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POLICY ISSUS OF IMPORTANCE 2

1. Moo from Mr. Black to William McC. Martin - Jan. 15, 1951
re: U.S. Development Lending and the International Bank

2. Letter from Mr. Black to Charles Symington - March 26, 1951
re: Development Lending and general policy of IBHD

3. SaMers'Draft Memo of April 2, 1951 on Rockefeller Report
(International Advisory Board)

I. Proposed Reply to Bonesteel - Memo from Rist to Black - 4q1
Lending estimates & Tables

5. Letters to Isaiah 7rank - The President's Materials Policy
Commission

6. Exchange of correspondence re. Non Dollar Lending
Fr. Rodan - Sir Ernest Rowe Dutton - Lord Brittain I

7. Special Board on Gray, Rockefeller & U.N. Experts Reports
on Financing of Development

8. Problems of Bank Policy Arising From Recent Reports on Economic
Development 4

9. Maturity of Loans Granted to our Borrowers

10. Denomination of Loans (p I 4 i t9S I

11. Estimates of Loan Possibilities
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Assumptions On Which Tables were Constructed

General Assumptions Applicable both to "realistic" and

"otimistic" calculations.

1. 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 settledthe beginning of the fiscal year 1953.

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

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

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

5. The U. S. will maintain continued high levels of income with a slowly rising
demand for imports.

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

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

8. The terms of repayment of loans will be similar to normal loans by the Intervo
national Bank.

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

10. 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 purposes.

11. The policy on "local currency" lending will be the same as at present.

Special Assumptions for "optimistic" calculations.

1. 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 present.

2. The amount of loans calculated for each country would be limited by:

a) Creditworthiness of the country
b) Technical absorptive capacity of the country



Special Assumptions for "realistic" calculations

1. In addition to the limitation set by creditworthiness and technical
absorptive capacity, account has been taken on a3realistic 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 techni-
cally possible in preparing programs and projects

c) Typical delays caused by changes in government and other
political factors.



New Loans Likely
Prior to

Area -June 30, 1952 Realistic Assumption Optimistic Assumption
Dollars Dollars and non- Dollars Dollars and non-

Only dollar Currencies Only dollar Currencies

Latin America 95 213 213 446 446

Africa 30 60 60 125 125

Australasia 0 0 0 50 50

Middle East 18 80 97 118 145

South and Southeast
Asia 48 85 98 176 207

Europe 11 30 50 70 91

Totals 202 468 518 985 1064



New Loans Likely
Prior to

Country --June 30, 1952 Realistic Ass Mtion 2ptimistic AssuMtion
Dollars Dollars and non- Dollars Dollars and non-
Only dollar Currencies Only dollar Currencies

Latin America

Mexico 0 20 20 50 50
Guatemala 0 5 5 15 15
Honduras 0 0 0 5 5
31 Salvador 0 0 0 10 10
Nicaragua 1 3 3 10 10
Costa Rica 0 4 4 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
Icuador 0 0 0 5 5
Paraguay 5 0 0 0 0
Peru 5 10 10 20 20
Surinam 0 10 10 25 25
Uruguay 0 0 0 10 10
Venezuela 0 0 0 25 25

Total
Latin America 95 213 213 446 446

AMRICA

Ethiopia 0 0 0 5 5
South Africa 0 0 0 25 25
Southern Rhodesia 30 0 0 0 0
British Colonies 0 30 30 65 65
French Colonies 0 30 30 30 30
Belgian Congo 0 _Q _ 0

Total Africa 30 60 60 125 125



New Loans Likely
Prior to

Country June 30, 1952 Realistic Assumption Optimistic Assumption
Dollars Dollars and nono. Dollars Dollars and non.

Only dollar Currencies Only dollar Currencies

Australasip

Australia 0 0

Total Australasia 0 0 0 50 50

Middle East

Turkey 18 20 20 30 30
Iran 0 10 15 15 21
Iraq 0 10 10 15 15Egypt 0 35 45 45 55Syria 0 5 7 7 12
Lebanon 0 0,

Total Middle East 18 80 97 118 145

Sputh and Southeast Asia

India 0 50 50 100 100
Pakistan 48 10 20 25 35Ceylon 0 10 10 20 20
Burma 0 2 2 5 10
Thailand 0 3 6 6 12
Philippines 0 10 10 20 20
Japan 0

Total South and South--
east Asia 48 85 98 176 207

Zurope

Iceland 1 0 0 0 1
Finland 10 10 10 15 15Italy 0 10 10 15 15Netherlands 6 0 0 0 0
Yugoslavia 0 10 30 15 35Germany

Total Europe 11 30 50 70 91



Country Note s

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

Brazil - 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.

Chile - The loans expected in Fiscal 1952 are:

Lota and Schwager coal mines 11
Los Cyposes 3
Paper mill 10

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

Ethiopia - 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 financing 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 expeco.
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 further. 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 Malaya.

Iran The $25 million Eximbank loan, already agreed to in principal, has
not bean 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, accord.
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, 195l. The larger estimate, includ"
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 financing.
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Coun9ry Notes - Cont'd

Iraq - Although the Bank has offered to negotiate with the Iraqi
Government loan agreements on three projects, it is unlikely
that Iraq will take advantage of the offer in view of the rev
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 num-
ber of projects within the development program can be financed,

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

Syria - 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 in-
cluded under the optimistic assumption.

Lebanon - The Litani project has been included in the optimistic assump.
tion (nothing under the realistic assumption).

India - 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 sum. Non-dollar financing will probably not be requested
in view of the plan to draw down sterling balances.

Pakistan In view of Pakistants reluctance to borrow dollars for non-dol,
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 year. On the assumption of a relativCLy
small supply of non-dollar currencies and of continued reluctance
to borrow dollars for non-dollar expenditures, it is unlikely
that borrowing in.1952/53 will exceed $20,000,000 with half in
dollars.

Ceylon - No urgent need for external financing. A modest request for
dollar financing in 1952/53 may be anticipated. Non-dollar fi-
nancing may be deferred until sterling balances are drawn down.

Burma - Soon to become IBRD member. Very limited capacity to absorb
and repay loans owing to internal security situation. Cannot
realistically expect more than $2,000,000, presumably for trans..
port, in 1952/53. Greater ability to repay but also greater dis..
inclination to borrow non-dollar currencies,



Thailand 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).

Philippines Amounts indicated are for loans supplemental to the U. S. as-
sistance under the Bell report presumably largely in grant form.

- Likely to become a member in 1951/2. Country will be faced
for quite some time with large dollar deficit which could only
be met by continued large U. S. grants. Only on such a basis
might a modest anount of non-dollar loans be extended.

Iceland - Loan for fiscal 1952 is for fertilizer plant.

Germ- Possible loan is for Rhine Canal and hydro development project.
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Pecember 13, 19%1

TO, Comittee oi Financial Policy

DENOUMTION OF I,=$-

The attached zmorwAum regarding the dennation

of lone has been Prepared for the use of the Committee

on Finai al Policy; the time of the meetng of the

omteo to consider Vie memorandum will be announoed



December 3 1951

4EM0RANDUM

re: Denomination of Loans

The purpose of thib memorandum ig to provide a working paper for the

Fi4 nancial Policy Coimittee for use in its disosion of the BankI policy

with resjeet to the denomination of loans Made by the Bank,

II

Under the Bank!s Loan Regulations, as presenfy in effect "the

denomination of a loan in a dertain oUrroncy has substantive signif4canoe:

(a) Under Section 3.01 the Bank has the option to provide the tbi.

rower with the currency used to purehaso goods, but the Bank has no

obliatien to provide the Borrower with any currency other than that in

whiqh the oan is denominated;

(b) UrAer Section 3.04 commitment charge is payable in the currency

in which the loan is dernominatedi

It is, however, possible, as a matter of drafting techniqu, to

provide in the loan agreement for the currency with which the Bank can

discharge its obligations ond the currency in which commitment charge

is payab;.e without reference to the curency in which the loan Is denominated

ando indeed, without refetence to the doncept of denomination, as

demonstrated in the recen iLoan 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 "ah amount in various currencies equivalent to '28,000,000".

Thus, this loan was not "denominated." in any currency within the

technical meaning of Section 3.01 of the Loan Regulations. It therefore

became necessary to provide bpedifically for the currency or currencies

utth which the Bank o6uld discharge its obligations to the Borrower

and the curlrency or currencies in1 which commitment charge would be

payable. This was done in paragraphs (a) and (b), respectively, of

Schedule 3 to the Loan Agreement,.

It may be useful to odd that the c1rrency in which a loan is

demoMinated does not determine the currency or currencies which the

Borrower has to repay to the Bank. Loans are repayable i the currency

or currencies withdrawn by the Borrower, except when a currency withdrawn

by the BorrOver was purchosed by the flank with another currency, in

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

InI
Until the first loan to Iceland in June, 1951, all the Bankts

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

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, regardles6 of the currency used by the Borrower, the

Sorrower would be entitled to ieseive dollats under the loan (the 1949

loan to Belgium).

The Tcelandic loan was in a di'fent category The relevant

facts with respect to 4enomination were

(a) It was contemplated ithat only 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 Buropeau currencies in which goods were expected to be pur-

chased;

(c) The Bank had available a sufficient amount of sterling to

finance, if necessary, all of the loan with that currency.

Realizing the importanpe of :stresoing the fact that the Banlk was

utilizing in its lending operations currencies other than dollars, the

management felt that, on the facts of this particular case, it would

be proptiateO to *enCmirte the'loan in sterling. Its'i recommendation

to that effect wao aeropted 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 Vere made available to the Bank for

this loan than any other 1$% currency, the amount of French franqs

constituted less than one-half of the principal amount of the loan,

(b) The Bank did not have at its disposal an amount of any

single European currency sufficient to finance, if necessary, the entire

principal amount of the ?Oan.

(c) 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

$2$,000,000" was used*

V1

The Yugoslav loan was followed by the second Icelandic loan.

The facts in this loan were substantially sinilar to those in the first

Icelandic loan and the management therefore recommended, and the

Executive Directors approved, that the loan be denominated in sterling.

Thus, the Bai*'s approach to the question of denomination has been

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

to develop some policy rules with respeqt 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.
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VII

In a discussion of the policy aspects of the denomination of

the Bank's loati the following dome to mind as relevant onisidera-

tioh*:

the denomination (i.e. the formula by which the princi-

pal amount of the loan is expressed) should give a

reasonably accurate pictare of the nature of the trans-

action;

(i$) the denomination should give as accurate a measure as

possible of the actual amount which is intended to be

disbursed;

(iii) when a substantial amount of non-dollar currencies U

expected to be used in a loan, the fact should be brought

out and if possible reflected in the denomination;

(tv) when several members of the Bank make substantial amounts

of 18% funds available for a loan it is desirable to show

the contributions of all of these members;

(v) the wishos of the Porrower 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 currency" (as

hereinafter defined) if there is a Idotinant currency"

and to use the Yugoslav formula in all other oases,

(a) in oases where hot more tan two or three currencies

are expected to be used, to denominate the ,1an in the

various currencies which have been made available for

the 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, (a4

(I) The Yugoslav formula has the advantage that it expresses

very clearly the general multi-currency element in the BankiB lending

operations.

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

may, however, create some problems if all or a substantial part of

the proceeds are to be spent outside the United States and one or

more of the currencies used depreciates or appreciates in terms of

dollars, Assuming that prices in the supplyiig countries remain

constant in terms of local currency, depreciation of that currency

wvuld 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 ay great difficulties, but the second

possibility might present complications. It is assumed that the

Bank in such a case would be prepared to 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 arias in practice in view of the small like-

lihood of a depreciation of dollars in terms of other member cur-

rencies.

(iii) The Yugoslav formula 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 Bankto loans in U.N. and other non-

Ban3 publications would be likely to list such a loan as a dollar

loan.



(iv) The Yugoslav formula does not rfleet the respective

contributions made by the Bank's members in making currenc avail.

abI f or the losahi

(v) The Yugoslav's formula has the advantage that it could

be uniforfly applied to most of the Banks loans, (including loans

in which it is expected that dollars will be used for substantially

all disbursements, whether for payment or dollar goods or for the

purchase of nan.-dollat currencies), with the exception possibly of

loans which aie intended to be disbursed in one or more specified

currencies only.

Alterna in' .

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 tho fank t s

loans the dollar, and in the Icelandic loans, sterling is the

"dominant currency" in this sense j

(i) Denomination in the "dominant currqncy" or the equivalent

in other currencies gives a clear picture of the nature of the trans-w

action, if no other currencies are expected to be used in substantial

amounts.
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(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 & result

of depreciation or appreciation of other ourrencies. As against

that, however, it can be argued that the Bank's experience to-,date

with loans in European 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."

(iii) Alternative (b) has the advantage of bringing out very

clearly the non-dollar character of the loan.

(iv) If iA addition 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 die-

advantage that it does not reflect the contribution made to the

loan by the various mombers (see,. e.g., the first Icelandic loan,

where French france had been made available for appr. 40% of the

amount of the loan). On the other hand there may be loans, such as

e g. 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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XI

Altepnative (g)

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. area. (This was the case in the first Icelandic loan).

Otherwise, the anomalous situation might arise that, if the Borrower

shifted 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 only in a case where not more than two or possibly

three currencies would be used for a loan, and aubstqntial 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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XI

The above Analygis 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

sectic VII of this memorandum.
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Loan Reoulations No,,*'a3 4 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 Oztent that the Bank shall so elect,

be withdrawn from the Loan Account in the several currencies in which

goods are paid for. The Bank 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 currency.

Lon Regulations No. 3 and Section 3.04.

Currengy in Which C0adtment Charge is Pa1able. The commitment

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

Loan Agreement with Yug94ava. ra. (R) unA (h) 3&' v3nh :

(a) Section 3.01 shall be deemed to be modified as follows:

Section 3.01. Currencies II Which Proceedg 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 extent that the Bun- shall so

elect, be withdrAwn from the Loan hecount in the several currencies in

which goods are paid for* The Bank shall be under no obligation to permit

the proceeds of the Loan to be withdrawn in any currency except dollars.

(b) Section 3.04 shall be deemed to be modified as follows:

Section 3.04. Currency in Which CommiLment Charge is Payable k

The commitment charge shall be payable thirty-fIve per cent (35%) in French
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francs, thirty-five per cent (35%) in Swiss francs and thirty per cent

(30%) in pounds sterling.



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

11,14.51 12.10

This paper, just distributed
now by Broches, is to be discussed
at this afternoon meeting at 2.30
according to Mr. Garner's instructions.
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FORM No. 57
(5-48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Mr. Leonard B. Rist DATE: November 28, 1951

FROM: John G. de Wild$.

SUBJECT: Attaohed memorandum on the Naturity of Loans.

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 tbink that the idea that maturity of loans should not
be conditioned by the life of the equipment will ever gain
unqalified 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-
mniang whether or not it should make any loans and in what
volume, it in 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 fbankers approach" that the loans should not
exceed the life of the equipment will tend to prevail.

2. While the life of the equipment should obviously not be the
criterion for determdulng the duration of the loan, it is
difficult to say exactly what other criterion might be applied
and to what conclusions suchtriterion would lead.
Theoretically one might say that the borrower's overall
economic program is likely as of sometime in the future to be-
gin Yielfg 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
000r-W, particularly since development 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 cannot therefore say that they
will have an exchange surplus except on the assumption of
continued capital import.

Under those circumstanoes it would appear that the duration
of our loans should be determined simply by our judgment as
to how often we would like 6a have our borrowers muioe back
to us for new funds. One might make out a case in favor of
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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
QppOrtAu)ty to review the economic progress actual3y 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.

Endl.

J~deWilde/um
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PROBLEMS OF-BANK POLICY ARISING Mal BECEN REPORTS ON

ECONOMIC DEVEMMN

I. Coqrdination

1) The problems involved in coordinating national and international
development actions have been preliminarily discussed in the Staff Paper
on the Gray 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-
tegrated 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 approximntion to a wotld 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 involved 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 die-
tinct forms and functions of the International Development Authority have
to be considered, however, involving two distinct types of problems.

In the first pgae, 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 ggand 2gg, however, involves the almost COMpletely separate
problem of determining, on the basts of economic considerations$ a program
by which an given apount of grants to saty country can be most effectively
utilized so as to re'lt in the greatest possible contribution to economic
development, There shp4d 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 th" amount of aid be most effectively used. One means of
insuring maximup 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 resulta.
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The general operating mechanism might be along the following lines:
a government 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 make 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 IPRD 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 goverment 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 make 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 rooommendations and would therefore make 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 4 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 con.
sider the Thternational Bkz* as a Bank of first recourse except for those
projects which have. peauliar trategir-mteftal aspects.

5) If 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, in other cases, it agrees with taking part in pro-
grams initiated by other agencies. In the case of Yugoslavial 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 divison of responsibility
on functional lines (health, education, public works, agriculture, eta,.) is
not conducive to the elaboration of a coordinated development program.

The International sank "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, 6x-
perience has likewise demonstrated the desirability of the appropriate- upe
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)t
I/ 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 ooordin-
ation of the various national and international grant and loan agencies,
such measures 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 fnancing operations to the
status of first prinqjpleo



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-
ordination 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 general,
they can probably achieve less than an international agency could. An in-
ternational agency can be more exacting then 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 *e 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 Eolic

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 and 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 all 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



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 preparing 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

a 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 determination 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 concprned?- 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 a

whole but loans will be made and disbursed only when the projects which con-

stitute a plan have beern 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-



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
permement 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 as major decisions on Develop-
ment Policy are taken by Member States Governments.
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July 5, 1951

STAFF M0MORANDUM

REGENT PROPOSALS ON FINANCING OF ELOPMENT

A. EPORTS ON DEVELOPMENT OF UNDERfVELOPED 9OUNTRIES

I. What the Reports have in common

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

(1) The Gray Committee Report/

(2) The Rockefeller ReportV

(3) The U.N. Experts Report on DevelopmentV

In addition The Colombo PlanV and President Truman's Measage on Foreign
A dV deal with the same problems. All these reports agree

Report to the President on Foreign Economio Policy, Washington, D.C.
November 1950 - reported to the Board in Staff Paper R-393, November 29, 195
"Partners in Progress" - report to the President by the International Develo
ment Advisory Board, March 1951.
Measures for the Economio Development of Underdeveloped Countries - report b
a group of experts appointed by the Secretary-General of the United Nations,
New Yotrk, May 1951. See also Renort of the Soonomic, Employment and Develop-
ment Commission, U.N., E/2006 ECN.1/86, June 7, 1951.

4/ The Colombo Plan - reported to the Board in Secretaryt s Memorandum No. 665,
May 11, 1951.
The Mutual Security Program - message on Foreign Aid transmitted by the
President to the Congress on May 24, 1951; and the Miutual Security Program
for Fiscal Year 1952 basic data supplied by the Executive Branch provided
for the use of House Comittee on Foreign Affairs and Senate Comrittee on
Foreign Relations, Washington, D. C., Government Printing Offfice, June 1951.



(1) That it is. the Western wbrldj s coaner and, teres o help in the
d Pe lee*p. Development is a slow process, howeverand raising of the low standards of living i4 hot possible iness than a decadeor even perhaps a generation. To achieve this, the efforts of the underdevelopecountries themselves must be substantially itcreased and this is possible onlyif new spirit and drive are aroused in those countries. Considerably augmentedinternational assistance might achieve suqht a result if it succeeds in mobilizirfaith and hope in a better. future in poor count res.- This psychological #ffectcannot be achieved, however, by piecemeal, small aid programs but only by a sub-stantial amount of assistance and a definite expectation that it will continueover a number of years. The amount of aid must be (a) large enough to make animpact on the rate of progress in underdeveloped countries sufficient to raise

their hopes and galvanize their efforts, (b) within the technical absorptivecapacity pf the underdeveloped countries, and (c) within the capacity ofadvanced countries to provide without straining their economies,

(2) Grants must supplement the aid n the form of loans. Wisely-usedgrants will not only raise investment, they will &Iso increase an underdevelopedcountry' s creditworthiness and thereby increase the amount of loans which can bemade. Sound grants increase the scope for sound loans.. It may be noted in thisconnection that practically all the reports propose a clean division, between
grants and loans without having recourse to an intermediate instrument of "fuzzyloans" or disguised grants in the form of very long-term loans of 60 or- 99 yearsat 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 theSixth Session of the Economic, Employment and Development Commission of the U..N.
(p. 32 of the Report of the Economic, Employment and Development Commission:Economic and Social Council, E/2006 E/CN.l/86).

(3) Technic sistance will achieve much more If it is known thatadequate funds are available for subsequent investment. A great deal is achievedeven by technical assistance in the present form but combined operations of
technical assistance, increased internal effort, grants and foreign loans, wouldmake such a difference in effectiveness of the aid as to amount to a diffe.-ent
kind of program.

(4) Private investment cannot at present supply gufficient funds to
acoeerate substantially the ,rate of develoment. Although there is considerable
variance in the reports, there is agreement on the proposition as stated,.

(5) me sort of co nat of thev forms of as(stance teh-
assistce, grants, loos, et . should be.provided.

to be dsra rei1

Saw also; Foreign Economic Assistance, Brookings Institute-, 1951, pp. 90-91..



(7)A vastl increased internal effort in the reciDpent countries is
eeded as a basicc ondition for success 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 mobilisation 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 ithat should be done without examining con-
oretely how it should be done. The Rockefeller Report, on the other hand, puts
its maximum emphasis on how aid should be provided and administered. It is the
only report which contains specific recomendations as to institutions needed
for better coordination and administration of U.S. and irt eruational activity
in the development field.

All three reports (Gray, Rockefeller and U.N. Fxperts) 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 phaie of the problem.

All three reports emphasize the need for an increased flow of external
assistance. The Gray Committee Report recommended $500 million annually in
grants and technical assistance. This figure was repeated by the Rookefeller
Report. The U.N. Experts Report speaks of eventually attaining a flow of grant
i ands of $3 billion annually from all sources.

For both international (IBRD) and U.S. (Exportm-Import $ank) 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
vncourage 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 Ropkefeller 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
specific figure but appears to be no more optimistic than the Gray Report.

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



Neither the U.N. Experts Report nor the Rockefeller Report attempts to
appraise to what extent the capacity of the underdeveloped countr1es to support
economic development out of their own resources has been increased in the
recent past. The Gray Report (page 60) on the other hand outlined the pr..ipa
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 features of the Rochefeller and the U.N. perts ports.

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

The Rockefeller Report makes the following recommendations:.

(1) Establishment of a new U.S. agency, the Overseas EcQnomic Administr
tion, with an appropriation of $500 million for O.evelopment 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 Institut
of Inter-American Affairo. It is apparently contemplated that if the Inter-
national Development Authority (see sub. 2) is established, part of the Ove:-sea,
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, eto. 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 agency, the International Developmer
Authority, to operate under a management 4ontract with the International 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 AqthoriVy
should begin its operations during the fiscal year 1951-52. The funds of the
Authority are contemplated as grants in the field of public works.

The Report states the principle that "all programs of economie assistance
should provide for some measures of cooperative local financing."

(3) Creation of an International Finance ooration as an affiliate of
the International Bank, to be financed through' subscription by the participating
governments to non-.voting stock up to the equivalent of $400 million., The
Corporation would be authorised to make non-voting equity investment and loans
to private borrowers without government guarantees. It is intended that
equities and loans be sold to private 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.



) The"Rockefeller Report further proposes various measures to stimur
ate U.S. private invastment including exemption from U.S. income tax of all

new foreign investment and insurance against transfer risks, the latter to be
underwritten by the Export-Import Bank up to an amount of $l00 million.

Coordination. The Report lays great emphasis on the need for coordina-
tion of all development assistance arnd 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-

yVe, of the United States and of the foreign country receiving assistanc.

2) The U.N., Eperts Report on 'Measures for the Economic Developnent of
Uz$irdeveloped 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 estimate 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 1% 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 1J% per
annum; (b) annual investments in agriculture of about $4 billion - of, 3IhIch
$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 intreasing
annially by 2 %, 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 $5.2
billion, so that the gap would appear to be $4 billion. The possible increase
in domestic savings could reduce this gap to $10 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 several-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, 4Je wish only to
emphasize that the order of magnitude involved is well in excess of what is

now generally bel1eved. 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).

Such a magnitude is not, it is claimed, beyond 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 S7 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
1905493 the United Kingdom exported capital equivalent to ? of her national
income.

Raising the 1nflow 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 olimate 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 conneotion. In
geperal, 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 Pank is regarded by the experts as having failed
to meet the "challenge of the circumstances. " A rate of lending below '300
million a year is viewed as inadequate and the experts recommend to the Bank to
set for itself a target, which should be reached within five years, of a rate
of lending of not less than l 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 important obstacle to lending which is beyond the Batk'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 upderdeveloped
countries will be in a position to absorb large amounts of loan capital. For
this purpose, it is recommended (recommendation 14): "the United Nations should
establish an International Development Authority to assist the underdeveloped
countries in preparing, coordinating and implementing their programs of economic
development; to distribute to underdeveloped countries grants-in-ai4 for specific
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 a year should be given for (a) research and
education; (b) public health programs; (o) subsidization of iaedium- and short-
term farm credit; and (d) improvement of rural public works.

3) Coment on the U.6N. Lperts Report. The technical aspects of the
experts' estimates of total investment on foreign assistance requirements made
in this report will be the subject of a separate paper to be presented shortly
to the Boird, The main conclusion appears to be thbt 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 ono-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
suumartsed 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 undardeveloped 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 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
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 $19 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 i income might beoome possible. 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:

(i) 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) National 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 125 billion
(instead of $96.6 billion) and actual investments at $7 billion (instead of
$5.2 billion)..

(iii) If investments in underdeveloped areas, financed both by national
and external resources, were increased, a higher proportion of the inc reased
national income could be siphoned off into domestic savings. Even if external
assistance could reach a high level for some years, the need for it would later
fall off gradually. It is net necessary that it .quld be maintained at its
maximum level forever.



(iv) Even if the technical absorptve capacity 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 oiMpromise 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 secure an annual increase i 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 falX because of the
increase in population. The immediate task therefore is to insure that income
per head in Asia qhould not fall and even this task 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 lizk between the grant recommendation and

the lending recommendation,

B..THE MUTUAL PROGRAM

Pres ~nt Truman' s Message on Foreign Aid transmitted to the Congress on
May 24, 1951' proposes that the total funds required under the Mutual Secvrity
Program be divided as follows:

Mutual eourity Program 1952

(in millions)

conomic UMitar

Europe 3 1650 $ 5240

Middle East and Northern Africa 125 415

Asia 375 555

Latin America 22 40

Administrative Expenses 7

$ 2250 $ 6250

See also: The Mutiual Security Program for Fiscal Year 1952, Basic Data
Supplied by the Executive Branch, Washington, Government Printing 02fioe,
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-ohina 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 (ie., 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 $l billion for loans for economic develop-
ment purposes as well as for expansion of strategio and other essential mate-
rials.

No details of proposed allocationd to single countries have as yet been
released. $1.65 billion of economic aid is earmarked for Europe, t 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 million. Administrative expenses will take $78 million of it and $112.5
million is going to the UN. 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 "development
grants." Thus on the incomplete information available to date 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. (See:
Point Nought 'our, Th 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 resources we must now allocate to defense to a large-scale program of
world-wide economic development .,. With such a program, we could, in coopera-
tion with other peoples inaugurate the most hopeful and 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 spplement to the loan and technical assistance programs presently
in effect? If so;

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

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

(2) Is there a need for an institution such as the International Finance

Corporation and, if so, should the Bank be willing to operate sich an Institu-
tion as an affiliate?

(3) Should tbe Bank representatives at the forthcoming ECOSOC discussio
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 VIEWS OF- WALDE=NI

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 Santiago and statement of Mr. 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 shoqld 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. 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, re-
sources 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 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 gzants. The members of the International Development
Authority, who would presumably be government representatives, would determine
the general principles under which grants are to be made, the countries which
are to receive grants, and, after considering the International Bnk' 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) torecommend, on the basis of economic considerations, the amount of external aidwhich any particular country could effectively utilize and an appropriatedivision of such aid as between loans and grants; (b) to prepare, in conpalta-tion with the authorities of the underdeveloped countries, programs of invest-ment involving use of local resources as well as foreign loans and grants;(c) to suggest what conditions, if any, it believes should be imposed upon theprovision of external aid to any particular country; and (d) to assume fullresponsibility for supervising the actual administration of the grants, Themanagement feels that, if such a 'role were assigned to the Bank, it would goa long way toward solving the problem of coordinating various forms of aid fromdifferent national and international sources. It should be pointed out, however,that the proper performance of such a role would require a substantial enlarge-ment of the Bank's staff, particularly in connection with its operations in thefield.*

(4) The management has expressed itself as in favor of the proposal forthe establishment of an International Finance Corporation to make equity invest,ments and loans to private enterprise without governmental guarantee and believesthat, If such an institution is created, it could most effectively be operatedas an affiliate or subsidiary of the Interpational Bank.

(5) The management proposes to instruct its representatives at the forth-coming EOSOC meeting to take the same line 'concerning the Report of the UnitedNations Experts as was taken on behalf of the management before the Economic,Employment and Development Commission. If the Directors wish to adopt thisposition as that of the Bank, the representativea will be instructed to speakaccordingly.

(6) The Economio, Employment and Development Commission has recommendedto 3=5$00 that it should invite the Bank "to consider and to report to theCouncil whether an International Finance Corporation eould make significantadditional contributions to economic development, over and above those thatcan be made by existing organizations, through assisting in the financing ofproductive private enterprise in underdevelope4 countries, either through loanswithout government guarantee, through purchase of stock, or otherwise, and ifso, to make recommendations with regard to the powers, functions, organizctionand methods of operation of such an institution, " The management recommends thatthe Executive Directors authorize the Bank representatives to indicate to ECOS00that, if such an invitation by the Council is extended, it would be accepted bythe 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?

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

national Finance Corporatioii 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 THE 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 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 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



-3- ------

3-

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;

(c) 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 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.

(4) 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



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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.The Gray Qoldtteo Report has been sawwrived in tha staff Paper R-393,

4dstributd Mmember 29, 1950. S ojmaxies of the ?Awkefonor Report wd

the UOa. xxports Report .. o given biewith.

The R.ebefe11er Report ae the fallowing sommdi Lou*

(1) Esabthma of a W .. U q, a t e mo Z na F- A*

Wibst5 ~ -forthe nxtfisal17.w.SU W U ,with an appropriation of 4 00 milliontrn etfsa er

-the ;"aw'Pin
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Affairs.

to-useau3dn .4 It is apparently espalwed Ma

if the International Do lopmen Authority (so* sub. 2) in establihed#

3 0 O ftrpeas Y-4onmic Adftinistration el Md

breid social as health, .duatioA, saitation, ae. /

(2) Creation of a now internatonal agency, the D
p,/



to OP*Met r a st stract Ath the InMermuo"I

anko rundse to be centributed by an partleiprking matri" In pr*-

portion to their .pital o b.ription to the Internatio Bak. The sontrI-

bution tthe ubted a wsUt 4sosvo-e 2o00 mAllion, whieh am to to be

transferred from the OppOpriAtion of the Overeas Ame !driniotratlon

If the mm Autailty should begin its opemtio. d imng the ftbcl Fer 1951-52.

Tba fmst of the Authority ae eoumplatod as gwan In the fil3 of pufblic

works.

Thi principle that 'all prgr of o.nmd a.eIotame

should prwvd* for *me weaures of ooperativ* local finm ine" t inter-

proted to ehat in no * as* should the Dvlopem t Authority ak* grants

e ri.g the fNl o.t of .w proj.et. T m p-e -y natw* of I1m wd

grsnt ftin g of a dwmUo at as a wle Is ditstoted abyeI

that e' proeeats should be able to mappwt at least a portion of the *m*-

ary fi I n a loa* basis," If es isoos were sehivod in tm awrdI-

nation of t an inteUrnational gr-at aW loan anais, such

a wuld wt be requtyed. Swh adrdstrativo primiple xight kove to

.e cons.der.d .nly if ammpts at ooordinatng Internationald~weplen action



we tf ta. it i rkmiakabl. that the rarm, wich h" proviou4y otressed

the need for Ully coardiated Progrsms in ***h comtry should, tr emphasisdag

the individual proJ.et approaeh, .levat eartain publie roltion axpeets o

finaeig operations t the status of first primiples.

(3) Creation of an Lgm LtIM as an affillato

of the Irte nattisea ftnk, to be rinamod through subseripton by the parti4i-

pating gowrmwme to me-voting stook up to the *qvalent of $400 id1li.

The Corparation would be muthoriWd to m 1 quIty irmostmont and loams to

privat* barrowwo vithout aovzmt gumn* . ULtod Ststow subseriptlea

of $150 xiUL n to propoAv with no1-third oetually pid io, the omneo

subJ.t to oa1,

(4) The rtookeretler R1owt proe fou mmsmre to

S4t AUia WgIT*O%* gWllil#0 a w sv W t" tm

fomigw- a-1-- --Ww Au inawam *gLmt trwd *,r risks, the latter to be

S underwritten by the E -t..rurnt B p to an amount of *100 mUion.

->Tht assist ns gno h ohe moepprttion of all sep4

4w1on essistase. -n'* the pprto f ll 'I4 o "oom
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program for ovry **=try. The pepwotion of those progra s -to be the

wp ub&lty of Joiat G.nianina wbieh ar* to mowst of rewOnatives

of the Unit St* o s f&atags c gmtr I

The U.N. Rxporto Rpert en )Eomewo for the Ecuae Development of

Unbderdv .loped omtrieoo Is divided into two major astioe. The first deal.

with d.ti.MIAS requirifg action IW te loped eatstrieal the

secoMv deals with oasures; rqwiwng sation tr the developed omAwis./ Ro-

+ aons of the reprt lose sedtan mthe text eA fail to

oowrty the subtleties of the *ralyAie.

The firet part of the report (pp. 5 - 70) o e an aays

of the probleme of uhddvol o tri.s an a realietio and perowasive

4satsmont of Wat the madoI d aomtries net do. The seomod p 0 0"

taena an oatist of totu nwm* nt &W of oxteral .ptal to

raise by 2% the national 5 w pe head in drdevelope countries r

that purpose, th experts as (a) an annual *Ift of 1% of te total

working population into industry requiring $2500 per head of wMrker wployfd,



ad amting to $15 billion. This vould riiam the notloml 1000 34%

per ; (b) annul i1 astmoats in agrlmdtwt of WWt 4b Mbilion of

whih $1 bilion n agrimetural extension amrvioes &4A . ao. -WON
A

A- the yield ph e r awr - as a gof % pero -

equivalent to an Inrase of 1%- j matioms tram*. WIth mamao isM i m

crowd" by 2 j%, Imamm pmw bed wmd iMmr as pr 2 orwon

Total Iit U mt to $19 b n) 20% af the 1Mm

of theso comtries. Internalo vings JA 1949 amount" to $5.2 hinim me

hat the gap wvu appmar to be 14 billion. The poissible I14reaso in 6m,

*xtI* saviws owvld 'rodwo this xap to #10 bilM n ( o af vbAh wmd be

needed A dw Aa). as pregeo t n-' a at 41 to 1.5 billios.

"It Is la order to empbselve that, If them. eamtris we to prWgreWa neWg

rwpd4 in thO ftte thasn th" bm7 dow Is the pu& qr we d-dog at pmwat,

the bnw of capital -net be maltplied smvral-fald, that we hove thoght

it vart w lo to give theos at1m ae of the order ot magdtado inmelvod. We

d not a* that those figures be tsn aa7tly We wish m4 to .ea duive

that the order of gamtmad iwolvod Is well in oxe8es of what Is rge ger-

ally bliev". Whoa mabers of tho itd atims spook abt rapid1 Im-
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.roasing the standards of living of th nderd*VOUped IWld, th4Y O.GUM

ralize that vt tby we talking about i WolvoS a tronater of Sovoral

billies dollars ovory year. (p. 79).

$ a agnitae is est, it is elal 4d, beyond the "pwdV *f te do-

vwleped sntrios, % ef th national iame of Wextem Europs, Australia,

the litd Statos a Canaa wv 4owd4 to $7 billion a ho. observo

that In te last fiwv years gravto and leams fhem the Unitod states have

beea ruanig at mvr 3% of ber national Iaw and tbat in the period 1905-1913

the United Kingdca exparted oapital equivalest to 7% of her natlomal Immeo

'Ralifg the isflew Of eapital into Ufdurdomloped e=trios roqures

action =nder three bmadjage; private 9 111--nt gov~.ma aan n

- With respet to PrivtU o t, te *Xpofts a" geWaur

is *Psty With vWieuS Sftt1"W 4019"d to PrOMMU a 141 MAW of

VrivatG NaD,. TreNUMW guat st romoval of double taxation, same#tnmj*

tratio ad AwnP~tornatiowa Finae corporation to so*e equt+. imestate

gmral, btevpr, thwe not optimistic as to the inat*
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P0.tS for a grAtly ip aI i volmo of pAVato . / With rompet to

1 ,nding, the @xper oaemon the opratiome of the Export-Imprt

Bank aW m1wmand ti=*1mr Institutions to the other developd e.mtries.

?Th Intermamtal Rank is Avardmd 1v the experts as tav4g failod to amt

the webaln1 of the A rw of 3.detg belw 000 Mimiom

a yew is YiOint a'esti17rely im gaso *Ad the exports Wv-----. to the

Bank to set for itslf a t , which shou2 to rowbod within five wears,

of a rateoing ofe not less tbau $1 billion a ye.

"If it (the International ) webws sip of this targs,

tbo whole qssion of the prper ltaernational #rgwdmt ow Ww prevst

or 440quate, I ote or left OpIt to theUs d s esomtrios ab.aA be

devowl by the jtite Ut&.*gm

An impaot obstel* to le.ing vih is beyond the RSaktio PAW to

- e is tbo lte a w bein mpet en egse a .pteta. Mash

aw* mst b dome in tMs tield ber to en sodoml so kiss w1iU be

Is a podtiin to bekwb l ms ute of low oestal. For this panm, it

is esmannd reamenataa14 * the *Attd 4:ten a0 aels n Inkovo-
10ia r m A11, ILOSU) I %i aostam ii r

mtimise Diap t Muthowit to *Asjat t).ili1l a 1 'Wlop inmtios In pnp-



poring, eaedinati g and taeamua thwir oprogfas of sooeme o drmlopmut;

to dlstrlbut to IMUnd9 elopod eamstries grat-inp-oid for speoific ahr-

P04081 to wer the p" ilit tio of smh pint.; mod to staif and "m

port on the proges of develogpmnt Prowm." Orantse iniereasing rwdlv

aWe rimehi a 0l"I of sbmd #3 Wi11au a yew shm4d be given for (a) ro-

owarch and o ations (b) Public ealth progr j 1 (.) s5bwidution of mimb-

and tam o dit and (d) Impeovommt of rwial Vublie vwks.

Tbe estimoa of total l.vestu , an foreign assistano VqU to

i this report will be s subjet of a e paper to be Preaftd Oharty

to thm Bow. The ain .olusio appeaars to be tbt tme aumul invootlowt

i dirmi 01 of #19 billi a msubt Oat4 evem wiia tim unral

e ips tt te saw

tomrl gap mw be *f but onbielf of tm e .pert' estiate of $n billion,

The ft11mdug iant uq be uad .osof w I goe With

te b.i. tem...e.f t. e s

(1) That the oevm.. and sis of a .omul dEmelopat is an jwelaie

is realo i.ee per besd.
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(2) TbT. a owt cslas Is Iu st ia th loped somtrio#

I* roquirod to .s.Mlvo lweh - f i- rOOSJ Ial itam*.

(3) Thatgen if dmosstle owaifgs vase ima40ssd MAIL 0" br, *tb

traferof avital that to rwqid, to "doo, rapdy the livifg stondarda Of

I . s I, fwr bepo what is MWR d

(A That the argos* re mast of istfatIoS1 WA Io for th pooest

It I alo prebobl tbot If all tbo mdordseod mtries of 4k wr3A

Vith heir 16 Million p"l* h" to "sMve Mta a 2% lon1so in

amml pr , at s t less t.m $19 biain ad

otltf 0-'a lu"netb Itit m-61ablt

pgaibo, bwwer, to s**We oitW at pWssat or #"a wijta the

-yowrs iu* on imme s Ieal iname pr had. A ies abe mt.

Sld 1iats.allw1 efefrt wil i roqtr" aet t. .11w thea m pr boot

a# the pmt ot thaso omatrits t4 !1 eV p"! i

1) *i) a iwwwp piod of sm amd ywo d=Ir 4 g.ich ear a sl1gM Io

aese Ia M* por be"S MigM a Wil ha to preoed a latr Pas

at wtdoh a 2ins.s A iam vlb boos podb It wouiA bea



to raise hopes which einmt be fulftlle. s yet. The orders et uq.tdei or

Intemtioml aid propod by the r*port we the foro wa.Uslt e for a Mw

,t mweee

()Progress n nmmnda davelopmn o"Mx Wt start is all the moderw

d4ve.pFd aro" sla1tanoemy. At first, the t.ohnal a vevwpvLw eap"Ity

woud ver7 awh boiw the a wbic would seeim .a hmme to Aasew

of 2% pet -aw

(U) katiomlai nuses and aetual iwrestments in the Undordovolopod weas

appear* to as to to 10te88etlvakd Wbilo tbeg* Is *mttedlT a Vast Nargia

ot or a n all eatnatoo, we veu put I 1 at 5 W110m

(InstosMd of b. bine) and astual Immo uts at *6 bUmal (1aated of 0.2

billie).

(Iii) It javestmento In onredevloped a""n, finamood both br vaioal

Aid external reom% o, ir Iarsa, a Mghor P asa of tha 1smossod

national inemse .eLd be 4ipbwd off ItO 4004q0 OAM*. 41041dom

t"010 vdght therefore ive to innve wqW im etv tb

etar, reach a high level tr $we years-w inm t fall off . t I0

.at s.es. that It sbul be .. Iatai at its SSUMW vel f ,r
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(jv) E."A if the tebnui.l absorptive espaety wor mob high r than

it actually is, and "wn if progress in dwlopenat oould start ovorywhor

simutanouly, it may be d.ubtWl wbothor Us prepood mount* of extermal

assistanoe euld be obtai4d. o prosent exaggated claim* ay, in praotioe,

only comprwise more reasomabl elaims whieh aight be realisd.

(v) A have to gadit therefoe that tor the next decade at leaxt it

weald be Impossible to seere an onvual isorosoo in ineom of 2% in all the

underdeveloped areas of the vwld, notobly in Asia. It would be e nm

ahIevaet, beee- to ses~ wg i negette 4mvlgmnt aeinateb in-

ema per head In Asia should mot fal, or .vwnujbewld riseslightly br oW

/%

0f to OW pr &*=. Without a large-cale dor. pon 4oau , insme

Vor bud Is AA w4U fThU bomwo of the I-1$as in povattos.

(vi) The prblem of .eordiation betwoon grants and lses be "t befn

treat*d in tho report. ft $jme1Umfbsetwe tho grant o is lanati"n and the

l*ridtg ation, Is gal

It is to be x i it*ri ftret tbat the im os" in the mdoft*" popd

eontries' ntinl me does met mowesearily arropw to the i

In their available m Te. *utries We I* the base Yag 1949 ,



baamAm of F11.10adtb derielte sat tog3 * tan M M a WOste

fin it 4imu4 diffivlto. sipbo off nwlo them a fraction of *0

tbelw Oft us iwem to maittin . The of 01

for fvlpt, mUea if thi aid mWro to flow in t ca

a* or y o t1m, mUgp boinr, failt*t e ampw =su es

to Iph s off pssly only 10 of their ot n m allies, iAo

aOMittoal Aimvww 1* , M , wt be bo shm tet P mv

Umof will ue I7 va M e axt , theAxs

t"" ad* tv -il 10p0, -o a*" a va4 roese" tU dow the Nim of

tittioma is mlate If Uw 4.mimo U eooed wiO

h astif wm bow o a the .gaim omatuut a lu

for =1ki- th. alA flws a a essdea~ re4ed rat. 4un the pmmsat

5.

ftvAdmt Truso )esme on rwig Aid ttted to the ougeaso

e R 24, 1Ml p@opSO tkt the total fUst rpiro d r the utul

.eswity be ivi4dA" falins

f e *le The Mutual security Prgrm for le.l Yew 1952, Bste
Pate pli4 the 9ase tsrch, Wa t,"
Offie., Jua. I9WI.
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(iAs ginam

5 $10 5

Middle 'ast - wthern Africa 125 415

Asa 375 555

Latin Aworica 22 40

adiminiotratiVw _xp__.. .. _.A_

S2250 6 6250

3oonomic aid fo E-olp i1iudse ths .eaode aid for Grets and Turk*y. The

Middle ZEAs Md etenAresKeae rn the Arab -'Mateo, 1SrSO1 4114 US

tr" in ~pondat AftJan contries Liberia, Libya v4 Zthiopia. Asia *ib-

,11&0s .inatr s Ot th1 ftea wa)4 fet Afghatv sn to Lwjea inlIUtivew. I4

L1Iu.o ftt Asia (Iaa Paila AtgbS A~x C*I1 kOPel); ut

Asia (Thailand, H.w the Associated o) th

?tilippiftaj ?.sPo a X er. Jap Is mt imluded it this progrm *Is

its SOW o nao t t wi.o." .' r eonv nine, tb. ostiatod r.quir.mot

fi "A inistroui " #imesi far t+he ontir progrm (Lt boUto m ic and

W t4wy) is shon as A4 WagX. tiguro under ecom j ad, It it lOOOMOWd

in addition that th* lemasig authourity or thm ftpor't-imprt ui be
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% $1 bgi llA for 1001 for ... Naio d*.Vw1Pma t VWPOI.M as wal as for

9me o. of strt.ge IOU mt O...ia1 , .

So details of proposed alloations to sbnl# . ontries bon so y e m

"leas4 SI.65 billion of osommio Aid is earmarked for Europe# A fraition

of this will belp develop urope's wdordovelopd dependent oversoas terri-

torls. The bulk of developwAn aid will be provided out of the reu&Wnng

$60 aillios. A~i~.trstiw epae will take 18ilion of it asd .125

illion is ging to the U*N. Korean Rsonstruation Agency. In addition, help

to Formosa, the greator part of Indo--him's shwvp w4 the oa" of Arab

refwei ?lstia# woadm1,.bM

easse" rather than Odrmelopment grant*." The Gray Conmitte R"pAr's rsmed

ation of $500 uillion a year i grants for developm t *W technical assisto.s

can probably be written down to ad 200 ao lliono 'Tb bold now program

whish Mr. Truma twsty-eight months pg in his Imaugmrl Adftw

for the turovownt ad growth of oderdwmeopod areas is still bi 4tered

with U1ttle oeu thaM s phrases and lavish promisex# Tis, is the present

WK-Wo is no doubt inevitab . ... The risk *Ast be taoan of postponing

for the presnt the longer-te task of developib those areas whoe soil is
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so gook-that only the Co amist eastu can flourish in it. But the pity is

that this uasesity is net opU fta.ed; in the Pivaident I menw thw% is

an implicit att.mpt to pretmu that great asaos woe s der Vw sAd that big

mney is being Provided for them. ... The writing down of d4weopmat grant*

Aay not be surprising; but it is unfortuate hat the figures In the Prea4-

dont's a ssg *%et that it has not been written down at a. ... f 250

million wvre transferred frvm the military program to bring the euomio -rt

up to Mr. Gray's requirents, the imediate results might be impressivoo

And those who wre promised a bold, now pmW.a in January, 1949, might begin

to ftel that Point IV vmld on* day boom* a reality. ' (Point Nought Four,

The eowwt, Jun 2, 1951).

SW mn it ha sa that Was for j% e held U aev is dis-

em"ibl mna othor delop". "wris. it is 143. to p Ohthe

mspt eloa that tny vWed ut be a ft1 ed by otshe tosphs he f. s. r

wheth te V inaity abt the go SAtiMs, for 11- , he bited Ung-

Ue. Fath &vA hops he to be t1-imd &VA 04 04Y If the a eped

Sovts'ioso -MA 0nl to ssowt SWPpUI&& of SatbVg0 mt 4sa* ba" to be"l

the %guln r a vius an ta -. The whels w mA



sbou1 join Presidst ' Trsan'a prods* in his mes*W "It pem ofm. d be

au oe m, the Amarican p.op1* would be gd to Invest a part of the roo

SmN** is t e11ee to d se t a lgo-mopep of vwem

Wit .. m 4 syerA **# With hmb a WO "0 1s*e , 13 eso"Wmt5*AM

with Sher pseqqq ----. * the d Si a puerA et peae

Mi d.olopma*t the wr hiAs se e sm.

I.

ggeg~tn kg bgg gaeee digsg4 13 the $4 gs

QR @4tt.. Re 08 Raw, p1 if. $$ ems f e

whir. all t Vin Ue.. aid i la g Or at 13 e pma "a O es

-M lgm "t Mand be 141 to 41..m. I t Is -f be *a A&
aM ew~t%" m tMv poi q2 fr l p.bIa amm~ Thob

(.estwibttng) menr1s -s agtat It bas. the be t0 isat te nsn

Aeatr.1 of tWh aId is the o r e Ip aPntair
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It bins.& tMV WetW to U ablo toN$ljg we"al ball. An ell-4qg,

i1t1gmtIng ?aIerm-Q-l DewolpwAr AMutwIV Ua t in A$W* hat sdo-

stit~e te ll ma~. sem be &*Is4 that id1l mLll ot"U

-n 4 , i4. eenaIiat batum tbe movoral dd pi o a

n tbe psp1 a t Vsags Is t lw ftaW

(2) An blaaIwR .ssatmIq 40 the W vatt to "at

usto t U

(3) The p.psal to oetabUib A late stiomal 10U at Autbawr

.5 - ~La*4 th b. rtlm soR* dSAw ~ 5l. x

tass. t mt iav s the eaes or at am ta

smioal agm ow .U wa sMd ib It tba wrmUoml wk bsm a nco

N a&at ftv q"stating a progm o dovel ab Tw ditimt

and
mervaima or ue Intormtm.ma ast tpwm Autwity )i wo b oft

4m4o it. tIIno of. at ww,

is the Dt he MM Vw IMte"Alawl A aveth ww"

t wh Levass o to am t-

ta %*A prIIpIus a" whI t %*Ape.A24ai mta thb. vvww sbou be



.Xtaod, TheWe quet&.s. WO Lm lwg part policy quostias For the ver

sae rfson fo whieh to oa Arie e <pope to WWMeNAO eet"l of their

aid ftudo# they viil net be wlingt m enaftir ssh tetisme to 41 Uberb

mational Devolpment Autherity managed I the m iama ftg,

SwL ewr, "Vaves 4 Slasb t O etelr S

blew of detormii, on the best. of sesmin a ....permtions, a prorm br

which OW given smot of gin'ts to a try em be xat *f tivwly %Ui.

Uised s os to rslt in the 0ae~ bontrbution to e ~ .

vwlopwat. Tb, * should be no cmafliot betwen the twe kina of W1b0leu.m

since whatv the iit f d it should be "* a oa8twibutifg 0aty

Sinterest that that nsmet of aid be mest effoctiv213 upede Om mas

of i g lm roults ftm any given aW prai .4 be the pe'rat"

ing of vespomsibWlitr for the decision of smmt of &14 to be giv fre m the

...tak of pro th o ad for mxn waelts

The georal, opoatiag immaaoism mxh be aloig the fblvAng, liams

a gaoinmatwoud I~lekto o M Inwrmon k ftk (the latermato.

Dvl.pen Authority) the possible order of 1,S1t*e of S.aA aid. som



"mtries,* Tbe Bankid o prebs to, 1i1am .t th. "O

of tbe MATY as a flvrt stop in rpOrig a dompum al wh wd

males Offoluve Im of grats, a. . t*W s - . Iim in

*so", Omb 1 U WMA OUn5igft 15at. te t total sewt of Amlop-

mnoal aetivtty wWIft .a2A Offtivoll be wtaln for tw sexi ywr er

too, git wil be M!4 tv tb" embelrs .t rose si er ty ftrega is"*

wb g It eould afford to wryto.4. In otboy oams, tim mil of tim p

Fxt mibght U 11te ew mu1w1 O ugo& tMae the

to g 0 f- telon%2 M b e e $We te I etie

Is -m eesd bhe * *lm e4 f .. h1. wihu stowm Ss , time

a* proe . orot Bi --31- ~a il o sA oo feiv i wt* ffl~ta te"i

- 1Im Is - te wir -p p e abe ul

U disease Its m m 0a a VIA"

It to the -owwa or mw theif g%, V #Jut as tim IND

pml kly 5eI efle ;Nov=$ itme m"Ale t* Ow IOU" set:p - *lits

ows fterd of Direetoes On tka bests, of this repost -wmhte



Is viow of th e 4 mieuss ani field ottdlos might iavove Wx to

twelve *ash - g gVoevrwnt or Nowruneats wo) then Aa1oeato *r

OaP ecmdItia" that the roapieft eeamt

tb 4pp 1sto Iterral measwes .isi to wake the

Owssplsta prop nM m ao Iew Its uan infatWvomess.

ftamw 4el to of a wawetobiha r gewmea s ** boe bamd so

*=1wAV*]* as po Utioa -oN aw to mak th a*nesda efftativo-

e of ta p gmm I i, the IZ natieal ik (IDA) wsEA *Wn7 out

WO .setfl of dIabW-semeat wid the oupervislon of a wblovmost of tOw 4ow

Iinats provgtm sa the same *wow that it now

1 he projosts wV* 'It fuma.s I*= its Oua rds. In the

p11wof of w~uisn the 00~~ Ot ft the 4milopaA pros, the so

migt isk to so nt It# 06giftl 8118111*4attao" Ad woau Ithsreftr mko

ft-0- 3PO asW the 0stual pop 11 of the ieteles" as wilO

a Vith .ob s V" It felt Oineplto ia6 Inrdoin that jrog.

The &gn of p osmg fbh tims vauld taiilite" the

a"s weam ot o oW b ussftwee to a b"tUr eOaftuen of

Iarmstlmai astios I the deivpaft ftlo.



(4) The Prtgr gasetttioas te Inhrnational Saak (IDA) 4.-

scribed iS tW prvims pregpo wuld p4ide a frwk 4 rdinatim

W"i all matlaem or intervationl qgeeieas is tb field ot teaaniam i augii-

taUs, nt. -d la. Tb. Internstional Bank's relation to to axpart-

Import bank's .tivitios to tb* developmext fisu is ama prt of this vWilO

problno It a de lopwat JISS is satiafactmi4 vrk out md egredAvith

ts governmnt of the avatry noermd, as weil a,all the &g"noi* *ON*

atin# in the d tlop.at , funds frm different saee* mw be ftted

satisatori4g into tbo progpmo If Us, Internatiomal U*n Wa anl Vo om

required for a develop t stion e a sufiaelent seal, the port-Iart

a&#* sea loani tor this purpose might be superfluous. It omld,

bewwver, nst usflly p t elpmatl aot C U loedtsg

( ) t b states of the Bank, (b) for ppomses of obtaiaS stra-

tagio and otbar essential mterials which ar of a kig p~rity for the

Wtited States but mt moessa.1r of an aquy pririty ftr tbo dooo

vwlp 4nt s ot a Vvdvaet **=try, 30(c) it vight be used as a losdbw

?be later...taonal Bank *as a truy 1ernaMeal= isanetism do"s not
evid "ueld not vliow the stratogie interests of the Mtotd States wr ot
the NertA Atlontle Peat rations s a detomstobw .eo Om the ether
had, boorine 211 tewise NP 131 M 0e the 4 1"rbility or Was

0 P P"3WIsit U vse 9f credits to fimwen &peratima of partioubwr istor*4
t the kAtd States wd its Allios." (regading the V.s. Gevama
for tr14P Esonvie opnvbmw - a A 111 of the XPA (Nutle
Pleanimg ssoci aio n) StoorbWg Commmittes, Wasbingtoont Do0 Jom* It* 2"51)



am of tbo VAtd $tat" o4overimet Whonamw spoeial laterests of tho VAltd

$tates; A"e lmalv"O.

)4w, wr, tbore has be" a fUeli" ia 0s Vnitod Statos G*oQrx

mat q 4rters that tko spbw. of' astivity Stm zxperL-Import Donk A VW

Iatermattoal Bank she1 be se arranged as to booeme a.esplontary rather

then ompotitive. This I. g d. As a w o Ot asOvig the goal of 6016

plontarity tha Proposal has been acepted as a first

aomtrbs whose roditwerthnoss is ot a Uniting fat r.- mogmmbis

shsAl the Iatematioma Bak as a 8Ank of first tauw. Oxcept

for tbs. prjeots vhieh have peuliar stratqgi. satoriaX aspacts.

(5) If the form of 4oordimaion descrihed in paragaph (3) were mt

realisd, various ad hoe msas=r*, virying aeoerding to the Circumstaftes,

vight Still str the the liaisau between the different a tomes sctig ia

a **=try. In practie, this ours alreyad Ii sme cases, the jank takes

the load in ioardimtion, in other *ases, It sgroes ith takbW pat In pre s

grms iitiated 1W othw aacies. In the eas of oslvia, for instam,

the Bak took the lead in estimg a d4velopment prirAn. In the case of

Brasil, it felloeUs the a&tion of a Joint Ameria0-Brasilia* Comission sad



SWO, if its p4p0"sar cad toko part ia the finas of owe Part or

suoh a program. In pearal, it .es that the division of rsponsibility

on fuwtioml lime (bmalth, edusation, public work#, egimuture, *to.) is

met .ooduwive to the elaboration ot a co.rdinsted devlopwat pregrm. A

divislen of reonsblt W& 410 os 116"t, ="Wwx-t , webh o aey %akwo

the lad to own atry - pftop" a .omtry we Vw ageW atributes the

groator part f external assistanse -- aM another agemy In anotber eeIs y,

a- yield g*W revolts. T famesM the dogro.s of e.ordiation very and

*w be - AIMOw 1 with gpoatr *vpwloww in thls field.

(6) il&Ura joint d4eelosmt, Ma de" dopaM "" largw p 4 the

type of Prse 1a*in then and the offtsioaq of tbefr staft. In ge1""i

they - m leUw tA* in Internatal qpwr et)U. An Intesrnaiona

"ambe MWO th ~ O ti gwmet amld possbly boo

%dw an iaternattwl4 flag, It =w deaom ad obtai s re, Om has to bmmo

ot beIft destrissive Is this respt, hum, am 1.4 t th s the

am orfV oma*

I . he ned thfo a s * anstin Aia1 the dvloen.

(1) Tb. -ae fo sowdiuwtios is tb. deeoea ftald a i n4tese, s



we sem, in &11 the Rfpwts -ud a wativastty soltion ot e poblft I

seasmesinphedor takmn frw grmat". Tb*Nutual Siwwrity P-m-6-raw for

ylsOa1 ym 1952 of the hmin Oanlttoo on Proign Affals god the 5ouato

C awitts M q altjo" Stits, fr inuameS *A.eut hs ben taken

of the ftt thst the roow of the So** (Expor%-Iwprt U* mathe

i a l Mk*) wtll be wo Ia the res wd "U povide *m

o -A - b eWbaft ua w vdortakifgs.' The report deale *W4 wIth

the robem of eord41ta=of vr pLow Vt g * am eI*e with the

tzpwrt--.st -nd the Imu-mtaIoml Bw* Iss but mwafic no R IOOM

eor esordifttion. In ret, it SW anow fv the w the pt

I p .rs* thiat theme to s pnea. of -eIat!U a lso It sOstos th"t

-1111 -d loss wae &11 sd out is oboes .oe tstIas to s"*

-r thet t is a ppe uss hetwuem loin aMA gre*Au I a wIIo

We P T O iena em ?inp AMA satao tket the aenie am

t0 *wk "27 WIT l ys idtk the Rsupres-laeuw 5wc ad the Intoer=timal U*

is a sqig a pep *Iae s between los ud gst gms.' Is the

soles dovoto to Asia -aA te Pseifto, the g tw g .10

ipil tt the Vblbm of o.dianim hoa he s v



------------

sbould b* fiftee Wlan "e b*"n smaud", Tbo twmeatmeat of priVat*

pp 1 fa bi1e loa t b In ratiaI BRk for Rftom~tu o 40d

Devlopen an Me Supwote-Irport &Wnk wMl plwy as I lmet part in tbb

06101sm" gag e at Asia* " la etbvr pavU ot the wrl4.

Is the amnsate fthis plr~oh-m 3004", gprao amd 0SO,

ai4ms. %&l be umW wo ith Wo plam ed ofo .t oaoh a~t

tbo r".ipi mt eovrios for the devolopwj* of ito ow reoot s Mar JA

tis M 0 the V.AM kWs Of 0401" a0 mevaU* to au Astm

-uwt" be wDt offo"J"4 with4 dUpt



3)1

(2) WhI thee SM to be O sleaw rem ietlon f p-bl"S mWlIV

in aeordinatico, the Bank' w -t mt&ie thinkq wA its tatial vo'k OW

well be disueu.ed in ts eIf the Bank is to UM a 2eadig

in elaboratig deelopma poo for vtrim. eintri5 -. it will hae to

e .r to eq - hew imh it will be able to Iamd to ft" eee*-

ea t. h *Abatot. wt in or be e * series of slte UiV

mft as to the te m tes at ePOOS. ether etrml 3aw

i soatbloa fu. -nd the Vuebbl* wwt of da~et. riwemsoseae SAv

for ixsmsato w.Mh In tw fwequsstl7 p em the Aemot e rl

ftusnwtien theor nk'e ame a %at la

StWe n 0tbet fatro mv -% but a e t ep4hfiwa mdi1

em be made in aed . m oata te&tve .t that iW hmeiIn fa t

bees nawA- in et, en the e t that te Gray OaUtt0e pl

etiA were to bemeed.

Shd h eeth Ute., Wndeb 4e "t to he -- msal with the *e e at

liBe of credit, be tamo ed to the comtries .i-anr MW da"Pwe at

. vtanftng wre .bis, but the advantoo my mse teo
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the drawbcks. To vzoommm what bmwe the book night be ablo to take i*

tb. finaniqg of d4"lOpm"t p o usdar vaurvo assumptions night stinm-

late both the elfbormt~m of the plan and its spellng out in the forn of

projoete. The ultiUt* decision wll dped an the prr a a whole but

loams ill(2 be m" at 4israiedjiihaM the projoats whieb efttut a

pla e atistastwily ws4kd out. Once it is kamm that the Bank to

prepind to finw" a pwt of a &MlOrm p,, the no" to wsent

satistfaetoy w*joto ma be mwe kenly felt oad the bUm delys uq

be more lowly pleamd

(3) To m what p&A the Su* may be vpWW1"1d to take in a inMOdY, a

developeat pg" m will be mo eary but it will ust be e* . An wamo..

isatio ad worklad atl to that of the Iaternational Dwmloptent AuVhority

air- (P. I.) (3)) wuMA be roqaxed, cuite irrospoetiwely

of whether imsw an iastitutimn is fammllr osablls)W, The Sank would bae

to preseed further oa the readt of gi its - tebAUal osastaeme.m=*:

bem o a O ak butabo

an "Inwetm et er "Dmvelopmext AMhrity.' Field missieos, pewbqgp

0000pa ut regonal oftet. or offioos oa a Aill xi direet eontiwous



contact with the develoenut cootrles vould boamnea sSM. better so-

rdiution of technial assistame mw aily be possible if the Bank i aseeA

still farmbr its astivity sud its expenditure la this field.

Vwther, wheu and to what extent seeh stps sheb 4 be taken V the be*

mw have to be disussed seon, as seen as aJor d.asins on Delopaent

Paoey w tWoa t Member States Go w sts.

III. The R.akefellier Ropert propsed the establishmt ofn Intorotioml

Fisse Corporation as sm affiliate of the InatrAtiasl &a& (pWm. 7, III, I).

The U.S. Couoil of the Intermtial Chamber of GoCmmres i* a polloy

atatomut on the Roakefeller Repert th titlo Imeises aW Inter-

natioual lma.. e Dvoloyemat% Nev Tork, W 23, 1951, sP the Roake-

ftller Reporto proposal flr an Intorwatiaol Finamoe Corporation, "wit as

fllmiug guliftsatiosw first, the Corporation sheuld be et up as n

etivly private rganisatiaa, .ql&ta&ised vith prvate fus, O*ly if

tis prows mspreaticibl* sheuld it be sablih4 as an autberit of the

k Interutionl Bank rinamsa4 subseriptions *1 Rajns seeowlly, the

corporation, la -emon with all 80.iemntal wrganisations, should set be

authorised to acquir owswrship rights even thogh non-m g In



and entewr. The Corporation shea be 3U1d to aking loans to prt-

vato enterprise az, a robywWd tr the baad, govenment gmerawtoes

*bAU not be requ1rdfor this ptbo p..

Tb. U.N. Experts Xopwrt makes a iamlla r w A= a (No. 16) Ia

which, bnwver, the Intoriwtiomsl FIuae Corpration sbau3L be etalised

by the UnItied toaea,(s#t as an affiliate of the Intrnatioml Sank. Tbe

Boaxamic ftployoant and Dwe1opwat Comsmissin Report (Pargraph 29) Orw-

ndo that the . a Social ROMaIS invite 4O.1AN to give

tarvtb .euI% watioe to this zOw u oa and, * a aiUa, iivite the

latern.atinal bank for R onstruotio and D to onde and to

report to the Counoil wbhtber s Intermatiomal ftowe Corpora on omU

sake sigifte. odditioual ontribatimo to coincnd* d1alopmest, ever mal

tboe thee. that oaanwt be nvdo by oziftI rgemisatians, throvo &*ieAt

in the fianing of .edustivw private enterpre is n .dMm.l.pnd ee

either throvg lease without gever guarant , throgh pxmase of stok,

or other.se, and it oc, to ske roeonmendations with rogard to the pomrs,

ttioen, erganisation and nothoes of oporation of eseh as institution.

Tbe probles involved in this field certainly deserve further stdy.



The govermint rowtions wahev ybether lew bilateal astin ay U ame

peeted In this field than in other ftelds. It apprs, probable, hwevwr

that the establishment of A Ivtornatianal Winan Corporation make soo

significant ntribetion in the developMent fied. It is , therefe

if the Board IO®RWIM4 that the Bank in dlo.atos at the 1OS n eting shou14

be inatruated to aeeept the invitation to the International Bw*k, if it to

seao to pepare a report on this subject to ECOSOC.

The Intornatioal bank wea also invited by the resolution 342 (i)

adopted at the Twelfth Seompin of the SCOSOC to submit any propwals on the

subjeet of the finsMing of *emmic development for eonsideration at the

Thirteenth Seasion of the ECOSC. The m t ppoes not to proaeat

detailed seifio popoas at this meeting sime SUM Aa basis for the

uosideration by SCOOM of the p abl ef fimming developmat is i %

ID the UJN. sto vIter et Its isimesio at the last etb of the

9 iplywt n Dmnlowa Cowesion and the "port whi*k ow.4e

~sthe oti~go Th. VIM* of the ~ m and a~Staff of the a&*
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ge" IW to bak$e o wp tati at tih meou" of the =

eay 17, 1951. The .1w+ B. irSet- ay vish to sau.rso ft th

a*&e 1 dlg at t 1 sm eO " to make t1w aatatin the

.-. of U. Iate.uti. 5a..

j/ A lettfr bm , Ir. Sgv 1. Re Mk to Ir, A.D.K, Owe on thlo sejqt Is



My door OW041

I wish to t k yo fe your letter of Mr 7, 1951, enclsing a oW
of Reolution 32 (ni), on the financing of oo-omi development of under-
devlop" countries, adopted at the Twelfth Seesin of the 3m

bolal Com .Lo In nrds.e with the Urs of that Rboolution, the Iz-
ternational Bank for Reonstruation and Development, as a spnalis1edm
age y of the United ations, Vag invited to submit aar pros 039on the
subjtet of the financing of efln1ig development for he 4ew*ton at the
Thirteenth Session of the wielme A SewWl heowml.

The Internatonal Bank t o xast 0a11 us to assist the Uamla &W
Social Ceil in wSn va pratieil* in Its fortbe4ag sonsiderates of
the protlem of a Cin aihe dlopm'nt td the f.ek sentatives
to the flertb"Iming sodon of the Comotl will be instruted to roaer W

a.dstawo possIble to the Cowil tM its o e C1;ttee. The B1nk
dooo not, however, wish femlyto present weg detailod speelfle prsl
for the ii nsideraton of the Council sine the Bank believes that the re-
ent r*pt sa Oeass s for the 5ooneote Delopment f 0aderd11 lop d
CountriosP peopar tr the g of experts appisued by the 80* m ither or
neiralg the disssion at the reeent eeting of - 1, 191o t t ploymont

and De4oloment C momm iss an this report and related awwal the various
natioal. Positions saattdat that neetifg y the usubors of the Coo-

msooonj and the Meport Vhich emerged f"oM the Meeting cacwtitutio on OmPle
budis fbr the ooseideration by the Zooento and Soetal Coail of Uhs In"
portent problem of finausing denelepnt., The viewa of the IaN is wk amd
#Uaff of the Ben we"e expreosod br the Bak' repmeeative at the
seeting of the Coomtission an May 17, 1951 and a "Wp of that %6UemNWA Is
attaohed for the Infernatio of the Comail.a The Boutd of EameftIVO
Dimetore of the Bank, hmftver, ha not tmhen &W position an the pne~epo

oontaI.4 ia the .xps'rtt ropors

Your* sinceraly,

Ywcoe So mok

Mr. A.D.K. Owen
Assistant fterotasrr-Genr

United httions
low York, N.*,
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he mdiate qestin posed by the three rspOrts in wheth-r

the 34aik oshouMd take ay position on the poposals tberada conm

tained =l what'tst position nhould be*

Reolut1m No, 342 (CI) adopted at the twelfth @se of

the Z00C invitWd the 3wnk to submit proposals on the subject

of tho finmeing *r ooonamie develospmnt for consideration at

the thir tamth meso of RCOsO-C to be held at Gonova In

The orosident has 1nforzad &=-,OCthat the

3,ank does not wish tozrnallj to presont detailed speeifia pro-w

Posals on the sibjeet, that the views or the menag t and

staf e expressed by the Bank's repre tativo at the 141 17

sting of the Sanmlep , E mploymnt and Development Cmsssicn4

an tthanoth takon any positi

on theo propos&13 ontalned in the experts' report*

In the light of this background, it Is dealrable to decide

whether* In the f1or thoong E40SMA,, session, the 3ankls repromw

sentative may stato my positlm an bebalf of the Bank as an

institutimn andA n s whether the position Ahould aamfira

the view of the manmgeot ezpressed in the ree- t rnoetin,, of'

the Ecnme apvlymwnt and Dev lpet Cmiaa.

The principal questlans presented by thA proposals of the

three reports my bo samarlsWd as followas

j/ ea0 letter dated ---- from IT. B1ack to Pro A.a
D. KO Gven, Assistiait Sedrtarywa ralip copy of uhich Is
attadbod.

l ee oopy of stateat attaehed.



(1) eal a romn-9 farnAM UAVUt fbr eAiSeMA n

and, rtea gtamasai" An MM s"Wt J

nwe zm mt has exprossod the viewp at pags to

of the anraea statwm tj that such a proaam woulA b

deusable*

(2) Whal a w a a

The mnagmnt bas not expassod to no030C p sM * t

int=34 to essts my viw an this questim oept perbaps to

state that if my swah Wogran is wnertakw4 It shw1te be

sisable nOrugh to me" a substwtW eRtrlbutAo to dovolopmto

and sh=d have as of omtinulty me that the legiti-

mate hopes that wMl b* srouWe my not be disappolated,*

(3) nd MASMLOr

IntSMUatOnal aesetadwudteDess

Mnes-OrA aa moevl agaglA-oy. Abe-- i b

4*1Desrble Mehnas for, Att 9=91s?

TMe maae t realmw tbat, in th near futuwe at lest#

my? grant prog must involve perWdie apPrOpWUU aS Or

alleatims of funds by govenmnts *n that rdingly thS

*Mts to bo mdo avilable at anW we t1am and preommably

the a mts to bo mad* available to partimlar reipLimt 00=*

tries* are matters for ov tal deislons. Wevwtheles$*



the maamnt is of the opinion that Vaese deelsianx shmald

be taken mnly after due emideratimn of the viewes of quallflwld

international organizations having operating ro~nsibLiles

in ths ftwolbposmt E1ldo

Marssrthe maaeet belimmes that the aftinistratimn

of such a gnat pmogram aouUd be most effftvely carriv&d out

by a qualiflod ntm tional ageyor

or these re It in the viow of the t that

tho Intematioual Doevalm t Autharityr propaeal awntained $a

the Roekgefb "Wprt Is worthy of fwthar study ( pgo

- f attae statemt). The managawnt does not fe*1

that it iU be necessary or desirable to dismss at the foetto

00at"g XwSoc mting the sppeatimns (budxatarr* organiziational*

ietoo) of the proposal for the !3=k as mn ftstltutim#. The#* are

matters that night be furthbw explored within the Bank*

-Yit "Antall and uld h.M namaioa

Finnmaa emensrogM bmnent r -tho F,

be an

tbO OOW*AM% )% Ia Ixrse Uh* VUM that P"oViSIAn

*qtity funds wouMd sev it ful ptrove =4d that the ftat

tionsa 11nance corporatimn proposa is varthy of furhe study

(goo "agS of attad Ottmt).

The L !bnadej Avp mat and De"U"oMnt COMMIedemnROPort

(PeragraPh 29) "reommods thmt the sen mie d 30cial onl



invite gov errmts to give tiather amsideration to this em

aardatimn and i ia aditiont invite the Inammationsa Bn foar

S.16 0tructlon and Devejopmnt to - ame md to roport to tbo

Conatiwhathor an Inteenmttenl Firmooe Ouspwatimn wuld mae

sigdfiamt additimnal amntributim to ocoewno d4V*vmt$

ovwr and abmve thas* that aa- t be mde byr existing orgmiskF

tienwo tbrough afssistfng ln the financing of produotive private

entwsgrao In imdwd*"I*Wpe c- triest sithor through lemns

without govwrnmen- guarant4*9 through pwaehase of stook, or

othariss# and if so# to mk rtomentatims with reg$rd to

the pOwerot fMaetiM## organistatin and nothos of oration of

such an Instigtemo"

The -- aeet belimmes that suah sn Invitatimn, If extonded,

sboldbo mmtedbythelSnk



INTERNATIONAL SANK FOR
RECONSTRUCTION AND DEVELORMT

FOR THE INFORMATION OF THE PRESS May 18, 1951

Attached is a statement made on behalf of the International

Bank for Reconstruction and Development by Richard E. Demuth, Assistant

to the Vice President, to the United Nations Economic, Employment and

Development Commission on May 17, 1951.

The Commission is now holding its sixth session at the

United Nations Headquarters in New York. The Report to which

Mr. Demuth' s statement refers is entitled, "Measu'es for the Economic

Development of Under-Developed Countries" which was prepared by a group.

of five experts appointed by the Seoretary-GeneraZ of the United Nations

in accordance with a resolution adopted by the Economic and Socia

Council at its meeting last smxner in Geneva.



STATEMENT ON BEHALF CF THE
INTERNATIONAL BANK FOR RECONSTRUCTION & DEVELOPLENT BEFORE THE

ECONOMIC EMPLOYMENT AND DEVELOPMENT CODIISSION

The management of the In ernational Bank has examined
with great interest the Report of the Group of Experts entitled
"leasures 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 themt.

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 themselves0 Rather, the
pace of economic progress is determined by a great variety of inter-
related -elements .- among which, in addition to physical 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 a 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 Ban 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. 1fl cannot build a stable world out of nations
whose populations are engaged in a tooth-and-nail struggle merely
to keep themselves alive. Ve 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 world's goods,

"It iz imperative for all of us to help provide the means
for men to create a better tomorrow for themselves and for their



children# It is imperative to help build a common 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 continuously
and constructively, it can be an even greater force for peace and
stability in years to come,"1

We 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 'overcQme 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 to 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 ediicatiop.
In those countries where, as a result of social revolution or
otherwise, great efforts have been made to spread education to the
people at large, the result has usually been a spurt in economic
progress; where education hap 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 =ndue
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 credit program, can work



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 stated,
a major bottleneck to development - and it is one that takes a
considerable period to break. We are peculiarly aware of this
difficulty in the Bank, for the mst formidable 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 loan 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 ts financing. ftnd 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 Experts properly stressed is the need to mobilize domestic
resources more energetically and to channel them into produotive
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
required - 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 4n the case of each country. The experiepce
of other countries can provide a guide, but not one that should be
copied blindly.



As the Commission is doubtless aware, the Bank has been
quite active in this field. Te 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 Manager 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 MexicQ we helped to work out a consortium
arrangement of private banks, with the participation of Nacional
Financieral the official kexican financing agency, which serves
the same general purpose as the Development Banks, axid 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 institus."
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. Advice 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
say that, through staff missions and through outside consultants
employed by the Bank, we have been able to make a not in igniicant
contribution to the formulation of economic and financial 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., fothe 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.

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



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 areation
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 discipline 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. , 7e 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.. 1 ie have also joined with FAO in sponsoring a
mission to survey the agricultural economy of Uruguay *- and FAo 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 particularly with the discussion
of the International Bank.

I wish -I could report that we find the same sense of realism
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 Experts
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. 'Je 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.



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 1949
fiscal year, we made three development loans aggregating $109
million. In the 1950 fiscal year, we made eight development loans
totalling 3134 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 concerned, our
objective is to increase our rate of lending just as rapidly as
we can, subject only to the limitation that we ill not lend more
than the borrowing country can absorb and effectively utilise,
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 all, but on decisions over which the Bank has little or no
control. It will depend, in the shorto-run at J@Ast, 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 E xperts 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 pur-
poses a greater part of their 18% capital subscriptions to the
Bank .. for many of the less aevelopect 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



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 many 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 foreseeable world conditions, approach the
figure of one billion dollars annually suggested by the Experts,
It is, I suggest, a disservice 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 grants, 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 favorable



effect on the borrowing country's long-run balance of payments
position. ie would be reluctant, however, to subscribe to the
eqsy 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 availabilityq
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-unn 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 today. 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 financing. I do
think it worthwhile, however, to quote again in this connection
from the statement of the President 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 organizations cannot, in truth,
be charged with invading national sovereignty, with economic
exploitation, or with political discrimination among different
countries. Finally, 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."



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 increasing support over the intervening years.

Y final two points concern the suggestions for an inter-
national Finance Corporation and for an International Development
Authority. In the Commission's consideration of the proposed Finance
Corporation, the experience of the Bank is, I believe, very relevant.
We found, early in our operations, that our contribution tp 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 because,
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. Moreover, many private enterprises are reluctant to
ask for a government guarantee for fear it may lead to governmental
interference in their business. We 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 private
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
financing of private enterprises, the Bank welcomed the suggestion
made by the U.S. International Development Advisory Board, headed
by Mr, Nelson Rockefeller, that an International Finance Corporation
be created as an affiliate of the International Bank, 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 assfstance 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.

We would suggest, however, that if the Commission should
endorse the recommendation for an International Development Authority,
it consider carefully the problem of coordinating 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 iiuthority 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.


