

No urgent need for external financinge A modest request for
dollar financing in 1952/53 may be anticipated. Non~dollar fie-
nancing may be deferred until sterling balances are drawn downe

Soon to become IEBRD membere Very limited capacity to absorb

and repay loans owing to internal security situation. Cannot
realistically expect more than $2,000,000, presumably for transe
port, in 1952/53. Greater ability to repay but also greater dise
inclination to borrow non-dollar currenciese



Thailand

Phil:.Egmes

Japan

Iceland

Sermany

3

No projects likely to be ready for loans before end of 1951/52.
Project for the Kirat railway line may be expected for 1952/53
and there is a more remote prospect of other financing (Develop=
ment Bank and Chainat hydro-electric scheme)s

Amounts indicated are for loans supplemental to the Us Se as-
sistance under the Bell report presumably largely in grant forme

Likely to become a member in 1951/52. Country will be faced
for quite some time with large dollar deficit which could only
be met by continued large U. Se grantse Only on such a basis
might a modest amount of non-dollar loans be extendede

Loan for fiscal 1952 is for fertilizer plante

Possible loan is for Rhine Canal and hydro development projecte
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Bew Losns Pisesl 1953
(1 Faly 1952 - 20 Jume 1957)

Hew Leane Likely
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Sew Losws Filseal 1953
(1 July 1957 - 30 June 1953)
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SECRET

Country liotes
Hexigo - Exim assanes $70 aillion of line of eredit will still be
avallable for fiscal 1953. Benk assunes only $22 millien,
Bolivis -~ Exim has §5 sillion for cospletion of highway project whieh
they have begun,
Zuripen and Duteh weat Indies
= Exia 510 million sstimate for a strategle materials project.
Erench Colonies
- Nxin forecest of 20 milliom is for stretegic materials
development,
Belglan Congo
~ BExiam forecast of 315 million is for strategic materials
development,
Zurkey =~ Exim foresast is for strategic materials projeet.

- Exim estisates for fiscal 1953 based on assumption loans in
fiseal 1952 will be §65 million rather than $43 wmillien,

Laklstan

Zhailand -~ Exia estiaate of §7 million includes $2 million for strategie
materials,

ixcla expects loans of 325 million in fiseal 1952 and grants
not to exoeed §35 million in fisecal 1953,

= Exim forecast of §10 million is for strategic materials
devslopaent,

Lsaly

Iugoslavis - Exim estimate of $20 million is for strateglc materials
development,

Jenaark

Erance

~ Exia estimate of $50 million is for refunding operation,

- lxin estimate of §10 million is for strategic materials
developuent,
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December 13, 1951

7035 Committee on Financial Policy

DENOMINATION OF LOANS

The attached memorandum regarding the denomipation
of loans has been prepared for the use of the Committee
on Financial Policy; the time of the meeting of the
Committee to consider the memorandum will be announced
at a later date,

Sec.b-56
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December 3; 1951

MEMORANDUM
re: Denomination of Loans

I
The purpose of this memorandum is to provide a working paper for the
Financial Policy Cornittee for use in its discussion of the Bank's policy

with respect to the denomination of loans mede by the Bank.

o i

Under the Bank's Loan Regulations, as presently in effect; the
denomination of a loan in a dertain currency has substantive significance:

(a) Under Section 3;011/;ha Bank has the option to provide the Bors
rover with the currency used to purchase gocds, but the Bank has no
ob;iggtion to provide.the Borrower with any currency other than that in
which the loan is denominated;

(b) Under Section 3.04;/commitment charge is payable in the currency
in which the loan is denominated.

It is, however, possible, as a matter of drafting technique, to
provide in the loan agreement for the currency with which the Bank can
discharge its obligations and the currency in which commitment charge ‘ :
is payable without reference to the currency in which the loan is denominated
and, indeed, without reference to the concept of denomination, as

demonstrated in the recent Loan Agreement with Yugoslavia,

———

1/ Set forth in the Annex to this memorandum,
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In that Loan Agreement the principal amount of the loan was
expressed as "an amount in variovs currencies equivalent to ¢ 28,000,000",
Thus, this loan was not "denominated" in any currenecy within the
technical meaning of Seetion 3.01 of the Loan Regulations. It therefore
became necessary to provide specifically for the curreney or currencies
with which the Bank could discharge its obligations to the Borrower
and the currency or currencies in which commitment charge would be
payable., This was done in paregraphs (a) and (b)%/;eSpectively, of
Schedule 3 to the Loan Agreement,.

It may be useful to add that the currency in which a loan is
denominated does not determine the currency or currencies which the
Borrower has to repay to the Bank. Loans are repayable in the currency
or currencies withdrawn by the Borrower, except when a currency withdrawn
by the Borrower was purchased by the Bank with another currency, in

which case the loan is to that extent payable in the latter currency,

III
Until the first loan to Iceland in June, 1951, all the Bank's
loans (with the exception of the 1948 Swiss franc loan to the Kingdom
of the Netherlands for the purchase of Swiss goods) had been expressed
either in dollars or the equivalent in other currencies, or in dollars
only. In all of those loans it was either contemplated that the bulk
of the loan proceeds would be used to pay for United States goods and

services (this was the case in most loans), or that, even though a

1/ Set forth in the Annex to this memorandum,
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substantial portion of the proceeds would finance purchases outside
the United States, dollars would be used by the Bank to acquire the
currency needed by the Borrower (the South African loans), or it was
intended that, regardless of the currency used by the Borrower, the
Borrower would be entitled to receive dollars under the loan (the 1949

loan to Belgium).,
Iv

The Icelandic loan was in a different category. The relevant
facts with respect to denomination were:

(a) It was contemplated ‘thatonly European currencies would
be disbursed under the loan;

(b) Approximately 60% of the loan proceeds was expected to
be disbursed for purchases in the United Kingdom or in other European
countries, the currencies of which would be acquired with sterling,
whereas approximately 40% of the proceeds was expected to be disbursed
in French francs, partly to pay for purchases in France and partly to
acquire other European currencies in which goods were expected to be pur-
chased;

(¢) The Bank had available a sufficient amount of sterling to
finance, if necessary, all of the loan with that currency.

Realizing the importance of stressing the fact that the Bank was
utilizing in its lending operations currencies other than dollars, the

management felt that, on the facts of this particular case, it would
be avrrorriate to dencminate the Ycan in sterling, Ibs-recommendation

to that effect was aceepted by the Executive Directors,
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v

The Yugoslav loan was in the same category as the loan to Iceland
to the extent that disbursements were expected to be entirely in non-
dollar currencies. There were, however, also differences:

(a) While more French francs were made available to the Bank for
this loan than any other 18% currenecy, the amount of French franes
constituted less fhan one-half of the principal amount of the loan.

(b) The Bank did not have at its disposal an amount of any
single FEuropean currency sufficient to finance, if necessary, the entire
principal amount of the loan.

(¢) The French francs made available for this loan were only to
be used for purchases in France.

Under these circumstances the management felt that the technique
adopted in the first Icelandic loan could not be applied in this case.
Instead, the formula "an amount in various eurrencies equivalent to
©28,000,000" was used.

VI

The Yugoslav loan was follewed by the second Icelandie loan.
The facts in this loan were substantially similar to those in the first
Icelandic loan and the management therefore recommended, and the
Executive Directors approved, that the loan be denominated in sterling.

hus, the Bank's approach to the question of denomination has been
empirical. The question has now been raised whether it would be possible
tc develop some policy rules with respect to the matter of denomination,
with particular reference to the denomination of loans in which a

substantial amount of non-dollar currencies is expected to be used.



S

VII

In a discussion of the policy aspects of the denomination of

the Bank's loans the following come to mind as relevant considera-

tions:

(1)

(i1)

(1i1)

(iv)

(v)

the denomination (i.e, the formula by which the princi-
pal amount of the loan is expressed) should give a
reasonably accurate picture of the nature of the transe
action; I

the denomination should give as accurate a measure as
possible of the actual amount which is intended tq be
disbursed;

when a substantial amount of non-dollar currencies is
expected to be used in a loan, the fact should be brought
out and if possible reflected in the denomination;

when several members of the Bank make substantial amounts
of 18% funds available for a loan it is daéirabla to show
the contribqtions of all of these members;

the wishes of the Borrower with regard to denomination
should be given due weight,

VIII

The following alternatives can be suggested for the denomina-

tion of loans in which non-dollar currencies play a substantial part:
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(a) to use the Yugoslav formula ("an amount in various
currencies equivalent to § ") in all cases.

(b) to denominate the loan in the "dominant curranc}“ (as
hereinafter defined) if there is a "dominant currency"
and to use the Yugoslav formula in all other cases,

{e) 4in cases where not more than two or three currencies
are expected to be used, to denominate the loan in the
various currencies which have been made available for
fha loan in substantial amounts.

These three alternatives will be discussed in the light of the

considerations set forth in Part VII of this memorandum,

IX

Alternative !a!.

(i) The Yugoslav formula has the advantage that it expresses
very clearly the general multi-currency element in the Bank's lending
operations.

(11)' The fact that it measures the loan in terms of dollars
may, however, create some problems if all or a subgtantial part of
the proceeds are to be spent outside the United States and one or
ﬁbra of the currencies used depreciates or appreciategs in terms of
dollars, Assuming that prices in the supplying countries remain
constant in terms of local currency, depreciation of that currency

woulé have the effect that the amount of the loan (which is expressed
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in terms of dollars) would be larger than the amount intended to

be loaned and needed for the project, so that the Borrower would
have to cancel part of the loan, whereas appreciation of that cur-
rency would result in the amount of the loan not being sufficient

to pay for the goods intended to be financed thereby., The first
contingency would not cause any great difficulties, but the second
possibility might present complications. It is assumed that the
Bank in such a case would be prepared yo grant the Borrower a sup-
plemental loan in the amount by which the original loan ™under-
stated" the amount actually intended to be provided. There is the
danger, however, that the Borrower (or the Guarantor in a guaranteed
loan) would have to obtain additional legislative authority for such
a supplemental loan which it may not be possible to obtain with the
necessary promptness. As against this it can be argued that this
danger is unlikely to arise in practice in view of the small like-
lihood of a depreciation of dollars in terms of other member cur-
rencies,

(iii) The Yugoslav formule does not draw particular attention
to the fact that non-dollar currencies play an important part in the
loan,

The non~dollar feature of a loan can of course be stressed
in the Bank's press release and other publicity regarding the loan
irrespective of the manner in which the loan is denominated. On the
other hand, tabulations of the Bank's loans in U,N, and other non-
Bauk publications would be likely to list such a loan as a dollar

loan,



w8

(iv) The Yugoslav formula does not reflect the respective
contributions made by the Bank's members in making currency avail-
able for the loan,

(v) The Yugoslav's formula has the advantage that it coﬁld
be uniformly applied to most of the Bank's loans, (including loans
in which it is expected that dollars will be used for substantially
all disbursements, whether for payment of dollar goods or for the
purchase of non-dollar currencies), with the exception possibly of
iOans which are intended to be disbursed in one or more specified

currencies only,

Alternative (b). o

The term "dominant currency" is intended to refer to a cur-
rency with which the greater part of a loan is intended to be
financed and of which the Bank has available a sufficient amount
to finance, if necessary, the entire loan, In most of the Bank's
loans the dollar, and in the Icelandic loens, sterling is the
"dominant currency" in this sense,

(1) Denomination in the "dominant currency" or the equivalent
in other currencies gives a clear picture of the nature of the trans-
action, if no other currencies are expected to be used in substantial

amounts,



- =

(ii) To the extent that the bulk of the goods financed
will be bought in the monetary area of the "dominant currency"
country, there is little likelihood that the amount of the loan
as denominated will prove to be too large or too small as a result
of depreciation or appreciation of other currencies. As against
that, however, it can be argued that the Bank's experience to-date
with loans in Buropean currencies indicates that such loans are
likely to be disbursed in various European countries, the value
of whose currencies will not necessarily remain constant in rela-
tion to the "dominant currency."

(ii1) Alternative (b) has the advantage of bringing out very
clearly the non-dollar character of the loan,

(iv) If in eddition to the "dominant currency" substantial
amounts of other currencies have been made available, and are
expected to be used, for the loan, Alternative (b) has the dis-
advantage that it does not reflect the contribution made to the
loan by the various members (see, e.g., the first Icelandic loan,
where French francs had been made available for appr. 40% of the
amount of the loan), On the other hand there may be loans, such as
e.ge the second Icelandic loan, where the "dominant currency" is
the only currency of which substantial amounts are expected to be

used,
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As a practical matter this alternative, denomination in the
various currencies which have been made available for the loan in
substantial amounts, would be appropriate only if these currencies
can be used not only locally, but in a certain area, such as the
E.P.U, arca, (This was the case in the first Icelandic loan).
Otherwise, the anomalous situation might arise that, if the ‘Borrower
ahifte& its purchases from one European country to another, one of
the currencies in which the loan is denominated would not be used
at all,

Moreover, as already indicated, this alternative would seem
to be appropriate onl& in a case where not more than two or possibly
three currencies would be used for a loan, and substantial amounts
of each currency had been made available, Its practical applicability
may therefore well be limited to relatively few cases,

With the foregoing qualifications, however, Alternative (c)
appears to have the same advantages as Alternative (b), with the
added advantage that it will reflect the contributions made by the

various members in making 18% currency available for a loan,
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The sbove gnalysis of the three alternatives indicates
the difficulty of attempting to adopt a uniform system of denomina=
tion at this time and suggests that the Bank should continue to
deal with the matter of denomination on the merits of each parti-
cular case in the light of the general considerations stated in

section VII of this memorandum,



ANNEX

Loan Regulations No, 3 and 4, Section 3.01:

Currencies_in Which Proceeds_of Loan are to be Withdrawn.

The Borrower shall use reasonable efforts to purchase goods with the
currencies of the countries from which such goods are acquired. The
proceeds of the Loan shall, to the éxtent that the Bank shall so elect,
be withdrawn from the Loan Account in the several currencies in which
gbods are paid for. The Ban!t shall be under no obligation to permit the
proceeds of the Loan to be withdrawn in any currency except the currency
in which the Loan is denominated. For the purposes of this Article,

a Loan denominated in a specified currency or the equivalent in other

currencies shall be deemed to be denominated in such specified.currencya

Loan Regulations No. 3 and 4, Section 3.04.

Currency in Which Commitment Charge is Payable. The commitment

charge shall be payable in the currency in which the Loan is denominated.

Loan Agreement with Y slavia TS. Sehads

(a) Section 3,01 shall be deemed to be modified as follows:

Section 3.01. Currencies in Which Proceeds of Loun ere to be

Withdrawn. The Borrower shall use reasonable efforts to purchase goods

with the currencies of the countries from which such goods are acquired.
The proceeds of the Loan shall, to the extent that the Bun'~ shall so
elect, be withdrawn from the Loan Account in the several currencies in
vhich goods are paid for, The Bank shall be under no obligation to permit
ihe prnceeds_of the Loan to be withdrawn in any currency except dollars,

71,)  Section 3.04 shall be deemed to be modified as follows:

S=ction 3,04, Currency in Which Commitment Charge is Payable.

The commitment charge shall be payable thirty-five per cent (35%) in French



s B

franes, thirty-five per cent (35%) in Swiss francs and thirty per cent
(30%) in pounds sterling.
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! The purpose of this memorandum is to provide a working paper
| for the Financial Policy Committee for use in its discussion of the
Bank's policy with respect to the demomination of loans made by the
i

| Bank.,

.'!i n

Under the Bank's Loan Regulations, as presently in effect,
the denomination of & loan in a certain currency has substantite
significance:
| () Wader Sectieon 5.1 the Bask hae the guiien o peovite
mmu&mmmhmﬂ.mmm
has no ghligation to provide the Borrower with any curremcy other
than thet in vhich the foan 1s denominated;
| (v) ugrmhs.mvmmmumnm
\: currency in which the foan is denominated.

I . It is, however, possible, as a matter of drafting technique,
to provide in the Loan Agreement for the currency with which the
Benk can discharge its obligations and the currency in which commit-
ment charge is payable without referemce to the curremey in which the

1/ Set forth in the Anmex to this memorandum.
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foen 1s denominated and, indeed, without referemce to the concept
of denominetion, ns demonstreted in the recent Loan Agreement with
Yugoslavia,

In that Loan Agreement the principal amount of the Loan was
expressed as "an amount in various currencies equivalent to
$28,000,000", M.ilhfoumnt‘mtd' in any currency
within the technical meaning of Section 3.0l of the Loan Regulations,
It therefore became necessary to provide specifically for the currency
or currencies with which the Bank could discherge its obligations to
the Borrower and the curremcy or currencies in vhich commitment
charge would be paysble. This was done in paragrephs and v,
respectively, of Schedule 3 to the Loan Agreement,

Tt may be useful to add that the currency in which a loan

gmmm»zuwmmumm
the Borrower has to repay to the Bank, Loans are repaysble in the
currency or currencies withdrawn by the Borrower, except when a cur-
rency withdrawn by the Borrower wns purchased by the Bank with
another curremcy, in which case the loan is to that extent payable
in the latter currency.

IIx

Until the first loan to Iceland in Jume, 1951, sll the Bank'd-

1/ Set forth in the Amnex to this memorandum,



m(uﬁmmmemlmmmmumnu-
dom of the Netherlends for the purchase of Swiss goods) had been
expressed either in dollars or the equivalent in other currencies,
or in dollars only. In all of those loans it was either contemplated
that the bulk of the loan proceeds would be used to pay for United
States goods and services (this was the case in most loans), or
that, even though a substantial portion of the proceeds would fin-
ance purchases outside the United States, dollars would be used by
the Bank to acquire the currency needed by the Borrower (the South
Africen loans), or it was intended that, regardless of the cur-
rency used by the Borrover, the Borrower would be entitled to
receive dollars under the loan (the 1949 loan to Belgium),

w

The Jcelandic loan was in a different category. The relevant
facts with respect to denomination were:

(a) It was contemplated that only European currencies would
hdimmth-hm.

(b) Approximetely 60F of the loan proceeds was expected to
be disbursed for purchases in the United Xingdom or in other European
countries, the currencies of which would be soquired with sterling,
vhereas approximately LOF of the proceeds wes expected to be dis-
bursed in French frencs, partly to pay for purchases in Freance and



partly to acquire other Buropean currencies in vhich goods sere
expected to be purchased; |

(¢) The Bank had available & sufficient amount of sterling
to fimence, if necessery all of the loam with that currency,

Realizing the importance of stressing the fact that the Bank
was utilizing in its lending operations currencies other then dol-
lers, the menagement thought thet this could be best schieved by
denominating the loam, if possible, in a currency other them dollars,
It also felt that, on the facts of this perticuler case, it would be
-mm“umumuuahumnm. Its recom=-
mendation to that effect was accepted by the Executive Directors,

v

The Yugoslav loan was in the same category as the loam to
Iceland to the extent that disbursements were expected to be entirely
in non-dollar currencies, Mm.m,l*aMa

(a) hﬂomMﬁmm“m’hﬁnhh
Bank for this losn then any other 18% currency, the amount of
French francs constituted less then one-half of the principal amount
of the losn,

(b) The Benk did mot have at its disposal an amount of any
single European currency sufficient to finance, if necessary, the
entire principal amount of the loanm,



mmmmwmtmmuﬁ-
mmnmmmmmm.uwn
this case. w.smmmmummm

equivalent to $28,000,000" vas used.

| The Yugoslav losn vas folloved by the second Icelandic loan,
,[ The facts in this losn were substantially similar to those in the
| first Ioslandic loan and the menagement therefore recomsended, and
i the Executive Directors approved, that the losn be denominated in

;!é sterling.

‘ Thus, the Bank's approach to the question of demomimation hes

| been empirical. The question has now been raised whether it would be

I hlﬂm#“mm#%mﬂﬂﬂﬁ
! Bank's loans the following come to mind as relevant considerations:

II (1) the denomination (i.e. the formula by which the prineipal

| amount of the loan is expressed) should give a reasensbly

ii aceurate ploture of the nature of the tramsaetion;

(1) the denomination should give as accurate a measure &8 pos=
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pected to be used in a loan, the fact should be brought
out end if possible reflected in the denominetion;

(iv) vhen several members of the Bank make substantial amounts
of 18% funds avallable for a loan it is desiveble to
bring out the econtributions of all of these members;

(v) there is some advantage in having a uniform system of
denomination.

VIiI

The following slternatives can be suggested for the denomina-

tion of loans in which non-dollar currencies play a substantisl pert:

(a) to use the Yugoslav fermuls ("en samount in various currene
cies equivelent to § _____ ") in all cases,

(b) to denominate the losm in the "daminant curremcy” (as
hereinafter defined) if there is & "dominent currency® anmd
to use the Yugeslav formula in all other eases.

(e) %o denominate the loan in the various currencies which huve
been made evailable for the loan in substantial smounte,

These three alternatives will be discussed in the light of the
considerations set forth in Part VII of this memcrandum,

ix

Alterpative (a).
(i) The Yugeslav formula has the adwentage that it expresses very
elearly the multi-§urrency element in the Bank's lending operstions.



(11) The fact that it measures the loan in terms of dollars

uay, however, create soue problems if all or a substantial part of
the proceeds are to be spent outeide the United States and one or
more of the currencies used depreciates or appreciates in terms of

dollars. Assuming that prices in the supplying cowntries remein
mum«mm,ammmmm
effect that the amount of the loan (which is expressed in teras of
dollars) would be larger tham the smount intended to be loaned and
needed for the project, so that the Borrower would have to eancel
Mdmmmrmwumm:mtumm
of the loan not being sufficient to pay for the goods intended to
be finenced thereby. The first contingency would not cause any
great difficulties, but the second possibility might present scomplica-
tions. It is assumed thet the Benk in such a case would be prepared
to grant the Borrower e supplemental loan in the amount by which the
mmww*mm.mmmauum.
There is the dsnger, however, thet the Borrower (or the Guarantor in
a guarauteed lcan) would heve to cbtain sdditional legislative asuthori-
vmm.wmmmnwmummﬂoum
with the necessary prompiness. As against this it can be argued that
mmumouumnmcunuuuamm
likelihood of a depreciation of dollars in terms of other member cur-
rencies,

(114) MWMIMﬁWpMduItmh
the fect thet men-dollar currencies play sn important pert in the lean,

(1v) The Yugoslev formula aveide the guestion of the most
qﬂ%wdﬂﬁuﬁiﬁhﬂu“fwnﬁnm



WMaM.NBMMMQHMﬁM
eredit to any of them.

(v) The Yugeslav's formula has the adventage that it could
ummndumdmm-am.mmm
loans, with the exception possibly of loans vhich are intended %o
be dishursed in one or more specified currencies oaly.

Alternative (b).

The term “dominant curreney® is intended to refer to a cwr-
mdﬁﬂﬁﬁb”ﬁwn’tdlmnhﬁ“hhm
and of which the Bank has aveilable a suffieient amount to finance,
if necessary, the entire loan. In most of the Bank's loans the
m.mnmrmw.mumuﬂmm
rency" in this sense.

(1) muuumwmum.mﬂm
nmm.&mumwdwumaﬁ-

transaction.
(1) 7o the extent thet the bulk of the goods financed will

umummmotmmntmw-mw,m

uutmuwmmmamlmumnum
wmhhinhrputu-nu.mﬂtefwuuﬂ

sppreciation of other currencies. As against that, however, it can
hnrpdﬁthlnt'lwuhﬁthh-uhm
curreucies indicates that such loans are likely to be disbursed in



various European countries, the value of whose currencies _of whieh-
wvill not necessarily remain constant in relstion to the “deminant

currency”.

(4141) Alternative (b) has the advantage of bringing out very
clearly the non-dollar charscter of the loan.

(iv) u(nmsmum-wwm
amount® of other currencies have been nade available, end are expected
to be used, for the loan, Alternstive (b) has the dissdvantage that
it does not reflect the contribution made %o the loan by the various
members (see, e.g., the first Icelandic losn, vhere French francs had
been made aveilable for appr. 408 of the smount of the loan). On the
““Mqhm.mhno.g.ﬂnmmm.
vhere the "dominent currency” is the omly curremcy of whieh substantiel
amounts are expected to be used.

Alternative (e).

As a practical matter this alternative, denominstion in the
various currencies which have been made aveilable for the loanm in
substantial amounts, would be appropriate only if these currencies
can be used not only loeally, but in a certain area, such as the
E.P.U. arvea. (This was the case in the first Icelandic loan)
M.mmummmmt.umw
mtumm-mmmum.mc
the currencies in which the loan is demominated would not be used at

all.



With the foregoing qualification, however, Altermative (e)
appears to have the same advantages ss Alternative (b), with the
added advantage thet it will reflect the contributions made by the
various members in making 18f cuwrrency available for a loan.
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: Mr, Leonard B. Rist DATE: November 28, 1951
FROM: John C. de Hi]ﬂe/g},k
SUBJECT: Attached memorandum on the Maturity of Ioaus.

I am returning herewith the attached memorandum which you lent
to me. I heartily agree with it, although I think the example of the
agricultural equipment as compared with the equipment for an agricultural
machinery plant is rather ill-chosen.

I should like to make the following two observations on the whole
problem.

1. I do not think that the idea that maturity of loans should not
be conditioned by the life of the equipment will ever gain
unqualified acceptance until the Bank goes in for program
lending pure and simple rather than project lending. Al-
though the Bank is paying more and more attention to the
general economic program of a potential borrower in deter-
mining whether or not it should make any loans and in what
volume, it is still paying a disproportionate amount of
attention to individual projects. This inevitably makes
it appear primarily to the loan officers,that we are making
loans only on the merits of individual projects. Under these
conditions the "banker's approach" that the loans should not
exceed the life of the equipment will tend %o prevail.

2., While the life of the equipment should obviously not be the
eriterion for determining the duration of the loan, it is
difficult to say exactly what other criterion might be applied
and to what conclusions suchferiterion would lead.
Theoretically one might say that the borrower's overall
economic program is likely as of sometime in the future to be-
gin yielding a surplus of foreign exchange which can be used
to pay off the foreign debt previously contracted. In
practice, however, it is extremely difficult to determine
the time when such a foreign exchange surplus will begin to
accrue, particularly since develepment is a dynamic process
which continues over decades and even centuries. Thus most
of our borrowers will presumably continue to import capital
for decades to come and one camnot therefore say that they
will have an exchange surplus except on the assumption of
continued capital import.

. rf Under those circumstances it would appear that the duration

! ||| of our loans should be determined simply by our judgment as

| | || to how often we would like %o have our borrowers come back
' /| to us for new funds. One might make out a case in favor of

s
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the proposition that all of our loans should be of fairly
short duration so that the Bank would have a frequent

opportunity to review the economic progress actually made
by our borrowers and the economic soundness of their pro-
grams and policies.

It might be useful to discuss this subject at some length at a
future staff meeting.

Encl.

JCdeWilde/mm



Steff Loan Consuities Ootober 1, 1951
Leanaxd B, Pist
Maturity of Loens Gremted to our Dorrowers.-

i. The considersticns generally teken imto sccount by the Beank when determining
the texms of its losns fall brosdly into two categories:

X a) Those affecting the borrower:

- desire to lighten the burden of the emortizstiom
- an argument for longer tem

- degive to lighten the burden of interoet
- an ergument for shorter temm

- degire to telbe sdvantage of good foreign emchenge prospects
wvhile they last
~ an argument for shorter temm

- desive to walt untdl full ecomcmic bemefite of & long term
project are resped before imposing full repsyment
- an srgamnt for longer tem
b) Those affecting the Bank's finmncisl poliey:

- desire to hold bonds in e resdily marketable form
- mn ergument for shorter temm
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PROBLEMS OF BANK POLICY ARISING FROM RECENT REPORTS ON
ECONOMIC DEVELOPMENT

1. Coordination

1) The problems involved in coordinating national and international
development actions have been preliminarily discussed in the Staff Paper
on the Cray Committee Report R-393, page 12 ff. The case of complete co-
ordination, where all foreign economic aid is wholly or in large part in-
tegrded and administered by a single international agency, is for political
and other reasons neither probable nor practicable. At the present stage,
far removed from any approximation to a world government, it would be idle
to discuss whether it is desirable. An all-embracing, integrating Inter-
national Development Authority is not in sight. What substitutes for full
coordination can be devised that will still effectively promote develop-
ment, reduce conflict between the several aid programs and preserve the
principle of international action in the development field?

2) An international coordinating committee on the NAC pattern is not
a practical proposition. It would necessarily be so complicated as to be
unable to act.

3) The proposal to establish an International Development Authority
as an affiliate of the International Bank deserves, however, a closer exam-
ination. Duplication of effort invelved in the creation of any new inter-
national agency could be avoided if the International Bank became a manage-
ment agent for administering a program of developmental grants. Two dis-
tinet forms and functions of the International Development Authority have
to be considered, however, involving two distinet types of problems.

In the firgt case, the International Development Authority would
determine which countries are to receive grants, and according to what prin-
ciples and in what approximate amounts these grants should be extended.
These questions are in large part policy questions. For the very same rea-
sons for which no countries are prepared to surrender control of their aid
funds, they will not be willing to transfer such decisions to an Inter-
national Development Authority managed by the International Bank.

The gegcond case, however, involves the almost completely separate
problem of determining, on the basis of economic considerations, a program
by which any given amount of grants to ahy country can be most effectively
utilized so as to result in the greatest possible contribution to economic
development, There should be no conflict between the two kinds of problems
since whatever the amount of aid, it should be in a contributing country's
interest that that amount of aid be most effectively used. One means of
insuring maximum results from any given aid program could be the separating
of responsibility for the decision of amount of aid to be given from the
economic task of programming that aid for maximum results.
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The general operating mechanism might be along the following lines:
a govermment would indicate to the International Bank (the International
Development Authority) the possible order of magnitude of grant aid it could
give to some countries. The Bank would proceed to make an investigation of
the economy of the country as a first step in preparing a development pro-
gram which would meke effective use of grants, loans and the country's own
resources. In some cases, such an investigation might indicate that the
total amount of developmental activity which could effectively be undertaken
for the next year or two, might well be financed by that country's own re-
sources or by foreign loans which it could afford to service. In other
cases, the size of the proposed grant might be either substantially smaller
or substantially larger than the amount which could be used efficiently
within the time period in question. In some cases, the Bank might report
that without internal changes and reforms, no program of external assistance
could be effective and that without these reforms grants would be merely
wasted, On completion of this study, the Bank would discuss its findings
and conclusions with appropriate officials of the country involved in order
to obtain to whatever extent possible an agreed program. The Bank would
then prepare a proposed development program and submit it to the government
or governments offering the grants, just as the IBRD presently submits simi-
lar programs involving its own lending actions to its own Board of Directors.
On the basis of this report -~ which in view of the need for missionsand
field studies might involve six to twelve months -- the government or govern-
ments would then allocate grants to be administered by the Bank (IDA), on
condition that the recipient country would carry out the appropriate inter-
nal measures needed to make the development program achieve its maximum
effectiveness.

Unless decisions of a government or governments were to be based
so exclusively on political considerations as to meke the economic effective-
ness of the program impossible, the International Bank (IDA) would carry out
the control of disbursement and the supervision of achievement of the de-
velopment program in the same manner that it now supervises the projects
which it finances from its own funds. In the process of supervising the
carrying out of the development program, the Bank might wish to modify its
original recommendations and would therefore meke frequent reports on the
actual progress of the development program as well as on the changes which
it felt appropriate to introduce in that program,

The carrying-out of such programming functions would facilitate the
Bank's task and would effectively contribute to a better coordination of
international action in the development field.

4) The programming functions of the International Bank (IDA) described
in the previous paragraph would provide a framework for coordination of all
national or international agencies in the field of technical assistance,
grants and loans. The International Bank's relation to the Export-Import
Bank's activities in the development field is one part of this whole problem.
If a development plan is satisfactorily worked out and agreed upon with the
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government of the country concerned, as well as with all the agencies oper-
ating in the development field, funds from different sources may be fitted
satisfactorily into the program. If the International Bank had all the
means required for a development action on a sufficient scale, the Export-
Import Bank's separate lending for this purpose might be superfluous, It
could, however, most usefully supplement international capital movements
by lending (a) to non-member states of the Bank, (b) for purposes of obtain-
ing strategic and other essential materials which are of a high priority
for the United States but not necessarily of an equally high priority for
the development needs of a producing country, 1/ (c) it might be used as a
lending arm of the United States Government whenever special interests of
the United States are involved,

Meanwhile, however, there has been a feeling in United States
Government quarters that the spheres of activity of the Export~Import Bank
and the International Bank should be so arranged as to become complementary
rather than competitive. This is agreed. As a means of achieving the goal
of complementarity the proposal has been accepted as a first experiment that
member countries whose creditworthiness is not a limiting factor should cone
sider the International Bank as a Bank of first recourse except for those
projects which have peaulier strategic materiil aspects.

5) 1If the form of coordination described in paragraph 3) were not re-
alized, various ad hoc measures, varying according to the circumstances,
might still strengthen the liaison between the different agencies acting in
a country. In practice, this occurs already. In some cases, the Bank takes
the lead in coordination, im other cases, it agrees with taking part in pro-
grams initiated by other agencies. In the case of Yugoslavia, for instance,
the Bank took the lead in suggesting a development program. In the case of
Brazil, it follows the action of a Joint American-Brazilian Commission and
may, if its proposals are sound, take part in the financing of one part of
such a program. In general, it seems that the division of responsibility
on functional lines (health, education, public works, agriculture, etc,) is
not conducive to the elaboration of a coordinated development program. 2/

1/ The International Bank "as a truly international organization does not
and should not view the strategic interests of the United States or of the
North Atlantic Pact nations as a determining means. On the other hand, ex-
perience has likewise demonstrated the desirability of the approprieate use
of credits to finance operations of particular interest to the United States
and its Allies." (Organizing the U,S. Government for Foreign Economic Oper-
ations -~ a statement of the NPA (National Planning Association) Steering
Committee, Washington, D.C. June 18, 1951),

This also applies notably to the Rockefeller Report's stated principle
that "all programs of economic assistance should provide for some measure
of cooperative local financing." The complementary nature of loan and grant
financing of a development program as a whole is distorted by asserting that
"all projects should be able to support at least a portion of the necessary
financing on a loan basis."” If some success were achieved in the coordin-
ation of the various national and international grant and loan agencies,
such megsures would not be required. They compromise the need for fully
coordinated programs by emphasizing the individual project approach and
elevate certain public relation aspects of financing operations to the
status of first prineiples,
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A division of responsibility on regional lines, however, whereby one agency
takes the lead in one country -- perhaps a country where the agency con-
tributes the greater part of external assistance -- and another agency in
another country, may yield good results. The forms and the degrees of co-
:iiin?:ion vary and may be undoubtedly improved with greater experience in
s field. ;

6) Bilateral Joint Development Commissions depend very largely on the
type of person leading them and the efficiency of their staffs. In general,
they can probably achieve less than an international agency could. An in-
ternational agency can be more exacting than any national government could
possibly be. Under an international flag, it may demand and obtain more,

. Should the International Bank participate in bilateral Joint Commissions
in the light of those considerations? There are obvious drawbacks in stand-
ing aside. The Bank's participation and help may contribute substantially
to progress in development of the country concerned. Abstention might be
criticised as an attitude of false pride. It would also deprive ¥he Bank

of remaining in constant touch with the development authorities and keeping
its hand on the economic pulse of the country.

On the other hand, there are grave dangers if the Bank accepted to par-
ticipate in Joint Development Commissions. The Bank would appear to imple-
ment some national Government's plans in the same way as any other Govern-
ment department or agency. It might thereby easily lose not only prestige
but also confidence as a truly international agency. This confidence is not
as firmly established as to be exposed lightly to such trials. A woman of
established virtue can afford to take some risky steps. The Bank is not yet
in that position.

IT. Problems of the Bank's Organization and Policy

1) The need for coordination in the development field is stressed in
all the Reports on Development and a satisfactory solution of this problem
is sometimes implied or taken for granted. The "Mutual Security Program
for Fiscal Year 1952" of the House Committee on Foreign Affairs end the Sen-
ate Committee on Foreign Relations states, for instance, "Account has been
taken of the fact that the resources of these Banks (Export-Import Bank and
the International Bank) will be available in the region and will provide
means of financing for certain major undertakings." The Report deals briefly
with the problem of coordinating of various programs of grant assistance with
the Export-Import Bank and the International Bank loans but contains no spe-
cific proposal for coordination. In fact, it might appear from the way the
report is phrased that there is no problem of coordination since it states
that grant and loan programs are ell worked out in close consultation to
make sure that there is a proper balance between loans and grants. In a
similar way, President Truman's message on Foreign Aid states that the
agencies are to "work very closely with the Export-Import Bank and the In=-
ternational Bank in achieving a proper integration between loan and grant
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programs." In the section devoted to Asia and the Pacific, the following two
paragraphs also imply that the problem of coordination has been solved.

"In prepering these recommendations for economic aid, pro-
jects which should be financed by loans have been excluded.
The investment of private capital and public loans from the
International Bank for Reconstruction and Development and
the Export-Import Bank will play an important part in the
economic progress of Asia, as in other parts of the world.

In the administration of this program, loans, grants and
technical assistance will be meshed together with the plans
and efforts of each of the recipient countries for the de-
velopment of its own resources, Only in this manner can
the various kinds of outside aid available to an Asian
country be used most effectively and without duplication
or overlapping."

2) While there seems to be no clear realization in public opinion of
problems involved in coordination, the Bank's own strategic thinking and its
tactical work may well be discussed in this connection. If the Bank is to
take a leading part in elaborating development programs for various coun-
tries -- it will have to know -- or to say -- how much it will be able to
lend to each country concerned. Such estimates must necessarily be based on
s series of alternative assumptions as to the amounts and purposes of grant
aid, other external loan and investment funds, and the probable amount of
domestic resources available for investment, which in turn frequently de-
pends on the size of external assistance.

Final determinstion of the amount of the Bank's aid can take place
only at a late stage when other factors are known -- but a series of hypo-
thetical estimates can be made in advance, Some tentative estimates of that
kind have in fact been made; - for instance, on the assumption that the Gray
Committee recommendations were to be accepted. :

Should such estimates, which are not to be confused with the open-
ing of a line of credit, be communicated to the countries concerned? Many
dangers of misunderstanding are obvious, but the advantages may more than
compensate for the drawbacks. To announce what share the Bank might be able
to take in the financing of development programs under various assumptions
might stimulate both the elaboration of the plan and its spelling out in the
form of projects. The ultimate decision will depend on the program as &
whole but loans will be made and disbursed only when the projects which con-
stitute a plan have been satisfactorily worked out. Once it is known that
the Bank is prepared to finance a part of a development program, the need to
present satisfactory projects may be more keenly felt and the blame for de-
lays may be more clearly placed.

3) To say what part the Bank may be prepared to take in a country's
development program will be necessary, but it will not be easy. An organ-
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ization and workload similar to that of the International Development Auth-
ority described in I. 3) would be required, quite irrespectively of whether
such an institution is formally established. The Bank would have to proceed
further on the road of giving its own technical assistance. To a still
greater degree than at present, it would be not only a "Bank" but also an
"Investment" -- or "Development Authority." Field missions, perhaps some
permament regional officers or offices and a still more direct continuous
contact with the development countries would become necessary. Better co=-
ordination of technical assistance may only be possible if the Bank increases
still further its activity and its expenditure in this field,

Whether, when and to what extent such steps should be taken by the
Bank may have to be discussed soon, as soon ag major decisions on Develop-
ment Policy are taken by Member States Governments.
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STAFE MiopaNpy (. (VST o)
on

RECENT PROPOSALS ON FINANCING OF DEVELOPMENT

A, REPORTS ON DEVELOPMENT OF UNDERDEVELOPED COUNTRIES

I. What the Reports have in common

There seems to be general agreement both in the theoretical explanation
of the problems of development in poor countries and in .the principles of
international aid recommended to promote the economic development of these
countries, During the last year three reports have dealt with the problem.
They are:

(1) The Gray Committee Report;/
(2) The Rockefeller Report2/
(3) The U,N, Experts Report on Developmentﬁf

5/ In addition The Colombo Planﬁjand President Truman's Message on Foreign
A1d=" deal with the same problems., All these reports agree

l/ Report to the President on Foreign Economic Poliey, Washington, D,C.
November 1950 - reported to the Board in Staff Paper R-393, November 29, 195

2/ "Partners in Progress" - report to the President by the Intermational Develo

/ ment Advisory Board, March 1951.

3 Measures for the Economic Development of Underdeveloped Countries - report b
a group of experts appointed by the Secretary-General of the United Nations,
New York, May 1951. JSee also Revort of the Economic, Employment and Develoo-
ment Commission, U.N., E/2006 E/CN.1/86, June 7, 1951,

s The Colombo Plan - reported to the Board in Secretary's Memorandum No. 665,

5/ May 11’ 1951-

=" The Mutual Security Program - message on Foreign Aid transmitted by the
President to the Congress on May 24, 1951; and the Mutual Security Program
for Fiseal Year 1952 - basic data supplied by the Executive Branch provided
for the use of House Committee on Foreign Affairs and Senate Comrittee on
Foreign Relations, Washington, D, C., Government Printing Office, June 1951,
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(1) That it is the Western world's concern and interest to help in the
development of underdeveloped countries, Development is a slow process, however
and raising of the low stardards of living is not possible inlsss than a decade
or even perhaps a generation., To achieve this, the efforts of the underdevelope
countries themselves must be substantially incressed and this is possible only
if new spirit and drive are aroused in those countries. Considerably augmented
international assistance might achieve such a result if it succeeds in mobilizir
faith and hope in a better future in poor countires. This psychological effect
cannot be achieved, however, by piecemeal, small aid programs but only by a sub-
stantial amount of assistance and a definite expectation that it will eontinus
over & number of years. The amount of aid must be (a) large snough to make an
impact on the rate of progress in underdeveloped countries sufficient to reise
their hopes and galvanize their efforts, (b) within the technical absorptive
capacity of the underdeveloped countries, and (¢) within the capacity of
advanced countries to provide without straining their economies,

(2) Grants must supplement the aid in the form of loans. Wisely-used
grants will not only raise investment, they will tlso increase an underdeveloped
country's creditworthiness and thereby increase the amount of loans which can be
made. Sound grants increase the scope for sound loans. It may be noted in this
connection that practically all the reports propose a clean division between
grants and loans without having recourse to an intermediate instrument of "fuzzy
loans" or disguised grants in the form of very long-term loans of 0 or 99 years
at a very low rate of interest or long-term interest-free loans, Such a possi-
bility is envisaged only in some proposals presented by some delegates at the
Sixth Session of the Economic, Employment and Development Commigsion of the U,N.
(p. 32 of the Report of the Economic, Employment and Development Commigsion,
Economic and Soeial Council, E/2006 E/CN,1/86).

(3) Technical assistance will achieve much more if it is known that
adequate funds are available for subsequent investment. A great deal is achieved
even by technical assistance in the present form but combined operations of
technical agssistance, increased internal effort, grants and foreign loans, would
make such a difference in effectiveness of the aid as to amount to a different

kind of program,

(4) Private_investment cannot at present supply sufficient funds to

accelerate substantially the rate of development, Although there is considerable
variance in the reports, there is agreement on the proposition as stated,

(5) Some sort of coordination of the verious forms of assistance (tech—
nical assistance, pgrants, loans, etc.)_should be provided.

(6) Operation through international organizations is generally recognized
to_be desirable,=/

1/ See also: Foreign Economic Assistance, Brookings Institute, 1951, pp. 90-91,
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(7) A_vastly increased internal effort in the recipient countries is
needed as a basic condition for gsuccess in development. The extent of external
- assistance should be dependent on the extent to which the recipient countries
are prepared to take the drastic and frequently unpopular measures which are
necessary for the mobilization of domestic development effort,

II. Differences between the Reports

While there is general agreement on the basic principles of external aid
for the development of underdeveloped countries, there are naturally differences
of emphasis between the various reports. The Gray Committee Report frankly
confines itself to a discussion of what should be done without examining con-
~eretely how it should be done. The Rockefeller Report, on the other hand, puts
its meximum emphasis on how aid should be provided and administered. It is the
only report which contains specific recommendations as to institutions needed
‘for better coordination and administration of U.3. and intermationsl activity

in the development field,

411 three reports (Gray, Rockefeller and U,N. Experts) deal at considerabl
length with problems which can be solved only by action of the underdeveloped
countries themselves. The bulk of the U.N. Experts Report, both in terms of
length and emphasis, deals with this phase of the problem,

A1l three reports emphasize the need for an incregsed flow of externsl
agsistance, The Gray Committee Report recommended $500 million annually in
grants and technical assistance., This figure was repeated by the Rockefeller
Report. The U.N, Experts Report speaks of eventually attaining a flow of grant
funds of $3 billion annually from all sources.

For both international (IBRD) and U,S. (Export~Import Bank) dollar loans,
~ the Gray and Rockefeller Reports mention a figure of $600~800 million annually.
The U.N. Experts Report mentions only that IBRD should set itself a target of

" lending at a rate of 1 billion per annum within five years,

* In appraising the prospects for and the effects of positive measures to
encourage a greater outflow of U.S. private capital, the Rockefeller Report is
much more optimistic than the Gray Report. A doubling of the 1946-49 average
flow of $1 billion is considered feasible whereas the Gray Report saw little
.chance that private direct investment would increase substantially, The prin-
~ cipal explanation for the difference may be the fact that the Rockefeller Report

proposed a series of measures as incentives to private foreign investment,
including exemption of all new foreign investment from U.S. income tax which

the Gray Report did not mention, The U,N, Experts Report does not mention a
gspecific figure but appears to be no more optimistic than the Gray Report.

All three reports stress the urgency of providing a steady flow of resource
to the underdeveloped areas. The Rockefeller Report emphasizes the expansion of
raw material production which can be expected from development in the under-
developed areas, The U.N. Experts Report emphasizes the needs of the under-
developed countries as such to a much greater extent,



_4...

Neither the U.N. Experts Report nor the Rockefeller Report attempts to
appraise to what extent the capacity of the underdeveloped countries to support
economic development out of their own resources has been ineréased in the
recent past. The Gray Report (page 60) on the other hand outlined the prineips
reasons why and to what extent the improved foreign exchange position of the
primary producers' countries does not eliminate the need for foreign aid,

III. Principal featares of the Rockefeller and the U.N. Experts Reports.

1) The Gray Committee Report has been summarized in the Staff Paper
R-393, distributed November 29, 1950, Summaries of the Roeckefeller Report and
the U.N. Experts Report are given herewith,

The Rockefeller Report mekes the following recommendations:

(1) Establishment of a new U.S. agencv, the Overseas Economic idminist-
tion, with an appropriation of $500 million for development purposes for the
next fiscal year. The Overseas Economic Administration would include all the
foreign economic functions of the U,S, Government and would absorb among others
ECA, the present Point IV organization of the State Department, and the Institu*
of Inter-American Affairs. It is apparently contemplated that if the Inter-
national Development Authority (see sub., 2) is established, part of the Oversea:
Economic Administration grant funds would be allocated to the International
Development Authority and the remainder would be used chiefly in such broad
social programs as health, education, sanitation, ete. It is further proposed
that the 0.E.A. operate on a regional basis and through standing missions in
the underdeveloped countries.

(2) Creation of a new international agemey, the International Developmer
Authority, to operate under a management contract with the Internrtional Bank.
Funds are to be contributed by all participating countries in proportion to
their capital subscription to the International Bank, The contribution proposed
for the United States would be up to $200 million to be transferred from the
appropriation of the Overseas Economic Administration if the new Authority
should begin its operations during the fiscal year 1951-52, The funds of the
Aathority are contemplated as grants in the field of public works,

The Report states the prineiple that "all programs of economic assistance
should provide for some measures of cooperative local financing.”

(3) Creation of an Internmational Finance Corporation as an affiliate of
bhe International Bank, to be financed through subscription by the participsting
governments to non-voting stock up to the equivalent of 400 million. The
Corporation would be authorized to make non-voting equity investment and loans
to private borrowers without govermment guarantees, It is intended that
equities and loans be sold to privete investors as soon as possible, and that
the proceeds be used for further operations. United States subscription of
$150 million is proposed, with one-third actually paid in, the balance subject

to call. '
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(4) The Rockefeller Report further proposes various measures to stimu-
late U,S. private investment including exemption from U.S. income tax of all
new foreign investment and insurance sgainst transfer risks, the latter to be

 underwritten by the Export-Import Bank up to an amount of 3100 million,

‘Coordination. The Report lays great emphasis on the need for coordina-
tion of all development assistance and on the preparation of a comprehensive
development program for every country. The preparation of these programs would
be the responsibility of Joint Commissions which are to consist of representa-
tives of the United States and of the foreign country receiving assistance.

2) The U.N. Experts Report on ™easures for the Economic Development of
Undérdevseloped Countries" is divided into two major sections. The first deals
with domestic measures requiring action by the underdeveloped countries; the
second deals with measures requiring action by the developed countries and
international agencies, Recommendations of the report are much less shaded
than the text and fail to convey the subtleties of the analysis.

The first part of the report (pp. 5 - 70) contains an excellent analysis
of the problems of underdeveloped countries and a realistic and persuasive
statement of what the underdeveloped countries must do, The second part con-
tains an estimete of total investment and of external capital required to raise
by 2% the national income per head in underdeveloped countries, For that pur-
pose, the experts assume; (a) an annual shift of 19 of the total working
population into industry requiring 2500 per head of worker employed, and
amounting to $15 billion. This would raise the national income by 1i% per
annun; (b) annual investments in agriculture of about $4 billion = of which
$1 billion would be invested in agricultural extension services and research -
thereby increasing the yield per acre by an average of 2%% per annum equivalent
to an increase of 1% of national income, With national income increasing
annually by 25%, income per head, taking into account the increase of population

would increase by 2% per annum,

Total investment would then amount to $19 billion per annum, or 20% of
the income of these countries. Internal savings in 1949 amounted to 35.2
billion, so that the gap would appear to be $14 billion, The possible increase
in domestic savings could reduce this gap to 310 billion (80% of which would be
needed for Asia). To meet this gap the present annual inflow is of $1 to
$1.5 billion. "It is in order to emphasize that, if these countries are to
progress more rapidly in the future than they have done in the past or are
doing at present, the inflow of capital must be multiplied geveral-fold, that
we have thought it worthwhile to give these estimates of the order of magnitude

involved. We do not ask that these figures be taken exactly, We wish only to

emphasize that the order of magnitude involved is well in excess of what is
now generally believed. When members of the United Nations speak about rapidly
increasing the standards of living of the underdeveloped world, they should
realize that what they are talking about involves a transfer of several billion

dollars every year." (p. 79).

Sueh a magnitude is not, it is claimed, bsyond the capacity of the
developed countries. 2% of the national income of Western Europe, Australia,
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the United States and Canada would amount to $7 billion a year, The experts
observe that in the last five years, grants and loans from-the United States
have been running at over 3% of her national income and that in the period
1905-1913 the United Kingdom exported capital equivalent to 7% of her national
income.

: Raising the ‘inflow of capital into underdeveloped countries requires
action under three headings: private investment, government lending and
grants-in-aid. With respect to private investment, the experts are generally
in sympathy with various suggestions designed to promote a large flow of private
funds. A creation of a favorable climate for foreign investment, transfer
guarantees, removal of double taxation, investment treaties and an "Internationa
Finance Corporation to make equity investments and to lend to private under-
takings operating in underdevdoped countries" are cited in this connection., In
general, however, the experts are not optimistic as to the immediate prospects
for a greatly increased volume of private investment,

With respect to government lending, the experts commend the operations of
the Export-Import Bank and recommend similar institutions to the other developed
countries. The International Rank is regarded by the experts as having failed
to meet the "challenge of the circumstances." A rate of lending below 7300
million a year is viewed as inadequate and the experts recommend to the Bank to
set for itself a target, which ghould be reached within five years, of a rate
of lending of not less than $1 billion a year. "If it (the International Bank)
shows no sign of approaching this target, the whole question of the proper
international organization for the provision of adequate amounts of loan capital
to the underdeveloped countries should be reviewed by the United Nations."

An importent obstacle to lending which is beyond the Eank's power to
remove, the experts go on, is the limited sum now being spent on improving
social capital, Much more must be done in this field before the underdeveloped
countries will be in a position to absorb large amounts of loan capital, For
this purpose, it is recommend=d (recommendation 14): "the United Nations should
establish an International Development puthority to assist the underdeveloped
countries in preparing, coordinating and implementing their programs of economic
development; to distribute to underdeveloped countries grants-in-aid for gpecific
purposes; to verify the proper utilization of such grants; and to study and
report on the progress of development programs." Grants increasing rapidly and
reaching a level of about #3 billion 2 year should be given for (a) research and
education; (b) public health programs; (c) subsidization of medium~- and short-
term farm credit; and (d) improvement of rural public works.

3) Comment on the U.N. Experts Report. The technical aspects of the
experts'estimates of total investment on foreign assistance requirements mede
in this report will be the subject of a separate paper to be presented shortly
to the Board, The main corclusion appears to be that the annual investment

- requirements of $19 billion are somewhat exaggerated even within the unrealis-

tically ambitious framework of the experts' assumptions and that the external
gap may be but one-half of the experts' estimate of 10 billion, The following

comment may be made meanwhile,
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We can readily agree with the basic theses of the report, which may be
summarized as follows:

(1) That the essential aim of economic development is an increase in
real income per head,

(2) That a vast increase in investment in the undordeveloped countries
is required to achieve such an increase in real income,

(3) That even if domestic savings were increased considerably, "the
transfer of capital that is required to raige rapidly the living stsndards of
underdeveloped countries is far beyond what is currently envisaged."

(4) That the largest requirement of international aid is for the poorest
countries which at present receive the least per head,

It is also probable that if all the underdeveloped countries of the world
with their 1600 million people had to achieve simultaneously a 2% increase in
income per head, an annual investment of somewhat less than 319 billion and
external aid of perhaps $5 - 6 billion might be required. It is probably not
possible, however, to secure either at present or even within the next few
years such an increase in real income per head. A considerable national and
international effort will be required not to allow the income per head among
the poorest of those countries to fall below even the present very low level,
and a preparatory period of several years during which only a slight increase
in income per head might be obtained will have to precede a later stage at
which a 2% increase in income might become pessible. It would be dangerous to
raise hopes which cannot be fulfilled as yet. The orders of magnitude of inter-

‘national aid proposed by the report are therefore unrealistic for a number of

reasons:

(1) Progress in economic development could not start in all the under-
developed areas simultaneously. At first, the technical absorptive capacity
would be very much below the amount which would secure an overall increase in
income of 2% per annum,

(ii) HNational incomes and actual investments in the underdeveloped areas
appear to us to be underestimated, While there is admittedly a vast margin of
error in all such estimates, we would put national incomes at 3125 billion
(instead of $96.6 billion) and sctual investments at $7 billion (instead of
$5.2 billion),

(iii) 1If investments in underdeveloped areas, financed both by national
and external resources, were increased, a higher proportion of the increased
national income could be siphoned off into domestic savings, Even if extermal
assistance could reach a high level for some years, the need for it would lator
fall off gradually. It is not necessary that it ghould be maintained at its
maximum level forever.



-8_

(iv) Even if the technical absorptive cepacity were much higher than
it actually is, and even if progress in development could start everywhere
simultaneously, it may be doubtful whether the proposed amounts of external
assistance could be obtained. To present exaggerated claims may, in practice,
only compromise more reasonable claims which might be realized.

(v) We have to admit therefore that for the next decade at least it
would be impossible to sacure an annual increase in income of 2% in all the
underdeveloped areas of the world, notably in Asia. Without a large-scale

~ developmental action, income per head in Asia would fall because of the

inerease in population. The immediate task therefore is to insure that income
per head in Asia should not fall and even this tasgk will require energetic
development action. It would be no mean achievement if income per head were
to rise slightly, by say 0.5 to 1% per annum,

(vi) The problem of coordination between grants and loans has not been

treated in the report. There is no link between the grant recommendation and
the lending recommendation.

B. THE MUTUAL SECURITY PROGRAM

Presi% t Truman's Message on Foreign Aid transmitted to the Congress on
May 24, 1951=/ proposes that the total funds required under the Mutual Seeurity
Program be divided as follows:

Mutual Security Program 1952

(in millions)

Economig Military
Europe $ 1650 B 5240
Middle East and Northern Africa 125 415
Asia : 375 555
Latin America 22 40
Administrative Expenses - p—

$ 2250 $ 6250

See also: The iMutual Security Program for Fiscal Year 1952, Basic Data
Supplied by the Executive Branch, Washington, Government Printing 0°fice,
June 1951.
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Economic aid for Europe includes the economic aid for Greece and Turkey. The
Middle East and Northern Africa category includes Iran, the Arab States,
Israel and the three independent African countries: Liberia, Libya and
Ethiopia. Asia "includes countries of the free world from Afghanistan to
Korea inclusive." It includes South Asia (India, Pakistan, Afghanistan,
Ceylon, Nepal); South-East Asia (Thailand, Burma, the Associated States of
Indo-china and Indonesia); the Philippines; Formosa; and Korea, Japan "is
not included in this program since its needs are met in other ways," For con-
venience, the estimated requirement for administrative expenses for the entire
program (i.e., both Economic and Military) is shown as a single figure under
economic aid. It is recommended in addition that the lending authority of the
Export-Import Bank be increased by $1 billion for loans for economic develon-
ment purposes as well as for expansion of strategic and other essential mate-

rials,

No details of proposed allocations to single countries have as yst been
released. $1.65 billion of economic aid is earmarked for Europe. # fraction
of this will help develop Europs's underdeveloped dependent overseas terri-
tories, The bulk of development aid will be provided out of the remaining
$600 million., Administrative expenses will take $78 million of it and $112.5
million is going to the U,N. Korean Reconstruction Agency. In addition, help
to Formosa, the greater part of Indo-china's share, and the care of Arab
refugees from Palestine are primarily "emergency cases" rather than "develobment
grants." Thus on the incomplete information available to datg it appears that
the Gray Committee Report's recommendation of 500 million a year in grants for
development and technical assistance is to be implemented only to the extent of
around $200 million, There have been some criticisms on this count. (cee:
Point Nought four, The Economist, June 2, 1951.) On the other hand President
Truman's message contains a forecast of a broader program to come; "If peace
could be made secure, the American people would be glad to invest a part of
the regources we must now allocate to defense to a large-scale program of
world-wide economic development ... With such a prograa, we could, in coopera-
tion with other peoples inaugurate the most hopeful amd fruitful period of
peaceful development the world has ever seen.,"

C. AGENDA FOR DISCUSSION

The management proposes that the discussion at the meeting of the
Executive Directors on the three reports might best revolve around the follow-

ing points:

(1) Would a program of foreign grants for development purposes be a
desirable supplement to the loan and technical asgsistance programs presently

in effect? If so:
(a) What should be the order of magnitude of the grants?

(b) Should the grants be administered by national or international
agencies?
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(¢) Would the proposed International Development Authority, operating
through a management contrect with the Bank, be a desirable
mechanism for the administration of grants?

(2) 1Is there a need for an institution such as the International Finanece
Corporation and, if so, should the Bank be willing to operate such an institu-~
tion as an affiliate?

(3) Should the Bank representatives at the forthcoming ECOSOC discusslior
of the Report of the United Nations Experts take any position on behalf of the
Bank as an institution and, if so, what should that position be?

D. THE VIENS OF MANAGEMENT

The views of the management on the points listed above may be summarized
as follows:

(1) The management has already expressed the view (see statement of
Mr. Black before the ECOSOC meeting at 3antiago and statement of lMr. Demuth
before the Economic, Employment and Development Commission in New York) that
the development task is urgent and that, in some countries, the rate of
development cannot be accelerated substantially if the only external capital
they receive is in the form of loans which have a reasonable prospect of repay-
ment, If additional assistance is to be given to these countries, the manage-
ment believes that it should be in the form of grants rather than in the form
of quasi-loans and that the grants should preferably be administered through
international chennels. The management recognizes, however, that the decision
whether to meske grants available for this purpose is one which only the more
advanced countries can make in the light of their own national policies, re-
gsources and the totality of their commitments,

(2) The management has neither expressed nor formulated a view on the
question of the order of megnitude of a grant program., It does believe, howeve:
that if any grant program is undertaken, it should be sizable enough to maske a
subgtantial contribution to improving standards of living and should have some
assurance of continuity so that the legitimate hopes that will be aroused may
not be disappointed.

(3) So far as the management can aseertein, there is no real likelihood
of any decision being made in the near future that such grants as may be made
available for development will be administered through international channels,
Should a decision to that effect be reached, however, the management believes
that the proposal for the establishment of an International Development
Authority, which would ect through a menagement contract with the International
Bank, would be an appropriate and probably the most effective mechanism for
administration of the grants. The members of the International Development
Authority, who would presumably be government vepresentatives,would determine
the general principles under which grants are to be made, the countries which
are to receive grants, and, after considering the International Bank's recom~
mendations, the amounts which are to be allocated to different countries. In
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effect, therefore, these government representatives, acting as the Authority,
would make the basic political decisions. The role of the Bank would be (a) to
b recommend, on the basis of economic considerations, the amount of extermal aid
. which any particular country could effectively utilize and an appropriate

i division of such aid as between loans and grants; (b) to prepare, in consulta-
tion with the authorities of the underdeveloped countries, progranms of inveat-
ment involving use of local resources as well as foreign loans and grants;

(e) to suggest what conditions, if any, it believes should be imposed upon the
provision of external aid to any particular country; and' (d) to assume full
responsibility for supervising the actual administration of the grants, The
management faels that, if such a role were assigned to the Bank, it would go

@ long way toward solving the problem of coordinating various forms of aid from
different national and international sources. It should be pointed out, however.
that the proper performance of such a role would require a substantial enlarge~
manf of the Bank's staff, particularly in connection with its operations in the
field.

(4) The management has expressed itself as in favor of the proposel for
the establishment of an International Finanecs Corporation to make equity invest-
ments and loans to private enterprige without governmental guarantee and believes
that, if such an institution is ereated, it could most effectively be operated
as an affiliate or subsidiary of the International Bank,

(5) The management proposes to instruct its representatives at the forth-
coming ECOSOC meeting to take the same line concerning the Report of the United
Nations Experts as was taken on behalf of the management before the Economic,
Employment and Development Commission. If the Directors wish to adopt this
position as that of the Bank, the representatives will be instructed to speak

accordingly,

(6) The Economie, Employment and Development Commission has recommended
to ECOSOC that it should invite the Bank "to consider and to report to the
Council whether an International Finance Corporation could make significant
additional contributions to economic development, over and above those that
can be made by existing organizations, through assisting in the financing of
productive private enterprise in underdeveloped countries, either through loans
without government guarantee, through purchase of stock, or otherwise, and if
80, to make recommendations with regard to the powers, functions, organizction
and methods of operation of such an institution," The management recommuends that
the Executive Directors authorize the Bank representatives to indicate to ECNSOC
that, if such an invitation by the Council is extended, it would be accepted by

the Bank,
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C. AGENDA FOR DISCUSSION

The management proposes that the discussion at the meeting
of the Executive Directors on the three reports might best
revolve around the following points:

(1) Would a program of foreign grants for development

purposes be a desirable supplement to the loan and tech-

nical assistance programs presently in effect? If so:

(a) What should be the order of magnitude of
the grants?

(b) Should the grants be administered by national
or international agencies?

(¢) Would the proposed International Development
Authority, operating through a management con-
tract with the Bank, be a desirable mechanism
for the administration of grants?

(2) 1Is there a need for an institution such as the Inter-

national Finance Corporatiom and, if so, should the Bank

be willing to operate such an institution as an affiliate?

(3) Should the Bank representatives at the forthcoming

ECOSOC discussion of the Report of the United Nations

Experts take any position on behalf of the Bank as an

institution and, if so, what should that position be?

D. IHE VIEWS OF MANAGEMENT

The views of the management on the points listed above may

be summarized as follows?
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(1) The management has already expressed the view (see
statement of Mr. Black before the ECOSOC meeting at
Santiago and statement of Mr. Demuth before the Economic,
Employment and Development Commission in New York) that

the development task 1s urgent and that, in some countries,
the rate of development cannot be accelerated substantially
if the only external capital they receive is in the form
of loans which have a reasonable prospect of repayment,

If additional assistance is to be given to these countries,
the management believes that it should be in the form of
grants rather than in the form of quasi-loans and that the
grants should preferably be administered through interna-
tional channels. The management recognizes, however, that
the decision whether to make grants available for this
purpose is one which only the more advanced countries can
make in the light of their own national policies, resources
and the totality of their commitments. .

(2) The management has neither expressed nor formulated

a view on the question of the order of magnitude of a
grant program., It does believe, however, that if any
grant program is undertaken, it should be sizable enough
to make a substantial contribution to improving standards
of living and should have some assurance of continuity so
that the legitimate hopes that will be aroused may not be
disappointed.

(3) So far as the management can ascertain, there is no
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real likelihood of any decision being made in the near
future that such grants as may be made available for
development will be administered through international
channels, Should a decision to that effect be reached,
however, the management believes that the proposal for

the establishment of an International Development
Authority, which would act through a management contract
with the International Bank, would be an appropriate and
probably the most effective mechanism for administration
of the grants. The members of the International Develop-
ment Authority, who would presumably be government
representatives would decide the general principles under
which grants are to be made, the countries which are to
receive grants, and the amounts which are to be allocated
to different countries. In effect, therefore, these
government representatives, acting as the Authority, would
make the basic political decisions., The role of the Bank
would be (a) to recommend, on the basis of economic
considerations, the amount of external aid which any parti-
cular country could effectively utilize and an appropriate
division of such aid as between loans and grants; (b) to
prepare, in consultation with the authorities of the under-
developed countries, programs of investment involving use
of local resources as well as foreign loans and grants;
(e¢) to suggest what conditions, if any, it believes should

be imposed upon the provision of external aid to any
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particular country; and (d) to assume full responsibility
for supervising the actual administration of the grants.

The management feels that, if such a role were assigned to
the Bank, it would go a long way toward solving the problem
of coordinating various forms of aid from different national
and international sources. It should be pointed out, how-
ever, that the proper performance of such a role would
require a substantial enlargement of the Bank's staff,
particularly in connection with its operations in the field.
(%) The management has expressed itself as in favor of the
proposal for the establishment of an International Finance
Corporation to make equity investments and loans to private
enterprise without governmental guarantee and believes that,

if such an institution is created, it could most effectively

be operated as an affiliate or subsidiary of the International

Bank,

(5) The management proposes to instruct its representatives
at the forthcoming ECOSOC meeting to take the same line
concerning the Report of the United Nations Experts as was
taken on behalf of the management before the Economic,
Employment and Development Commission, If the Directors
wish to adopt this position as that of the Bank, the
representatives will be instructed to speak accordingly.
(6) The Economic, Employment and Development Commission
has recommended to ECOSOC that it should invite the Bank
"to consider and to report to the Council whether an
International Finance Corporation could make significant

additional contributions to economic development, over
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and above those that can be made by existing organizations,
through assisting in the financing of productive private enter-
prise in underdeveloped countries, either through loans without
government guarantee, through purchase of stock, or otherwise,
and if so, to make recommendations with regard to the powers,
functions, organization and methods of operation of such an
institution." The management recommends that the Executive
Directors authorize the Bank representatives to indicate to
ECOSOC that, if such an invitation by the Council is extended,
it would be accepted by the Bank.
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There seems to de general agreement both in the theoretiecal explana-

tion of the prodlems of development in poor countries and in the prineiples

of international aid recommended to promote the economic development of

these countries. During the last year at least five documents have dealt

with the problem, They are:

_ (1) e oray Committes Report 1/

~(2) The Golombo Plan y -
(3) The Roekefeller Report 3/

(&) The UK. Experts Report on Development 4/

(5) President Trumen's Messsse on Foreign Ald §/

EeYe «

©

Report to the President on Foreign Hconomie Poliey, Washington, D.0.
NHovember 1950 - reported to the Board in Staff Paper R-393, November 29,
1950,

The Colombo Plan - reported to the Board in Secretary's Memorsndum Yo.
665, May 11, 1951,

"Partners in Progress” - report to the Fresident by the International
Development Advisory Beard, March 1951.

Measures for the Neconomie Development of Underdeveloped Countries -~
revort by a growp of experts sppointed hy the Seeretary-Ceneral of the
United Nations, Yew York, May 1951, See also FReport of the Feonomie,
wl and Development Commission, V.XN,, R/2006 B/C¥,1/86, June 7,
1” -

The Matual Security Program - messaze on Foreign Ald transmitted by the
President to the Congress on May 24, 1951; and the Mutual Security
Program for Fiscal Year 1952 - dasiec data supplied by the Executive
Branch provided for the use of iouse Committee on Forelgn Affairs and
Senate Committee on Foreign Relations, Washington, D.0,, Government
Printing Office, June 1951.



All these reports agree

(1) Zhat it is the ¥eatern world's concern and interest to help in

Wbt et
ihe develovment of sy countries. Development ir o slow procees, however,

and raising of the low standards of living is not possible in less then a
decade or even perhaps o generation. To achieve thias, the efforts of the
underdeveloped countriee themselves must be substantially increased snd thie
is possidble only if nev spirit and drive are aroused in those countries.
Gonsiderably angmented international acsistance might schieve such & result
if 1% cucceeds in mobilizing faith and hope in a better future in poor
countries. This paychologleal effect cannot be achieved, however, Yy
piecemesal, small aid programe dut only hy a sudbstantial smount of assist-
ance and a definite expectation that it will continue over a number of
years. The amount of aid must be (a) large enough to make an impect on
the rate of progress in underdeveloped countries #ufficient to raise their
hopes and galvenime their efforts, (1) within the technical adsorptive
capacity of the underdeveloped countries, and (@) within the capacity of

advanced countries to provide without etraining their economies.

(2) Grants must supplement the sid in the form of losns. Visely-used
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grants vill not only raise investment, they will also imerease a poor
country's ereditworthiness and thereby increase the amount of losns vhich

can be made. Sound grants inecresse the scope for sound loans. It may de

noted in this connection that preeticmily 2ll the reports propose a clean
division detveen grants and loans without having recourse to an inter-
mediate instrument of "fuzsy loans” or disguised grants in the form of

very long-term loans of 60 or 99 years st a very lov rate of interest, or
e ok

long-term loans at-a 0f Fate of iiiterest. Such a possidility is envisaged
: ‘,Jm ,;.a(;.p.g (=

only in some proposals presented at the Sixth Session of the Reonomie,

Employment and Development Commission of the U.N, (p. 32 of the Report
of the Zeonemie, Hmployment and Development Commission, “conomig and Social

Couneil, E/2006 %/0N.1/86).

(3) Zechnicel assistance will achieve much more if it is Jmown that
adeguate funds are avallsble for subseguent investment. A great deal is

et e 4

schieved even-in the munt forn of-aid but conbined operations ma&,«f ) Pc-ffa.,((

increased internal effort, technical aseietance;” grante and foreisgn hﬂu.
. ﬁ,r ¥ ﬂ(ét Py ‘”1{/{‘-' t“’ o

5 %o amount to a difference An—ikind. //*"f”“‘-r




grants, loans and technical assi-tance may gradually create conditions for ., 4
a greater flow of private investment at a later stage.
(5)
(technicel assistence, grante, loans, eto.) should be provided.
() et Hon ilinia kel feggratimy s
“ m :

}ﬂu e b t.f 2 ‘I./\.L L c’if s W J dﬂ. te ¥ Lerue ') S fees F‘r
f".{.« L4 b o W

for success in develoument. uuuisa mﬁxnnnrmmcum

freguently unpopular measures which are nececsary for the n\luuﬂa of

|" - P = .-'.', " - _', | -ﬂl -{‘..,;‘__.‘,,..;._’.

domestic development effort, outeide assistanceshould-mot de given, . . .

IT. Differences between the Renorts

¥hile there is gemeral sgreement on the basie prineiples of imter- <<~ </ a?
national aid for the development of underdeveloped countries, there are
naturally differences of emphasis Detween the various reports, The Gray
Committee Report, perimpy #¥111 the most balimeed ulleround-secount of-the
subject, frankly confines itself to a discussion of what is to be done

without examining concretely how it 1s to be done. The Nockefeller Report,

I
nm.n.rm.puummw--mumpusf“”

ol [ Ah.h‘l vley

Q) ad }1_._.:‘};_.,., l:-.M a “,‘
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for-that-—reuson, Ferhaps tha veakeat of all 6B the mnalyticul -etde. tt ie

Loce dgain: setnf e e o ptmaniaid @ lion @ 4 &,
the only report, Jeswwer, mmauum mm—x,u Jed
to-provide for better coordination and administration of ail-msbtommd, U.S,
and international setivity in the development field.
All three reports (Oray, Rockefeller and U,N, Experts) deal at
considerable length with prodleme which can be solved enly by action of

the underdeveloped countries themselves. The dulk of the U, N, Nxperts

Report, both in terms of length and emphasis, deals with this phase of the

All three reports emphasize the need for an inereased flow of external
sseistance. The Uray Committee Report recommended 5500 million snnually in

grants and technical assistance. This figure was repeated Wy the Rockefeller
mﬁaﬂﬁ
FReport. The U.N. Experts Report speaks ol’(nim a flow of grant funds

e&&.u&{” el

of 53 bdillion anmuslly.

A Al U4
Sor international (IBRD) and governmentel (Sxport-lmport Bank) dollar

loans, the Orsy and Rockefeller Heports mention s figure of $600-800 millien

Wt K /ﬁe dhowatd dut ,r-'fa\
annually, The U.N, Experts Report mentions only

./11-‘(/'/& - fﬁ:{ N e N Ot ) £,

nutod’ﬂunhnwmvtm.“-hm
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In appraising the prospects for and the effectes of positive messures

s.
| hnumamhumuofpluhmm.mlnhmm
£ dedte! Ggn..,

is much more optimistic than the Gray Report. The Gray Report envissged
A8t more than §500 million per anmum while the Rockefeller Report cites a
“figare of §2 billion per annum, According to the Roekefeller Report, s

P RUE-H49 auea
e YT p/d
doubling of the present flow of $1 umn hm feasidle vhereas

A s

l mmmunuhmmmﬁummwm

\ - 4 i
Vi F pf Co =i SOG4 D (4 i a8 r"-"(‘_;

WMWM m\nmﬂmwu

/f.—m\\xwwm.w&l!m that the Gray Report did not support some

’ \
\ q/,--"‘LL ' of the measures, including "tax premiums on investment abroad”, proposed

| W the Reskfeller Report. The U.N. fxperts Report doss net mentien o
speeifiec figure but appears to be no more optimistic than the Gray Report.
| mtuumfhmmumotm-uw{luot“
resources to the underdeveloped areas. The Rockefeller Report appe-rs to
Justify ite stand primarily on the eritical shortage of basie rav materiale
‘ which can be met Wy development in the underdeveloped areas. The U, ¥,

'[ Experte Report emphasizes the neede of the underdeveloped countries as

! such to a much greater extent. ail
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Heither the U.XN. Experts Report mor the Rockefeller Report attempt to
appralse to vhat extent the capacity of the underdeveloped countries to support

econonic development out of their own resources has deen ineressed in the
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xn.?-hé’j“ww ﬁn‘ and the U, Bxperta Benort

j).The Oray Committce Report has been summarised in the Staff Paper R-393,
distributed November 29, 1950. Iif6 Sumaries of the Rockefeller Report and
the U,N, Experts Report are given herewith,

The Rockefeller Report makes the following recommendstions:

(1) Establishment of a mew U.3. agency, the Qversess Fconomic Ad-
/. W"’Mj‘,r—s‘
mﬂ“umumwmmnmm

Bl
elaaole Le Pl' b 2 ad PO huns ¢ Jatet 0,
M pom 2 it “’//ﬁl qu’lhf#m
The Overseas Feonomic Administration mymm.ﬁ- W %0
GhasBe
7o Ky o A

nmmu.rmmw,mmtwmdm
disiadod ba. arn

Affairs, T

to-burope _or for militery.aid-elsewhere. It is apparently contemplated that
Lazz%'

if the Internatiomal Development Authority (see sub, 2) is establisked, the ﬁcwdt-
G W{Dﬂ:ot(p»aho & Kol Qolher :‘, e d W m:/
mWWMMMﬁ&M(Mh%ﬁ in such
edan or s{t}(z) o ovesdesr fmﬁ;i taa ]
broad social as health, dmthn, sanitation, ete iy "
k_ /u st Fesn Aot I:_ y/ 1 e e. L A ’Ei { /Ié‘:’leﬁr,[’r'}"j

0 a,éA.&"M ———
N
oh M /

_%_A

/.«“’“ Arad Hon Odfd—tt‘f‘h«-‘fo"rm i A liaidis dind tatannBing
2

) Creation of a new internstionsl sgency, the Laternstional Dévelop-



Mumum;mﬁ—smuum:m
Bank. Funds are to be contributed by all participating countries im pro-
portion to their capital subseription to the Internationsl Benk, The comtri-
%hﬁﬁ;mmm&&m which sum 1s to be
transferred from the appropriation of the Overseas Economie idministration
1f the new Authority should begin its operstions during the fiseal year 1951-52.
The funds of the Authority are contemplated as grants in the field of publie
vorks,

TMWMJ»RM'MM#M assistance
should provide for some measures of cooperative local finaneing” is inter-
preted to mean that in no case should the Development Authority make grants

i

covering the mmdwmjut./; Mntmerlmd/

grant financing of a development slopment _m_mv; as & vhole 1s distorted by asserting

—

ﬁt@mjﬁs“ﬂbﬂohmﬁﬁ___hﬁamdthm

ssary M‘nt loan basis."” u‘ un suceess vere achieved in the coerdi-

-

nation of the

measures would not be required. Mmmwmmmmu
e

\\
ummuumnmmmﬁqypmm-
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were to fail, It is remarkable that the report, which had previously stressed
the need for fully coordinated programs in each country should, by emphasising

the individual project approach, elevate certain public relation aspects of

o

3 A, ¥

financing operations to the status of first principles, k
(3) Creation of an International Finance gw-““",ﬁ;‘;'
of the International Bank, to be financed through subseription by the partisi-
pating govermments to non-voting stock up to the equivalent of $400 million,
ho e mzi;,

The Corporation would be authoriged to make equity investment and loans to

private borrowers without govermment guarantees. United States subseription

of $150 million is proposed, with one-third actually paid in, the balance

: Ch e L g 1 _u"dt ! '
subject to call § 4 " 1e ¢exle m/ Ler (8 1a
.
(4) The Rockefeller ml&,ﬁ;\ : -
) i . Bt S Loae Eq5stn g
f .(L{A,.Lf lée hetd foe v _ U,
/(mm investment &lﬂn hnﬁul ¢ 4

foreign investment and insurance against transfer risks, the latter to be

undervritten by the Export-Import Bank wp to an amount of $100 million,

Goordination
mmmuwmﬂ-mam

development assistance and on the preparation of a comprehensive development
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program for every country. The preparation of these programs is-to be the

responsibility of Joint Commissions which are to comsist of representatives

.rmmmmuﬁhmmmmm f!h—m‘

prava 08 W

)run.l.mwnwmmmnm—sw

—-—_____“‘“&‘1- T i

e —————— i

Underdeveloped Gountries” is divided into two major sections. The first deals
with domestic measures requiring action by the underdeveloped countries; the
Qo Mo wfoeicalt bof it
MMﬂﬁmmmwwWMm/l‘-
commendations of the report are much less shaded than the text and fail to
convey the subtleties of the analysis.
rhmmumm(ms-mmuﬂm-
of the problems of underdeveloped countries and a realistic and persuasive
statement of what the underdeveloped countries must do., The second part con-
tains an estimate of total investment and of external capital required to
raise by 2% the national inmcome per head in underdeveloped countries, For
that purpose, the experts assume: (a) an annual shift of 1% of the total

working population into industry requiring $2500 per head of worker employed,
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and amounting to §15 billion. This would raise the national income by 1%
per annum; (s)mmummmeuumnu'd

wrruld Lo invealie
mnnm-ummmmoum

mhm]‘%mqumd’mmﬂ
mmunmdn;fmm. With national income in-
mmwaﬁmmmmmwamm

fuac*‘“ﬁ altper—tuite [v e Lo bl ©f ,ﬂ;pwﬂﬁ.aw fant EALMRAS
rmmmmmuuommmamm

of these countries, mmuvmmuu.aunm-
that the gap would appear to be $14 billion, The possible increase in dom-

J«( Lt

estic savings could reduce this gap to §10 billion ( 80% of which would be
Jviq_.l.-b’z' ’{’ 0! Hoarr = },.uj(u-g )Yp‘“; N

mmnmuwammmuuuzduma. '

"It 1s in order to emphasize that, if these countries are to progress more

rapidly in the future than they have dome in the past or are doing at present,

the inflow of capital must be multiplied several-fold, that we have thought

it vorthwhile to give these estimates of the order of magnitude involved, We

do not ask that these figures be taken exactly. We wish only to emphasize

that the order of magnitude involved is well in excess of what is now gener-

ally believed, When members of the United Hations speak about rapidly in-
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munumm-orumormmmn.mm
realize that what they are talking about involves a transfer of several
billien dollars every year." (p. 79).

Such a magnitude is not, it is claimed, beyond the capacity of the de-
veloped countries, 2% of the natiomal income of Western Burope, Australia,
the United States and Canada would smount to #7 billion a year. They observe
that in the last five years, grants eand loans from the United States have

been running at over 3% of her national imcome and that in the peried 1905-1913

the United Kingdom exported capital equivalent to 7% of her national income,

Ralsing the inflow of capital into underdeveloped countries requires
PP I I e —— government lending and
grants-in-aid, With respect to private investment, the experts are generally
in sympathy with various designed to promote a large flow of

Vi oo ki of @ porafl At
private funds, Transfer guarantees, removal of double taxation, investment
treaties and an®International Finance Corporation to make equity investments
and to lend to private undertakings operating in underdeveloped countries"
to e gstablished by the Unlted Natipns, are cited in this comnection, In

general, bhowever, the experts are not optimistic as to the immediate pros-
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pects for a greatly increased volume of private investment. /iﬂtlnqutto

government lending, the experts commend the operations of the Export-Import

Bank and recommend similar institutions to the other developed countries.

The International Bank is regarded by the experts as having failed to meet

the "ghallenge of the circumstances,” A rate of lending below $300 million
o )

a year is viewed __MmﬂMMMhﬁl

Bank to set for itself s target, which should be reached within five years,

a.mamummmumunm;

G 'uxt(thmm)m-uofmmm
the whole question of the proper international organisation for the provision
of adequate amounts of loan capital to the underdeveloped countries should be
reviewved by the United Nationa."

I L

MWMMWMI.W“M'U““
muthyAummuwu!mm#ﬂ. Much
more must be done in this field before the underdeveloped countries will be
in a position to absorb large amounts of loan capital, For this purpose, it

Alant

is recommended (recommendation 14): "the United Nations $9 establish an Inter-

national Development Authority to assist the underdeveloped countries in pre-
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paring, coordinating and implementing their programs of economic development;
to distribute to underdeveloped countries grants-in-aid for specific pur-
poses; to verify the proper utilization of such grants; and to study and re-
port on the progress of development programs.,” Grants increasing repidly

and reaching a level of about §3 billion a ysar should be given for (a) re-
search and education; (b) public health programs; (e¢) subsidization of medium-

and short-term form eredit; and (d) improvement of rural public works,

) o g U N e b sefnT

The estimate of total investment on foreign sssistance requirements made

in this report will be the subject of & separate paper to be presented shortly
to the Board, The main conclusion appears to be that the annual investment
‘5._\}
requirements of §19 billion is somewhat exaggerated even within the unreal-
isticallyy ambitious framework of the experts' assumptions and that the ex-
ternal gap may be the but ome-half of the experts' estimate of §10 billien,
The following comment may be made meanwhile, Eﬂmnﬂhwuﬂ
the basic theses of the report.

(1) That the essence and aim of economic development is an increase

in real income per head,
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(2) That a vast increase in investment in the underdeveloped countries
is required to achieve such an increase in real income.

(3) m!mue—mammmmm.m
transfer of capital that is required to raise rapidly the living standards of
underdeveloped countries is far beyond what is currently envisaged."

(4) That the largest requirement of international aid is for the poorest

2he 1
countries vhich at present receive least. ' - FY-5

ls;-_@-mmummmmmmumwu
with their 1600 million people had to achieve simultaneously a 2% increase in
income per head, an annual investment of somewhat less than $19 billion and
external aid of perhaps $5 - 6 billion might be required. Ithmﬂl!m
-
possible, m.u-musmnmmcmummm‘:—;—
t’nmnﬁntmhndtmnhﬂ. A considerable national
and international effort will be required not to allow the income per head
among the poorest of those countries to fall/éven\below the present very low
Ml)ﬂawmofmlmmmmumw
mnmwmmum{mmnm.mm

at vhich a 2% increase in income might become possible, It would be dangerous
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to raise hopee which cannot be fulfilled as yet, The orders of magnitude of
international aid proposed by the report are therefore unrealistic for a number

of reasons:
(1) Progress in economic development could mot start in all the under-

developed areass simultaneously., At first, the technieal absorptive ecapacity
el

muhmﬂhmmmtmmmu/ﬁ-u-hm
of 2% per annum,

(11) National incomes and actual investments in the underdeveloped areas
appear to us to be underestimated. Vhile there is admittedly a vast margin

of error in all such estimates, we would put national incomes at $125 billion

£

(instead of $96.6 billion) and actual imvestments at $8 billion (instead of $5.2

billion),
(111) If investments in underdeveloped areas, financed both by national

and external resources, were ineressed, a higher proportion of the increased

'3;/“'5""‘
Minmhdﬂlﬂoﬂmmm External assis-

Coanld N e ¢l 1. U,&: s H # 2
mmmmﬁoumwm}ﬂmwm

years, reach a high level for some years /ﬁ-nu.upa-m. It is

not necessary that it should be maintained at its maximum level forever,
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(1v) Even if the technical absorptive eapacity were much higher than
it sctually is, and even if progress in development could start everywhere
simaltaneously, it may be doubtful whether the proposed amounts of external
mmmum.ﬁommwmw.umu.
only compromise more reasonsble claims which might be realized,

(v) Ve have to admit therefore that for the next decade at least it
would be impossible to secure an annual increase in ineome of 2% in all the
underdeveloped areas of the world, notably in Asia, It would be no mean

rnabas canti . cho L
achiovement, hovever, to ssewre by & energetic development action,—4h&t in-

A
come per head in Asia should not fall, or evenfshould rise slightly by say

7%
0.5 to 995% per annum, Without a large-scale developmental action, income

per head in Asia would fall because of the inerease in population.

(vi) ruﬂnummmmmmmm

\‘\ \;L ‘ LT “" ,
treated in the report.’ bmﬁm«mmmmm

lending recommendation, is—mmte,
naauu‘mmmmmummm

countries' national income does not necessarily correspond to the increase

in their available resources. These countries had in the base year 1949 o
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balance of payments deficits amounting to §34 billion, Moreover, they would
ﬂﬂlthfﬂulthdﬁnmmMnMuofﬁ
their gain in income to additional investment. The prospects of adequate aid
for development, even if this aid were to flow in substantial smounts in only
muumm.m.m.mm@mmu
ummmmmm«wmg,a;mmumﬂ.m
additional investment in 1952, a-/g.x’h-mu-mmmpm
m«mmm‘,&.mmwmmmm
w.mwmﬁﬂ;mmummummma

international uunqé/u development, If the promise to proceed with

/
mmnm(,&.m.mmmumm.mpﬁ

/

for making this ald flov st a considerably reduced rate during the present

emergency Pﬁl’hl. e

President Truman's Message on Foreign Ald transmitted to the Congress
on May 24, 1mvmmmmm-mmwmm

Security Program be divided as follows:

See also: The Mutual Security Program for Flscal Year 1952, Basic
Data Supplied by the Executive Branch, Washington, Govermment Printing
0ffice, June 1951,

Vv



Furope $ 1650 § 5240
Middle Fast and Northern Africa 125 415
Asle 375 555
Latin America 22 40
Administrative Expenses o R

L9 Lon

Economic aid for Burope imeludes the ecomomic aid for Greece and Turkey., The
mmm-ummﬂ es Iran, the Arab States, Isreel and the
three independent African countries: Liberis, Libya and Ethiopla, Asia "in-
cludes comtries of the free world from Afghanistan to Korea inmclusive,” It
ineludes South Asia (India, Pakistan, Afghanistan, Ceylom, fFepal); South-East
Asia (Thailand, Burma, the Associated States of Indo-china and Indonesia); the
Philippines; Formosa; and Korea., Japan"is not included in this program since
its needs are met in other ways." For convenience, the estimated requirement

for administrative expenses for the entire progrem (ie: both Eeonomic and

Military) is shown as a single figure under economic aid, It is recommended

in addition that the lending authority of the Export-Import Bank be increased
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wnum-mlmmm.mm”muunuu
w«m.am.mmm.
thMMﬁMMMMM“N“
released. $1.65 billion of economic ald is earmarked for Burope. A fraction
of this will help develop Europe's underdeveloped dependent overseas terri-
tories. The bulk of development aid will be provided out of the remaining
$600 mi11ion, Administrative expenses will take $78 million of it and §112.5
million is going to the U.N. Kerean leconstruction Agency. In addition, help

htmn,thm’utorlmum.mwmofm

refugees from Palestine are admirable éi“‘—nmﬁm

cases” rather than "development grants.” The Gray Committee Report's recommend-

mamm.ﬁum-r«mmuwmm
mmumtmmum@a;}smm_"mmmﬁmﬁ
which Mr. Truman announced twenty-eight menths ago in his Inaugural Address
mmwﬂmwwmummm
with 1ittle more than fiwe phrases and lavish promises, This, in the present
atmosphere, is no doubt inevitable. ees The risk dust be taken of postponing

mmmmmlmmnmmmummmu



g0 emi>-that only the Communist cactus can flourish in it., But the pity is

that this neceseity is not openly faced; in the President’'s message there is
nlmhdtdt.ﬂhm“&twt“mmwﬂmm
money is being provided for them, ees The writing down of development grants
Mmay not be surprising; but it is unfortunate that the figures in the Fresi-
dent's message suggest that it has not been written down at all.” ... If #250
million vere transferred from the military program to bring the economic one
up to Mr, Oray's requirements, the immediate results might be impressive,

And those who were promised a bold, nev program in January, 1949, might begin
%o fecl that Point IV would one day become a reslity. wso (Point Nought Four,

The Feonomist, June 2, 1951).

mmssummwmymummm.uu-
cernible among other developed countries. It is idle to speculate whether
suspieion that they would not be followed by others hampers the U. 5, or
vhether the uncertainty about the U,S, stifles, for instance, the United King-
dom. Paith and hope have to be generated and mot only in the underdeveloped
1hn auir ok outlef te

m. Aot only to secure supplies of strategic materials but to build

the beginning of a world community, showld—be—the—wiw, The vhole Western world



should join President Truman's promise in his message: "If peace could be
made secure, the American people would be glad to invest a part of the re-
sources we must nov allocate to d efense to a large-scale progran of weorld-
wvide economic development .., With sueh a program, we could, in cooperation
wvith other peoples inaugurate the most hopeful and fruitful period of peace-
ful development the world has ever seen.”

C. PROBLEMS OF BANK POLICY

I. GCoordimation

(1) The problems imvolves in coordinsting nstional and imternational
development sctions has been preliminarily discussed in the Staff Paper on 4.
Gray Committes Report R-393, p. 12 £f. The case of complete coordination,
where all foreign economic aid is wholly or in large part imtegrated and
mw-mmwmdqunrm
of logle. It would be idle to discuss whether it is desirable — because
it is quite clear that this solution will not be adopted. There is indeed
a complete unanimity on this point among all parties concerned. The developed
(contributing) countries are against it because they do mot want to surrender

control of their aid funds; the underdeveloped receiving countries are against
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1t because they prefer to be sble to®ring several bells.” An all-embracing,
integrating International Development Authority is mot in sight. What sub-
stitutes for full coordinetion can be devised that will still effectively
promote development, reduce conflict between the several aid programs and
preserve the prineiple of international action in thedevelopment field?

(2) An internationsl coordinating comittee on the NAC pattern is not
a practical proposition. It would be/fecessarily)so complicated as to be
unable to act.

(3) The proposal to establish an International Bevelopment Authority
as an affiliate of the International Bank deserves, however, a closer exam-
instion. Duplication of effort involved in the ereation of any new inter-
national ageney could be avoided if the International Bank became a manage-
ment agent for administering a program of developmental grants, Two distinet

and
mum«mmmmymuh*

M)mu distinct types of preblems,

In the Lirgt case, the International Development Authority would

MW{LWD
which countries are to receive pnu)d accordingly

hMMﬂ-ﬂhMMMMMMU
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extended., These questions are in large part policy questions. For the very
same reasons for which mo countries are prepared to surrender control of their
aid funds, they will not be willing to transfer such decisions to an Inter-
national Development Authority managed by the International Bank.

A 4
# gegond cage, however, involves aa almost completely separate pro-
blem of determining, on the basis of economic considerations, a program by
vhich any given amount of grants to any country can be most effectively uti-

14zed so as to result in the greatest possible contribution to economic de-

velopment, There should be no conflict between the two kinds of problems

mmwmtorm;umm&n.mmmmmn

mmnmmtmgumumnormunnm. One means
of insuring maximum results from any given aid program could be the separat-
ing of responsibility for the decision of amount of aid to be given from the
economic task of programming that aid for maximm results.

The general opersting mechanism might be along the following linmes:
a government would indicete to the International Benk (the International

w2 cusanl r( : ‘-:‘..*—(f :zm
Development Authority) the possible order of magnitude of grant aid fer 3;-
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countries. The Bank would proceed to make an investigation of the economy
dmmuammum-mmpwmm
make effective use of grants, loans and the country's own resources. In some
cases, such an investigation might indicate that the total emount of develop-
mental activity which could effectively be underteken for the next year or
M,M\nuhmwmm'amnm.uhmm
which 1t could afford to service, In other cases, the sise of the proposed
grant might be either substantially smaller or substantially larger than the
amount which could be used efficiently within the time peried in question,

In some cases, the Bank might report that without internal changes and reforms,
nmdmnuludmﬂuhm“ﬂ“ﬂ“m
reforms grants could be merely wasted. On completion of this study, the Bank
mumsumﬂmuﬁmmum
country involved in order to dbtain to whatever extent possible an agreed pro-
gram, mnmmm.mwmuﬂnt
ltuthpm—tnm—hm&lm,“umm
Mﬂummmmmummmum

own Board of Directors, On the basis of this report -- which
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1n view of the need for i miseion and field studies might involve six to
twelve monthas -- the government or governments would then allocate grants

fovr-tho-Bankle-{ID4)-adnintetvatdon; on condition that the reciplent country

,.wm—“f—d’{aﬂ m—c.«_-t
Mﬂn“ﬁoiﬁuﬂm-“h-ﬂm

mmmiumwm.

Unless decisions of a govermment or goverrments were to be based so
mwummmuuwmum-mm
ness of the program impossible, the International Benk (IDA) would ecarry out
the control of disbursement and the supervision of achisvement of the de-

O e
velopment program in the same manner that it now
eomplotion—of the vrojects which it finances from its own funds, In the
mammmmawmmam,mu
muumtummmmmmm
MMnthMmdtthuwn
u.mmmnrutmumumm

The carrying-out of such programming functions would faoilitste the

m-.mumormﬁummu.momﬂot

international action in the development field,
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(4) The pregraming functions of the International Bamk (IDA) de-

v
muuwpmmmumum#m
im-um-rummmnmnmawmw
tance, grants and loans. The International Pank's relation to the Fxport-
Import Bank's sctivities in the development fileld is one part of this whole

o™
problen, If a development plan is satisfactorily worked out and agreed with
T
the govermment of the country concerned, as well as,all the agencies oper-

ating in the development field, funds from different sources may be fitted

satisfactorily inte the program. If the International Bank had all the means
required for a development action on a sufficient secale, the Export-Import
Bank's separate lending for this purpose might be superfluous. It could,
however, most usefully supplement international capital movements by lending
(a) %o non-member states of the Bank, (b) for purposes of obtaining stra-
tegle and other essential materials which are of a high priority for the
United States but nmot mecessarily of an equally high »riority for the de-
wl”“du“ﬁnamw,y(e)uﬂmnnﬂusmm
und shouka nok viow the sirategle imteresta of he imited Siates or of

the North Atlantic Pact nations as a determining means. On the other
hand, experience has likewise demonstrated the desirability of the

nmhmcfmuhﬂnluor‘uud interest
to the United States and its Allies." (Organizing U.5, Govermment
for Foreign Ecomomic Operations - a statement of the NPA (National
Plamning Association) Steering Committee, Washingten, D.C. June 18, 1951)



arm of the United iStates Govermment whensver special laterests of the United
States are involved.

Meanwhile, however, there has been a feeling in e United “tates Govern~
mwmmmu«uuw:f&-wmmm
International Bank should be so arranged as to become a complementary rather
than competitive. This is agreed. As a means of achieving ths goal of com~
Mwmmmmmmu.mnmu
countries whose creditwerthiness is not a limiting factor member—sountries
should comsider the Iaternational BSank as & Dank of first recourse except
for those projects which have peculiar strstegic material aspects.

(5) If the form of coordinstion described ia paragraph (3) were not
nﬁﬂ.m&mdhm,mﬂumuthmn
might still strengthen the liaison between the differemt egencies acting in
a country. In practice, this occurs already, Ia some cases, the Sank takes
the lead in coordination, in other cases, 1t sgrees with taking part in pro-
grams initiated by other agemcies. In the case of Hpgoslavia, for instance,
the Bank took the lead in suggesting a development program. In the case of

Brasil, it follows the zction of a Joint American-Brasilian Commission and

W
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may, if its proposals are sound, take part in the financing of one part of
such a program. In genmeral, it seems that the division of responsibility

on functional lines (health, education, public workd, agriculture, ete.) is
not conducive to the elaboration of a coordinated development program. A
division of responsibility on regiona] lines, howevar, whereby one sgency takes
the lead in one country -~ perhaps a country where the agency contributes the
greater part of external assistance —- and another agenecy in another country,
may yleld good results, The forme and the degrees of coordination vary and
may be undoubtedly improved with greater experience in this field,

(6) Bilateral joint development commissions depend very largely on the
type of person leading them and the efficiency of their staffs. In gemeral,
they can achieve less than an international agency could., An international
agency can be more exacting than any mational government could possibly be,
Under an international flag, it may demand and obtain more, One has to beware
orummumm.m,ﬂzammmmhmg

L
enemy of the good, 7
II. Eroblems of the Bank's organization and volicy.

(1) The need for coordination in the development field is stressed, as
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we asav, in all the Reports and a satisfactory solution of this problem is
sometimes implied or taken for granted. The™utual Seouwrity Profgram for
Fiscal Year 1952" of the House Committee on Foreign Affairs and the Senate
Committee on Foreign "elations states, for instance: "“Account has been taken
of the fact that the resources of these Banks (Export-Import Bank and the
International Bank) will be available in the region and will provide means
of finaneing for certain major undertakings."” The report deals briefly with
RS- DU TRp————
Export-Import Bank and the International Bank loans but contains no speeific
proposal for coordination. In fact, it might appear from the way the report
is phrased that there is no problem of coordinstion since it states that
grant and loan progrems are all worked out in close consultation to make
sure that there is a proper balance between loane and grants, In a slmilar
vay, President Truman's message on Foreign Ald states that the agencies are
to "work very closely with the Export-Import Bank and the International Bank
in schieving a proper integration between loan and grant programs.” In the
section devoted to Asia and the Pacific, the following two paragraphs also

imply that the problem of coordination has been solved.
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"In preparing these recommendations for economic aid, projeets which
should be financed by loans have been excluded. The investment of private
#N“MMMWIWMNIMM
Development and the Export-Import Bank will play an important part in the
economic progress of Asia, as in other parts of the world. |

In the administration of this progrem, loans, grants and technical
assistance will be meshed together with the plans and efforts of each of
the recipient countries for the development of its own resources. Only in
this manner can the various kinds of outside aid available to an Asian

country be used most effectively and without duplication or overlapping."
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(2) While there seems to be no clear realisationof problems invalved

in coordination, the Bank's own strategic thinking and its tactical work may
well be diseussed in this comnection. If the Bank is to take a leading part
in elaborating development programs for various countries — it will have to
know -~ or to say ~- how much it will be able to lend to each country eon-
cerned. BSuch estimates must necessarily be based on a series of alternative
muummmmdwm.mmm
umm,mmmmume
mm.mummvmuwuuorm

assistance,

i Final deterninetion of mﬁ.nuz’:t;@’m-t a late

y mpmmrmﬂm-m.uﬂuumm

can be made in advance, mmn.m.rmuumtumc
been made,- for instance, uﬁmmmwumm
ations were to be accepted.

Should such estimates, wideh are not to be confused with the opening of
1ine of credit, be communicated to the countries concerned? Many dangers of

ummom.mthm-wmﬁaw}v
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the dravbacks. To announce what share the Bank might be able to take in
the finaneing of development programs under various assumptions might stimu-
late both the elaboration of the plan and its spelling out in the form of

projects. The ultimate decision will depend on the program as a whole but

loans will(only Be made and dlsbursed)vhen the projects which constitute a

Aaner leans
plan wili=be satisfectorily vorked out., Once it is known that the Bank is
prepared to finance a part of a development program, the need to present
satisfactory projects may be more keenly felt and the blame for delays may
be more clearly placed,

(3) To say what part the Bank may be prepared to take in a country's
development program will be necessary but it will not be easy. An organ-
ization and vorkload similar to that of the International Development Authority
ss—s-programing-sgemy ( C. 1. (3)) would be required, quite irrespectively
of whether such an institution is formally established. The Bank would have
to proceed further on the road of giving ite own technical assistance —m—idc
e e e e, v oy Vhanc b ahse
tn-fact an "Investment” - or "Development Autiwrity." Field missions, perhaps

some permament regional officers or offices and a still more direet continuous
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contact with the development countries would become necessary. Better co-
ordination of technical assistance may only be possible if the Bank increases
still further its activity and its expenditure in this field.

Whether, when and to what extent such steps should be taken by the Bank
may have to be discussed soon, '&‘/mumnmm«mm
Policy are taken by Member States Governments.

III. The Rockefeller Report proposed the establisiment of an International
Finance Corporation as an affiliate of the Imternational Bank (page 7, III, 1),
The U.S. Council of the International Chamber of Commerce in a policy
statement on the Rockefeller Report under the title "Business and Inter-
national Economic Development”, New York, May 23, 1951, supports the Rocke-
feller Report's proposal for an International Finance Corporation, "with the
following qualifications: first, the Corporation should be set up as an

entirely private organisation, capitalized with private funds, Only if
tmmvuupuuﬁbhwnhomunmmwdm
International Bank financed by subseriptions from governments; secondly, the
Corporation, in common with all governmental organizations, should not be

authorised to acquire ownership rights even though non-voting, in business
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and enterprises. The Corporation should be limited to making loans to pri-
vate enterprise and, as recommended by the Board, government guarantees
should not be required for this purpose.

The U.N, Experts Report makes a similar recommendation (No, 16) im
which, however, the Imternational Finance Corporation should be established

Ol
by the United Nations,(not as an affiliate of the International Bank, The

Economic Fmployment and Development Commission Report (paragraph 29) "re-
conmends that the Economic and Social Council invite governments to give
further consideration to this recommendation and, in addition, invite the
International Bank for Reconstruction and Development to consider and to
report to the Council whether an International Finance Corporation could
make significant additional contributions to ecomomic development, over and
above those that cannot be made by existing organizations, through assisting
in the financing of productive private enterprise in underdeveloped countries,
either through loans without govermment guarantee, through purchase of stock,
or otherwise, and if so, to make recommendations with regard to the povers,
functions, organization and methods of operation of such an institution,”

Thp&lﬂiﬂdﬂh%ﬂlﬂmmumwm.



pected in thio field than in other flelds. It appears probable, however,

that the establishment of an International Finance Corporation may make some
significant comtribution in the development field. It is proposed, therefore,
1 the Board consents, that the Bank dws delegates at the FSOSOC meeting should
uwuwmmmumxmm, if 1t is
made, um.mum-ﬁgmum.

The International Bank wes also invited by the resolution 342 (XII)
mnmmmuﬁuwmmuﬂtwmmm
subject of the financing of economic development for consideration at the
Thirteenth Session of the ECOS0C. The management proposes not to present
mm.m-nm-mmmmmmm
mwmummdmmammumw
the recent "U,N. Experts Report,” its discussion at the last meeting of the
M.wunmmmmmmmmq

from the meeting. The views of the management and staff of the Bank
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were expressed by the Bank's representative at the meeting of the Commission
on May 17, 1951, The Executive Directors Somrd may vish to authorize mx the
Bank's delegates at the "80S0C meeting to make a similar statement in the

uammmy

1/ A letter from My, Eugene R, Black to Mr. A.D.K, Oven on this subject is
attached,
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The immediate question posed by the three reports is whether

the Bank should take sny position on the propesals therein cone
tained and what that position should bde,

Resolution No, 2 (XII) adopted at the twelfth sessdion of
the ECOS0C invited the Bank to submit proposals on the subjeet
ofﬁMdMMﬁfmemﬁMaﬁ
the thirteenth session of ECO30C to be held at Geneva in
« The President has informed EC030CH that the
Bank does not wish formally to present detalled speeifiec proe
posals on the subject, that the views of the menagement and
staff vere expressed by the Bank's representative at the May 17
meeting of the Fconomiec, fmployment and Development Commisslong
and that the Executive Directors have not taken any position
on the proposals contained in the experts' report.

In the light of this background, it 1s desirable to decide
whether, in the fortheoming ECOS0C session, the Bank's reproe-
sentative may state any position on behalf of the Dank as an
institutien and, if so, whether the position should confirm
the views of the management expressed in the recent meeting of
the Boonomie, Employment and Development Commission,*

The principal questions presented by the proposals of the
three repoerts may be swmariszed as followss

Y/ GSee letter dated from Mr, Bhektom'i.h

D, Ky Owen, Assistant Secretary-deneral, copy of which
QMQ'

* See copy of statement attached,



The management has expressed the viewy, at pages ___ to
— Of the annexed statement, that such a program would be
desirable.

(2) shat should e the otrder of masnitude of sueh o

zrourami

The management has not expressed to ECO30C, and does not
intend to express, sny views on this question exeept perhaps to
state that if any such program is undertaken, it shonld be
sizesble enough to make s substantial contribution to development,
and should have some assurance of continuity so that the leglti-
mate hopes that will be aroused may not be disappointed,

(3) SnouLd such grancs De adnAnLS Lesreq DY A LLONo.L O
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The management realises that, in the near future at least,

any grant program must involve periodie appropriations or
allocations of funds by governments and that accordingly the
amounts to be made available at any one time, and presumably
the amowts to be made available to particular reeipient coun-
tries, are matters for governmental decisions, HNevertheless,
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the management is of the opinion that these decisions should
be taken only after due consideration of the views of qualified
international organizations having operating responsibilities
in the development field,

Voreover, the menagement believes that the administration
of sush a grant program could be most effectively carried out
by a qualified international agency.

FPor these reasons it is the view of the managem:xt that
the International Development Authority proposal contained in
the Rockefeller report is worthy of further study (see pages
— G attached statement), The management does not feel
that it wvill be necessary or desirable to discuss at the forthe
coming ICOGOC meeting the impliecations (budgetary, organizational,
m.)dmmlmﬁ.nnkunmm These are
matters that might be further explored within the Bank, |

(%) 1s there a need for a gource of foreisn publis

i B 2DLTH i WOLLLA Gl N LETrna ci07)

The menagenen$ has expressed the view that provision of
equity funds would serve a useful purpose and that the Interna-
tional Pinance Corporation proposal is worthy of further study
(sea pages of attached statement).

The Heonomie, Smployment and Development Commission Report
(paragraph 29) “recommends that the Hconomiec and Soclal Coumeil




e
invite governments to give further consideration to this recomw
mendation and, in addition, invite the International Bank for
Reconstruction and Development to consider and to report to the
Council whether an International Finance Corporation could make
significent additional comtributions to economic development,
over and above those that cannot be made by existing organizae
tions, through assisting in the finsneing of productive private
enterprise in underdeveloped countries, either throush loans
without government guarantee, through purchase of stock, or
otherwise, and if so, to make recormendations with regard to
the powers, functions, organization and methods of operation of
such an institutien,"

The menagement believes that such an invitation, if extended,

should be accepted by the DBank,
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOFMENT

FOR THE INFORMATION OF THE FRESS lay 18, 1951

Attached is a statement made on behalf of the International
Bank for Reconstruction and Development by Richard H. Demuth, Assistant
to the Vice President, to the United Nations Economic, Employment and
Development Commission on lay 17, 1951,

The Commission is now holding its sixth session at the
United Nations Headquarters in llew Yorke The Report to which
lire Demuth's statement refers is entitled, "leasures for the Economic
Development of Under-Developed Countries" which was prepared by a group
of five experts appointed by the Secretary-General of the United Nations
in accordance with a resolution adopted by the Economic and Social

Council at its meeting last summer in Geneva,



STATEMENT ON BEHALF OF THE
INTERNATIONAL BANK FOR RECCNSTRUCTION ‘& DEVELOPLENT BEFCRE THE
ECONOMIC, EMPLOYMENT AND DEVELOPMENT COMISSION

The management of the International Bank has examined
with great interest the Report of the Group of Experts entitled
"lieasures for the Economic Development of Under-Developed Countries",

May I say, at the outset, that we believe that the authors
of the Report have made an outstanding contribution through their
careful and comprehensive analysis of the problems of economic develop-
ment. They have pointed out with clarity, and with a commendable
sense of proportion, the many different factors involved in the
development process and the interrelationship among them.

Often in the past, the concept of development has been
thought of too narrowly as synomymous simply with the availability
of physical resources, capital and technology. Indispensable as
these factors are, they will not, as the Experts have pointed out
so forcibly, bring about development by themsslves. Rather, the
pace of economic progress is determined by a great variety of inter-
related elements — among which, in addition to physiecal resources,
capital and technology, perhaps the most important are the energy
and effectiveness of the government, the social institutions of the
country, the distribution of wealth and opportunity among the various
classes of the population, the effectiveness of the educational
effort, and the character of the economic and financial policies
and institutions governing the allocation of the country's resources,
Economic development can proceed rapidly in any nation, as the
Experts have emphasized, only if there is & strong national will
to develop ~- a will to put the long-range interests of the country
as a whole ahead of short~term political advantages and ahead, too,
of immediate financial advantage to particular interests or groups,
however influential they may be.

. The Bank welcomes the sense of urgency which pervades
the Report. With the permission of the Commission, I would like
to repeat in this connection what the President of the Bank stated
to the Economic and Social Council at its recent meeting in Santiago,
He said, "I want to press on you again the view that development
is an urgent task. '/e cannot build e stable world out of nations
whose populations are engaged in a tooth-and-nail struggle merely
. to keep themselves alive. lie can achieve stability only when men
are loyal to the social order in which they live, and when that
order provides an equitable sharing of rewards, so that men can live
as neighbors rather than as rivals for an insufficient share of
the worldis goods.

"It &s imperative for all of us to help provide the means
for men to create a better tomerrow for themselves and for their
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children, It is imperative to help build a ecommon stake in the
future which will lead to new unity and new vigor among the nations
which share the same ideals about the dignity of man. This can

be a great contribution to peace today. Carried on continucusly
and constructively, it can be an even greater force for peace and
stability in years to come,"

Vle have been glad to note that the Experts did not permit
their statement of the urgency of development to obscure their
analysis of the very difficult and complex problems which must be
faced if the pace of development is to be materially accelerated,
The problems they analyze in their Report are the very problems
with which the Bank, and most of the other international organiza=
tions, have been grappling for the past few years. The Report
recognizes that to overcome these difficulties will in most countries
involve painful readjustments; in some, major structural readjust~
ments of the economy will be required. Our experience in the Bank
amply confirms this analysis.

I don't want to take the time of the Commission teo go
over each of the many suggestions for domestic action discussed in
the Report., There are a few, however, which I would like to single
out for special mention.

The first is the need to give high priority to education.
In those countries where, as a result of soecial revolution or
otherwise, great efforts have been made to spread education to the
people at large, the result has usually been a spurt in economie
progress; where education has been neglected, development has rarely
achieved much momentum, This is scarcely surprising, for the many
steps necessary to achieve dynamic progress -~ and particularly
the creation of a national will to develop =~ depend very largely
on the existence of a literate and inquiring population,

Within the general field of education, the Bank is glad
to note the emphasis put by the Experts on three fields -~ the
growth of agricultural extension facilities, the training of skilled
workers and the training of executives and administrators able to
plan and execute development programs.

It has been our experience that, in practically all of
the under-developed member countries of the Bank, extension services
are still in their early stages., Knowledge of advanced production
techniques, better seed, better methods of fertilization and the
like is usually available or can be made available without undue
difficulty == but to disseminate that knowledge to the farmers, and
to induce them to apply it, is a major undertaking, It is a task
that has not yet been tackled with the energy it deserves; even
the importance of the task is not widely enough appreciated. Yet
successful execution of a comprehensive extension program, accom=-
panied by an appropriate agricultural eredit program, can work
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a minor revolution in agricultural production in many countries
and can thereby raise the standard of living of a large segment
of the population, make more resources available for industrial
development, create a broader market for industrial products, and
generally stimulate the entire development process,

The lack of trained executives and administrators and
of skilled workers at all levels is, as the Experts have siated,
a major bottleneck to development =~ and it is one that takes a
considerable period to break. Tle are peculiarly aware of this
difficulty in the Bank, for the most formideble single barrier to
the expansion of our development activities has been the inexperi-
ence of the less developed countries in working out programs and
projects up to the point where they are ready for financing, They
have also frequently encountered difficulty in finding the proper
personnel to manage new projects. The Bank has rendered consider-
able assistance to its members in meeting these difficulties., Our
engineers have often helped prospective borrowers on the technical
aspects of projects under consideration, Our lean officers and
economists have often been able to make suggestions as to adminis-
trative or organizational arrangements for a project or as to
the plans for its financing. &nd we have increasingly been asked
by our members to recommend foreign executive and technical
personnel to be employed by them to assist in the effective operation
of enterprises we have financed.

Progress has been made in this matter; it is reflected
in the increasing number of loan applications received by the Bank
and in the increasing number of development loans we have been able
to make. It is our confident hope that the international and
bilateral technical assistance programs, as they grow and begin
to bear fruit, will help to speed up the proper preparation of
projects and thus permit acceleration in the pace of our lending
activities,

Another suggestion for domestic action which we believe
the Ixperts properly stressed is the need to mobilize domestic
resources more energetically and to channel them into productive
investment., The Experts have called particular attention in this
connection to the advantages to be derived from the creation of
development banks and corporations. The Bank wholeheartedly supports
this position, although a warning is perhaps in order that no
single type of institutional organization will meet the varying
needs of different countries., The particular type of organization
reguired -- how it is to secure its funds, what types of financing
it is to do, what its management and control are to be =~ must be
carefully worked out in the case of each country. The experience
of other countries can provide a guide, but not one that should be
copied blindly.
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As the Commission is doubtless aware, the Bank has been
quite active in this field, 'le encouraged and provided substantial
assistance for the creation of the new Industrial Development Bank
of Turkey and released one of our former officers so that he could
accept the position of first General lianager of that Bank, We also
played a leading role in the creation of the new Development Bank
of Ethiopia. Both of these institutions have received substantial
credits from the Bank. In Mexico we helped to work out a consortium
arrangement of private banks, with the participation of Nacional
Financiera, the official Mexican financing agency, which serves
the same general purpose as the Development Banks, and we have made
a line of credit available to the consortium, Similar proposals
for Development Banks or consortium arrangements in other countries
are under discussion. Furthermore, we assigned a member of our
staff to work for a number of months as an adviser to the newly
established Development Bank of Honduras —- and another member of
our staff has been assisting Iceland, at its request, in investi-
gating the desirability of creating a new investment agency.

The mobilization of domestic resources and the creation |
of local capital markets depend only in part, however, on institu~.
tional arrangements; at least equally important, of course, are the
general economic and financial policies adopted by the government.
And in this field, too, we have often found ourselves able to be
of assistance, Adviece on such matters is less spectacular -- less
easy to dramatize -- than assistance in the establishment of new
institutions, but it is no less important. And I think I can fairly
sey that, through staff missions and through outside consultants
employed by the Bank, we have been able to make a not ingignificant
contribution to the formulation of economic and finaneial policy
in many of our less developed member countries which, in the long
run, should help substantially in their further development,

The final point I want to make on the domestic measures
proposed by the Experts concerns programming. Here, again, the
Bank's experience supports the analysis contained in the Report
about the need, first, for a coordinated approach to development
problems, second, for the intelligent determination of priorities
for public investment expenditures and the formulation of appro-
priate policies for the private sector, and, third, for permanent
organizations to work out development programs, to keep them under
constant review and to modify and adapt them as conditions require,

i/hen the Bank initially undertook development financing,
the loan applications filed with it all too often consisted simply
of lists of projects which the member government had under considera=-
tion =~ usually without any indication of the relative priority of
the various projects, the relation between them, or their place in
the development pattern being worked out for the economy as a whole.
A good deal of the time and attention of the Bank's staff has
necessarily been devoted, therefore, to helping member countries
determine priorities among the different projects they had in mind
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and sometimes to suggesting additional projects in fields which
may have been overlooked or insufficiently emphasized.

It is a striking fact that practically every mission sent
out by the Bank == and we have had missions in almost all of our
under-developed member countries —- has reported back the inade-
quacy of development programming efforts and has urged the creation
of a high-level local development board, economic council or
planning agency, of one kind or another, to rectify the situation. .
Development programming is a complex, inexact diseipline at best ~=
but it is inescapably necessary if resources are not to be wasted
or, at best, applied haphazardly. '

The Bank has played a significant role in this field, Com=
prehensive survey missions organized by the Bank at the request of
member governments have made recommendations, or are in the process
of making recommendations, to Colombia, Cuba, Guatemala, Iraq and
Turkey, designed to assist those countries in formulating long=term
national development programs. e have provided help not only in
the survey stage but in the even more vital implementation stage. In
addition to these comprehensive missions, members of the Bank staff
have assisted, on a somewhat more limited scale, in the planning of
development, or in the study of the methods of programming, in a
number of other countries, such as Ethiopia, Chile, Iceland, Pakistan
and the Philippines. Ve have also joined with FAQ in sponsoring a
mission to survey the agricultural economy of Uruguay == and FAQ and
the Bank are sending a similar mission to Chile at the end of this
month, Similarly, in response to a request from Nicaragua, we are
stationing two members of our staff in that country for a period of
from eight months to a year to help the government in formulating an
investment program, in arranging for technical experts in various special="
ized fields, and in coordinating and implementing the recommendations
of these other experts.

In other words, to the extent that we can effectively do so,
and through various devices to meet the varying desires and needs of
our members, we are pushing ahead as fast as we can with assistance
in the vital field:of devel opment programming.

So much for the domestic measures suggested in the Experts!
Report. Let me turn now to the portions of the Report that deal with
public loans for development -- and particulerly with the discussion
of the International Bank.

I wish I could report that we find the same sense of reezlism
in those portions of the Report as in so much of the rest of it, - Un-
fortunately, this is not the case. In dealing with the Bank, the Txperts
seem not to have realized that the very obstacles to development they
high-lighted in earlier sections have been obstacles in the way of Bank
development financing. 'le have moved in various ways, as I have al-
ready indicated, to overcome those obstacles, but in the nature of
things it has not been an easy job nor one that could be accomplished
over-night.
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I think a single set of figures will illustrate the
direction in which we have been moving, and the measure of success
we have achieved., In the fiscal year ended June 30, 1948, we made
two loans for development, aggregating $16 million. In the 19L9
fiscal year, we made three development loans aggregating $109
million. In the 1950 fiscal year, we made eight development loans
totalling 5134 million. And in the fiscal year now coming to a
close, we have already made 18 development loans, aggregating about
$290 million, This steady progression accurately reflects, I believe,
both the progress made within the Bank in achieving an understanding
of the economic situation and problems of its less well developed
member countries, and also the progress made by those countries, in
part with the assistance of the Bank, in preparing their programs
and projects to the point where they are susceptible of being
financed by the Bank.

I wish it were possible for me to indicate the amount
of development lending the Bank will do over the next few years,
But any such prognostication on my part would have to be based on
so many assumptions as to future eventualities as to make the end
result pure guess work. So far as the Bank is concermed, our
objective is to increase our rate of lending just as rapidly as
we can, subject only to the limitation that we will not lend more
than the borrowing country can absorb and effectively utilize,
nor more than the country has a reasonable prospect of repaying.
We do not have a top limit on the amount of development loans we
are willing to make -~ neither $300 million, nor $400 million,
nor any other figure — and, for the next few years at least, we
anticipate that our ability to borrow will remain such as to
place no limitation on our capacity to lend.

The plain fact is that the rate of Bank lending for
development will depend primarily, not on decisions of the Bank
at 211, but on decisions over which the Bank has little or no
control. It will depend, in the shortwrun at lgast, upon the
ability and willingness of the industrialized nations to make
equipment and materials available, It will depend also upon
the ability and willingness of the underdeveloped countries,
with such foreign technical assistance as may be made available
to them, to push their development programs ahead along the
lines the Experts have discussed, and particularly to prepare
programs and projects ready for financing. It will depend to
some extent, too, on whether the more developed countries,
other than the United States, make available for lending pure
posca a greater part of their 18% capital subscriptions to the
Bank == for many of the less ceveloped countries are in a
position to service a greater amount of non-dollar indebted=-
ness than of dollar indebtedness. Finally it depends upon
what action may be taken by the more advanced countries on the
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various proposals now under consideration for additional
developmental assistance in the form of grants -- for
obviously grant funds, if available, could be so used as to
increase the ability of meny countries, particularly some of
the Asiatic countries, to service additional foreign debt.

I repeat, then, that in the nature of things, it would
be unrealistic for the Bank to set any target for the amount of
its development loans other than the target to lend as much
money as can be productively used and as the borrowing countries
can reasonably be expected to repay. I would be less than frank,
however, if I did not add that, in our judgment, there seems no
real likelihood that the amount.-of the Bank's development loans
will, under presently foresceable world conditions, approach the
figure of one billion dollars annually suggested by the Experts,
It is, I suggest, a disserviece to raise hopes which cannot be
fulfilled and which, by the very fact of their expression, may
serve to obscure the real contribution which the Bank can make.

Another point in the Experts' Report on which I wish to
comment is the statement that the Bank "attaches excessive
importance to the foreign currency aspects of development"., From
the very general nature of this statement it is difficult to dis-
cover on what factual information it is based.

Actually the brief reference to the emphasis on the
foreign exchange aspects of the Bank's policy and operations
involves two distinct issues. One is the restriction of the
utilization of Bank loans for imports of equipment and materials.
The Report itself notes that the Bank has made every effort in
this respect to interpret its Articles of Agreement liberally.
The Fifth Annual Report of the Bank contains a concise statement
of the Bank's policy on this matter., This policy, which the
Bank explained at length to the Economic and Social Council at
its meeting in Geneva last summer, was noted with approval by
the Council, The Bank has now under active consideration loans which
are very largely intended, not for direct foreign exchange
costs, but for indirect foreign exchange requirements arising
out of expenditures in the borrowing country itself.

The second issue involved in the Experts' comment is
the transfer problem, or more specifically, the ability of
borrowing countries to assume additional foreign debt obligations,
The Bank is in full agreement with the Experts' statement that
the primary objective of all development expenditures, whether
financed by domestic capital or foreign loans or grents, is to
build up the capacity of the country concerned to produce goods
and services, The Bank is also aware that the expansion of
production, particularly of marketable products of manufacturing,
mining and agriculture, is likely on the whole to have a favorsble
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effect on the borrowing country's long-run balance of payments
position. e would be reluctant, however, to subscribe to the
easy generalization of the Experts that "if development succeeds,
the transfer problem of meeting debt charges should take care of
itself", An increase in internal production and consumption
"does not necessarily imply an increase in export availability.
Moreover, the addition to the flow of goods and services avail-
able to any country as a result of increased output is inevitably
associated with an increase in income and this additional income
is bound to give rise to an increased demand for imports. There-
fore, the Bank feels that it would be derelict in its obligations
toward its member countries under its Articles of Agreement if it
did not pay close attention to the transfer problem. However, the
Bank has at no time looked upon the balance of payments effects of
the projects which it finances in isolation; it has been concerned
rather with the over-all, long-run balance of payments position of
the borrowing country, taking into account all aspects of the
country's development.

There are three other points which I wish to touch on
briefly, The first is the encouragement given by the Experts to
overseas development financing by national lending agencies in the
more advanced countries. National lending agencies have performed
a useful role and they have an important role to play teday. But
the creation of new national institutions would be of practical
significance only if it resulted in an expansion of the total
amount of financial assistance available for development purposes.
To the extent to which new institutions would take over the functions
of existing arrangements, including the lending operations of the
International Bank, it would make no net addition to the credit
facilities of underdeveloped countries; it would, however, create
new problems of coordination and might thereby impede rather than
enhance the development process.

I do not propose. to enter into any prolonged discussion
before this Commission of the relative advantages of national and
international action in the field of development finanecing. I do
think it worthwhile, however, to guote again in this connection
from the statement of the Presicdent of the Bank to the Ecohomic and
Social Council in Santiago: . "International agencies, I have no )
hesitation in saying, seem to me to offer potentially the most
efficient avenue of a-proach. International action may frequently
be more effective than national action in inducing the less
developed nations to adopt necessary, but politically difficult
domestic measures, International orgenizations cannot, in truth,
be charged with invading national sovereignty, with economiec
exploitation, or with political diserimination among different
countries, Finelly, these agencies seem to me to provide the best ==
and probably the only -- way of directing the resources of national
contributors toward the same common purpose."
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The more advanced countries, other than the United States,
have not yet found themselves in a position to release, for use
in Bank lending, any very large part of the 18% local currency
portion of their capital subscriptions to the Bank. To suggest
that, even though they have not yet made such releases, they should
set up new national lending agencies seems to us to suggest a retreat
from the concept of cooperative international action which motivated
the establishment of the Bank and which, if we judge properly, has
gained inecreasing support over the intervening years.

My final two points concern the suggestions for an Inter-
national Finance Corporation and for an International Developnent
Authority. 1In the Commission's consideration of the proposed Finance
Corporation, the experience of the Bank is, I believe, very relevant,
e found, early in our operations, that our contribution to the ex-
pansion of private investment in the under-developed countries was
limited by two factors. The first is the requirement in our Charter
that Bank loans must be guaranteed by the government of the country in
which the project is located, It is politically very difficult for
any government to guarantee a loan to a private enterprise beccuse,
by so doing, it lays itself open to the charge of favoring that parti-
cular enterprise over its competitors or over various public projects -
and such charges are likely to be made, however important the private
project may be. lloreover, many private enterprises are reluctant to
ask for a government guarantee for fear it may lead to governmental
interference in their business. 'ie have tried to meet this difficulty
in some cases by making credits available to private enterprises through
the medium of a Development Bank or a banking consortium of the type
I have already referred to, but this is only a partial answer to the
problem. The second limitation has been the fact that the Bank has not
available to it funds for equity investment. There are many privete
undertakings of a kind which would contribute greatly to development
and which could be carried forward with the help of equity financing
but which it may not be practicable to finance entirely on a loan basis.

Because of our recognition of these limitations on our
finaneing of private enterprises, the Bank welcomed the suggestion
made by the U.S. International Development Advisory Board, headed
by lir, Nelson Rockefeller, that an International Finance Corporation
be created as an affiliate of the International Benk, designed to
enable the Bank, through the Corporation, to make loans to private
enterprise without a governmental guarantee, and to make equity invest-
ments in participation with private investors., We believe that such
a Corporation would provide a very useful supplement to the Bank's
existing lending authority, We have been glad to know, therefore,
that the Experts considered this suggestion worthy of further study,
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So far as concerns the proposed International Development
Authority, the Bank would say only this: We regard the development
task as urgent. We believe that, in some countries, the rate of
development cannot be accelerated substantially if the only external
capital they receive is in the form of loans which have a reason~
able prospect of repayment, If additional assistance is to be given
to these countries, we believe strongly that it should be in the
form of grants, rather than in the form of quasi~loans, and that
the grants should preferably be administered through international
channels. But the decision whether to make grants available for
this purpose is one which only the more advanced countries can make
in the light of their own national policies, resources and the
totality of their commitments. On that point, therefore, the Bank
cannot appropriately express any view.

Wle would suggest, however, that if the Commission should
endorse the recommendation for an International Development Authority,
it consider carefully the problem of ¢oordinating the activities of
such an authority with those of the International Bank, so that both
loans and grants might be used most effectively to achieve the common
development objective. To this end, we call to the attention of the
Commission the proposal contained in the Rockefeller Committee Report
that such coordination might best be achieved through a management
contract between such an authority and the International Bank.

In conclusion, I want to say a word about the assertion
of the Experts in their Report that the International Bank '"has
not adequately realized that it is an agency charged by the United
Nations with the duty of promoting economic development"., That is
an assertion made without factual demonstration. I do not hesitate
to add that it is an assertion contrary to fact, All of us in the
Bank regard the promotion of economic development as our primary
task. To the achievement of that goal, all the energies of the Bank
have been directed. To the achievement of that goal, all the energies
of the Bank will continue to be directed.



