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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

DECLASSIFIED
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CONFIDENTIAL

FPC63-8

FROM: The Acting Secretary July 18, 1963

NOTICE OF MEETING

BANK FINANCIAL POLICY

The attached memorandum dated July 18, 1963 from the

President will be considered by the Committee on Financial

Policy at a meeting to be held in the Board Room at 10:00 a.m.,

Tuesday, July 30, 1963.

Distribution:

Members of the Financial Policy Committee
President
Vice Presidents
Department Heads



FROM: The President July 18, 1963

BANK FINANCIAL POLICY

1. On February 12 the Financial Policy Committee discussed the staff

paper (FPC 63-5) outlining various courses which the Bank might follow

with respect to dividends, loan charges and reserves. At the close of

that meeting I undertook to put forward some specific recommendations

and suggestions for consideration by the Executive Directors. I do so

in this memorandum which consists of four parts:

A. Financial Policy Proposals Previously Discussed (p. 1)

B. Recommended Financial Policy (p. 3)

C. Proposed Changes in Lending Policies (p. 8)

D. Proposed Expansion of Technical Assistance Activities (p. 15)

A. Financial Policy Proposals Previously Discussed

2. After careful consideration, I have come to the following conclu-

sions concerning the various proposals discussed at our earlier meeting;

these conclusions are, I believe, consistent with the tenor of the com-

ments made by the Committee and with the general consensus concerning

each of the alternatives discussed:

(a) Payment of Dividend. On balance, the arguments against pay-

ment of a dividend appear to me more compelling than those

in support of a dividend. In particular, I am impressed by

the possibility that such action might impair the Bank's

reputation as a developmental institution and that at least

some part of the funds paid out as a dividend would be with-

drawn from the stream of funds available for development
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purposes. It is significant, I think, that even among the

developed countries, which would be the recipients of the

bulk of any dividend distribution, there is no strong sup-

port for paying a dividend.

(b) Loan Ch s. The Bank's present loan charges are both low

and reasonable. I believe that the arguments against any

substantial reduction in those charges, particularly the

effect of the reduction in increasing the spread between

the cost of borrowing from the Bank and of borrowing in the

private market, are persuasive. However, those arguments

are applicable primarily to the interest rate (including

the commission); they do not apply with equal force to the

commitment charge made on the undisbursed portion of Bank

loans. In view of the size of Bank earnings, I believe it

would be reasonable to cut the commitment charge in half,

from 3/4% to 3/8%, and to apply the reduction to existing

as well as to new loans. This would result in an estimated

decline in the Bank's net earnings of about $5 million next

year and probably somewhat more thereafter. The benefit of

the reduction would be realized by our most recent borrowers,

almost all of them less developed countries.

(c) Transfer to IDA. I am convinced that a direct transfer of

a portion of the Bank's net earnings to IDA at this time

would adversely affect the Bank's standing in the financial

communities of the world. Primarily for this reason, but
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also for other reasons expounded during the Financial Policy

Committee discussions, I believe this course of action would

be unwise and I am opposed to it.

(d) Reserves. For the immediate future at least, I believe that

there is no need to continue to put all of the Bank's net in-

come into reserves. Unless and until there is an adverse

change in relevant circumstances, (i) I favor continuing the

11 commission included within our loan charges (which pursuant

to the Articles of Agreement must be allocated to the Special

Reserve); but (ii) I believe that the Supplemental Reserve

need not be increased beyond the June 30, 1962, level ($476

million). My proposal with respect to net income subsequent

to that date is contained in paragraph 4.

B. Recommended Financial Policy

3. In considering what affirmative recommendations I should make to

the Executive Directors concerning the use of Bank net income, I have

reviewed with the staff the general course of the Bank's operations thus

far. This review has left me with the following principal impressions:

(a) The Bank's effectiveness in the development field is attribu-

table largely to its dynamic approach to development problems,

to its periodic reappraisals of the impact of its own opera-

tions and to its readiness and ability to evolve new policies

and new tools appropriate to new situations. If the Bank is to

continue to be a forceful agent of economic development, this

adaptability to changing conditions must be preserved.



(b) The situation now facing the Bank is different and in some

respects considerably more difficult than it was ten, or

even five, years ago. We have many new members, most of

them lacking the institutional structure, and relatively

inexperienced in the techniques, necessary to carry forward

the development process. To lend money wisely in such coun-

tries involves a much greater investment of human skills

than in countries with a longer experience of development

administration. In other countries in which the Bank has

been operating for some time, difficulties of a different

character are arising. One is the rapid increase in the

external debt service obligations of these countries in

relation to the increase in their capacity to repay.

Another is the fact that, in a number of countries, many

of the more obvious and more easily manageable investment

projects--the large power plants, the highway, railroad

and port expansion schemes, the big irrigation projects--

have already been or are being financed.! Moreover, such

basic projects cannot be fully productive unless they are

accompanied by modernization of agricultural practices,

1/ By June 30, 1963, the Bank had made loans aggregating $2,338 mil-

lion for electric power, $2,268 million for transportation and $330
million for irrigation and flood control. In addition, IDA had ex-

tended credits of $57.7 million for power, $247.3 million for trans-

portation and $113 million for irrigation and flood control.



soundly based industrial growth, better and more wide-spread

education and training programs, etc. In many countries,

development in these latter sectors is not keeping pace.

Formidable problems of appraisal, planning and management

are involved, requiring a more intensive promotional effort

and more flexible organizational and financial techniques

than are required for the more conventional fields of Bank

lending.

(c) If, in the face of these difficulties and of a rising volume

of repayments on outstanding loansV the Bank is in the

future to make as large a net contribution towards meeting

its memberst development needs as it has in the past--and

certainly this should be a minimum target--we will have to

add new dimensions to our lending and greatly intensify

our technical assistance activities. It is in the fields

of agriculture, industry and education, in particular, that

this more forward-looking approach by the Bank is needed.

For a number of reasons, we have in the past done less than

we might in these areas. Because of the very real practical

problems presented by any effort to provide &nsistance to

small farmers, for example, we have tended to concentrate

2/ Repayments on outstanding loans (including repayments by borrowers
to investors holding maturities of Bank loans) amounted to $244 million
in 1962-1963. Assuming new lending at the rate of $700 million a year,
repayments are estimated to amount to $335 million by 1965-1966 and to
$415 million by 1969-1970.



-6-

our activities in the agricultural field on the large schemes

--irrigation, flood control and land clearance--which fit

most readily into our lending pattern and supervisory arrange-

3/
ments. In the field of industry, the scope of the Bank's

direct financing has been substantially limited by the guar-

h/
antee requirement of its Articles.- In the field of educa-

tion the Bank has heretofore not operated at all. In many

of our member countries, however, these three areas have

or are coming to have at least the same economic priority

as infrastructure projects. In my judgment, our activities

in these areas must now take on new breadth and depth. I

have in mind particularly that we should now be prepared to

lend for new projects and for new purposes in these three

fields and that, in appropriate instances, our loans should

be made on terms different from those which have character-

ized our lending in the past. I also believe, as noted

above, that we must intensify our technical assistance in

these fields.

3/ Of the total of some $529 million of the Bank's loans in the field
of agriculture, $380 million or 71% has been for large agricultural
schemes of this kind.

h/ Out of total lending of $6,986 million as of June 30, 1963, $1,127
million, or about 16%, has been in the industrial field, including loans
to development banks.
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4. I have given considerable thought to what our financial policy should

be in order to enable us to embark on the broad program of expansion im-

plied by the proposed new approach with confidence that the Bankts finan-

cial standing wi1ll not be impaired. My conclusion and affirmative recom-

mendation is that we should retain all Bank net earnings for use in Bank

operations. As a method of doing so, I propose that we allocate the

Bank's net income, after provision for the Special Reserve, for the fis-

cal year 1962-1963 (and for subsequent years as well, unless and until

conditions change), to a new "Earned Surplus" account. On this basis

we would be justified, in my judgment without prejudice to the Bank's

standing as a sound financial institution, gradually to adopt the more

enterprising approach which I believe is now desirable and even neces-

sary.

5. The two succeeding sections of this memorandum, sections C and D,

summarize the changes in our lending policies and in our technical as-

sistance programs which I propose. Should we embark upon the recom-

mended course, other appropriate new initiatives will no doubt suggest

themselves as we proceed. In any event, I wish to emphasize that the

succeeding paragraphs, while describing in broad outline the paths which

I believe that the Bank should now prepare to follow, are not a detailed

blueprint. If the general approach is approved by the Executive Direc-

tors, some of the steps indicated could be taken without delay. One

would require an amendment to the Bank's Articles of Agreement (see

paragraph 8). The pace at which other steps could be taken, particu-

larly where technical assistance is involved, would depend upon our
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ability to recruit adequate skilled personnel. The manpower implica-

tions of the proposed new approach are substantial. We shall therefore

have to proceed cautiously and to feel our way, to assure that there is

no reduction in the quality of the Bank's performance.

C. Proposed Changes in Lending Policies

Loans with Longer Periods of Grace and Amortization

6. Several types of projects, although they are of substantial im-

portance for development, have their impact upon economic output only

over a very long period. The Bank has not normally financed projects

of this type, largely because its usual loan terms are not appropriate

for such financing. I believe that, where necessary, we should now be

prepared to lengthen the maturities of our loans up to perhaps 40 years,

and to provide for periods of grace up to perhaps 10 years. Loans of

this character, at the standard Bank interest rate, would facilitate

the financing of the following types of projects among others:

(a) Long-term Agricultural Improvement Schemes. As already

stated, I believe the Bank needs to put much more emphasis

than heretofore on schemes for improvement of agricultural

production. Such schemes have a direct impact on the liv-

ing standards of a large segment of the population in many

of the Bank's less developed member countries and often

provide a necessary base for further industrialization.

In some cases, improvement of agriculture will require

primarily large-scale land clearance and colonization



schemes. In most cases, it will require a program on a broad

front to improve the agricultural practices of individual

farmers and, through storage, farm-to.-market roads and other

means, to facilitate their access to markets. It may call

for assistance in meeting the financial requirements follow-

ing upon a program of land redistribution. Frequently, it

may mean that local agricultural development and finance in-

stitutions will have to be strengthened, in somewhat the

same way as we have supported local development finance com-

panies in the field of industry. In any event, a combina-

tion of extensive technical assistance (see paragraph 17)

and of financing on very long term is normally likely to

be necessary. I believe we should put ourselves in a posi-

tion to provide such financing.

(b) Pioneer Industries. A number of the less developed coun-

tries are still overly dependent on exports of raw materials

or of unprocessed agricultural products. It would usually

be, beneficial to the economies of such countries to achieve

diversification through building up suitable industries

which will generally be based to a large extent on local

raw materials or agricultural products. Often, however,

such industries, although sound over the long term, will be

slow-yielding at first and are therefore not likely to be

attractive to investors in the absence of some kind of

"leverage." In such cases, Bank financing on the terms
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indicated (and even with initial interest capitalized) may be

the means of launching a basic industry of national importance

and sustaining it until it reaches its full potential.

(c) School Building Programs. This is a field in which IDA has

operated but the Bank has not. In many countries which are

so creditworthy that they do not qualify for IDA assistance,

there are pressing investment requirements for educational

facilities which, in my judgment, should be eligible for

Bank financing. The availability of loans on the terms

proposed would facilitate such financing.

7. I do not suggest that lengthening the period of amortization is ap-

propriate only for financing new kinds of projects; it is appropriate as

well in the case of loans for some types of projects which the Bank now

finances. Varying maturities of up to 40 years could prove useful in

the case of a number of more conventional projects which have an eco-

nomic life well in excess of the 25-year period which is the longest

provided for amortization under our existing practice.

Loans to Established Private Industrial Enterprises without Full Govern-

ment Guarantee of Repayment

8. A second major change in our lending policies, which I believe we

are justified in making in the context of the proposed new program, is

to extend long-term loans to private shareholder-owned industrial enter-

prises (and in some cases to local development finance companies) in the

less developed countries without full government guarantee of repay-

ment. I have in mind primarily substantial enterprises whose shares
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are publicly held and which have an established record of earnings. I

would expect that the recipients of such loans would in most cases be

companies which are domestically owned, wholly or in substantial part.

In my judgment, the Bank should be in a position to meet the needs of

such enterprises for foreign exchange to carry out projects of moderni-

zation and expansion, where these needs cannot be met by IFC or by any

local industrial finance institution. Bank support for projects of

this character has in the past been inhibited by the guarantee require-

ment of the Articles of Agreement. On the one hand, private shareholder-

owned enterprises are often reluctant to seek a government repayment

guarantee and, on the other, governments often find it politically or

constitutionally difficult to give such a guarantee. Accordingly, I

recommend that we now seek an amendment to the Articles of Agreement

which would authorize the Bank, in appropriate cases and up to a speci-

fied limit, to make loans without the requirement of a full government

guarantee of repayment.

9. These non-guaranteed loans would have the following characteristics:

(a) They would normally have a lower limit of, say, $2.5 million;

a lower limit of this kind is necessary to preclude the pos-

sibility of a flood of applications. Projects requiring

financing in smaller amounts should, I believe, continue to

be handled by local development finance corporations and by

IFC. Moreover, I would expect that a local development fi-

nance company would generally be identified with projects

for which non-guaranteed loans are made by the Bank, and
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that sometimes IFC as well would participate in the financing.

(b) In place of the presently required government guarantee of

repayment, we would require in connection with these loans

an assurance, from the central bank or the government, as

appropriate, of convertibility of interest and principal pay-

ments by the borrowing enterprise.

(c) Because of the additional risk involved in making loans with-

out government guarantee, and in order to avoid giving reci-

pients of such loans an unfair advantage, the interest rate

would be higher than the Bankts normaU rate, perhaps 61-8%

as compared with the Bank's present lending rate of 5-1.

(d) The total amount of such loans would be limited to the aggre-

gate amount of the Bank's Earned Surplus and Supplemental

Reserve, in order to make clear that we are not using our

capital or borrowed funds for this purpose.

10. It is not possible to forecast with any degree of certainty how many

opportunities there will be for making loans of the kind described in

the preceding paragraphs or how soon opportunities will present them-

selves. A type of case I have specifically in mind is that of enter-

prises in need of a combination of loan and equity financing in amounts

beyond the ability of IFC to undertake out of its own limited resources

or even in conjunction with capital which it is able to mobilize from

private sources. In such situations, the combination of a non-guaranteed

loan by the Bank and an equity investment by IFC (and possibly others)

would enable the two institutions, together, to assist much larger
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enterprises than IFC alone has been able to finance. As indicated above,

there are also likely to be cases not involving equity financing where a

Bank loan would be desirable and where a waiver of the government repay-

ment guarantee would be the critical factor in making negotiation of such

a loan feasible. Moreover, in the case of loans to private borrowers,

whether industrial enterprises or local development finance institutions,

even where a government guarantee could be obtained it would often be

more consistent with the Bank's objectives, and more appropriate for and

useful to the borrower, for the Bank to provide the financing without

such a guarantee.

11. For all these reasons, I believe that the Bank should be authorized

to make non-guaranteed loans to private enterprises within the limit sug-

gested in paragraph 9(d). Such authorization would provide the Bank with

a new tool of major importance for the fulfillment of its basic develop-

ment purposes. If the Committee agrees, I will promptly present for the

consideration of the Executive Directors a proposed report to the Board

of Governors recommending the necessary amendment to the Bank's Articles

of Agreement.

Maintenance Import Loans

12. A third change which I believe would be desirable in the Bank's

lending policies is that we should be prepared, in addition to our normal

project loans, to make available, in appropriate cases, long-term financ-

ing for the import of components and spare parts for industry generally

or for some particular segment of industry of special importance to the

given economy.
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13. What I have in mind here is that, in some of our less developed mem-

ber countries, the expansion, modernization and maintenance of industrial

undertakings is hampered not so much by unavailability or insufficiency

of industrial credit or capital as by a foreign exchange shortage.

Where the growth of industry is so impeded, the Bank should, I believe,

be prepared to consider making a long-term loan to the government, the

proceeds of which would be sold against local currency to industrial

enterprises for the purchase of imported equipment or parts required to

increase their production. To help assure that the foreign exchange

would be employed to fullest advantage, its use might be limited to the

purchase of specified categories of imports or to approved import pro-

grams to meet the needs of designated industries or types of industry.

Moreover, eligibility to purchase the foreign exchange proceeds of the

loan might be limited to particular industries of developmental impor-

tance or, for example, to export industries generally. Use of the pro-

ceeds would not be tied and the Bank would expect procurement to be made

in the most favorable markets.

14. This device is admittedly not free from difficulty. It would be

important to assure that the foreign exchange proceeds of our loan were

5/ For example, the report of our recent mission to India (SecM63-75)
comments that "The inadequate and erratic supply of imported materials,
components and spares is the most obvious and immediate restraint on in-
dustrial output. . .The most effective form of external assistance to
India in present circumstances would be an increase in general purpose
aid not tied to procurement of particular commodities or in aid that can
be used to finance imports of materials, components and spare parts for
industry and agriculture. . ." The problem is, of course, not confined
to India, but exists in a number of other countries as well.
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not simply being substituted for amounts that would in any event have been

allocated to the industrial sector, and that they were in fact additional

resources. Moreover, the technique is clearly not appropriate for every

country where the industrial sector is suffering from a foreign exchange

shortage; for example, it should not be made available to the government

of a country whose foreign exchange shortage is due, not to lack of re-

sources or of savings, but to inappropriate economic and financial poli-

cies or to a prevalent habit of cacheing local capital abroad. Even with

these limitations, however, I believe the technique could prove to be a

significant aid to the development of the industrial sector in a number

of countries.

D. Proposed Expansion of Technical Assistance Activities

15. The Bank's technical assistance activities have expanded substanti-

ally over the last few years and I believe that, quite apart from the new

lending approaches suggested above, our advisory work will have to con-

tinue to grow./ However, the need for a broadening and intensification

of our technical assistance program will become far more urgent if we

add the proposed new types of financing to those in which we have here-

tofore engaged. Many of the new kinds of projects to which I have sug-

gested our financing should now extend will require considerable

6/ The Bank's expenditures for "Services to Member Countries" in

1952-53 amounted to $214,344, compared to $2,830 million in 1962-63.
In addition, the Bank absorbed substantial indirect overhead and super-
visory expenditures for these services as part of its regular adminis-
trative budget.
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pre-investment work in order to bring them to the point of financing, and

some of them are also likely to require considerable technical and mana-

gerial assistance during the course of construction and operation. It

will not be easy to recruit persons with the requisite skills, but this

very difficulty underlines the importance of starting promptly.

16. Since the greatest single obstacle to Bank and IDA financing is

the limited number of soundly planned projects ready for financing, proj-

ect preparation is clearly the principal field in which we should inten-

sify our technical assistance. The primary technique for this will be

the expansion of our program of project and sector studies, which is of

special importance for the newer and least experienced of our member

c untries. In addition, the Economic Development Institute is organiz-

ing itself to undertake additional training courses in project evalua-

tion. Beyond these steps, however, I believe we must be prepared,

through long-term assignrents of our own technical staff and through

use of outside consultants, to provide advisers to member governments

for substantial periods to help them in the process of translating prom-

ising ideas into properly prepared projects. This is important for the

conventional types of projects which the Bank has heretofore financed,

and it is even more important in the case of some of the more enter-

prising types of projects to which I believe our help should also be

extended in the future.

17. In the broad field of agricultural improvement, for example, the

Bank and IDA will not be able to invest money effectively unless our

members are given a great deal of assistance in organizing and running
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extension services, agricultural credit institutions, production and

marketing cooperatives, and the like. I do not suggest that the Bank

can or should provide or finance all the help of this kind that may be

needed in connection with Bank and IDA projects, but we should, I think,

take an initiative in identifying and analyzing the needs for skilled

personnel and in arranging for and coordinating the provision of tech-

nical assistance to meet those needs. In many cases, this may mean that,

in addition to providing the services of our own staff, the Bank will

have to bear part of the cost of technical services provided by outside

firms or other institutions.

13. In the field of industrial development, I believe there is similar

noed for expansion of the Bank's technical assistance activities. For

one thing, if we are to continue to increase our lending through local

development finance companies, we must organize ourselves to provide

more help in finding staff for such companies and in providing training

for their officials. For another thing, we should, I am convinced, be

more active in helping to establish and develop industrial estates for

medium-size and small enterprises and to bring these enterprises into

contact with modern technology and management methods. And, finally, I

think we should be prepared, in appropriate and probably isolated cases,

to share with private investors the cost of studying the feasibility of

particular industrial investments where the industrial project to be

studied seems likely, if proven sound, to be suitable for subsequent

Bank or IFU financing.
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19. Finally, I believe that it would be both appropriate and desirable

for the Bank to undertake an extensive program of technical assistance

in the field of education. Based on the advice which I have received

from Dr. Harvie Branscomb, who has been serving as Educational Consultant

to the Bank, I have concluded that, instead of establishing a program of

grants in the field of education at this time, our initial approach should

be to supplement IDA credits and Bank loans for educational facilities

with the provision of expert services and technical advice in such fields

as educational planning, teacher training, modernization of teaching

materials and techniques, and improvement of school administration and of

school design and construction. Help in these and related matters is

certain to be a concomitant of, and often a prerequisite to, effective

capital investment in the educational sector. The Bank and IDA, between

them, are likely to become a major source of external capital for educa-

tional investment purposes. It is Dr. Branscombts conclusion, with which

I concur, that by combining Bank technical assistance with Bank/IDA

financing activities, our program in the educational field will be able

to function with increased scope, flexibility and initiative.

20. By emphasizing in our initial approach the provision of services and

advice in fields related to and facilitating our financing activities,

rather than a foundation-type program of educational grants, we will avoid

serious administrative complications and the establishment of a possibly

undesirable precedent. Nevertheless, we should, in my judgment, be pre-

pared to consider grants for a few especially important educational proj-

ects in cases where, considered on their merits, there are special and
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persuasive reasons for Bank support. One example of the kind of project

I have in mind is the International Institute for Educational Planning,

which the Bank has already agreed to support. Other projects may suggest

themselves to us as we gain further experience in this whole field of

activity. However, each such case should, I believe, be considered on

its own merits and not as part of a pre-defined grant program.

* * * * * * *

21. I sincerely hope that both the proposal to widen the Bankts horizons

and the related recommendation that, with that end in view, earnings in

excess of Special Reserve requirements be retained within the Bank for

its own operations will commend themselves to the Executive Directors.

My own view is that the program herein advanced will, if adopted, add

greatly to the Bank's effectiveness in accomplishing its 
task of assist-

ing with advice and finance in the development of 
its member countries.
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2. The Chairman proposed that the Committee's initial discussion of the

Financial PolIicy paper (FPC 63-8) should take the form of general and preliminary
comments on the paper as a whole, rather than focusing on particular points.

Certainly no effort should be made to arrive at any decisions. Probably many
Directors had not yet received full instructions from their countries and also

there was the handicap of Mr. Woods' absence. Mr. Woods had a great personal

interest in the paper and would hope that Directors' views would not become

fixed before he had an opportunity to make his own exposition of the reasons

behind the proposals. However, Mr. Woods had wanted the meeting to proceed in

his absence. He intended to read the transcript and reports of the proceedings.

3. Mr. Pitblado said that the views he would express were personal; he had

not yet received views from London. The paper was extremely important and con-

tained a number of far-reaching suggestions. The paper as a whole, and parti-
cularly a number of its details, would require a great deal of discussion and
clarification before conclusions could be reached. It was addressed not only
to the question of the creation and disposition of Bank income but also the

Bank's future role. He agreed with the line which the paper took on loan charges,
and with the suggestion on the commitment charge. He agreed with the paper's

position on dividends. He did not think payment of a dividend was desirable for

the general purposes of the Bank, although it was true that the Articles contem-

plated that possibility, just as they contemplated the possibility of reduction
of the commission. He would comment later on the question of a transfer of funds

to IDA.

4. If, as the paper implied, the Bank's income was going to increase,
Mr. Pitblado said the question was whether it should all be put into reserves.
Mr. Woods' recommendation was that it was not necessary to continue to do so.
Whether it was desirable to continue to build up the Supplemental Reserve at

a modest rate or to cut it off at the present level and put future Bank net

earnings into an "Earned Surplus Account," as the paper recommended, was a point
to be discussed. It was not clear to him what the significance of the proposal
would be. As he understood it, the "Earned Surplus Account" would not be used
differently from the existing Supplemental Reserve, which was in principle used

fully in Bank operations. The paper did not suggest any different use for the
proposed new account except that the aggregate of this account and the Supple-
mental Reserve should serve as a ceiling on the volume of any loans made to

private enterprises without government guarantee. If his understanding was
correct, the proposals in the paper would not go very far to solve the problem
of the use of the Bank's net income, except to continue the present policy of

keeping the income within the Bank. The policies recommended were not policies

of financial imprudence; they did not suggest that the earnings curve would be

any different in future. Lengthened periods of repayment and longer grace peri-
ods would not reduce earnings. The proposed loans to private enterprise, if

prudently made, would in fact increase earnings. Technical assistance expendi-

tures were likely merely to absorb some of the increases in earnings which were

expected from year to year. Thus, Mr. Pitblado doubted that the paper in the

longer term resolved the problem of the use of the Bank's net income except,
as he had noted, by a continuation of present policies. This was not necessarily
a criticism of the paper, but it was a point to be made.



S. On the development of lending policy, Mr. Pitblado thought the paper
contained much of value and interest. He agreed that the Bank should adopt
more flexible policies concerning maturities and grace periods, that it
should be prepared to do more in the agricultural field and more for pio-
neer industries and school buildings. In his view, maintenance import
loans would meet a need revealed in a number of operations, particularly
in the consortia.

6. Concerning technical assistance, Mr. Pitblado thought there was general
agreement that more should be done in this field, in what the paper described
as a dynamic and evolutionary way. But he thought it necessary to exercise
caution. It was important that technical assistance activities be entirely
geared to the Bank's basic purposes as an international, intergovernmental
institution. The Banks primary purpose, after using the funds which gov-
ernments had made available, was to attract money from the private sector
for use in development. Its success had been due not only to the flexi-
bility to which Mr. Woods had drawn attention but also to the soundness of
its practices and to the fact of its keeping its activities under control
and related to its lending. Mr. Pitblado noted that the paper had recom-
mended against a foundation-type program of educational grants. He agreed;
indeed, he thought that the Bank ought not to have a foundation-type pro-
gram in any area. The Bank should not regard its earned surplus as a large
private institution might look on parts of its surplus which it was prepared
to use for general purposes. While he favored greater activity in the tech-
nical assistance field, he thought that some of the extension suggested in
the paper would take the Bank rather a long way into areas in which it had
no special expertise and in which other international institutions had the
major international responsibility. For example, the proposed assistance
in organizing and running agricultural extension services seemed to go a
long way into the operating field. The same might be said of the proposal
to help in development of industrial estates. In the educational field,
advice in teacher training and educational planning had been suggested.
Here, too, he doubted that the Bank as such was the right international
organization to take a lead. It might equally be suggested that the Bank
should reorganize the health, individual, political, religious, social and
other habits in its member countries. For these reasons, he thought any
extension of technical assistance into the fields proposed should be done



-4-

with caution and with an eye to keeping a very close link to the Bank's

activities in its primary field of development lending.

7. Returning to the earned surplus, Mr. Pitblado commented that he had

thought about, but did not believe he really favored, a different approach:

that the earned surplus, instead of being made really indistinguishable

from reserves, should be used in extended ways under the authority of the

Governors or possibly under the authority of appropriate modifications of

the Articles. However, proposals for modification of the Articles should

be approached with extreme caution. Once a particular amendment was sug-

gested, many others could be advanced, not only in the area of guarantees,
but in other policies of the Bank. The proposal in the paper for amending

the Articles to authorize non-guaranteed loans to private industrial enter-

prises seemed to Mr. Pitblado to raise a number of questions, although he
would not want to say at present that he was opposed to it. This was one

of the areas as to which the Directors would want to learn more of what

Mr. Woods had in mind. On the face of it, it would not seem that many

projects which ought to have been financed by the Bank had been seriously

held up by the guarantee requirement. Moreover, it had occurred to him

that if the Articles were to be amended as proposed, that would open up

the whole question of the relationship between the Bank and IFC: it had

been this very provision which was one of the main reasons for the cre-

ation of the latter as a separate institution. The making of non-guaranteed

loans was entirely within IFC's competence. Evpn supposing that IFC might

in the future be restricted by lack of resources (and he thought this had

not thus far been a limiting factor), if the Bank were to modify its prac-
tices and to use its funds for IFC-like purposes, why should it not also

modify its practices by using its funds for IDA-like purposes? He sup-

posed it would be feasible to contemplate modifications of the Articles

which would enable movement to be made in both directions. Perhaps the

time was not propitious. Perhaps it was right to proceed with expansion

of the Bank's activities in the various ways indicated in the paper, which

would mark a very important move forward, leaving the problem of net earn-

ings to be considered again from time to time as things moved on.
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8. Mr. Donner said he had been much impressed by the basic ideas underlying
the paper and by the paper's approach. He agreed with Mr. Pitblado that the
paper presented two kinds of problems; one was concerned with the general
reappraisal of Bank policies in the light of experience and in relation to
changing circumstances. While he welcomed such a general reappraisal and
felt it necessary, he felt that the conclusions drawn from that reappraisal
by the paper could have been much broader. For example, Mr. Machado had
suggested the possibility of guaranteeing local currency loans raised by
the less developed countries themselves. In earlier discussions of IDA-type
operations, Bank financing in the field of health had been proposed. And
Mr. Illanes had spoken of the possibility of underwriting losses under
compensatory financing schemes in the field of foreign trade. All of these
proposals should be discussed.

9. Mr. Donner said that at the February meeting of the Financial Policy
Committee, two alternatives had been discussed: one was to transfer net
earnings directly to IDA, and the other was to develop IDA-like operations
inside the Bank. None of the changes in lending policies proposed by the
paper would significantly increase the amount of development capital for
countries in need of assistance on lenient terms. The only suggestion in
this direction was the proposal to reduce the commitment charge, and this
would cut into current earnings by no more than $5 million. The proposal to
extend the periods of grace and amortization would not make a significant
contribution in this direction. He was not taking a position as to whether
any such change in the Bank's policies was advisable; much could be said
for it. At present, he was concerned only with the balance of payments
impact of the proposed type of loans. He had asked the Economic Staff to put
together some tables indicating the burden on borrowing countries if they
received (a) a conventional 1BRD loan, (b) the proposed type of loan with a
longer period of grace and amortization but at the Bank's normal rate of
interest, and (c) a standard IDA credit. The new type of loan would pile up
large payments obligations for the future: the burden during the first 10
or perhaps 20 years would be low but thereafter there would be a larger
foreign exchange burden. Thus the only countries which might expect to
benefit from the proposed new type of loan were those which might hope to be
over the development hump within 10, 15 or 20 years. But for those countries
whose balance of payments and development prospects were not as bright, the
day of reckoning would merely be postponed. Some relief would be provided
for the time being, but at the cost of burdening future years even more.
Any type of IDA-like operations would be designed particularly for those coun-
tries which lacked any substantial creditworthiness for conventional credits.
But among that category of countries, most of the newly independent countries
in Africa were definitely not likely to benefit from the proposed new kind of
lending, and indeed the number of less developed countries anywhere which were
likely to be over the hump in 10-20 years was not large.

10. As far as loans to established private industrial enterprises were
concerned, Mr. Donner noted that it was proposed that these carry interest of
61 - 8 per cent. He assumed that the repayment schedule would be determined
by the nature of the project - a conventional amortization period. That kind
of loan would not only fail to take account of the limited debt service
capacity of the less developed countries but would eat very heavily into that
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capacity. The foreign exchange burden of interest and amortization from the
very first year would be considerably higher than the burden of an IDA
credit, or even of a standard IBRD loan. Maintenance import loans would
apparently not carry special terms; therefore that type of loan would like-
wise not contribute to easing the foreign exchange burden of recipient coun-
tries. Accordingly, Mr. Donner concluded, the proposals did not take a
significant step toward developing practices inside the Bank which could
be considered as IDA-like operations.

11. Mr. Donner said that, like Mr. Pitblado, he could see little difference
between the proposal to establish an earned surplus account and the existing
practice: resources to be carried under the heading of "surplus" would be
available for lending operations. Those who believed that surplus earnings
in their totality should remain in the Bank might be satisfied with the
proposal. However, Mr. Donner thought there were a number of implications
in the proposal which had not been fully evaluated. The press might begin
to comment adversely on the Bank's earnings situation. Governors of the
less developed countries might likewise comment, and parliaments in the in-

dustrialized countries, considering their own balance of payments situation
in relation to the demands for development assistance, might decide to with-

draw or withhold approval of the use of the 18 per cent portion of their
subscriptions in Bank operations, and devote it to purposes they considered
more important. It would be unfortunate if this should occur, but it might.
Therefore, he thought the problem of dealing with surplus earnings, if in-
deed it was clear that they were surplus, was urgent.

12. With regard to the suggestions for a new approach to lending policies,
Mr. Donner favored the general line of the paper, and its position that

there was a good case for making loans with longer periods of grace and
amortization, for non-guaranteed loans to private enterprise, for mainte-

nance import loans, and so forth. However, like Mr. Pitblado, he would

like to hear about these proposals in greater detail. He wondered whether

loans at 41 per cent to be repaid over an extended amortization period in
foreign exchange were appropriate terms for improving agriculture in the
African states or for industrial activities of a pioneering character in Asian
or Latin American countries. Similarly, he questioned whether loans at 51
per cent and repayment in foreign exchange were the type of capital aid that
should be considered for school construction. He agreed that these activities



deserved to be helped. But he was not yet convinced that the proposed type

of lending was the proper means. It was his understanding that organizations

which already operated in these fields did so on softer terms. He had in

mind, for instance, the Inter-American Bank, which used the trust fund from

the United States Government for assistance in this area: its interest rate

was low and it permitted partial repayment in local currency.

13. With regard to the fostering of established private industrial enter-

prise, Mr. Donner agreed with Mr. Pitblado's comments. He and, he thought,

many of his~coTlTTagues had welcomed the instances of financing of local

development banks by IFC and the Bank, jointly. He hesitated to accept the

concept that in order to operate in the same field of private industrial

enterprise, a new organizational approach was now necessary. He was particu-

larly reluctant to believe this in view of the difficulty IFC had encountered

in employing even the limited resources at its disposal. Moreover, he wondered

in which less developed countries established private industrial enterprises

with a proven record of earnings were likely to be found. These were likely

to be characteristic of the more advanced among the less developed countries,

with rather sophisticated administrations, and he questioned whether the govern-

ment of such a country would be willing to give a convertibility guarantee

for a 10-year period for a loan carrying 61 - 8 percent interest, and thereby

further burden its already overburdened balance of payments. Moreover, he

wondered whether the influence which the government might exercise over the

private enterprise by reason of a transfer guarantee would be any the less

than it would be if that government gave a full repayment guarantee. With

all these considerations in mind, he would welcome further discussion of these

points.
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14. Mr. Donner referred to the proposal of the paper, based on Dr. Branscomb's
advice, that the Bank should not embark on a program of educational grants as
envisaged earlier, but should instead make conventional loans and extend its
technical activities in this field. For himself, he felt that the Bank's
venture into the educational field thus far had been disappointing. He
believed it would be useful if, before going any further in that field and
changing the direction of what originally had been suggested, a closer look
was taken. As he recalled it, a study was supposed to have been submitted
to the Board for discussion. He thought it would be well if this were done.
The primary criterion for lending should in every case be the particular
country's needs. If it appeared that in a particular country at a particular
time schools were the most urgent investment priority, they should be financed.
But he would hesitate to announce that the Bank was generally prepared to make
conventional, or more or less conventional, loans for purposes so far afield
from economic infrastructure. Moreover, as he had commented earlier, he
doubted that loans on conventional terms were appropriate for such purposes.

15. Concerning the proposed expansion of technical assistance, he did not
doubt that the Bank could be very useful in this field, but he also believed
that the Bank was strongest where it had experience and experts of its own,
and where other agencies did not operate. He would be sorry if in the Bank's
eagerness to give technical assistance, because it could afford to do so, it
began to duplicate the work of other organizations. For example, he thought
UNESCO was already doing what was necessary in the field of assistance to
education. The Bank was not in a position to judge whether schools in a
given country did or did not have the proper textbooks or whether teaching
techniques were appropriate, or to advise countries on how to build up their
educational systems. The best the Bank could do would be to engage experts
from existing organizations and rely on their knowledge. The Bank' s
experiences in the Tunisian case should serve as a warning. Thus, while he
was very much in favor of an extension of technical assistance, he felt the
Bank should keep in mind the limitations on its activities in that field.
He concluded by noting that all of his observations had been made on a
personal basis.
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16. Mr. Khelil said that he welcomed the paper, as an attempt to adapt the
Bank's financial and lending policies to the real needs of the developing
countries. The countries he represented had long felt the need of such an
adjustment and had urged a more flexible approach to their development prob-
lems. Only by broadening the limits of its activity in the light of the
requirements of the developing countries and changing conditions could the
Bank continue to fulfill its task and be a forceful agent of economic de-
velopment. So far only a limited number of countries had had recourse to
the Bank's facilities; others had been handicapped by lack of institutional
structure, of human skills, and by the increase of their debt-service obli-
gations. So far also only a limited category of projects were considered
eligible for financing; these had been related to infrastructure, being
more obvious and more easily manageable. In the proposed new approach,
Mr. Woods suggested enlarging the number of countries which might benefit
from the Bank's facilities, on the one hand by lengthening maturities of
loans up to 40 years and periods of grace up to ten years and, on the other
hand, by broadening and intensifying the technical assistance program both
at the pre-investment stage and at the stage of construction and operation.
Mr. Khelil thought this would be a substantial incentive to economic devel-
opment.

17. Mr. Khelil noted that the paper also proposed broadening the scope of
projects eligible for Bank financing, to include modernization of agricul-
ture, projects aimed at industrial growth, maintenance imports and school
building programs. He applauded particularly the proposed extension of
activities in the agricultural field. He hoped that loans would also be
extended to investments in tourism where development of tourism was given
high priority, and to general imports of essential equipment whether or not
integrated into specific projects. In this last, he had particularly in
mind agricultural and public works equipment. Economic development aimed
o:' improving the well being of people, but that goal was often forgotten
as development plans became more concerned with quantitative objectives
such as production and investment. Economic development ought also to ex-
tend to improvement of social standards, not merely material conditions.
Accordingly, he thought that sanitation and housing programs should also
be eligible for Bank financing. Mr. Khelil noted that the paper did not
specify the part of the project which could be financed. He thought a
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new approach was warranted here, too: loans should cover not only the cost
of equipment required for a project but also imports of raw materials and
semi-finished products necessary for its execution. Financing for equip-
ment expenses was becoming more readily available on terms approaching
direct long-term credits, but financing for raw materials and semi-finished
products was still limited. He also thought it desirable to enlarge the
concept of foreign exchange cost, to include every expenditure in hard cur-
rency made for execution of a project. He referred with approval to
Mr. Machado's memorandum, proposing Bank assistance to developing coun-
tries in mobilizing local currency for local development projects. The
Bank should also help to establish capital markets as a means of strength-
ening investor confidence and improving the investment climate.

18. Mr. Plumptre said his remarks would be made on a personal basis
although he believed they would probably command the support of his au-

thorities. He welcomed the paper, which he considered forward-looking,
imaginative and constructive. He fully agreed with the points made in
Section A, concerning the dividend, loan charges, the IDA transfer and
reserves; he thought Mr. Woods' position was quite right at the particular
time. At the same time, so far as concerned the possibility of a transfer
to IDA, it did trouble him that there should be, within two closely related
institutions, a problem in one of how to deal with excessive amounts of

income and a problem in the other of inadequacy of funds. He thought it
likely that the IDA replenishment would fall short of what could very use-
fully be used. However, he did not differ from the position expressed in

the paper, which was related to the present time and present circumstances.

19. With regard to Section B, Mr. Plumptre reiterated what he had said
about the general gist of the paper: it summarized a dynamic and an imag-
inative approach to be backed by the accumulating hard cash of the Bank.
He did have some reservations and questions about particular issues, which
he would mention in relation to Sections C and D. With respect to the con-
cept of "earned surplus" in this section, he liked the phrase and could ac-
cept its application as suggested later in connection with the non-guaranteed
lending operations. However, it was not clear to him whether the concept
of "earned surplus" and the attribution of income to "earned surplus" was
meant to permeate the rest of the activities summarized in Sections C and
D or was instead essentially tied to the single outlet of non-guaranteed
loans.
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20. Mr. Plumptre commented, respecting Sections C and D, that he agreed
with hr. Pitblado and 1Mr. Donner that if the Bank entered in a substantial
way the fields discussed in those sections, it would be going into areas
already occupied by other institutions in some way and to some degreeo He
had in mind, for example, the Expanded Technical Assistance Program of the
United Nations, the U.N. Special Fund, UNESCO, FAO, ILO, and possibly
other specialized agencies of the United Nations. These bodies and programs
had been set up by governments to do particular jobs; their rights and
prerogatives were guarded with some jealousy not only by the permanent
staffs of the organizations but also by the various departments of national
governments which took a very active interest in them. He thought it
perhaps the main deficiency of the paper that it was silent on this issue,
which he should have liked to have seen discussed. He was not concluding
that merely because there were other agencies in these fields the Bank
should immediately relinquish all interest in them. He was suggesting,
however, that the Bank must move cautiously and perhaps slowly to achieve
its best results and that it would also want to have clearly in mind where
its strengths and where its weaknesses lay, what were its capabilities and
what its limitations. His question was really whether the Bank could and
should attempt to collaborate with these bodies and agencies or should
ignore or circumvent them. His own disposition was to feel that to the
maximum extent possible attempts should be made to collaborate with bodies
of this sort. The Bank, having its own sources of funds, was in a position
to move forward irrespective of the wishes and good will of the other
agencies in the field, but he was sure it would create problems in national
capitals if that were done. Moreover, the mere fact that the Bank need not
rely on annual contributions frm governments put upon it some international
responsibility. Mr. Plumptre said that,like others, he was strongly in
favor of expanding judiciously the Bank's technical assistance activities;
his comments about collaboration with other international organizations were
pertinent here. He found the references to agricultural improvement in
paragraph 17 rather ambitious for the Bank, and he was immediately reminded
of the extent to which FAO had already established capacities and expertise
in that field. He fully realized that some of the U.N. specialized agencies
were not the most efficient or most operationally satisfactory bodies in the
world. He was well aware that there were difficulties in dealing with them,
and that they were not always as rigorous as national treasuries would like
in their organizational and other arrangements. Nevertheless, over the
years these agencies had accumulated a large body of valuable expertise
which the Bank should draw on as it could.

21. Mr. Plumptre said that he shared with other Directors worries relating
to the Bank's getting into educational operations; construction of schools
was quite different. He appreciated that it was not feasible to consider
school construction without having views upon the general educational
structure of a country, and the kinds and location of schools required.
These broader considerations did enter in. It was a matter of degree. He
shared the apprehensions voiced by other Directors about the nature of Bank
activity in this general area.
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22. Turning to Section C, Mr. Plumptre said he welcomed the suggestion of

greater flexibility in the terms of Bank lending; the Bank should be con-

sidering longer-term loans and longer grace periods. However, he would
like to see developed a clearer rationale than could be put forward in a
brief paper of the sort of situations to which the more lenient terms might
be applicable. He had heard loans on longer terms and with longer grace
periods justified on four different types of grounds, some of which seemed
to have more validity than others. Sometimes they were related to balance
of payments considerations, sometimes to the earning life of the assets
that were being financed. He thought both these considerations had merit.
Sometimes they were related to the fact that the borrower was in a relatively
weak position, so although the productivity of the investment was consider-

able, the borrower himself was not able to mobilize the results of the in-

creased productivity. He was less sure that this was a good reason for

longer terms and longer grace periods. It was also sometimes suggested that
because the loan was a poor one or unproductive even in a broad sense, lend-

ing terms should be more lenient; in that situation the right answer was
that the loan should not be made, in the interests of both borrower and lender.
He hoped there would be evolved for discussion a more clear rationale as to
what was in mind in regard to these longer-term loans and grace periods.

23. Mr. Plumptre thought the paper had not clearly explained what was meant

by a long-term agricultural improvement loan as compared to any other sort

of agricultural improvement loan. Here a more refined definition would be

desirable.

24. Concerning the proposal related to pioneer industries, Mr. Plumptre
said he had a favorable reaction to that proposal, particularly in relation
to those underdeveloped countries which had a shortage of natural resources
but no shortage of population. However, industrialization was a field full

of pitfalls. One was the danger of excessive protectionism to support an
industry which particular leaders happened to favor; another appeared in

the paper, where it was suggested that the working up of local raw materials
had some special validity or desirability. Industrialization should be de-

veloped on the basis of all the economic considerations. The fact of avail-
ability of a particular raw material should not take precedence over other
economic considerations. For example, it did not follow that the Canadian
North and Venezuela should become world iron and steel centers because iron
ore was found there. Nor did it follow that elementary cotton spinning and
weaving ought to be carried out primarily in those countries which grew
cotton. In short, he thought the possibility of working up raw materials
a dangerous criterion, and regretted to see it in the paper.

25. As for loans without guarantees, Mr. PuMtre agreed with the proposals
but, like Mr. Pitblado, wondered whether the way to achieve the objective
was through amendment to the Bank's Articles or through a strengthening of
IFC. He had no strong views as to the path to be followed, but would like
to see further discussion of the latter possibility. If the conclusion were
ultimately that amendment of the Articles was the desirable course, he would
have no difficulty in supporting that approach.
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26. Mr. Plumptre was glad to see the section on maintenance import loans
included in the paper. Many Bank loans, and perhaps even more IDA loans,
were in essence balance of payments supporting operations. It was desirable
for the Bank and IDA to be able to take this action openly wherever appro-
priate, rather than apologetically and in an effort to attach the loans to
particular projects. He realized that there were serious dangers of abuse
in that area. But by and large he thought the Bank should recognize, as the
paper seemed to do, that it was in the balance of payments support business.

27. Mr. Plumptre concluded by saying that although he had raised a number
of critical points, he wished to make clear that his general reaction to
the paper was a very favorable one.

28. The Chairman said that although he was deliberately not intervening in
the discussion very much, he would like to reply to Mr. Plumtre's question
as to how far the earned surplus concept permeated the rest of the paper.
It did permeate the rest of the paper; paragraph 4 of the paper was meant to
make that clear. The whole concept of a new and more enterprising approach,
as reflected in the proposed series of measures mentioned in the paper, would
be fortified if net earnings were retained in the Bank in the form of earned
surplus or otherwise. Mr. Pitblado asked for further clarification. He
could see that the Bank would be fortified if it were going to enter into
operations which were financially less sound. If it were not going to enter,
into operations of that character, it did not need fortification. The
Chairman said he had not suggested that the new activities would be less
sound, but rather that the area of activity would be broader and more enter-
prising. Mr. Pitblado replied that he had difficulty with that concept.
Mr. Donner inquired how establishment of the earned surplus account would
facilitate the making of maintenance import loans. The Chairman replied
that at the present stage all he would like to say was that the management
felt that the strengthening of the Bank's financial resources through the
retention within the Bank of net earnings would facilitate an expansion of
activities in many different directions, as outlined in Sections C and D
of the paper. He would prefer postponing any more detailed statement until
the rest of the Directors had an opportunity to make their general state-

ments. Mr. Donner said he agreed that the accumulation of further earnings
strengthened the Bank. His point was that he felt that any of these pro-
posed new activities, with the exception of those in the technical assistance
field, could have been carried out by the Bank in the past. Maintenance im-
port loans would not cost the Bank anything, that is, would not reduce its
earnings. Loans to private industry would enhance earnings. In fact, non-
guaranteed loans to established private enterprises with an established earn-
ings record might even be better risks than some of the guaranteed loans.
Longer periods of amortization and grace would to some extent reduce turn-
over of the Bank's capital but would in no way affect its earnings. The
Chairman replied that the discussion might later come back to some of the
points raised.



29. Mr. Lieftinck said that the paper contained many suggestions which
deserved the Directors' full consideration. He agreed with Mr. Pitblado
that it left doubt in several respects concerning the thoughts and inten-
tions of management, although this should not be considered an impediment
to discussion. He regarded tho meeting as providing an opportunity for
giving first reactions; he was confident that the management would later
clarify its concepts and intentions. With particular reference to the
concept of an earned surplus account, Mr. Lieftinck said it was not clear
to him what function the account was intended to perform, and what was the
relation between the creation of the proposed fund and the new policy ap-
proach outlined in the paper. He would refer to this difficulty later.

30. On the proposal for the accumulation of Bank income, Mr. Lieftinck
agreed with the position taken by the management with respect to payment
of a dividend, for reasons he had explained in earlier discussions. With
regard to loan charges, he thought the Bank should be extremely cautious
before changing these, although on this point he was flexible. He felt
that although there might be an argument in favor of cutting the commit-
ment charge in half, as the paper proposed, the Bank should be mindful of
the true function of that charge, namely, to put pressure on borrowers
rapidly and diligently to draw down the loans. It should carefully weigh
the pros and cons of a reduction in the commitment charge in that light.
He still doubted the need to maintain the traditional formula for the Bank's
loan charges: the market rate plus one per cent plus one-quarter of one per
cent. His doubt did not apply to the two components of the market rate
and the one per cent commission. He thought the Special Reserve should
continue to grow; he did not consider it adequate at present. However,
he was less sure of the merits of the one-quarter of one per cent element
of the loan charges. This had always been justified as necessary to cover
the Bank's administrative expenditures. But in view of the fact that the
Bank had an initial capital on which it did not pay interest, that it had
accumulated earnings which added to its earning capacity, he was open-
minded with respect to the possibility of dropping the one-quarter of one
per cent. He would add that the Bank's loans should, however, not become
unduly cheap and perhaps thereby cause distortion of investments; he was
not sure that the abandonment of the one-quarter of one per cent would in
any event have such a consequence.

31. Mr. Lieftinck said he would not restate his position on a possible
transfer to IDA; this was already well-known to the Board and management.
He did, however, want to say again that he was strongly in favor of con-
tinuing to build up reserves, perhaps at a somewhat lower rate; he referred
again to his flexibility with respect to the Bank's loan charges. There
were two main reasons why he thought reserves should continue to grow.
One was because of the risks involved in Bank loans; the other was that it
was desirable to continue to provide the Bank with an increasing amount of
cheap money for its operations. In his opinion, this would assure that the
Bank's loan charges would not have to rise even if temporary market condi-
tions caused its borrowing costs to go up steeply (although in principle
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he would be inclined to follow the long-term trend of the market). He found
somewhat surprising the rather abrupt statement in the paper, with re-
spect to the adequacy of the Supplemental Reserve, that a level of $476 mil-
lion was sufficient. At the same time, the paper later indicated that actu-
ally the Bank would go on building up reserves, not only the Special Reserve
but also the Supplemental Reserve, except that the name of the Supplemental
Reserve, beyond the $476 million level, would become the "earned surplus
account." He had already indicated that the true function of the new account
was not very clear to him.

32. Concerning the rest of the paper, which he thought the most important
part, in that it dealt with changes in policies, it was Mr. Lieftinck's
opinion that the Bank should be extremely cautious in changing its pol-
icies to such an extent and in such a manner that instead of remaining a
true bank, as it had been in the past, it would gradually change into a
development assistance fund. He thought the Bank should remain a true bank
governed by sound banking principles. By that he meant, to give one example,
that it should maintain a sound relation between the average maturities of
its loans and the average maturities of its borrowings. Perhaps some modi-
fication of this principle would be justified depending on the nature of a
particular institution's capitalization, but as a general rule the principle
should be carefully observed. There were many other possible illustrations
of what he would consider operating on sound banking principles. He would
like to see the recommendations of the paper weighed from that point of view,
to determine whether the proposals would carry the Bank into a sphere of
activities that would no longer be consistent with good banking principles.

33. Mr. Lieftinck said he was fully aware that there were many needs in the
less developed countries, that the Bank should have an open mind concerning
those needs, and that it should carefully consider what it was in a position
to do to help to meet them. However, it should also be realistic enough to
recognize that it could not meet every urgent need in the field of develop-
ment and development assistance. For that reason he thought there should
be kept in mind the distinction between the Bank on one hand and IDA and
IFC on the other; the Bank should not embark on IDA-type or IFC-type finan-
cial activities. He was not against reconsideration, from time to time,
of the Bank's practices; indeed he thought the time had come for such a
reappraisal. Moreover, he favored a certain amount of flexibility. But
he reiterated that the Bank should continue to operate as a Bank and not
as an IDA or IFC institution. The problem of a rapidly accumulating re-
serve had a bearing on the amount of flexibility the Bank could adopt: the
stronger it was financially the greater the margin for expansion of opera-
tions. But certain limits should be set. He could conceive of setting
aside part of future net income for special purposes, admittedly not purely
Bank activities, but considered to be within the margin of flexibility
which the Bank could afford. Similarly, he could conceive of continuing
to build up the Supplemental Reserve with part of net earnings, 50 per cent,
55 per cent, 75 per cent, whatever was considered to be sufficient to back
the Bank's truly banking activities. The remainder might be set aside in



- 16 -

a special account, to be called, say, the "general development assistance grant
and loan account." This would allow the Bank to embark on certain activities
which, although useful and important, were "fringe" activities from a true
banking point of view. All technical assistance expenditures, for example,
might be charged to the general development assistance grant and loan account.
The Bank's budget already separated administrative expenditures from ex-
penditures for assistance to member countries. By charging technical assist-
ance expenditures to the proposed special account there would be, in effect,
a limit set to what the Bank would spend on these "fringe" activities. He
was greatly in favor of increasing the B-nk's technical assistance, but he
also agreed with those Directors who had taken the position that technical
assistance should be related as closely as possible to financing activities.
The proposed new account, which would be expanded considerably each year,
could be used for other purposes as well. Special loans might be made out
of the account, perhaps something like those suggested in the paper. As
to these he would like to reserve his position because he had difficulty
with a number of the proposals. Nevertheless, he was sure there would be a
range of possible financing on more lenient terms than the Bank had to

specify for its normal operations. He could conceive of projects in the
field of agricultural development; perhaps also of industrial development,
although here he had considerable doubt; and in the field of education
where special loans with longer maturities and with a lower interest rate
could be beneficial.

34. Mr. Lieftinck said that one of his principal objections to the sug-
gestions of management with respect to extension of lending operations was
that it was proposed to make concessions with respect to maturities only;
he wondered why the proposals did not include the possibility of making
loans out of special funds on easier interest terms. He could not conceive
of a long-term agricultural credit, even one for 40 years, carrying interest at
51 per cent. He doubted that sound agr-icultural borrowers willing to pay such
a high rate of interest could be found; in the agricultural field, interest
had to be much lower. He was also surprised to find that with respect to
industrial loans the management was considering interest considerably higher
than the Bank's normal interest rate. There were a number of specific prob-
lems here which he did not want to discuss at present. Referring again to
his suggestion for a general assistance grant and loan account,
Mr. Lieftinck said he did not have in mind that the account would be con-
fined to grants and normal loans; its main purpose ought to be the making
of special loans on easier terms--not as lenient as IDA credits, but for
projects closely related to the Bank's normal operations which increased
the effectiveness of those operations. That criterion would of itself re-

strict the type and number of such special projects. In his view, all the
problems and difficulties of entering into fields occupied by other insti-
tutions would be minimized if the Bank's special operations were confined
to making its own primary activities more fruitful and more effective.
Presumably the fund in the account would produce earnings and he proposed
that that income be used for grants in the field of technical assistance,
and perhaps for other purposes. Mr. Lieftinck added that he found the
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paper prepared by Mr. Machado very constructive. He was not in a position
to give it his support at present, but he thought it touched the heart of
a problem, perhaps of the problem, in the special field; it should receive
most serious consideration.

35. The Chairman asked what were the Directors' wishes on the meeting
schedule. It was apparent that the general exchange could not be concluded
by the end of the morning. He wondered whether the Committee would want
to resume in the afternoon or Thursday morning. It was agreed that the meet-
ing would resume at 10:00 a.m. on Thursday, August 1.

36. Mr. Garland thought the paper raised some fundamental issues for the
Bank and incorporated some quite important and constructive suggestions.
Because of their far-reaching implications, and because there had been such
little time to study the proposals, he thought it reasonable that the meet-
ing should confine itself to a preliminary examination of the paper and to
exploring personal reactions. He thought first attention should be given
to the question of reserves. The paper suggested that the Supplemental
Reserve not be increased beyond the June 30, 1962, level of $476 million.
It was true that this suggestion was made "for the immediate future" only,
that the Special Reserve appropriation would continue, and that the "Earned
Surplus" account would be in the nature of a third reserve account. He would
agree that the Bank could very well taper off the appropriations to Supple-
mental Reserve. Nevertheless, he believed it would be unwise, for presenta-
tional reasons, to refrain from making, even for the time being, some addi-
tions to the Supplemental Reserve, however much these might be reduced in
comparison with the practice in recent years. The paper mentioned the
possibility of an adverse change in relevant circumstances. Mr. Garland
said he would prefer to anticipate that possibility and make provision fr
it annually, rather than to suspend further allocations to reserves entirely
until the adverse circumstances occurred. A suspension might well be mis-
understood, particularly in view of the additions to membership, the con-
templated expansion of Bank activities into fields somewhat more experimental
than heretofore, as well as the growing debt-servicing problem of members
generally. Perhaps it would be useful to look at these problems in more
detail and if the staff also circulated a revision of the reserve ratio pro-
jection given in R62-llO.

37. As to the payment of dividends, Mr. Garland said he had noted the view
expressedin the paper; he was not in a position to contest its conclusion
on this point. As to loan charges, he remained unconvinced; in particular
he was not convinced by the arguments against a reduction in commission.
As to a transfer to IDA, the countries he represented had previously not
found the idea very attractive, and had seen some dangers in it. In the
present context, however, he did not believe that the idea should be sum-
marily dismissed. The view expressed in the paper concerning a transfer
to IDA was addressed to a transfer at this time. He assumed that even if
the Directors accepted that view now, the possibility would not be dismissed
for all time; it might be reconsidered in future in some more appropriate
context.
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38. The recommendations on financial policy seemed to Mr. Garland to
approach the Bankts future problems in the right spirit. IT was appro-
priate, at this stage of the Bank's development, that some new initiative
be suggested. All the recommendations had to be considered very carefully.
He could appreciate the eagerness of management for some prompt decisions,
particularly in view of the forthcoming Annual Meeting, but he thought it
most important that adequate time be allowed for governments to assess the
proposals fully and comprehensively. The manpower implications mentioned
in the paper were likewise very important; it would be wise to adopt the
suggestion in the paper that it was necessary to proceed cautiously. The
proposed changes in lending policy were particularly interesting,
Mr. Garland said. A fuller, more quantitative description was needed,
however, to make clear what they would involve. Extension of the repayment
period was proposed "where necessary." He wondered whether this might not
tend to become the norm for lending to less developed members. If so, taken
together with the other proposals, this might have implications for the
future availability of funds for new lending. Some of the proposed new
types of loans could take the Bank far into the IDA and IFC fields and
possibly, in the case of school building projects, deeper into local cur-
rency financing. The proposals needed to be investigated very fully and,
he believed, applied fairly selectively.

39. Mr. Garland said he was not happy about the proposed extension of
Bank financing to school buildings. He believed that educational projects
which fell properly within the Bank field of lending should be associated
very closely with developmental projects. An agricultural training school
or a school set up to service an industrial estate would, in his view, be
very much more suitable for Bank lending than school buildings justified
merely in terms of the general contribution made to development by improving
educational facilities.

40. Mr. Garland thought the proposal for maintenance import loans had
merit. It was true that it represented some qualification of the project
loan principle on which the Bank operated, but he would not object to it
on that ground if the loans were strictly selected, and provided as far as
possible for international competition. Justification for such loans could
be found in a number of different situations and for countries at various
stages of development; some degree of flexibility could consequently be
given to the loan arrangements. He had, however, grave doubts about the
proposal for loans without government guarantee, and wished to reserve his
position on this suggestion until he had received more comprehensive com-
ments from his governments. His authorities had already raised two points:
(a) the paper did not provide a sufficient basis for reaching decisions on
the various proposals, particularly on those concerning loans without gov-
ernment guarantee, and a detailed paper describing more fully the scope and
implications of these suggestions should be submitted to the Board and thus
to member governments; (b) his authorities were anxious to know what was
likely to be the effect of the proposals on the Bank's ability to mobilize
capital on commercial terms. The reaction of capital markets, particularly
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Wall Street, to the Bank's "new look" would be most important, and should be
one of the considerations governing the Boardts reaction to the proposals.

41. Mr. Garland agreed that expansion of technical assistance activities
could reasonably be contemplated, on a gradual basis, depending on the
availability of suitable staff, and confined within areas which did not
overlap those of other international institutions except as might be mutually
arranged. It was important to avoid any unnecessary duplication of inter-
national functions and activity. He stressed this point because the pro-
posals seemed somewhat ambitious, and their cost would mount fairly rapidly.
He assumed that technical assistance would for the most part be financed
from the Earned Surplus account, and would therefore be kept under reasonably
close review. Extended technical assistance represented one of the few in-
creases proposed in current expenditure, as opposed to capital expenditure.
It was therefore, at least in part, an alternative to other ways of using
the Bank's surplus income. He was, however, not convinced that it had been
established that this was a better alternative than proposals previously
discussed.

42. As to education, Mr. Gerland said that until he had an opportunity
to read Dr. Branscomb's report he would reserve his position. He believed,
however, that Bank activities in that field should be closely associated
with development and productivity. He was extremely doubtful of the de-
sirability of going into the field of educational operations, and he did
not contemplate with very great enthusiasm the prospect of the Bank and
IDA becoming a major source of external capital for educational investment.
On the other hand, he would not necessarily object to a cautious and hard-
headed advance into education, in close association with the proper functions
of the Bank, and in close cooperation with other international agencies con-
cerned.

43. The Chairman commented that there was in fact no Branscomb report.
Dr. Branscomb had prepared a series of working papers at various stages in
his consideration of the problem and in his capacity as a consultant to
management. Had the end product been a positive proposal, Dr. Branscomb
would have been asked to prepare a report in support of the proposal. The
Directors would recall that the possibility originally in mind was a ten
million dollar fund along the lines of a foundation operation. Since the
conclusion had been negative, no such report had been prepared. He was
sure that Dr. Branscomb would not wish to have his working papers regarded
as a report. Dr. Branscomb had since severed connection with the Bank.
The Chairman inquired whether the Directors would be interested in hearing
an oral report from Dr. Branscomb. Mr. Chen suggested the possibility of
a resume of the working papers. Mr. Pitblado thought it might serve the
purpose as well if the Directors receiveTdaIonger and more reasoned paper
setting out the management's views, which had only been touched on here
in the present paper, rather than a specific account of what Dr. Branscomb
had done. Very likely a number of points would be made by Directors on the
proposals in the field of education. It might be helpful to have a rather
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full statement of the management's views. Mr. Donner concurred in

Mr. Pitblado's suggestion. Last year the Board had decided that Dr. Branscomb
should prepare recommendations as to how the Bank might move into the educa-

tional field and make grants of ten million dollars a year. Now it appeared

that this proposal was to be dropped in favor of technical assistance in the

educational field, and with financing of school buildings on much the same

basis as applied to other bank projectsj, although with somewhat extended
amortization and grace periods. This called for a fuller discussion. It

was likewise desirable to have a more comprehensive presentation of the

reasons underlying the recommendations for non-guaranteed loans to industry
and some indication of the possibilities in the field of agricultural schemes

and pioneer industry schemes. The Chairman agreed that it would be more use-

ful to focus on the present proposals, rather than past history. A paper
would be prepared, elaborating the conclusions set forth in the present
document concerning education.

44. Mr. Machado thought the paper was the best thing that had happened to

the Bank since the formation of IFO and IDA. The fact that self-examination
and self-criticism was possible, with Directors invited to suggest ways in
which the Bank might continue to be helpful to its members, was a sign that
the institution was alive. He commended Mr. Woods' vision, courage and

initiative. Whether the Directors agreed or disagreed with the paper, its
recommendations were clear, it was thoughtful and looked to the future. He

thought the presentation of the paper very timely in view of the forthcoming
Governors' meeting, which would offer a useful opportunity to discuss various

approaches to the Bank's future activities. He therefore hoped it would be

possible to crystallize some thinking on the paper before September. For

the moment, he assumed that what was wanted was an expression by each
Director of his general views on the various points made in the paper.

45. Mr. Machado thought it appropriate to consider the Bank's future pol-
icies. As he had said before, the Bank was running out of clients. There

was no further reconstruction work to be done for the time being. Formerly

undeveloped countries on the continent of Europe no longer needed assist-

ance. Even among the less developed countries, some had reached a stage of
development which might in the future make it unnecessary to look to the

Bank for assistance. Moreover, other specialized agencies had come into

being and were beginning to take on some of the work that formerly the Bank

had to do, It was therefore proper to consider what new activities the

Bank might undertake in the future if it were not to become obsolete.

46. Turning to the paper, Mr. Machado was glad to see that Mr. Woods had

reversed his earlier position on payment of a dividend, and that he was of

the opinion that there should be no transfer of funds from the Bank to IDA,
since this would not increase the over-all amount of funds available for

development. In Mr. Machado's view, the real problem was to find new funds

and ways of raising them for the large development task remaining to be done.

He likewise agreed with the proposed disposition of the recurrent question

of the amount of the statutory commission, that is, that the one per cent

commission should be retained as the single source of future increases in

reserves.
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47. Mr. Machado commented that the name "Supplemental Reserve" was misleading.
It made persons outside the Bank, and even some in the Bank, think that $476
million was idle, whereas the funds in the Supplemental Reserve, whatever
their amount, were actually put to work in loans by the Bank. Perhaps by
changing the name on the balance sheet this impression would be corrected.
Perhaps new questions would ari-e, but at least the funds would remain avail-
able for Bank operations.

48. Mr. Machado agreed with the general recommendation that amortization
and grace periods should be lengthened, although he would not go so far as
the paper seemed to suggest, allowing 50 years or 40 years where 20 would do.
In some cases, particularly loans for agricultural development, the nature
of the loan itself called for a longer amortization period, up to the time
when returns on the investment could reasonably be expected. On the other
hand, he agreed with Mr. Lieftinck that the amortization period should not
be extended where this would not be justified, merely to provide easier
money. This would not be a service to the country, and might be a disservice
to the Bank, especially in the light of the new U.S. tax proposals. It was
also necessary to take account of the fact that a lengthening of the amorti-
zation period might make sales out of the Bank's portfolio more difficult.

49. Regarding the loan charges, Mr. Machado said he had told Mr. Woods
that he did not agree with the recommendation to cut the commitment charge
in half. That charge was in line with the practice of other institutions.
It served as a kind of insurance against the possibility that the Bank's
interest rate would rise between the time the loan was signed and the time
the funds were drawn. He did not think the present rate was excessive.
The primary purpose of the commitment charge was to encourage countries to
use the funds placed at their disposal by the Bank. He in fact favored a
commitment charge for IDA credits. He thought it was a disservice to
IDA to make no charge for credits, making funds available whenever
the borrower wanted them, and without any obligation on its part to use them
or any stimulus to use them. Perhaps instead of a flat rate regardless of
the number of years required for the project being financed, a sliding scale,
like the IMF's, might be adopted, say one-half of one per cent for the
first year, three-quarters of one per cent the second year, with subsequent
increases until the funds were drawn. The staff might consider whether such
a scheme might not expedite disbursements.

50. Turning to the proposal to increase the Bank's activities in the field
of technical assistance, Mr. Machado said increased technical assistance
was badly needed. He thought the proposal to increase project preparation
work very constructive. The field of long-term agricultural projects was
one in which the Bank could be of great assistance. He assumed that more
details would be supplied later. He approved the proposal to make mainte-
nance import loans, particularly in countries where industries had been
established and where obsolescence of equipment and the necessity of re-
placing parts actually diminished industrial returns. He agreed that
pioneer industries should be encouraged. Most of the less developed countries
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were producers and exporters of raw materials. Anything that could be done

to assist them in the industrial development of their raw materials would

enhance their balance of payments position, enable them to earn foreign ex-

change, and contribute to their development.

51. Concerning the recommendation to go into the field of education,
Mr. Machado was sure that the Bank would not try to compete with UNESCO or
with any of the existing institutions. He envisaged that the Bank would
offer to assist in high priority educational projects where there was need
for financial assistance which could not be met otherwise.

52. With respect to the proposal for loans to private industry without gov-
ernmental guarantee, Mr. Machado thought there were two points to be con-

sidered. One was that an amendment of the Articles would be required. This
did not disturb him, if it was absolutely necessary. He believed that
Mr. Woods had in mind that soon IFC's capital would be insufficient by it-
self to meet the needs of private industry in the less developed countries,
and that he was preparing to make it possible for the Bank to participate
to a greater extent in IFC transactions. Aside from the difficulty and the
inconvenience of modifying the Articles, Mr. Machado thought this a good
move. IFU had made a great impact in the field of developing industry in the

less developed countries; while the early transactions might not have been

ideal, the operation had been profitable both for IFU and for the less devel-

oped countries. He would rather approach parliaments for a change in wording
than for additional appropriations. However, he would suggest to the staff
that perhaps a good deal of what was intended could be done without amending
the Articles. The Articles permitted the Bank to accept a central bank
guarantee as well as a government guarantee. The Bank had always insisted
on parliamentary approval, but nothing prevented it from accepting a central

bank guarantee of repayment instead; the proposal in the paper contemplated

a central bank convertibility guarantee. For that matter, the Articles

also now authorized acceptance of a guarantee from an agency comparable to

the central bank; a country could create such an agency if it did not exist.

Thus perhaps the matter could be handled without going to parliaments for

funds or for a change in the Articles.

53. Mr. Machado thought there was one serious omission in the paper: the

Bank should do something in the field of public health and sani-
tation. He referred to the discussion, at the time of creating IDA, of the

possibility of eliminating malaria from Central and South America for a

relatively modest investment and through cooperation with United Nations
health organizations and the various regional health organizations. Per-

haps the staff might want to consider this field. The other matter omitted
in Mr. Woods' paper, which Mr. Machado had dealt with in a paper of his own,
distributed at the end of the preceding week, was the need to help the less

developed member countries to solve the problem of supplying the local cur-

rency financing to carry out Bank projects. The foreign exchange component,
which the Bank met, represented in most cases less than 50 per cent of the

cost of a project. When a country which did not have the means and lacked
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a capital market was required to put up in four or five years an equivalent
amount in local currency, it could do so often only at the cost of essential
items in its local budget. He hoped his colleagues and the staff would

study his paper. Perhaps his solution was not the best one. But the prob-
lem existed and seriously affected members' economies and the progress of
development.

54. At 12:55 p.m., the meeting was recessed, to reconvene on Thursday,
August 1, at 10:00 a.m.
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Loans to countries with established
market credit

1. For some considerable time the Bank has been making loans to
certain of the more developed countries among its membership who have
been able to establish their credit, but who have been unable to meet
all their legitimate needs for imported capital in the market.

2. On each occasion, the Bank, mindful of the Articles of Agree-
ment, has taken care that the country in question was making due ef-
forts to borrow in private markets, and could not obtain the money
elsewhere on reasonable terms. With the Bank1 s lending rate at
5-1/2%, however, the more creditworthy of the Bankfs borrwers had
little incentive to borrow in private markets where the net cost of
borrowing was seldom below this figure, and frequently considerably
above. In these circumstances the problem of avoiding competition
with the market is a real one.

3. From time to time, Executive Directors have raised questicna
whether the Bank was justified in continuing to lend to these coun-
tries, even though it had ample resources. Doubts have been expressed
as to whether the countrtes in question were really making every effort
to raise money in foreign private capital markets themselves,

4. It so happens that it is these countries who have also been
very restive at the insisten-o of the Bank on its conventional
"project approach". Bank staff has also been skeptical of the value
of a detailed project appraisal in some of these countries. The time
and labor necessary to appraise a project and follow it up is hardly
Justified if the Bank is unable to exercise any significant influence
on, or make any appreciable contribution to, the project itself or
the borrowing country's policies.

5. In these circumstances, I propose that for the small group of
countries who have established their credit in foreign capital markets,
the Bank should make loans at rates reflecting the market rating of
their bonds, or at its standard rate (at present 5-1/2%), whichever
is higher. The loans would give the Bank the right to call for bonds
of a marketable type and would enable the Bank to market these bonds
through the countriest own investment bankers as suitable occasion
offered. These loans would normally be for general development and
would not be linked to specific projects. In the remainder of this
paper these loans are termed "market loans" to distinguish them from
loans of the type now made by the Bank, which are termed "conventional
loans".

6. The proposal would be applied to countries which were normally
able to meet in the market a substantial part of their needs for ex-
ternal capital. The list would include such countries as Australia,
Austria, Denmark, Japan, Norway, South Africa and Sweden. Other coun-
tries which have not yet established their credit in the market, but
might shortly be expected to do so, would be borderline cases, and the
new procedure might be applied to them in such a way as to encourage



their entering the market. Countries coming into this second cite-
gory might receive project loans rather than loans for general de-
velopment. A blend of conventional loans and market loans might be
used in some cases. The proposed procedure must not be applied so
as to appear as a penalty for their having entered the market, but
as providing an additional source of external capital.

7. Market loans would be made under a special form of agreement.
They would have the following characteristics:

(a) The? would bear a rate of interest which would be agreed
upon at the time between the Government and the Bank as
reflecting the current credit standing of the borrowing
country in external markets, allowance being made for the
cost of offering the bonds publicly in due course. For
example if the country's 5%, 20-.year bonds were quoted
at 94 to yield 5.5% to redemption, the Bank would lend
(say) at 5.75%, the difference of 0.25% representing
the amount required to amortize an assumed 3 point cost
of marketing. The same result could be obtained by
setting aside (say) 3% of the original amount as a re-
serve for selling costs. The market rating in New York
would be given the predominate weight, since New York is
in present circumstances the largest market for foreign
issues, In determining the price, and incidentally the
reserve for issue expenses, the Bank would consult with
the government s bankers,

(b) The Bank would have to be satisfied as to the purposes
for which the loan proceeds would be used. In most cases
the purposes would be defined as the general development
of the country concerned, in which case the appraisal
would be of the economy and of the development program
of the government. In a few cases, there might also be
a project which would call for the usual kind of appraisal.

(c) In most cases the borrower would be the government, since
direct obligations are normally more marketable than guar-
anteed obligations.

(d) In the case of a loan for the government's general program
of capital investment, disbursement would be made against
the certification that the money had been, or would be,
applied to expenditure oi cp ital works. In this case, it
would obviously be impracticable for the Bank to insist on
competitive bidding. If there were a conventional kind of
project, the disbursement basis would reflect the actual
circumstances.

(e) The currencies disbursed would be selected so as to fa-
cilitate the subsequent sale of bonds. Dollars would be
the currency disbursed in most instances.
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(f) As in the case of conventional loans, the agreement in
respect of a market loan would give the Bank the right
to call for bonds at any time. The form of the bonds
would conform to market requirements. The loan agreement
could provide that bonds could be serial bonds or sinking
fund bonds at the Bank a option, provided that the ag-
gregate amortization schedule in the agreement was not
exceeded. Provision would also have to be made for issuing
bonds bearing a lower rate of interest than that provided
in the market loan agreement, the difference being paid
to the Bank as a service charge.

(g) If and when the Bank was ready, it would call for bonds
and offer them publicly through the borrowerl s regular
bankers. In some cases the whole or a part of the issue
might be placed privately either under a conventional
type of participation agreement or by a sale of bonds.
Contrary to present practice, the Bank would retain
(any) profit resulting from a sale as well as bear the
loss. This profit or loss might take the form of a
difference in price, or, in the case of a profit, by
the payment by the borrower to the Bank of a service
charge.

8. The idea of the Bank providing a loan in a marketable form
could be applied in conjunction with a conventional public bond
issue. For example, suppose that in a country on the margin of being
able to raise money on its own credit, there were a need for external
financing of $25 million. The borrower's bankers might feel able to
raise $10 million immediately and $5 minion in a year or twols time.
In these circumstances, the financing might take one of two forms.
One would be a public issue of $15 million, of which the Bank would
take $5 million on underwriting terms, and a conventional Bank loan
of $10 million. The other would be a public issue of $10 million,
a market loan of $5 and a conventional loan of $10 million. Once
the principle is accepted that the Bank can make loans or buy bonds
on market terms, the actual technique can be flexible and be adapted
to circumstances,

9. The question arises whether there are any provisions in the
Articles of Agreement which would prevent the Bank making market
loans of the kind proposed. The "project" for which the market loan
was granted (Article III, S.h(vii)) would in most cases have to
be defined as the development program of the government in question.
Requirements regarding the use of the proceeds of the loan (Article II,
S.5) could be satisfied in such cases by the payment of the proceeds
to the government for its capital expenditures# The provisions of
Article IV, S.3(c) requiring exceptional circumstances to justify pay-
ments for local expenditures would not pose any particular difficulty.
The 1% commission under Article IV, S.h could form part of the interest
payable under the market loan as in a conventional loan. As in the
case of any other sale out of its portfolio, the Bank could sell the
bonds in respect of the market loan only with the agreement of the
member in whose markets the sale was to be made (Article IV, S.8).



10. The selling arrangements would give rise to a number of tech-
nical problems which would have to be explored with the SEC and with
one or two representative New York houses before the scheme was
launched, For example, when is registration with the SEC required?
What is the role of the Bank in the registration process, and what
are its responsibilities? Would the registration complications in-
volved in marketing a guaranteed obligation in effect restrict market
loans to governments?

U. Decisions involved in marketing the bonds arising under this
arrangement would not always be easy. Subject to Article IV, 8.8
of the Articles of Agreement, tne Bank would be free to sell at any
time (otherwise its portfolio would be "frozen"), but it should under-
take to consult with the borrower before selling, as it does on selling
out of its present portfolio. There might be differences of view be-
tween the Bank, the borrower and its bankers on terms and on timing,
A problem might arise when the borrowing country finds that the market
is receptive to an issue and wants to raise fresh money rather than
facilitate the placement of bonds under a market loan held by the Bank.
This problem is analagous to that faced by the Bank at present when its
desire to sell out of portfolio is restrained by the marketing plans of
the borrower. As at present, the Bank would always regard the marketing
of its own portfolio as subordinate to the encouragement of a member's
resort to the market,

12. There is also the basic question as to whether, in principle,
the Bank should adopt a systam involving differential interest rates.
To single out certain borrowers and make them pay more than the gen-
erality of borrowers might provoke the question as to whether the Bank
should not apply a specially low rate to the poorer of the Bank's
creditworthy members. The general question of interest rates is now
being studied by a committee under Mr. Rist, and the committee will
no doubt came up with views on this point.

13. This paper takes no account of the proposed U.S. tax on foreign
issues of certain countries. While a tax of the kind proposed would
not vitiate the proposal, it would be wise to await the passage of the
tax legislation before commuting the Bank to it.

S. R. Cope
Department of Operations - Europe
November 18, 1963
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Mr. George D. Woods September 19, 1963

Pierre L. Moussa

Bank Chares

1. The Bank Financial Policy memorandum of July 18, 1963, states "the
9ank's present loan charges are both low and reasonable". This is, of
course, true in the context of comparison with interest rates charged in
the capital markets of the world. However, there is something to be said
for a reexamination of our loan charges policies in view of the fact that
we do not have as muh IDA money available as we require.

2. If we had sufficient IDA money available we could offer a complete
range of rates tailored to the different classes of countries - starting
with charges at around the market rate for countries able to carry the
corresponding debt burden - and, then, by varying the blend of Bank and
IDA money, vary the costs of external capital provided by us from near
market costs down to full IDA terms for countries which have only a very
feeble creditworthiness. Unfortunately, we do not have enough IDA mcney.
Consequently, if we maintain uniform Bank loan terms we may find our-
selves lending at the sane interest rate to countries which are quite
highly industrialised with per capita incomes in the vicinity of $1,000,
and fairly poor countries. In other words, our first group of countries,
which get only Bank money, is too comprehensive.

3. I would suggest, therefore, that we consider seriously naking a
distinction between countries like New Zealand, Norway, Finland or Japan,
which would pay the present rate (or even a little more) and underdeveloped
countries, for which the rate might be reduced by 1 to 1.5%. The criterion

,j might be whether they are Part I or Part II countries.

4. One of the advantages of this would be that, for the "blend" countries,
everything being equal, the proportion of IDA in their financing could be
reduced without increasing the total debt service burden.

5. The General Counsel informs me that the Articles of the Bank do not
require uniform charges. Uniform charges, I believe, were imoosed initially
because it was thought that the members of the Bank would not accept ary
discrimination. However, the members of the Bank have now accepted (at
least for IDA purposes) a differentiation between Part I and Part II members.

6. The principal objection to lowering the Bank's lending rate is that we
would compete, or be felt to compete, with the private market. The objection
does not appear to hold in cases where the Bank is lending to countries which
cannot go to the marketj there is then simply no competition.

PLMsgg

ca: Messrs* Knapp, Wilson, Broches, Demuth, Cavanaugh
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

DECLASSIFIED CONFIDENTIAL

Date: I l I-)(Cjj~ FPC63-12

August 6, 1963

AMemorandum of Resumed Meeting of Bank Financial Policy Committee on "BANK
FINANCIAL POLICY" (Report FPC63-8), Thursday, August 1, 1963 at 10:00 a.m.

1. There were present:

Chairman

J. Burke Knapp, Vice President

Executive Directors and Alternates Alternates not acting as
acting as Executive Directors Executive Directors

Alice Brun Helmut Abramowski
John C. Bullitt Lempira E. Bonilla
Jose Camacho (Alternate) Erle Cocke, Jr.
Reignson C. Chen L. Denis Hudon
Otto Donner M. Kumashiro
John M. Garland Eino Suomela
A. K. Ghosh (Alternate) A.J.J. van Vuuren
Joaquin Gutierrez Cano
Fernando Illanes
Ismail Khelil (Alternate)
Pieter Lieftinck
Luis Machado
F. Oellerer (Alternate)
Gengo Suzuki
D. B. Pitblado
A.F.W. Plumptre
J. Waitzenegger (Alternate)

Staff

M. M. Mendels Richard H. Demuth
A. Broches Mrs. Shirley Boskey
Robert W. Cavanaugh C. H. Davies

*This memorandum consists of staff notes of the discussion in the Committee
and is not an approved record.

Distribution:

Members of the Financial Policy Committee
President
Vice Presidents
Department Heads
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2. The Chairman said that there were one or two points made during the
discussion on Tuesday on which he would like to comment, not by way of de-
bate, but for the purpose of clarification. First, with respect to the
proposed earned surplus account, he wanted to make clear that, as one
Director had suggested this was essentially a change in nomenclature. The
funds allocated to the new account would serve largely the same purposes
as those hitherto allocated to the Supplemental Reserve. They would con-
tinue to be employed in the regular operations of the Bank, and they would
strengthen the financial position of the Bank by improving its debt-equity
ratio. The retention of the Bank's earnings in any form gave additional
confidence to purchasers of the Bank's obligations. And since the Bank
did not need to pay interest or amortization charges on the retained funds
it gave the Bank a greater measure of flexibility in fixing its own in-
terest and amortization charges on its own loans. The proposal to estab-
lish an earned surplus account reflected the management's judgment that
the June 30, 1962, level of the Supplemental Reserve was in fact adequate,
taken together with the Special Reserve and barring any adverse change in
circumstances, to give the Bank reasonable protection against impairment
of its capital through losses that might be suffered. The allocation of
net earnings since June 30, 1962, to an account described as "surplus"
rather than one labeled "reserve" would avoid giving the erroneous impres-
sion that the Bank still regarded its reserves as inadequate. Earnings
would be retained in the Bank but would not be classified as reserves,
since that might be taken to imply that the Bank still considered itself
inadequately protected against losses. There was no intention of segre-
gating the "earned surplus," any more than the Supplemental Reserve, for
any special lending operations. He would rather say, to adopt Mr. Plumptre's
phrase, that the increased financial strength of the Bank which would re-
sult from the retention of its earnings would permeate all of the other
recommendations in the paper for bolder and more enterprising Bank activities.

3. The other point which the Chairman wished to clarify concerned manage-
ment's intentions in the technical assistance field. Several Directors had
expressed what he thought might be undue concern regarding the scope of
the paper's technical assistance proposals. In particular, they had ex-
pressed the fear that in some fields the proposed activities might dupli-
cate or compete with those of other international agencies, such as FAO
or UNESCO. Section D of the paper had intended to make clear that the
intention was to take on technical assistance functions not indiscrimi-
nately, but only to facilitate and give support to the investment activities
of the Bank, IDA and IFC. That thought could be found, expressly or by
implication, in each of the paragraphs dealing with technical assistance
in the agricultural, industrial and educational fields. That criterion had
always governed the Bank's technical assistance activities. There was no
thought of any change in that respect. As for the avoidance of duplication
of the efforts of other international organizations, the Bank had in the
past endeavored to coordinate its technical assistance work with that of
the other specialized agencies; here again there was no intention to
change. If another organization was providing or could be persuaded to
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provide the technical services needed to support projects in which the Bank

was interested, so much the better. The paper had in mind instances where

such arrangements would not be possible or where special considerations

indicated the desirability of the Bank's taking the initiative after con-

sultation with other organizations which might have an interest.

4. Mr. Illanes said he was glad to have the chance to comment on the

paper. He welcomed its broad outlook and timeliness in discussing the

complex and changing problems faced by the Bank in dealing with three-
fourths of the Free World nations. He had been hopefully awaiting the
proposed changes; in his opinion they were more consistent with the evolv-

ing role of the Bank and with present-day requirements of economic develop-
ment. Whatever differences of opinion might be expressed about the specific

measures proposed by the paper, it demonstrated the basic role of the Bank

as the most important international agency in the field of economic devel-

opment. Loans were not an end in themselves but a tool to permit sound and

continuous growth for each country according to its needs, characteristics

and potentials. This required flexibility and a full understanding of the

economic and human factors, which affected all economic and social progress.

The many complex problems besetting developing countries did not in general

permit continuous growth, but rather produced advances and setbacks due to

such circumstances as insufficiency of resources or errors in planning and
execution of economic policies. Timely and generous aid by some of the

developed countries had averted greater financial difficulties. Stand-by

agreements with the International Monetary Fund had also played their part,
as had banks and treasuries. But short-term credits required for effec-

tiveness complementary support of long-term loans. The long-term loans

proposed in the report for maintenance imports could in many cases comple-
ment the action of the Fund in the exchange field. He was in full accord

with the measures broadly outlined in the p&per, for they would enable the

Bank to provide greater stimulus to the process of economic development.
It was essential that the developing countries establish a balance between

infrastructure projects and projects designed to increase or improve agri-

cultural, industrial and mining production. An increase in agricultural

productivity could not be achieved without simultaneous development in
other sectors, particularly the industrial sector, or without technical

improvements and a reduction in cost for the marketing and distribution

of agricultural products. Most of the developing countries faced serious
balance of payments difficulties. Therefore, if the Bank were to operate

solely on the basis of conventional loans, the application of its present

creditworthiness policy would have the consequence of denying access to

its facilities to a great number of the countries most in need of financ-

ing for their development plans. IDA's resources were limited; IDA could
not be a substitute for the Bank in all such cases. Mr. Illanes therefore

regarded the proposal for loans which could be amortized over as much as

40 yrears and with a grace period of up to 10 years as deserving full sup-
port. He agreed that there was need to increase technical assistance,
especially in the fields of economic planning, project preparation, educa-

tion and administrative organization, all with the qualification emphasized



by the Chairman that this would not overlap the activities of other organiza-
tions. The expansion of the Bank's technical assistance in the areas over
which it already extended, with broader programs and a greater number of
participants, would in itself be of great benefit. Mr. Illanes endorsed
the value of on-the-spot study and research in the fields of economic and
educational planning and the others he had mentioned; methods of execution
of projects varied considerably with the local and regional environments,
as vell as political, economie and social conditions. Moreover, the
requisite changes in attitudes could not be brought about by training a
few officials in each country; large-scale local and regional training
was essential. In this connection, he suggested the possibility of estab-
lishing three-month training courses in selected countries characteristic
of a group of nations within a developing area. The programs and oper-
ational facilities for such courses might be arranged by the Bank in

cooperation with the goiernments concerned, universities or other centers
for research and study.

5. While Mr. Illanes found himself in full agreement with Mr. Woods'
views, as set forth in the paper, he had a number of comments on specific
points. The proposal to make long-term loans without government guarantee
to private enterprises of medium or large size had both favorable and un-
favorable aspects; these should be carefully analyzed. Without minimizing
their advantages, both in adding to Bank earnings and giving greater stimu-
lus to the operations of larger enterprises, he thought they raised certain
problems. At present, resources for infrastructure projects and general
facilities for a balanced growth of the agricultural, industrial or mining
sectors of a developing economy were barely adequate. In the agricultural
sector alone the needs were enormous. Private industrial enterprises of
the kind described in the paper had easiest access to private capital mar-
kets, and any strengthening of the economies in which they operated would
help them further in that respect. Such enterprises did not, therefore,
seem to him to have a high priority claim upon already scarce resources.
Accordingly, other means should be adopted to promote industrial enter-
prises, in his view. The possibility of other approaches should be ex-
plored by the Bank or, better still, by IFC. Mr. Illanes also referred
to the problems incident to the entry of foreign private capital into the
less developed countries. That problem raised juridical considerations
and called for expert and impartial intervention to smooth over misunder-
standings and to correct the erroneous concepts and prejudices which at
present existed on both sides.

6. Mr. Ghosh said he wished to associate himself with those Directors,
in particular Mr. Plumptre, who had praised the paper; it was far-reaching
and very, very bold. His impression, after listening to previous speakers
was that it was the consensus that there was need for much more IDA-type
money than was available. This seemed to be the paramount need at present.
He therefore hoped that, although it was the managementts present view that
the Bank's surplus earnings should not be channeled directly into IDA, that
decision was not final, especially in view of the rather limited IDA resources
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available for the next few years. This matter might perhaps be reconsidered

at a later stage.

7, With reference to the specific proposals of the paper, Mr. Ghosh said
he welcomed the suggestion to reduce the commitment fee. This was consistent

with the idea that the less developed countries should have a smaller burden

of repayment, as far as possible. The proposal would reduce the cost of

money to them. He therefore thought it an excellent move. He would, more-

over, recommend that the Bank examine the possibility of reducing the one

per cent commission, which was also a direct burden on borrowers. 
Since

borrowers generally were underdeveloped countries, a reduction of the 
com-

mission would help them significantly. This point might perhaps be examined

in relation to the growth of reserves, particularly since so far there had

been no need for the Bank to dip into its reserves.

8. Turning to the substantive aspects of the paper, Mr. Ghosh welcomed

the combination of proposals which would in effect make it possible for the

Bank to make what might be termed impact loans of the type which it made

immediately after the war to European countries--long-term loans for the

general development of the economy, for imports of raw materials, components,
etc. It was extremely important to realize--and the Bank should take the

lead in this respect--that development of an economy could not be acceler-

ated merely by assisting specific projects. Project loans were important,

but should be combined with loans made to develop the economy within the

framework of a development program. The paper mentioned the possibility of

financing import of components and raw materials required by industry where

industry was not operating at full capacity. Another possibility was the

import of fertilizers. If the Bank were to finance the import of ferti-

lizers for a period of five years and also finance establishment of a

fertilizer plant, this would insure an increase in the country's agricul-

tural production. There would be an immediate increase by reason of the

imported fertilizers; then in perhaps five years domestic production of

fertilizers would make it unnecessary to look to imports. This type of
lending could stimulate development considerably in the long run. He added

that it was important to bear in mind that these long-term loans would not

reduce the Bank's earnings, since it was proposed to make them at commercial

rates of interest. At the same time, postponing repayment of capital would

help underdeveloped economies significantly. In his opinion, wherever it

appeared that the requirements of an economy were for over-all assistance

in the balance of payments, that type of loan could be of very great im-

portance.

9. Mr. Ghosh said he had had great misgivings concerning some of the

technical assistance proposals but the Chairman had explained that it was

not the intention to overlap the activities of the specialized institutions

such as UNESCO and FAO. He thought the Bank should be careful to assure

not only that its resources were not used in competition with those of

other organizations but that they were used with greatest efficiency. The

Bank might not be the best organization to provide technical assistance in
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certain fields in which it had no special expertise.

10. Concerning loans to private industry without a government repayment

guarantee, Mr. Ghosh was impressed with the points made by Mr. Illanes. He

was also somewhat concerned that the charging of a higher rate of interest

to industry might impose a burden on the borrowing countries. Moreover, to

the extent that governnents would be required to guarantee convertibility,
this might have certain implications which needed to be very carefully con-
sidered.

11. The Chairman noted that Mr. Ghosh had described the maintenance imports

proposal as extending to the financing of raw materials. That was not the

intention. The proposal was to finance, either for industry as a whole or

for specific industrial sectors, capital equipment imports not identifiable

with a particular project. Capital equipment would include components and

spares for that equipment, but there was no thought of financing consumer

goods components. Mr. Ghosh replied that in that case he would propose
that consideration be given to enlarging the proposal. The sort of impact
loans which the Bank made immediately after the war were even more urgently
required today. Moreover, the Bank urged aid-giving countries to make funds

available not only for capital equipment but also for financing development
generally; it should itself set an example in that regard. He did not mean

that the Bank should necessarily finance imports of all manner of things
everywhere. It should decide where this activity was likely to do most

good. If, for example, it appeared that the greatest need of an economy
was a rapid increase in agricultural output, then the kind of coordinated

financing he had described earlier could be very useful. The proposal in

the paper was good, but it should go further in the same direction.

12. Mr. Plumptre said he supported Mr. Ghosh's suggestion that the Bank

(and perhaps, even more, IDA) should consider favorably the inclusion of

raw materials, possibly of fertilizers too, within the maintenance import
category. If the Bank was going to give increased attention to agriculture,
as the paper suggested, fertilizers would deserve consideration which might
not otherwise be given to them. As far as raw materials were concerned, he
had hoped that there was an accidental discrepancy between the footnote on

page 14, referring to the comment made by the Bank's recent India mission

report concerning the inadequate and erratic supply of imported materials,

components and spares, and the paragraph in the text which omitted reference

to "raw materials." Apparently the discrepancy was deliberate. He had a

double interest in the matter. He was interested in trying to insure that

the recipient countries received aid in the form in which they needed it.

Experience in bilateral aid programs with India and certain other countries
indicated an urgent need for what might be called balance of payments sup-

port. In response to urgent pressure from these countries, Canada had

included a substantial raw materials element in its bilateral aid, being

persuaded that this was important for the maintenance of industrial opera-

tions. The other element in his interest was that for a country such as

Canada, the question of Bank and IDA financing of raw materials was quite
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significant. As governments moved toward situations in which they were
expected to contribute to replenishment, it became more important that they
should feel that the funds put up had a reasonably good chance of being spent
in their territories. Canada now received a certain proportion of Bank
financing and IDA financing although a good deal less than many countries
around the table. If industrial materials were included, the efforts which
a person like himself could make to elicit and maintain support would be
more effective. Thus from both points of view he hoped that the Bank staff
would take a very serious look at Mr. Ghosh's suggestion.

13. Mr. Bullitt said his remarks, too, would be purely personal. He con-
gratulated Mr. Woods on the very enterprising and thought-provoking paper
under discussion. He welcomed the recognition that the Bank would have to
add new dimensions to its lending and greatly intensify its technical as-
sistance activities. Certain of the proposals in particular seemed to be
areas in which the Bank group of institutions could well begin immediately
to expand its activities many-fold, e.g., maintenance import loans and technical
assistance in project preparation and industrial development. In emphasiz-
ing the desirability of moving ahead promptly in these fields, he did not
mean to denigrate the possibility of doing so in other areas suggested.
However, more thought and discussion might well be desired before the ap-
proaches suggested in the fields of agriculture and education were adopted.
He thought Mr. Plumptre's comments with respect to further exploration with
other institutions and agencies were particularly apt. Mr. Garland had
felt that any educational activities should be closely related to develop-
ment. These thoughts warranted further exploration. Maintenance import
loans, however, seemed clearly desirable. He agreed with the proposals for
greatly intensified technical assistance for project preparation. He had
been very much impressed by the comments of delegation after delegation
made at the recent meeting of the Development Assistance Committee in Paris
concerning the need for greatly increased project preparation assistance if
the flow of resources to developing countries is to expand. The Bank could
perform an extremely useful and significant function if it could make in-
creasing amounts of technical assistance in that field available not only
for projects which it or its affiliates might finance but also for those
which might be financed by other multilateral or national agencies. This
assistance would be welcomed in itself as a means of increasing the number
of projects which could be prepared for financing. Moreover, if the Bank
were to provide it, it would serve to intensify international coordination
of such activities. Technical assistance for industrial development could
also be an important arena for Bank activities. Here again he would hope
that the Bank would not have to restrict itself to projects which would be
financed by the Bank group. Indeed, the Bank might well wish to become a
focal point and a stimulus for technical assistance to all aspects of pri-
vate manufacturing enterprises, including particularly the medium- and
small-scale undertakings.

14. Although Mr. Bullitt felt that an expansion by the Bank group of insti-
tutions--he stressed "group"--of activities in the other fields indicated
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should be positively explored, he shared the hesitation of some of the

Directors over the form in which it was proposed to do this. In effect,
the proposal would have the Bank assume some of the functions carried out

by IFC and IDA--although this might now be appropriate. Like some Directors,
he was impressed by the statement that a direct transfer to IDA "at this

time" would adversely affect the Bank's standing in the financial communities

of the world. Although he thought it must be accepted that this was probably
the case, he joined with some of his colleagues in stressing the words "at

this time." He hoped that the proposals made in the paper would not preclude

a re-examination Qf the question of the tranefor to IDA at some later date.

Like Mr. Pitblado, Mr. Bullitt thought that if an amendment of the Articles

was in order, a modification of Article V, Section 14 might be considered,
to make it clear that Governors could authorize a transfer of some portion

of net earnings to IDA.

15. Concerning reserves, Mr. Bullitt agreed that the time had come to allo-

cate earnings other than the commission to a new account rather than to the

Supplemental Reserve. The title of the new account was less important than

the conclusion that the Bank need not continue to accumulate supplemental

reserves. As to the terms on which these funds and the amount represented

by the existing Supplemental Reserve would be utilized, he would like to

reserve judgment for the time being.

16. In Mr. Bullitt's view, the proposal to extend grace and amortization

periods had many interesting aspects. He would wish to study these fur-

ther. As Mr. Donner had pointed out, they also had certain drawbacks, in
that countries' debt-service burden would be increased over the long run.

As for the proposals to amend the Bank's Articles and permit non-guaranteed

loans to private industry at interest rates of 6E to 8 per cent, he wondered

whether that was really necessary to enable the Bank to stimulate private

industrial enterprises. Aside from the fact, which the paper recognized,
that IFC was already authorized to make such loans, he wondered whether

the requirement of a government guarantee really did inhibit Bank opera-
tions in that area. He stressed the word "wonder," since this was a matter

about which he would like to hear a good deal more. He thought it possible

that governments might be reluctant to allocate scarce foreign exchange

resources to such high-cost loans when they could obtain lower-cost loans

by borrowing directly from the Bank. If this proved to be the case, the

new proposal might have the effect of discouraging, rather than facilitat-

ing, Bank activity in the area in question. An increase in technical as-

sistance, whether or not for Bank-financed projects, might achieve a more

significant result. It would be interesting, Mr. Bullitt said, to have

the views of the management as to the volume of non-guaranteed loans it

would contemplate, and an indication of the extent to which, in management's

judgment, IFU would be unable to meet the need. The latter point brought
to mind a more general question which had not been discussed in the paper:

the effect the new proposals would have on the over-all volume of Bank

lending. He recalled that a paper distributed in connection with darlier

discussions of the Financial Policy Committee projected Bank lending at the
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rate of $700 million a year. This might simply have been an illustrative
projection rather than an indication of the management's judgment as to
what the likely possibility would be. However, many persons had been dis-
turbed by the sharp reduction in the Bank's lending in the last fiscal year.
Perhaps this could be explained as a matter of timing, depending on whether
a commitment was made late in one fiscal year or early in another. However,
he thought all the Directors would hope that a significant expansion of Bank
lending activity would be possible as a result of the discussion of the pro-
posals in the paper, combined with an increased volume and a progressive
softening of the terms of bilateral aid. It would be interesting to have
the management's views on these questions.

17. Mr. Bullitt agreed that loan charges should continue to be determined
as they were at present and that the one per cent commission should continue
to be allocated to the Special Reserve. He was also persuaded that a divi-
dend would from many points of view be undesirable. He favored the proposal
to reduce the commitment charge. It was his impression that the charge did
not greatly stimulate borrowers to draw down their commitments. There was
sufficient stimulus in their need for foreign exchange. He would not,
therefore, agree with Mr. Machado's suggestion that a graduated charge be
imposed by IDA. However, he was concerned about the very large amount of
undisbursed Bank loans, at present amounting to nearly $1.5 billion. Con-
cern was expressed at the DAC meeting at the increasing size of the pipeline
of committed but undisbursed funds. As the communique issued at the end of
the meeting reported, it was agreed to consider methods of reducing the pipe-
line through technical assistance or other means. Although he recognized
that it was not the time to go into the matter in detail, since in his view
the Bank's history had shown that a commitment charge was not effective in
this respect, he wondered il a paper could be prepared giving management's
views as to what might be done by aid donors as well as recipients.

18. In reply to Mr. Bullitt, the Chairman said that, as the Annual Report
stated, the annual level of lending was an accident of the calendar very
largely. In June 1962, for example, the Bank had made a loan of $130 mil-
lion to Mexico. Had that loan been made in July 1962, loans for the 1962
fiscal year would have been about $750 million and for 1963 around $600
million. Mr. Bullitt said the question would be what happened in the cur-
rent year. If loans in fiscal 1964 were still at about the 1963 level, it
would no longer be a swing, but a trend. Mr. Donner thought it would be
useful if the Board could be given a forecast of the number and amount of
loans expected to be processed before the Annual Meeting.

19. Mr. Waitzenegger said that he considered the paper a very important
one which deserved careful consideration and might have very far-reaching
consequences. More time was required to study all its implications. His
remarks would be made on a personal basis. Insofar as the reappraisal of
the Bank's lending and financial policies was concerned, he welcomed some
of the suggestions in the paper. It was desirable to keep lending policies
under active review, maintain flexibility, and revise policies as
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circumstances suggested. However, the Bank must be cautious and careful to
take account,in any "improvement" of policy, of the Bank's reserve needs and
the proper role of the Bank vis-a-vis other institutions.

20. Mr. Waitzenegger thought that the matter of funds for IDA underlay the
discussion of Bank financial policy. The amount of the replenishment would
be limited, while at the same time there was need for more financing on IDA
terms. He thought, therefore, that in the not too distant future--perhaps
even already--the Board would be faced with three choices. The additional
resources shortly to be contributed by governments could be regarded as suf-
ficient. Or, on the other hand, an effort could be made to find supple-
mentary resources in an amount beyond that which governments were prepared
to commit. Perhaps a third approach was to introduce some IDA-like opera-
tions in the Bank. He was very doubtful about the latter possibility, and
did not think it wise to go very far in that direction. Even if Bank terms
were to be softened in some respects, he was not certain what the paper had
in mind. He referred in particular to the proposal to extend the duration
of loans to 40 years while retaining the Bank's normal rate of interest, at
present 51 per cent. He doubted that that was really a softening of terms;
in fact it seemed to him to be much more a hardening of terms from the
standpoint of the balance of payments: the amount ultimately repaid under
a 40-year loan with interest at 52 per cent would be much higher than the
amount repaid on a 25-year loan. If these loans were being justified in
terms of the economic life of the assets being financed, it was true that
for industrial projects the life of the investment would be longer than 25
or 30 years. But this would be equally true for most infrastructure proj-
ects, apart from equipment itself, which normally had a much shorter life.
He noted that the paper described the 40-year term as a maximum, presumably
contemplating shorter periods where appropriate. His first reaction to the
proposal was not one of approval. The proposal needed to be thoroughly re-
viewed.

21. On technical assistance, Mr. Waitzenegger thought he should reserve his

position. He did not wholly approve the proposal. He was not opposed to
some expansion of technical assistance. He fully supported technical as-
sistance clearly related to projects and investments. He agreed with
Mr. Bullitt's remarks on this point. In other respects, he felt that the
proposal went too far. Assistance proposed in the field of education was
not linked to projects. He doubted that the Bank should enter such fields
as teacher training, improvement of school administration and so on. These
were specialized areas. He was encouraged by the Chairman's statement that
there would be full coordination with other agencies with responsibilities
in special fields to avoid overlapping. A division of labor in these mat-
ters should be worked out.

22. Concerning loans without government guarantee, Mr. Waitzenegger said
he had many reservations. The proposal raised the question of e proper
role of IFC and of IFC's future. It might also create financial and other
difficulties for the Bank. This, too, was an issue requiring careful



study. He would welcome discussion on the point at some subsequent time.

23. Mr. Waitzenegger recognized that there was a place for educational
financing. Perhaps IDA was the proper agency to provide it but he did not
wholly exclude the possibility of Bank financing.

24. Concerning other aspects of the paper, Mr. Waitzenegger said his re-
action was more positive. He favored the proposal to create an earned sur-

plus account. He would not comment specifically on the other financial
suggestions; he associated himself with the comments of Mr. Bullitt, parti-
cularly concerning the transfer to IDA. He thought there was merit in the

proposals concerning agricultural and industrial loans. The Bank was already
doing something, although not enough, in these areas, and he would not be
opposed to some extension. He thought maintenance import loans would be use-

ful, although perhaps, as he had commented concerning the education proposals,
these should be done by IDA. He would put very precise qualifications on
this activity, but he thought they had a role, if used cautiously. Here
again careful consideration was called for. He thought more time was needed
to study all the proposals and certainly some informal discussions should
be had. He urged proceeding slowly; it was very doubtful that some of the
steps indicated in the paper could be taken immediately.

25. Concerning Mr. Machado's paper, Mr. Waitzenegger said it should be
given the same full consideration. His own quick reading suggested that
the paper would raise very difficult questions. One which occurred to him
was that it might not be easy to sell bonds where there was no transfer
guarantee.

26. Mr. Suzuki commented that some months ago he had emphasized in a meet-
ing of the Financial Policy Committee the necessity of considering possible
expansion of Bank activities to enable the Bank to carry out the purposes
for which it was created. Accordingly, he welcomed the paper. He agreed
with the position taken in the paper concerning payment of a dividend,
loan charges, transfer to IDA and reserves. On the matters discussed in
Section B, his general impression was favorable, but he would reserve on
details until he had a clearer idea as to how the proposal would be im-
plemented. He would be particularly interested in the relationship between
the proposed new account and Bank activities.

27. With regard to loans with longer periods of grace and amortization,
Mr. Suzuki said that he was in general willing to support the proposal. He
thought it might provide useful flexibility for certain agricultural proj-
ects. Another possible candidate was the case of those Part II countries
precluded for creditworthiness reasons from receiving IDA credits. The
proposal would enable the Bank to take account of their situation.

28. With regard to loans to established private industrial enterprises
without full government guarantee of repayment, Mr. Suzuki said he had
serious doubts perhaps more than serious doubts. He was, in fact, inclined
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to be opposed to the proposal. He did not find the reasons convincing. It
was said in the paper that private shareholder-owned enterprises were often
reluctant to seek a government repayment guarantee and that governments
often found it politically or constitutionally difficult to give one.
Japan had had no difficulty with private shareholders when the Japan Devel-
opment Bank was used as a channel between the World Bank and private indus-
try. Moreover, he thought there was no reason why industrial enterprises
in less developed countries should borrow without government guarantee

when those in other countries had to obtain a guarantee.

29. Mr. Suzuki welcomed the proposal for maintenance import loans. During
his visit to South Asia he had observed the difficulties which joint ven-
tures--U.S.-Indian, European-Indian, Japanese-Indian--established under the
Indian economic development program were encountering in getting foreign
exchange allocations to buy components and spare parts; in consequence,
some of the enterprises were operating at very low capacity, and some were
thinking of closing. Operation at low capacity was not only a loss to the
company but was 'eful for the country. India was not the only case; the
problem existed in other countries as well. The terms on which components
and spare parts were imported also presented difficulties for heavily in-
debted countries. He could understand why the paper omitted reference to
materials imports, notwithstanding the report of the mission to India.
However, he thought there should be some flexibility; there might be cases
in which it was desirable to finance materials as well. He did not think
the facility should be confined to export industries; loans for the purpose
stated should be available to any industries contemplated by a country's
program.

30. Concerning technical assistance generally, he agreed with the paper.
Like other Directors, he would be interested in the reasoning behind
Dr. Branscomb's conclusions. He agreed that it was not desirable for the
Bank to give foundation-like grants.

31. Miss Brun said that the suggestions in the paper warranted considera-
tion, although they might undergo some change as a result of the discus-
sions. Her remarks would be made on a personal basis. Section A of the
paper recommended against most of the financial policy proposals previously
discussed. She wanted to stress that some of her countries had favored the
idea of a dividend, others had supported a reduction in the commission, and
still others had not been unwilling to find a way for a transfer to IDA.
She hoped that these proposals would not be wholly abandoned. She had
doubts about the proposal to cut the commitment charge in half. The com-
mitment charge encouraged the borrower to complete the project being fi-
nanced without unnecessary delay; she would hesitate to yield on that
point.

32. Miss Brun said that the problem was that as the Bank continued its
operationsts reserves grew. At the same time, the need for financial
support in the developing countries was also growing rapidly. All the
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Directors felt that the means which the Bank had at its disposal should be
used. However, many countries had limited ability to borrow on hard terms
and it was becoming difficult to find conventional projects suitable for
Bank financing. Against this background the paper suggested that the Bank
should broaden its lending policy and make loans to projects which were of
a more varied kind, not merely infrastructure projects. Moreover, it pro-
posed no further increase in the Supplemental Reserve, instead employing
future net earnings in the new kind of lending. This was one way to meet
the problem. But she was not fully convinced that financing these new kinds
of projects through long-term loans on normal interest terms would meet the
most important needs of the less developed countries. Another approach
might be considered. In the past, Bank lending had been on a very conserva-
tive basis; several projects might have been rejected for risk considera-
tions. Perhaps thought might be given to departing to some extent from the
present approach and to the financing of projects which would involve some
risk. Obviously, there was a point of risk beyond which the Bank should
not go. Miss Brun had in mind simply more liberal lending. This would in
itself increase the amount of money lent without its being necessary for
the Board to specify the particular kinds of projects to which loans might
be made. Should such a change in lending policy be adopted, the Bank would
need its reserves.

33. Miss Brun commented, with respect to the groups of projects mentioned
in the paper, that FAO had more experience in the field of agricultural
development than the Bank; should the Bank undertake to finance agricultural
projects it would be well to cooperate with FAO. Similarly, in the educa-
tional field, UNESCO might be the right operational body.

34. Miss Brun was not too happy about the establishment of an earned sur-
plus account. She thought the Bank could carry out its new policy without
establishing a separate fund. She did not think it appropriate to stop
accumulation of the Supplemental Reserve precisely at the June 30, 1962,
level; she would prefer a more flexible arrangement. Whatever future policy
might be, any loans proposed as a consequence of the new policy would be
considered together with the Bank's loans; it was up to the management and
the Board to keep the volume of any group of loans at a reasonable level.

35. As to technical assistance, Miss Brun referred to the clarifying com-
ments made by the Chairman. She added that technical assistance was very
important; the need for training was formidable in some countries. But
she also agreed with other Directors that the Bank should be careful not
to try to cover that field of technical assistance covered by other in-
ternational agencies; in the technical assistance field, the Bank should
restrict itself to projects in which it had a specific expertise. The
Bank might well finance education. As to technical assistance in that
field, the Bank might primarily engage in training and education of agri-
cultural and craft personnel in support of its financial aid. But should
the Bank want to engage in development of a general school system or train-
ing of teachers, that should be done in close cooperation with UNESCO.
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36. Concerning the paper prepared by Mr. Machado, Miss Brun said the Board
should be grateful to him for having emphasized a serious problem existing
in many countries: the capital flight and the lack of domestic capital for
investment. She did not think that the solution proposed was the right
one. But if a solution could be found, it would go a long way toward im-
proving the economic situation of those countries.

37. Mr. Camacho said he joined those who had praised the paper. Whatever
looked toward keeping the Bank abreast of the times merited full support.
Mr. Mejia, too, wished to express enthusiastic support for the paper.
Mr. Camacho agreed with Mr. Machado's suggestion that the commitment charge
be restudied and possibly established on a sliding scale between the dates

of commitment and disbursement rising from perhaps less than 3/h of 1 per
cent initially. Whatever can be done to stimulate the developing countries
to expedite investment of funds provided by the Bank would be helpful. The

proposal to add new dimensions to the Bank's lending and to intensify tech-
nical assistance activities was supported by all the countries he repre-
sented. He placed special emphasis on the field of education. In the long
run, this was the most productive of the Bank's activities. In conjunction
with financing educational projects, technical assistance in the field of
education should be increased whenever possible. Mr. Camacho understood
the statement in the paper that loans should be made on terms different
from those which had characterized Bank lending in the past to mean that
loans would be made on terms more in accordance with the servicing capa-
city of borrowers. If a country had received a 40-year loan and subse-
quently its economic situation markedly improved, it could prepay and
save interest. Joint loan/equity financing by the Bank and IFC would be
in line with the growth of "financieras" in many countries. The question
of guarantees in such operations would have to be studied; he did not be-
lieve that the problems would be difficult. He supported the proposition
that the Bank needed to put much more emphasis on schemes for improvement
of agriculture production, and that the terms for agriculture credits
should be easier than those for other types of loans. Mr. Machado' s paper
should be studied closely. Mr. Camacho added that Mr. Meia might wish to
express his views on all these matters on his return.

38. Mr. Chen said that he would speak in a personal capacity. He thought
the paper clear cut and constructive, and the subject one of vital impor-
tance. He agreed that the time had come for reappraisal and a more dynamic

approach to development problems. He supported the position, for the pres-
ent at least, that the Bank should neither pay a dividend nor make a trans-
fer to IDA. He welcomed the proposed halving of the commitment charge.
However, he favored the sliding scale proposed by Mr. Machado. The higher
charge would penalize borrowers who were slow to draw down loans without
Justifiable cause; the availability of the lower charge would be an induce-
ment to speed up completion of the project and save that much of the cost
of the loan, small though the saving might be. He associated himself with
Mr. Ghosh's suggestion that the commission also be reduced.



39. Regarding reserves, on sound banking principles Mr. _Chen was inclined
to agree with those Directors who had advocated that buildinE up of reserves
continue. With unsettled conditions in many parts of the world, the Bank
should build up very substantial reserves, both Special and Supplemental,
to provide against all contingencies and possible defaults. He had been
glad to hear from the Chairman that the Bank's sound and conservative pol-
icy on reserves would be continued.

40. Mr. Chen supported the proposal that the Bank should be prepared to
lend for new projects and new purposes in the fields of agriculture, indus-
try and education. Hereafter agriculture should be given equal weight in
lending. The majority of the less developed countries, especially tne newer
members of the Bank, were basically and traditionally agricultural economies.
They needed financial assistance in the field of agriculture even more ur-
gently than for industrial development. Reference was made in the paper to
programs of land redistribution; he would give assistance for such programs
his full support.

h1. Mr. Chen thought the proposal to extend the period of grace and amorti-
zation was very constructive and would support it. However, he suggested
that the proposed 40-year maximum for amortization and 10 years of grace
might be too drastic an initial change when compared to the Bank's present
terms. For the immediate future he proposed an experimental start with a
maximum of 30 years for amortization and five to seven years of grace.

42. Mr. Chen associated himself with Mr. Ghosh and Mr. Plumptre in urging
Bank financing of raw materials imports--fertilizers for example. He was
also impressed by the proposal concerning assistance to pioneer industries.
This would help underdeveloped countries to raise both the quality and
quantity of primary raw materials and would encourage the establishment of
basic industries, which in turn would increase foreign exchange earnings.
As to the proposed assistance for educational projects, Mr. Chen had some
misgivings, having in mind possible overlapping with other international
agencies, such as UNESCO. However, the remarks of the Chairman had clari-
fied this matter. He felt strongly that instead of lending for school
buildings the Bank should perhaps consider extending loans to housing proj-
ects as Mr. Khelil had proposed. Mr. Chen cited the high priority given to
such projects by the Inter-American Bank in many Latin American countries.
He supported, in principle, the proposal for loans to private industry with-
out full government guarantee, but noted that it would have to be carefully
studied. He also favored long-term financing of imports of components and
spare parts and, above all, capital equipment for industry.

43. Mr. Chen said he fully supported the proposal to expand technical as-
sistance. He also felt strongly that the project appraisal courses of the
Bank's Economic Development Institute should be expanded. Concerning the
statement in the paper on an educational grant project and on the recom-
mendations of Dr. Branscomb, he would reserve comment until he had the
opportunity to study the paper being prepared by the staff. He thought
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Mr. Machado's paper put forward a very constructive suggestion, which merited
serious o5nsideration. Such an undertaking by the Bank would undoubtedly
encourage the flow of private capital. However, he called attention to the
possible inflationary implications of the proposal and thought account
should be taken of these before the Bank decided to embark upon any such
venture.

44. Mr. Gutierrez Cano said the paper was both timely and pertinent. His
comments would be made in a personal capacity. He agreed with the view ex-
pressed in the paper that the payment of dividends was undesirable: it
would tend to reduce the Bank's future lending capacity. He did not, how-
ever, completely share the view that the Bank's loan charges were low and
reasonable. The interest rate was one of the most important factors in the
Bank's activities, having great influence on the borrowing capacity of
countries in need of foreign financing. He had considered the arguments in
favor of maintaining a close relationship between the Bank's rate and that
of the private capital market. He nevertheless thought that a more flexible
interest policy would contribute greatly to the maintenance of the credit-
worthiness of borrowing countries. A reduction in the commitment charge
would be, in his opinion, of little real benefit to borrowers. That charge
was justified by the necessity to ensure proper and timely utilization of
loan proceeds. He thought that an increase in the commitment charge might
even be justified in the case of unreasonably delayed disbursements. Re-
tention of the charge would avoid an estimated decline of about $5 million
a year in Bank earnings and would increase the Bank's future lending capa-
city correspondingly. He agreed that a transfer to IDA would be likely to
have an adverse effect. He also supported the proposal to create a special
account for new or expanded Bank activities. The main question was whether
earnings should be used to absorb the present rate of interest rather than
being devoted exclusively to activities in new fields.

45. Mr. Gutierrez Cano regarded with favor the outlines of the new financi-
al activities of the Bank, particularly those designed to increase invest-
ment in human skills. The emphasis placed on future activities designed to
promote the modernization of agricultural practices was an important con-
tribution, complementary to other forms of investment. External financial
assistance in the field of education was always welcome. The Bank's activ-
ities in the field should, however, be directed at qualified participation
in an endeavor to build up the resources of human skills needed to meet the
requirements of economic development.

46. Mr. Gutierrez Cano felt that long periods of amortization did not
always alleviate a country's financial obligations. The question might be
reconsidered in terms of the rate of interest to be charged. Longer periods
of grace, on the other hand, were very appropriate, particularly in the case
of infrastructure investments where the rate of economic profitability rose
very slowly. There was urgent need in many countries for increased invest-
ment in the infrastructure of agricultural production, in industrial con-
sumption and processing of agricultural products, and in distribution systems.
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Investment in this field should have a far-reaching effect on the economic
structure of a country. The assistance which the Bank could give by helping
to develop primary industries could be of extraordinary value. Concerning
the making of loans to private industrial concerns without full government
guarantee, these were in principle to be welcomed. But attention should be
directed to their real importance, and to their role in contributing to the
relief of the balance of payments. The rate of interest proposed presumably
would reflect the increased risks inherent in that type of activity; in
terms of an improvement of countries' borrowing capacity, the measure was
not likely to result in any real benefit. The Bank must therefore proceed
with caution in this new field. Maintenance import loans were, he thought,
very desirable. Although there was a wide field for such lending, the Bank's
loans should be directed primarily at export industries.

47. Mr. Gutierrez Cano said that technical assistance was of great importance
at present; many countries were developing programs for improvement of their
resources of human skills. He noted the importance in this connection of
the Economic Development Institute. A Bank policy with the objective of
assisting countries to run their own economies was, he thought, better than
one providing exclusively for the employment of foreign advisers. Financing
of agricultural extension services, credit institutions, production and
marketing cooperatives, etc., would make a very effective contribution;
training through technical assistance could be of primary importance. In
particular, attention should be directed to small- or medium-size concerns
which were frequently unable to meet present-day technological and manage-
ment requirements. The Bank might promote the merging of the technical,
industrial or commercial collaboration of such concerns, encouraging a
restructuring of this sector of the economy. In the field of education, he
thought the Bank should consider only those aspects which were closely re-
lated to its normal activities. He shared the views expressed by others in
regard to the need for close collaboration with other international agencies
such as UNESCO.

48. Mr. Gutierrez Cano considered very useful Mr. Machado's proposal to
meet the difficulties encountered by many countries in raising the necessary
internal financing to match Bank loans. He thought the Bank's lending opera-
tions might appropriately be supplemented by a more active participation in
the raising of domestic funds; this could overcome many, perhaps most, of
the difficulties.

49. The Chairman said he assumed that the Directors did not wish to embark
on a second round of comments at present. However, a few Directors had
indicated a wish to supplement their earlier remarks.

50. Mr. Donner said he would like to comment on the best use to which, in
his opinion, the Bank could put its net earning. His remarks would be made
on a personal basis but he thought they would be close to his government's
ultimate position. His comments would be made on the assumption that
there was more or less agreement on two points. First, the Bank's reserves
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and prospects were such that a certain part of its net earnings--which he
would call surplus profits--could, without harm to the Bank, be withheld
from the Bank's ordinary operations. Under Mr. Black's dividend proposal,
that amount would be $50 million a year. Alternatively surplus earnings
might be taken to be the net earnings resulting from the 18 per cent portion
of subscriptions at work in Bank lending. Assuming a conservative rate of
return, say 4 per cent per annum, the $1.6 billion 18 per cent monies
could be said to contribute to the Bank's net earnings at an annual rate of
about $65 million. It might, in fact, help to establish a certain system
of financial discipline in the Bank if the latter approach were taken, with
net earnings imputed to a specific source of capital, instead of simply
being regarded as large, and therefore not imposing a specific ceiling on
expenditures. If this view of net earnings were adopted, proposals for
one or another use of those earnings might be considered in a new light.
The second point on which Mr. Donner thought there was general agreement was
that the surplus profits should not be spread around the world for merely
distributive purposes, as for example dividends. They should, instead, be
put to special uses which reached into those corners of the field of eco-
nomic development proper into which the Bank under existing limitations
could not enter. That is, they should be employed primarily to give the
less developed countries a kind of financial and technical assistance which
the Bank, due to limitations inherent in its nature, could not provide through
its ordinary operations. The objective would have to be the same as the
objective of the Bank's normal operations: to help the less developed coun-
tries in a way which most effectively supplements their own efforts to
achieve higher productivity and a higher rate of economic growth.
Mr. Lieftinck's suggestion for a general assistance grant and technical
operations account went a long way in that direction. The proposed "GAGT"
would be the recipient of the Bank's surplus profits, and would be the only
source for the Bank's activities outside its ordinary operations in what
might be 'alled the Bank's "soft sector." It would at the same time set a
ceiling to the aggregate amount of such special operations. This arrange-
ment would, in Mr. Donner's view, have a number of significant advantages
over the proposal for an earned surplus account. The GAGT would be far
less likely to create the suspicion within financial circles that the Bank,
by embarking on "soft" activities might have started down a road without
an end. The existence of the GAGT would afford a better defense to bor-
rowers' urgings that the Bank should progressively enlarge the scope of its
non-financial activities. In contrast, the earned surplus account, which
would leave the aggregate level of "soft" operations undetermined and offer
only a very limited concession with regard to the terms of any single opera-
tion, might open a Pandora's box of proposals in that direction. With a
precisely defined GAGT, the Bank would have more freedom to adjust the
terms of its special operations to the needs of the particular countries.
Since the aggregate amount of such operations would be limited, the Bank
could, if warranted by the circumstances of a particular case, move more
in the direction of IDA operations than would be advisable under an earned
surplus account system lacking such a ceiling. For all these reasons,
Mr. Donner said, Mr. Lieftinck's GAGT would seem to be a better receptacle
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for the Bank's surplus profits than an earned surplus account. The latter,
as Mr. Lieftinck said and as the Chairman confirmed was only another label
for continued accrual of the Supplemental Reserve. There was, however, a
great weakness in the GAGT proposal: to be effective along the lines in-
dicated it would have to be firmly anchored in the Bank's constitution,
probably by way of an amendment. Mr. Donner shared Mr. Pitblado's views

concerning amendments. Because one proposal for amendment might generate

proposals for many others, the Bank should be sure before deciding to em-
bark on such a venture that it was really necessary.

51. Mr. Donner said that a simpler, more elegant and, in his opinion, more
effective way of achieving the ends of the GAGT would be to transfer the

Bank's surplus profits to IDA. This arrangement would have all the ad-

vantages which the GAGT proposal had over the earned surplus account pro-
posal. And it would be superior to the GAGT in four respects: organiza-

tional, economic, operational and psychological. He appreciated that the

Inter-American Bank administered different funds, for different purposes,
and on different terms, yet kept them all under the same roof in the Inter-

American Development Bank. It handled them within the same organization,
having one section for regular operations and another section for special

operations, besides administering the Social Progress Fund established by
the United States. The situation of the World Bank was, however, quite
different. It had two legally independent affiliates. Each of the three

organizations had its distinctly different tasks and functions. He noted

that some Directors had expressed misgivings against the tendency in the

management paper, as they interpreted it, to blur the distinctions between
the Bank, IFC and IDA in certain respects. They had expressed doubt about
the wisdom of the Bank's moving into fields for which conventional loans
or almost conventional loans seemed to be inappropriate. He thought these
views had merit. If it was agreed that the Bank was in a position to devote

part of its net earnings for operations which quite clearly were the kind
for which IDA was established, those operations and the resources to finance
them should be turned over to IDA. There were no legal obstacles to this
action, and it had economic advantages. A transfer of Bank surplus profits

to IDA would be a transfer of resources from a field of limited marginal
productivity of capital to a field of considerably higher marginal pro-
ductivity. By this he meant that the field of conventional development
lending was, in comparison to the area within which IDA operated, relatively
well supplied, while at the same time there was a great shortage of funds

for purposes which IDA was intended to meet. Mr. Donner associated himself
with Mr. Plumptre's comment concerning the anomaly of one organization hav-
ing in a sense an excess of funds and its affiliate a shortage. Following
the principle of as good a division of labor as possible would also have

distinct operational advantages. IDA resources would be enhanced. The
flexibility of its operations would make it easy to take care of the proj-
ects mentioned as innovations for Bank activities in the management paper
and as deserving special consideration, such as agricultural improvement
loans, pioneer industry loans, and so on. Moreover, IDA would be in a much
better position to tailor its financial assistance to the specific
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circumstances of the project and of the country than could be done within a
general assistance account managed by the Bank itself. He added that the
latter proposition was predicated on the assumption that IDA's standard
terms would ultimately be abandoned.

52. As for the psychological advantages associated with transfer of Bank
surplus profits to IDA, Mr. Donner said that it appeared that most of the
concern expressed at the Fin ancial Policy Committee meeting in February
that such a transfer would be inappropriate and might undermine the Bank's
standing had disappeared. This was not surprising since the transfer would
not eat into the Bank's assets available for its ordinary operations or
create any obligations which might become onerous later on. On the con-
trary, if the Bank were to retain its surplus profits as a justification
for extending its activities into the field of non-conventional loans,
private investors might begin to wonder how to interpret the innovation
and whether they were justified in continuing to trust the business acumen
of the Bank. If the policy change were to be made by establishing a GAGT
account with its ceiling for "soft" operations, these concerns would, he
thought, be less serious than if no such ceiling existed. Mr. Donner said
he was aware that the considerations were not merely what might be called
"technical" but certain imponderables of a political and other character
had to be taken into account. In this connection, there was the problem
of timing. He had been much encouraged by the statement in the paper, that
direct transfer to IDA would not be desirable "at this time." He did not
know in what way the Bank's standing in the financial communities of the
world would be adversely affected by a transfer "at this time." He did
know with certainty that the financial community in Germany, including the
Central Bank, viewed with apprehension a policy which would lead toward
establishing a soft lending corner or window in the Bank. That community
was convinced that to take such operations, which were not typical Bank
operations, out of the Bank and to leave the Bank as a bank would make for
a much clearer situation and be less likely to create misapprehensions and
misunderstandings. At the same time, he recognized that positions had been
taken, and that even those who wished to proceed with a transfer would
acknowledge that there was virtue, if not necessity, in allowing things to
simmer down; they would not press for immediate action. At the same time,
there was the danger that by postponement, a certain freedom of action could
be lost and future measures prejudiced, by the establishment of new insti-
tutional arrangements, and otherwise. For this reason he urged that the
Board proceed slowly in taking decisions on any of these issues, as
Mr. Waitzenegger had counseled, avoiding any actions which could prejudice
a poicy--the transfer-which ultimately might be agreed upon. With this
in mind, he had misgivings about proceeding quickly to establish an earned
surplus account.

53. On the matter of the maintenance import loans, Mr. Donner noted the
proposal had been favorably received by his colleagues. He and his govern-
ment had been greatly impressed by the situation of India. The Indian con-
sortium had recognized the advantages which could be achieved by making
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available a fair degree of maintenance import loans to a country; this was
also true for Pakistan. But to embark extensively upon this type of lend-
ing was another question. In his opinion, maintenance import loans, as
well as the other loans of an exceptional character mentioned in the paper,
should be examined very closely in the circumstances of a specific case.
In the case of India, for example, there was an imbalance between commit-
ments of foreign aid for projects, on the one hand, and for smaller items,
on the other. Moreover, India had a well-conceived and well-administered
economic development program, which reassured aid-givers concerning the
ultimate use of the loans. In a great many countries these conditions did
not prevail. He was sure, from the language in the paper, that the manage-
ment had these considerations in mind.

54. Mr. Donner said that Mr. Machado s paper addressed itself to an ex-
tremely important problem. His proposal did raise the question of how to
deal with the misgivings of citizens in the financial stability of their
own government. It was an interesting proposal in view of the reputed sen-
sitivity of Latin American governments to interference from outside. This
was, however, a political question. The second question which Mr. Machado's so-
lution raised was whether it was treating symptoms rather than effecting a basic
cure. Giving a guarantee to bond purchasers meant that whatever action their
governments took, the purchasers would not suffer. Perhaps it would be more
effective to direct attention to governments engaging in inflationary prac-
tices, suggesting what might be done to avoid the conditions which gave rise
to distrust. Mr. Donner said he had no answer to these questions. He
pointed out that they were monetary problems which were the province of the
Fund. He did not know whether the Fund had any position on the particular
problem, but it did have a position with regard to the broader aspects of
what could be achieved by escalators, gold guarantees, and so forth.

55. Mr. Lieftinck said, with respect to the proposal for a special account
which he had made at the previous meeting, that he did not believe it would
require an amendment of the Articles. He was not in favor of changing the
Articles; they had sufficient flexibility to permit the development of pol-
icies in the right direction. This comment applied particularly to the non-
guaranteed loans to private industrial enterprises. He had stated on pre-
vious occasions that he believed there was need to build up additional
reserves. A fortiori, he was against any weakening of the Bank's position.
He wanted to be fair to the management's proposal with respect to non-
guaranteed loans to private industrial enterprises, but he felt it would weak-
en the reserve position: it would permit investments to be made, up to the limit
of the earned surplus account and the Supplemental Reserve, in more risky
projects--more risky because they would not carry a guarantee. If the Bank
wanted to expand its operations in the industrial field, very careful con-
sideration should be given to the direction and extent of any expansion.
He was not opposed to an exploration of further possibilities in this
field, but he fully agreed with Mr. Pitblado and Mr. Waitzenegger that IFC
had been created to carry on these operations and that careful considera-
tion should be given before permitting an overflow of Bank activities into
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the IFC field. He would prefer to consider the management's proposal for
the further promotion of private industrial enterprises in the context of
the future of IFC than in the context of Bank financial policy. There were
other reasons why he did not favor the management's proposal. First, it
indicated a clear preference to assist privately owned industrial enter-
prises but did not touch at all on the very important question whether the
Bank should reconsider its position with respect to publicly owned or
mixed enterprises. Secondly, he was not at all in favor of the Bank's
charging interest of 61 to 8 per cent; he thought that would damage the
Bank's image. Thirdly, he favored doing industrial financing via inter-
mediaries as much as possible. Finally, he felt that there was ample scope
within the Articles for further exploration of the possibilities of doing
more in the industrial field.

56. Concerning the maintenance import loan proposal, Mr. Lieftinck wondered
whether it might not run counter to the Articles. This was not Too im-
portant, since the Articles could be changed, but he did not think it would
be wise to do it for other purposes as well. As far as the Articles were
concerned, Article III, Section h(vii) provided that loans made or guaranteed
by the Bank should, except in special circumstances, be for the purpose of
specific projects. The drafters presumably had some particular purpose in
mind in this provision; probably they intended to distinguish the projects
to be financed by the Bank from general purpose loans. Mr. Lieftinck
thought that if the Bank went as far as some Directors had suggested, the
point would soon be reached at which difficulties would be presented by
the Articles, which after all referred to "special circumstances." His
other objection to the proposal was of greater importance. The proposal
was that the Bank embark on long-term financing of imports of components
and spare parts for industry. He thought the financing of spare parts of
industrial equipment, and particularly raw materials, should be done on
short-term or medium-term. To do this kind of financing at long-term would,
in his opinion, depart from sound banking principles, because maturities
would not in these cases be related to the economic life of the assets
being financed. Moreover, it would put a burden on the borrower beyond the
period during which the equipment contributed to production. In addition
to these reasons, there were the difficulties indicated in the management's
paper. One particular difficulty he saw was that it might be unwise to
leave the allocation of funds provided to the governments concerned; the
Bank's staff would have no opportunity to appraise the needs and the
priorities, or exercise the end-use supervision on which the Bank's success
had to such an extent depended. He agreed that there was a very clear
need in the underdeveloped countries for mechanical equipment, spare parts
and even raw materials. And he was not opposed to including in the Bank's
normal loans funds for mechanical equipment or adjusting the terms of loans,
perhaps in a package, to the average life of the assets. But the financing
of spare parts and raw materials in his opinion was not the business of the
Bank; that should be left to the bilateral aid agencies or governments.
The Bank as a development institution should concentrate on the financing
of fixed investments for development. There was a clear distinction to be
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kept in mind between financing the maintenance of current production and
financing additions to the productive potential of an economy. This had
not been mentioned in the discussion, but he thought it very important.

He was not in favor of the Bank's entering the field of financing current

production; it should continue to assist in the building up of new pro-
ductive capacity. If it entered the field of current production, there

would be no end to the requests it would have to consider and, as he had

indicated, it would run up against the "special circumstances" in its

Articles. Moreover, it would actually be entering a field of recurrent
needs; once the raw materials had been consumed, if they were not supple-
mented from other sources, it would again be the Bank which would have to

provide the funds. Finally, he thought it would not be in the interests
of borrowers to be burdened more and more on long term for the maintenance
of current production; certainly it would not be conducive to making the
Bank's members more nearly independent of Bank assistance.

57. Mr. Machado said he would not take up the subject of his paper; it
was too important a subject to treat in the short time available. He did,
however, want to defend the proposal, which he thought one of the most im-

portant in the paper, that the Bank do more in the field of industrial

financing, even if the Articles had to be amended. But as he had said at

the last meeting--and at the proper time he would elaborate this statement--

he believed it could be done without amending the Articles. What Mr. Woods

proposed was nothing new. Ever since the Bank was organized it had been

financing industry: steel mills in India and in Japan; shipping and avia-
tion in the Netherlands; electrical manufacturing in Austria; pulp and paper
and coal mining in Chile; pulp and paper in Finland. The Bank would go on
financing industry. It was about to make an industrial loan coupled with a

participation by IFC. The only new element in the proposal was that the
Articles be amended to enable the Bank to continue doing industrial financ-

ing but without the necessity of a government guarantee. He could not
understand the logic of the industrialized countries on this issue, The

European Development Bank, whose capital was subscribed by the six large
industrial powers of Europe had in its Articles a provision that it could

operate with or without government guarantee. According to a report issued
by that bank, out of some 60 or 62 transactions, all for private industry,
none required a guarantee. The system of not requiring the guarantee of

governments for industrial lending must not be so bad if the leading indus-
trial powers of Europe found that from 1954 on government guarantees could
be dispensed with. Moreover, although Mr. Bullitt had questioned whether
the World Bank could dispense with the guarantee requirement for its indus-

trial operations, the Export-Import Bank, which was, in effect, the devel-

opment agency of the United States Government, was authorized to make
investments without the guarantee of governments; many of its most recent

operations had been undertaken without such guarantees. There was some
validity to the argument that if the Bank was empowered to make direct loans
to private industry without a government guarantee, it might take over the

task for which IFO was created. He would be the last to support anything
which appeared detrimental to IFC. But the proposal would not undercut IFC.
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IFC was primarily intended to encourage equity investment. If each of its
operations were to be analyzed, it would appear that part of it was at pres-
ent in equity and part in loan. He wondered why the Bank could not take the
loan part which normally is borne by IFC without a government guarantee.
If, in all the instances he had cited, loans were being made to industry,
without government guarantee, out of funds provided by the industrial powers,
he wondered what was wrong in making comparable facilities available to the
poor members of the Bank, who did not have access to the European Develop-
ment Bank or to the Export-Import Bank.

58. Mr. Ghosh said he agreed with Mr. Lieftinck that the Bank should not
finance cosumption expenditures. He had not proposed that the Bank finance
consumption, but that it should finance development--import requirements for
development. The words "maintenance imports" gave the wrong connotation.
Developmental imports at a certain stage of the development of an economy
took the form of components, or of raw materials. In short, he was urging
that the Bank consider financing not only the full equipment requirement
for projects but also various other developmental needs where it was satis-
fied that there was a coordinated development program and developmental
needs for imports which could not otherwise be financed. Only in such cir-
cumstances was he suggesting that the Bank make maintenance import loans.

59. Mr. Hudon said he had listened with interest to Mr. Donnerts statement;
he might disagree with some of the things Mr. Donner said, but would want
to think about it first. However, Mr. Donner had referred to a remark of
Mr. Plptrets concerning maintenance import loans, and he thought some
clarification might be desirable. He and Mr. Plumptre were fully aware of
the difficulties involved in that type of loan; Mr. PpEtres remarks
were not addressed to the conditions under which such loans were made but
only to the question of the products such loans might be used to finance.

60. The Chairman said he would not try to summarize the discussion. A
precis would soon be circulated. Secondly, the staff would start to work
on the various papers that had been requested during the discuissions; these
would be produced as quickly as possible. He would also distribute a copy
of the statement he had made at the beginning of the dayts meeting. Finally,
Mr. Woods would be given a full report of the meeting so that he would be
able To-get the full flavor of the discussion.

61. As for the future, the Chairman noted that only two weeks remained un-
til the recess of the Board. Having in mind the time that would be neces-
sary to absorb the discussion, for Directors to report to governments and
for governments to give the questions further consideration, he saw no
reasonable prospect of resuming the discussion before the recess. There
would be ample opportunity for informal talks of the sort Mr. Waitzenegger
referred to, for purposes of further clarification. But as far as a fur-
ther formal meeting of the Financial Policy Committee was concerned, it
would probably be September before the Committee could resume. He would
not want to speculate on when Mr. Woods could resume participation in the



meetings. Hopefully by September he would be able to do so. The Directors
would be kept informed. Mr. Donner said it would be important for the
Directors to have some idea of what might be put before the Governors. He
assumed Mr. Woods had not intended to put the matter off until after the
Annual Meeting. The Chairman replied that Mr. Woods had hoped for as rapid
action as possible. He would have liked to have final decision on all the

points raised by the time of the Annual Meeting. But the discussion had
shown that it was somewhat optimistic to expect everything to be settled
that quickly. He thought it was impossible to say whether any of the pro-
posals could be brought to the stage where they could either be reported
to the Annual Meeting or brought to it for action. Mr. Lieftinck said that
governments would like to have ample opportunity fully to study the propo-
sals and their implications and to consider discussions. He would suggest
that no further meetings on the subject be scheduled until perhaps about
the middle of September. Mr. Chen and Mr. Donner agreed. Mr. Pitblado
said that Mr. Woods would be making a speech., and no doubt would want to
indicate in it how he was thinking about the Bank. All governments would
find it very helpful to know by mid-September what line was to be taken.
For his part, he felt that there should be no constitutional amendments
before the Board of Governors in September. The discussion had shown that
it would be some while before conclusion was reached on the proposals. It
would be premature to try to rush anything; the issues could be dealt with,
if they were to be pursued, during the year. Mr. Lieftinck added that even
important departures of policy, short of amendments, should be fully dis-
cussed before the President announced them in a speech. Mr. Pitblado said
he agreed. The Chairman said that he believed Mr. Woods would feel, partly
for the purposes of his speech, but partly also for purposes of all the
discussions which would be proceeding during the Annual Meeting, that
matters should be carried as far as possible before the meeting. He him-
self would share the view that this was unlikely to result in any specific
amendments to the Articles or anything like that being brought before the
Annual Meeting. At the same time, he thought that if he were in Mr. Woods'
shoes he would like to feel that, before he had had the opportunity to
meet with the Board and present his ideas, Directors would not take up
entrenched positions on any of the questions. Mr. Woods would want an
opportunity to meet with the Directors after hearing the results of the
discussions, and present his views in response to the points which had
been made. Therefore the Chairman hoped that no Director would crystallize
his position before hearing Mr. Woods. Hopefully that would be in the first
part or middle of September. But while he was asking that positions not be
crystallized until Mr. Woods had been heard, he was also saying he hoped
they would be crystallized thereafter as rapidly as possible. Mr. Donner
said that it would be advantageous to Directors and also, he thought, to
management, if as soon as possible--say in the early part of September--
there might be further discussions, still on an informal, personal basis.
The Chairman said management would continue to consult the Board. No meet-
ing would be called without informal consultation to see the extent to which
people were prepared to go ahead.

62. At 1:15 p.m., the meeting adjourned.
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COPY

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOP4ENT

INTERNATIONAL DEVELOPMENT ASSOCIATION

European Office
h Avenue D'Idna

Paris (16e) - France

February 5, 1964

Mr. Leonard B. Rist
Special Adviser
International Bank for

Reconstruction and Development
Washington, D.C.

Dear Leonard:

To recapitulate and elaborate on what I told you on the telephone:

1) The Swiss scheme is called, even in Switzerland, the "Plan Montandon"
because the First Secretary in the Delegation to OECD, who first spoke to us
about it, was its inventor. But he sold it to his Government and they now
fully support it.

2) It was circulated to some OECD governments some five or six weeks ago and
no thought has yet been given to any meeting to discuss it.

3) The only comment so far received by the Swiss Delegation has been from
Germany. They wrote expressing interest in the idea and said that they would
study it further,

h) I spoke to Andr4 de Lattre who had not seen the Swiss memorandum but found
somebody who had and who had discussed it briefly with the Tresor. Their
reaction is negative - on general doctrinal grounds plus a doubt (which I think
is a reasonable one) whether the markets would continue to have a high regard
for the Bank if the scheme were to be tried and would feel like providing the
large sums required.

5) I spoke to Denis Rickett who also had not seen the memo. Late the same
evening he called back to say that they had had a look at it and although they
had not yet talked to the Bank of England about it their first reaction was
"pretty negative". The scheme is, of course, as I pointed out, a variant of
the new UK method of providing soft loans but I think the Treasury feels that
the sums needed would be impossible to raise.

6) Montandon also told me that he had discussed the scheme with Seymour Rubin,
the US representative on DAC, who is now back in the State Department and who
should be worth talking to.

Yours ever,

/s/ Johnnie

John Duncan Miller
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