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WBG ARCHIVES

Confidential

Mr. W. Randolph Burgess
Vice Chairman of the Board
The National City Bank of New York
55 Wall Street
New York, N.Y.

My dear Mr. Burgess,

In accordance with your conversation with Mr. Robert
Garner, I am sending you herewith a sumary of the Bank's
comments on your confidential memorandum of October 17th, l9I7
on Financing Aid to Europe.

I should like to emphasize that this sumary deals only
with the points at which the Bank's staff took issue. It
therefore does not fully reflect our wholehearted endorsement
of the basic underlying concepts in the paper, i.e. the import-
ance of financial stability and the necessity of providing
assistance through grants as well as loans.

Mr. Garner asked me especially to express the Bank's
appreciation of your kindness in making this important memorandum
available to us for comments.

Yours very sincerely,

Leonard B. Rist,
Director of Research

P.S. - As Mr. Garner told you we intend to see Mr. Bissell as
early as possible in the week to go over the matter with
him.
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WBG ARCHIVES

The staff of the International Bank has greatly appreciated the

opportunity to review the memorandum on FinancingAid to Europe. The

broad issues which it discusses are vital concern to the Bank, and

menbers of our staff have already devoted considerable study to them.

On many of these issues the Bank's thinking closely parallels that

expressed in the memorandum, but there are some points on which we

should like to comment.

1. The point brought out in the first section of the memorandum -

that there exist substantial holdings of gold and dollars in the possession

of European nationals, which are now in hiding inside or outside their

homeland - is very important and too frequently overlooked. It is valuable

also to emphasize the necessity of fiancial stabilization and reform

measures, which would reestablish confidence in the national economies

and national currencies, and the futility of simply "supplying more

dollarsy to be hoarded in their turn". However, the argument as stated

in the memorandum seems to imply that sound financial measures can

reestablish stability unaided, or that such measures should take priority

in point of time over other kinds of action. It was the consensus of the

Ban's staff, for example, that the experience of Belgium was not universally

applicable; special circumstances helped Belgium's recovery aside from

M. Gutt's currency reform (the rapid invasion with little damage to industry,

a quiet occupation, large numbers of American liberation troops who left

behind ample dollar funds, etc.) In other countries, notably Austria,

equally drastic financial measures did not achieve lasting beneficial

results and may temporarily have hampered the growth of production.



Nevertheless, currency reforms unquestionably helped to accelerate

Belgium's recovery, and we fully agree that financial reforms are necessary

elsewhere in Europe as an integral part of the reconstruction program. The

emphasis of the Bank's thinking has been on the necessity for a "combined

operation", involving the simultaneous use of all the measures required to

stimulate production and restore stability - the provision of necessary

equipment and supplies under grants or loans, as may be appropriate, and at

the same time firm and vigorous application of domestic financial reforms.

Certainly any credits which the Bank might make available in connection with

the European recovery program would be made conitional on the intD duction

of effective financial reforms of the kind outlined in the memorandum.

2. As to the latter half of the memorandum, the Bank's staff questioned

whether it would be practicable to use the differences in types of goods re-

required as a basis for distinguishing appropriate methods of financing. It

was pointed out that the proposed assistance is designed to make up a deficit

in Marshall Europe's overall balance of payments, and that it is impossible to

find any sound basis for determining what portion of this deficit should be

attltibuted to any particular category of imports. For example, it might be

argued that most of Marshall Europe's projected imports of equipment and raw

materials will be covered by proceeds of exports and other receipts; that the

anticipated deficit arises largely from food, fuel & fertilizer requirements;

and thus that all such requirements (estimated at $16.6 billion) should be

financed by grants. To base an allocation of funds as between loans & grants

on this assumption would be patently incorrect, but any other assumption of

this kind would be equally difficult to justify.

Moreover, American aid, and any obligations for repwyment which may

result, must be allocated not only to Europe as a whole but also among the
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individual participating countries. They need these different types of

goods in differing proportions and they vary widely in ability to pay.

Denmark's needs, for instance, are principally for food, fuel 4 fertilizers,

while other countries need mainly equipment or raw materials; yet Denmark

may well be in a better position to carry and repay loans than some countries

in the other group. Rigid application of the proposed formula would thus be

neither equitable to the countries concerned nor realistic in terms of the

actual prospects of repayment.

It may be questioned, in any casem whether the distinctions some-

times made among these various types of aid are entirely valid. It is sug-

gested in the memorandum, for example, that an important characteristic of

the food, fuel and fertilizers category, as distinguished from raw materials,

is that they are not "self-liquidating". But for Denmark fertilizers and feed-

stuffs are "raw materials" for farm and airy products, jsut as raw cotton is

raw material for textiles - exports of eitther type help to provide means for

repayment of credits. Another distinction made in the Paris Conference report

between mining and agricultural equipment, also seems artificial, and provides

a dubious basis for determining the nature of .the financial assistance to be

applied.

It is implied at various points in the memorandum that separate ap-

propriations for these different types of assistance would be made to, and

administered by different adminstrative bodies - for example, that loans for

raw materials and short-term projects would be made by the Export-Import Bank,

while grants would be handled by some other agency. It was felt by the Bank's

staff that the essential unity of the program might be los unless some one

agency had final control and disposition of all funds, appropriated for United



States Government aid; an overall policy coordination committeee probably

would not suffice for this purpose. This agency might use the Export-Import

Bank or other appropriate administrative organs as agents, but should have

final control and should be made responsible for the use of all appropriations.

One of the most important considerations in this connection is that a single

agency would have much more effective influence in enforcing necessary re-

forms in Europe (financial stabilizations, mobilization of resources, integra-

tion of production, liberalization of trade, etc.), as a condition of continu-

ing aid, than if the authority were dissipated among several agencies.

The Bank's staff strongly endorsed the memorandum's conclusion that

part of the aid must be given in the form of grants rather than loans* and that

these two categories must be segregated in some way, The recognition that

"more loans would also stand in the way of effective operation of the Internatio-

nal Bank" is also greatly appreciated. Despite the arguments mentioned in the

preceding paragraphs against determining the appropriate method of financing

on the -basis of the type of materials supplied, it is recognized that there

may be value for the purpose of presenting the program to Congress and the

public, in pointing up the necessity for differing types pf financing by refer-

ence to the differing character of the aid to be supplied.

It would be dangerous, however, to permit this concept to be incorporated

into enabling legislation, administrative arrangements or appropriations.

3. The flattering references to the Bank are gratifying, and the Bank's

staff had little comment on the general conclusion of that section. It is en-

tirely correct to assume, as is done in the memorandum, that the Bank's ability

to make substantial loans to the Marsha3l Plan countries for equipsent will

depend on the success of the rest of the Paln, and on whether the recipients

of Marshall Plan aid are unduly burdened with obligations to repay dollers.



The present lending capacity of the Bank for Marshall Plan purposes

may, however, be overestimated. Of the United States guarantee of over $3 bil-

lion, $500 million has already been lent, and the Bank must consider other

customers beside the Marshall Plan countries. Thus, until the equipment re-

quirements as set forth in the Paris report are fully analyzed, it may be

questionable whether it is "a fair presumption that the facilities of the

International Bank will be adequate," for such requirements.

The suggestions that the Bank's resources might be supplemented in

some way by the United States Government to handle this operation have been

given some informal consideration by the Bank's staff. Complex policy issues

are involved, from the standpoint of both the Bank and the United States

Government, but the question certainl deserves further exploration if it seems

best for the Bank to handle this appect of Marshall Plan financing.

4. In connection with raw material loans, the memorandum stresses that

."funds for this purpose should not be tied, but should be availabe to spend

anywhere and the goods moved in any ships". This is very important; it might

even be well to gofarther and recomaend that goods in short supply should be

b;ought outisde the Untted States whenever prices and other factors permit. The

same point is valid not only with reference to raw materials, but also for the

other categories, notably food, fuel and fertilizers. In the latter connection

it is not clear whether the section on food, fuel and fertilizers takes full

account of supplies from other than United States sources; the statements on

availabilities seem to refer to the United States alone, and might be subject

to misinterpreatation.

5. The suggestion that local currency proceeds resulting from the ale

of goods supplied through rants should be utilized specifically to fufther

the purposes of the economic reconstruction program has considerable merit.

Blocking or limiting the use of these funds would serve an anti inflationary
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purposes if it were coupled with the proper budgetm tax and price policies.

Thus such action might be an important part of the necessary "combined operation'

for financial reform.

In the last paragraphs of the section dealing with raw material

credits, however, it is suggested that the proceeds from the sale of these

materials be deposited to the credit of the Export-Import Bank for use to

purchase strategic materials, and to provide for Embassy & educatinnal ex-

penditures and other purposes of interest to the United States Government.

To the extent that the local currencies are releasedm even for investment or

for educational or diplomatic expenses, the anti-inflationary effect of their

sequestration would be vitiated. As to purchases of strategic materials, it

was pointed out that not all juropean countries produce such materials, and

that those which do produce them have already included prospective exports of

such materials to the United States in their balance of payments estimates; to

'the extent that the proposed purchases in local currencies would replace such

contemplated exportsi the result would be equivalent to repayment in dollars.

Expenditures for diplomatic or educational purposes are a less important

factor in the balance of payments, but it may be questioned whether United

States needs for such purposes are not amply provided for by the local our-

rency funds already obtained in accordance with the terms of the Fulbright Act.

A question was raised also whether the Export-Import Bank would be

the proper agency to undertake the diverse responsibilities of stockpiling,

providing educational grants, etc. which are so remote from its present

functions.

6. There were a few minor comments on specific points of the memorandum

which may be worth enumerating briefly:

a) The figure shown in the graph and tables date from June or

July 1947 and thus do not give an entirely accurate picture of the present
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situation. There has been, for instance, an important depletion of gold

and dollar assets in the United Kingdom, Western Europe and Latin America

during the past three or four months.

b) In the table on page 7, it is not accurate to say that the

United States capital subscription to the Bank is "available" or "Potentially

available" for lending.

o) The argument on page 3 that the United States "has always taken

the position that foreign money here is under the protection of our laws and

traditions as to the sanctity of the peroperty rights of the individual, and

we are not likely to change so fundamental a democratic concept" seems to dis-

pose of this problem too lightly. While important practical and ethical ques-

tions are certainly involved in any American action to force refugee funds out

of hiding, Congress and the American taxpayer may object to the United States

footing the total bill while substantial European assets not only escapte being

pressed into service for their own countries'reconstruction, but often evade

American taxes as well. A further exploration of possible means of making

these funds available for constructive usem while at the same time safeguarding

the legitimate rights of the owners, should perhaps be undertaken.

d) The statement on page 5 that Americans would be willing to lend

or invest money in Europe in the near future, as soon as stability is restored,

seems to underrate the possible political uncertAinties, fear of war, and

other factors which also impair confidence.

e) The Bank's staff feels that to cite Holland, on page 6, as an

example of effective financial stabilization is doubtful in view of Holland's

serious budgetary difficulties.

f) At the end of the first paragraph on page 11, it is stated that

the Bank's resources are "applicable only to the amounts Of equipment which
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must be imported from abroad". This is not entirely true. The Bank can

make loans for other purposes and has already advanced credits for raw

materials. The same comment applies at the top of page 12. It may also be

added that the Articles of Agreement of the Bank do not necessarily preckude

loans partly in local currency.

g) The second paragraph on page 12 suggesting that it may soon be

possible to finance a substantial amount of raw material movements commercially,

seems overoptimistic, since the considerable expansion required must depend

on substantial restoration of the European balance of payments equilibrium.

h) With regard to the section on currency stabilization the Bakk

has no special comment; that is a matter which most direcfly affects the

Monetary Fund. The Bank's staff feels, however, that it would be unwise to

minimize the size of the stabilization funds required. The larger and

stronger they are the less likely it will be that extensive resort to them

will be required.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

N. W. ZZY MCZAX

MEMBER OF THE BOARD

May 29, 1950

Dear Gene:

For some time members of the Board's staff whose work

is concentrated in the international field have been studying
the general problem of the revival of international invest-

ment. In the course of this work, it was lgpvitable that they
should have come to the problem of the role of the International
Bank.

I am enclosing herewith, on an entirely informal basis,
a memorandum dealing with this problem. It is in no sense an

official Board document. You will also understand, I am sure,
that neither the authors of the document nor I have any thought

of putting the slightest degree of pressure on the Bank's

management, through any channel. We have no present intention,
for example, of giving the memorandum general circulation
within Government eircles. My thought was only that you, and

possibly others connected with the Bank, might find it interesting
to compare the line of thinking indicated in the memorandum with

your own thinking on the subject. In some respects the Bank

is already in process of formulating policies along lines indi-
cated in the memorandum.

It goes without saying that I should be delighted to
arrange for an informal discussion of the ideas put forward in
the document, if you feel that such a discussion would serve a
useful purpose.

Faithfully

Mr. Eugene Black, President,
International Bank for Reconstruction

and Development,
Washington 25, D. C.

Enclosure.
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The Lending Policies of the International Bank Re-examined

1. The IERD versus its critics

No re-examination of the lending policies of the Interne-

tional Bank for Reconstruction and Development would be fair or in

any degree helpful if it did not start by ranging itself on the side

of the Bank against most of the Bank's outside critics. It would be

idle to deny (and the management of the Bank itself would probably

not der) that the volume of the Bank's lending has been very much

below the level hoped for by its more optimistic sponsors. But this

is a very different thing from arguing that the Bank has been a total

failure. The Bank has been in existence a bare five years. These

five years have been years of political, as well as economic, tension

in the international field. On the economic side, even in those oases

in which countries have begun to formulate development programs, few

have been sufficiently free of the problem created by wartime and

postwar inflation to be ready to embark on large-scale developnental

expenditure. Moreover, for mamy South American and Asian countries

the foreign exchange reserves derived from wartime earnings were

sufficient to cover substantial imports of replacement equipnent for

existing industries, the rehabilitation of which had high priority

in the postwar period. Even, moreover, if these economic and politi-

cal conditions had not existed, it would still have been entirely

understandable that the Bank 'should have proceeded cautiously, feeling

its way in terms of procedures and standards.
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In re-exanmining the current lending policies of the IBRD,

therefore, the present memorandum has not set itself the purpose of

criticising the Bank for having followed these policies in the few

short years of its existence. Starting, rather, from the assumption

that the present management of the Bank does not regard its present

practices and procedures as sacrosanct, it offers suggestions for the

modification of those practices and procedures in a direction believed

constructive, and of a character consistent with the entirely proper

desire of the management to maintain the soundness of the Bank as a

financial institution and the credit-standing of its obligations.

It may well be, indeed, that some of the recommendations made below

are in fact already implicit in operations contemplated by the Bank

in the immediate future. In that case, the most that can be laimed

for this memorandum is that it will have made clearly explicit what

has not in fact been clear even to sympathetic outside observers of

the Bank's operations.

2. Summary ofrecommendations

The argument developed below is designed to support the

1.-bwing recommendations:

a. The "project approach". - The basis for the Bank's

loans to particular countries should be, not individual invest-

ment projects, but a consistent over-all developmAent program

desi ined to improve the productive and debt-servicing capacity

of the borrowing country.
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b. Local currency loans. - With respect to local currency

loans, if the Bank finds it inexpedient to obtain an explicit

modification of Article IV, Section 3, of its Articles of Agree.

sent (which in effect limits the granting of local currency loans

to cases in which "exceptional circumstancesm exist), it shoulg

interpret the reference to Nexceptional circumstances" in that

Article in such a way as to permit the making of local currency

loans whenever the other circumstances surrounding the loan are

such as to make the granting of the loan desirable. (The finding

of "exceptional circumstances" would then amount to a finding

that the substantive objections which might be held to constitute

"normal" objections to local currency lomn would not apply in

the case in question.)

c. Policy with respect to not repayments of principal. -

In judging the credit-mwrthiness of countries as prospective

borrowers from the standpoint of the probable ability of the

country to service its foreign debt, demonstration of "ability

to service" should, wherever necessary, mean primarily a

demonstration that the country's balance of payments is likely

to show a sufficiently large surplus on current account during

the life of the loan to be able to pay interest on the loan in

question, rather than, in all cases, interest and amortization.

In all three cases, arguments are presented below to show

that acceptance of the proposed recomendation (1) would not impair

the soundness of the Bank nor the creditastanding of its obligations;
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and (2) would enable the Bank to accomplish with much greater effeo-

tiveness the purposes for which the Bank was established.

3. Par ticular projects or over-all development program?

a. The project approach and sound credit practice. - The

principal reason for basing lending decisions on the profitability

(in the commercial sense) of the particular projects to be financed

is presumably the desire to provide the government of the borrowing

country, which (directly or through one of its agencies) must,

under Article III, Section IV, (i), guarantee the loan, with some

assurance that the borrowed funds will be so invested as to yield

a surplus out of which the debt obligation can be serviced.

If this is in fact the basis for the "project approach," one

must certainly begin by agreeing that the Bank has been altogether

right in its insistence on looking behind the mere fact of a

governmental guarantee in order to examine the conditions which

will in reality determine whether the loan is likely to be

serviced according to schedule. To propose that the Bank should

renounce responsibility for undertaking this type of examination

would be to ask it to follow credit policies clearly inconsistent

with its obligations as a responsible financial agency.

What is questioned here, therefore, is not the Bankts

insistence on formulating a judgment as to the economic soundiesb

of the uses to which the borrowing country proposes to put the

borrowing funds. What is questioned is rather whether the ray



to obtain such a judgment is to look at particular projects,

one by one, and then to make the loan on the basis of the "prof-

itability" of the particular projects taken in isolation. It is

argued here that what the Bank should look at is the "profit-

ability," not of particular projects, one by one, but of a con-

sistent over-all investment program designed to improve the

productive and debt-servicing capacity of the borrowing country

as a whol e.

It will be generally agreed, surely, that it is in fact the

"productive and debt-servicing capacity of the borrowing country

as a whole" which determines the soundness of the loans made to

the country in question. But if this is agreed to, then it is

difficult to see why the basis of the Bank'a lending to a

particular country should not be an inclusive and balanced

investment program aimed at the simultaneous development of the

various appropriate sectors of the economzr, rather than particu-

lar projects selected on the grounds of their independent

"profitability."

Indeed, it is precisely from the standpoint of the soundness

of the Bank's loans that the "project approach' may bring dangers.

Whenever a country receives foreign funds, it is put in a position

to release its own holdings of foreign funds for other purposes,

which may or may not result in improving the "productive and debt-

Servicing capacity of the borrowing country as a whole.' To the



extent that the Bank directs its major interest to the profit-

ability of isolated projects, it runs the risk that the net

economic effect of its lending may be dissipated by the unwise

use of the country's own holdings of foreign exchange. To the

extent, on the other hand, that it insists on basing its lending

on an over-all judgment of an integrated development program, it

acquires an interest in discussing the effect upon its loans of

the general investment policy of the borrowing country.

The conclusion, from the foregoing, is not that the Bank

should set itself up as a kind of supra-national investment-

planning agency, which would exercise a formal veto over all the

investment activities of the borrowing countries. What is pro-

posed here would in practice be simply that the Bank, precisely

in the interest of providing a greater degree of soundness for its

loans, should take the initiative, together with the borrowing

country itself, in preparing an inclusive and balanced development

program as the basis for its lending, rather than concentrating on

an examination of individual projects as they may be submitted one

by one. aiven acceptance of this principle, there would in fact

be no fundamental inconsistency between a policy of examining

particular projects and the policy of insisting that these par-

ticular projects are to be judged also from the standpoint of

their place in the tpe of inclusive development program indicated

here. In this setting, 'project loans" could still play a very



important (though not necessariLy exclusive) role in the Bank's

lending program: the approval of successive "projects" as the

basis of successive loans would in fact mean the step-by-step

realisation of the development program. What is essential is

that there should in fact exist a development program as a back-

ground aga:inst which the particular projects can be judged.

b. The_ roJect 4proach and the role of the IBRD. - It is

generally agreed that the future lending activity of the Bank

nst be directed primarily toward developmeht rather than "recon-

struction." "Development," in turn, is usually taken to mean

primarily development of "underdeveloped" countries. It is pre-

cisely in this context that the "project approach" would seem

to require reexamination most urgently.

For it is precisely in underdeveloped countries that a general

practice of examirdng projects in isolation is bound to act as a

serious brake on expansion of the Bank's lending activities. In

an underdeveloped country such as Bolivia, for example, a particu-

lar project may not be profitable (in the commercial sense) when

considered by itself: i.e., on the assumption that it is the

only type of investment to be undertaken. If, however, a group

of projects constituting a well-mbalanced and coordinated develop-

mental scheme were to be financed simultaneously, it might well

be that the investment in the total scheme would be economically

sound, whereas the investment in any one of the projects treated



separately would not be sound. In the former case, the Bank

would be entirely justified in undertaking the financing; in

the latter case, the Bank would be equally justified, on the

basis of the project approach,' in deciding against the finano-

ing of the single project for which a loan is requested.

It is, indeed, a simple fact of soonomic development, even

when the development occurs in relatively 'developed" countries,

that the profitabilifq prospects for investment in an important

new line of industry are closely conditioned by what is expected

to happen in related fields of investment. Predictions as to

the future development of the automobile industry during the

1920's, for example, which took no account of the probable

development of road-building during that period, would have been

completely in error. In awie highly developed countries, with

abundant sources of domestic capital available for private finano-

ing and adequate possibilities of non-inflationary public finano-

ing, it is not unreasonable for lenders to assume that adequate

financing will be available for investment projects related to,

and necessary for the profitabilih of, the particular project

in which they happen to be intierested. The poijt made here is

that this is precisely the kind of assewption that cannot be

made in the case of the 'underdeveloped' countries whose

'development' it was hoped that the Bank would be able to

further by large-ecal* finicizdg. And the further point is



made that this would argue for a transference of emphasis by

the Bank from an eam-intion of particular projects in isolation

to the taking of the initiative in encouraging prospective

borrowers to prepare, as the basis for proposed financing, an

inclusive and balanced investment program designed to develop

simultaneously the various appropriate sectors of the ecoionomy.

4. Local currency loans

a. Local currency loans and sound credit racticoe. - There

is no evidence to indicate that, in the past, private interna-

tional lending, which can be assumed to have considered the risks

involved in such lending, evidenced a distrust of, or even a

presumption against, the use of a part, or even the whole, of

the proceeds of a foreign loan for local currency expenditure,

within the borrowing country, on the ground that such loans would

involve a greater risk to the lender than would non-lccal-currency

loans. Nor is there any evidence to indica'e that tmjs absence

of a presumption against international local currency loans on

the ground of risk has been correlated, in specific cases, with

subsequent losses to the lenders.

Indeed, it is difficult to see why, from the standpoint of

the safeiar of the loan, it should have been otherwise. What

matters most to the foreign lender is that the borrowing country
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should be able to service the loan in foreign exchange of the

kinds stipulated for such servicing. Its ability to do so is

essentially dependent upon its balance of payments position.

And if anything is clear in both the theory and the experience

of international payments, it is this: that the most important

danger to a country's balance of payments position is the

development of inflationary conditions within the country, with

a subsequent adverse effect upon its balance of payments and

reserve position, Since the principal justification of inter-

national local currency loans is that such loans help the bor-

rowing country to avoid the internal inflation and the deteriora-

tion of the reserve position that might otherwise result from

internal local currency financing, local currency loans, properly

administered, could make part of an over-all anti-inflationary

program which would actually provide greater assurance to the

lender than would a non-local-currency loan granted without

regard to the inflationary developments that might result from

an attempt to raise all of the required local currency internally.

Attention is invited particularly to the assumption that the

international local currency loans will be 'properly administered."

It is of course possible that the borrowing country, left to its

own devices, might take advantage of the relief afforded by an

international local currency loan to defer the making of those

adjustments in fiscal and credit policy which are required in

order to keep total inflationary pressures in check. But this
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very possibility opens the way to the exercise of pressures by

the Bank which could have the effect, not only of protecting the

interests of the Bank in the particular loan in question, but

also of furthering the avowed aims of the United States in

establishing and maintaining full currency convert bilitr.

It is no rebuttal of this argument to suggest that the

borrowing countries will not accept the "infringement of

sovereignty" which is implied in the exercise of pressures

designed to maintain internal fiscal and monetary stability.

The position taken by the United States in the International

Monetary Fund with respect to the conditions under which a .

country may draw on the Fund is evidence enough that we regard

as clear, from our standpoint, the right of an international

lending agency to insist, as a condition for the making of loans,

upon the taking of comitsentsa by the borrowing country with

respect to its internal financial policy. Here, indeed, is a

field for cooperation between the Bank and the IW which mould

bear the closest exploration. The point made here is merely

that the possibility of such cooperation will be increased to

the extent that the Bank, by contemplating a significant broad-

ening of its activities in the field of local currency financing,

is brought more directly in touch with the over-all internal

financial situation of the borrowing country. And this means

that the soundness of the Bank's investments, instead of being
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impaired by an extension of local currency financing, could be

very greatly increased thereby.

b. Local currency loans and the role of the IBRD. - Local

currency loans are not prohibited by the Bank's Articles of Agree-

ment: they are merely (on a literal interpretation of Article IV,

Section 3 of those Articles) restricted to "exceptional circum-

stances." It is for the management of the Bank to decide whether

(on the assumption that the argument presented here in favor of

extending local currency loans is accepted) it is necessary to

amend the Bank's Articles of Agreement by omitting the reference

to "exceptional circumstances," or whether it can proceed to

extend local currency loans under a procedure ihich would estab-

lish, in each case, that the substantive objections which might

be held to be "normal" objections to local currency loans wou3d

not apply in the case in question.

What might really be somewhat difficult, in the latter case,

would be the formulation of "general" arguments agginst the

granting of local currency loans which would appear reasonable

under the circumstances prevailing now and likely to prevail in

the immediate future. As far as can be judg&d,. for example, by

one who did not participate in the Bretton Woods discussions,

the principal idea seems then to have been that imported capital

equipment, or, at best, imported supplies and raw materials

necessary for the manufacture of capital equipment vithin tke
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borrowing countries, would always be more urgently needed by the

borrowing countries as a whole than foreign exchange which either

could provide non.4nflationary (or counter-inflationary) finano-

ing within the borrowing country, or, by being added to that

country's monetary reserves, could permit it to adopt expansionist

monetary policies internally which otherwise would entail too

great risks to those reserves. The idea seems to have been,

further, that, as indicated in Article I, paragraph iv of the

Bank's Articles of Agreement, it is the Bank's responsibility to

see to it that "the more useful and urgent projects, large and

small alike, will be dealt with first"; and that therefore the

granting of local currency loans would inevitably have a much

lower priority than would loans for the import of capital equip-

ment or of supplies and raw materials necessary for the manu-

facture of capital equipment within the country.

But this assumption as to the inevitably lower level of

"urgencya of local currency loans is o an assumption, rather

than a demonstrated proposition. Indeed, at a time when the

major emphasis of the Bankts management is rightly being put on

the developuental rather than the reconstruction aspect of the

Bank's activity, the facts with respect to the relative "urgency"

of local currency loans and non-local-currency loans, respectively,

are likely, as often as not, to turn out exactly opposite to the

assumption under discussion. For most investment activities, the
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share of imported equipment in the total value of a specific

investment is relatively small in any case. This is particularly

true, however, if the kind of investment is the sort which is

basic to the economy: that which might be called "social over-

head"investment. Thus, the building of roads, railroads, canals,

and other means of transportation, the construction of electric

power installations, the erection of public health, housing, and

other basic facilities are types of investment in which the major

cost may be for payment for wages and local supplies, with only a

small part going for imported equipment. Yet it is precisely

this kind of investment which is most crucial for underdeveloped

countries, since the "social overhead" investment is frequently

necessary before new industrial plants can profitably be put into

operation. If, therefore, the Bank is to look at relative

urgencies ("priorities") from the standpoint of what must be

done first in any program for financing developmental expenditures

(because until these "first" things are done, other investment

projects will simply not be forthcoming), it can be argued that a

sound priority list would give priority precisely to the kind of

investment which will inevitably involve a large component of

local currency, rather than to the kind involving only, or

primarily, expenditure on imported equipment.

It is not suggested here that the Bank management is unaware

of this fact. On the contrary, the Bank's position would presumably
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be, not that it refuses to recognise the necessity for a large

local currency component for the projects to which it would like

to give priority, but merely that it insists that the borrowing

country should itself raise the required local currency from non-

inflationary sources. The point made here is merely that, while

the Bank should of course continue to insist that the borrowing

countries make the maximum effort in this direction, the probable

magnitudes involved are of such dimensions as to make it extremely

improbable that, even with the greatest possible good-will and

energy on the part of the borrowing countries, the sums required

can in fact be so raised; that aid, by the Bank, in the direction

of prording the foreign exchange equivalent of part of the local

currency required could itself be made an instrument of further

pressure to secure the further fiscal and monetary action required;

and that unless the Bank is prepared to provide this aid, it is

virtually inevitable that development programs of the scope

required ill not in fact be undertaken.

It would be a mistake, moreover, to assume that it is only

with respect to "underdeveloped" countries that a case can be

made for local currency loans. The concept of a "shortage" of

domestic savings, which lies behind the idea of the use of

international local currency loans, is entirely a relative

concept. A case, indeed, can be made for local currency loans

whenever it can be shown that an attempt to raise the amount of
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local currency required by internal monetary expansion might

seriously endanger the balance of payments and the monetary

reserve position of the borrowing country. The Belgian proposal

and the Italian proposal for the financing of the development

program for Southern Italy, which were both largely matters of

local currency requirements, are cases in point. A weakening

of the balance of payments or reserve position of countries

that have otherwise shown gratifying progress toward currency

convertibility would not only jeopardise the credit staring

of such loans as the Bank has already made to the countries in

question; it would in effect run counter to the purpose of the

Bank explicitly stated in Article I, paragraph iii, of the

Bank's Articles of Agreement: namely, to promote "the main-

tenance of equilibrium in balances of payment."

5. Policy with respect to not repayments of principal

a. Repayments of principal and sound credit standards.,

It is important that there should be no misunderstanding of the

recommendation summarized in paragraph 2c above, with respect to

the desirability of defining "ability to service" as meaning,

wherever necessary, primarily, "ability to pay interest," rather

than, in all cases, "ability to pay interest and principal."

This does not mean that there need be any change from the current

practice of the Bank with respect either to the maturities of its

individual loans or with respect to the amortization provisions
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included in its individual loan contracts. On the contrary, it

is assumed here that the present practice of the Bank in both

respects will be continued. The recommendation made here has

to do with (1) the particular criteria with respect to credit-

worthiness which are to be applied in deciding whether a given

country's balance of payments is likaly to be such as to enable

it to "service" the loan; and (2) the polier of the Bank with

respect to what, in economic terms, will amount to refunding

operations covering a considerable proportion of the required

amor tisation payments.

No one could expect of the Bank's management that it should

be prepared to adopt, in the international field, lending poli-

cies which would be regarded as unsound in the domes tic field.

What is being recommended here to the Bank, however, is something

quite different: namely, that it be rea4y to adopt, with

respect to international lending, standards which, when other

circumstances are favorable, are regarded as entirely acceptable

in the case of domestic finance.

Consider, for example, current lending practice in the

United States in connection with railroads and public utilities.

Accepted investment standads would insist, quite properly, that

such enterprises can be regarded as financially sound only if

their current earnings are expected to be sufficient to provide

for amortization payments equal to depreciation charges on their



- 18 -

physical equipment, as well as for interest on debt and dividends

on the investment. But it is not part of accepted practice with

respect to domestic investment to insist that the enterprises

should be expected to show profits large enough to permit, within

a period of (say) twenty years, the retirement of all their bonded

indebtedness. On the contrary, regardless of the formal maturi-

ties and the amortization provisions characterizing the loan-

contracts of our domestic railroads and public utilities,

reu n is regarded as a normal part of the financing operation,

without ar suggestion that the soundness of the loans is thereby

Jeopardized. Indeed, as is so well illustrated by the early

history of our railroad financing, one of the chief elements of

unsoundness has come from the attempt to finance on a short-term

basis, without prospects of refunding, what should have been

regarded, froir the outset, as very long-term operations involving

a series of refunding operations the necessity for which should

have been foreseen.
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The argument is, if anything, much clearer in the case of

international financing, as the latter problem is likely to

present itself within the discernible future. A lending policy

can hardly be regarded as sound if, in fact, it is based upon

an assump tion with respect to the future course of the balances

of payments of the world which may be regarded as improbable in

the extreme. Yet this is what would be involved in any expec-

tation that the Bank is likely to be able to do a considerable

amount of lending in the years ahead on the basis of the assump-

tion under examination here: namely, that the borrowing coun-

tries will be able, within fifteen to twenty years, to be able

to pay, on balance, the principal as well as the interest on

loans made now.

For, unless we can count on agencies other than the IBFJ)

to continue to provide a stea outflow of "unrequited" dollars,

lending on this basis would involve an expectation that the



United States will actually have a deficit on trade and

current invisibles sufficiently large to permit repqment

of capital on all of the loans made in U. S. dollars. This

is definitely not a reasonable assumption in the years ahead

of us. What its implicit acceptance would mean, therefore,

is either that the Bank would be counting on an as yet

unassured outwrard flow of dollars from other agencies to

balance the stipulated payments on capital account, or that

it would be prepared to see a series of defaults on principal

payments whenever the outward flow of dollars ceases.

b. Repayments of principal and the role of the Bank. -

It is entirely understandable, therefore, that, confronted by

this dileoma, the Bank, in the first experimental years, should

have come to choose a third way: namely, that of rigorously

restricting its loans to countries whose balance of payments

prospects were such as provide a probability of the repayment

of principal, as well as of interest, within the next fifteen

or twentr years. But this choice cannot be regarded as a

definitive choice if the Bank is in fact to perform its hoped-

for role in the financial field. It may, indeed, fairly be

argued that the Bank's management has interpreted accurately

the spirit of its Articles of Agreement in insisting that the

"prospects of repayment" of its loans be taken seriously into

account. But nothing in the Bank's Articles implies disagreement



or disapproval of the principle here advanced: namely, that

refunding (in economic effect) of a considerable proportion of

the agreed repajments on capital account should be regarded as

a normal part of the Bank'a activities until such time as there

is a clear probability that the United States is likely to have

a deficit on trade and current invisibles instead of its present

and prospective surplus. In practice, this would mean that the

Bank would be prepared to contemplate granting successive loan

to a given country in a larger gross amount, over a period of

time, than would be granted if the country's balance of payments

were expected to be such as to permit full amortisation on old

loans without the help of these successive additional loans.

Given acceptance of this principle, a continuation of the

Bank's current practice with respect to the maturities of its

individual loans and the amortisation provisions included in

its individual loan contracts could not be objected to on general

economic grounds. On the contrary, their retention oculd be

argued for precisely on the specific economic ground that they

would preserve for the Bank the necessary flexibility in the

direction and use of a given outflow of its dollars and, in

addition, the ability to regulate the amount of its contribution

to the total not outflow of dollars from the United States. The

point made here is merely that if, in continuing its present

practice with respect to maturities and amortisation schedules,



the Bank does so in full recognition of the inevitability of a

policy of "successive lending" which ill amount in effect to

acceptance of the necessity for refunding operations on a

considerable scale, the Bank will be able at one and the same

time to do justice to the realities which ill determine the

ultimate soundness of its loans and to come closer to providing

a flow of international investment in some degree comparable to

that hoped for when the Bank was established.
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6. Inter-relation of foregoing recomendations

The three major recommendations offered above are in fact very

closely inter-connected, It could certainly be argued, for example,

that the I ommendation (transference of emphasis from consid-

-eration of particular projects in isolation to consideration of an

over-all development program) would, if broadly interpreted, itself

include the other two. Thus, the development of "an inclusive and

balanced investment program" should certainly include a specification

o1 the means by which it is proposed to finance such a program; and

this would at once raise the question of the role of local currency

financing, and therefore the possible role of the Bank in providing

the foreign exchange equivalent of a part of such financing. Simi-

larly, the development of "an inclusive and balanced investment pro-

gram" should certainly include a specification of the desirable

timing of the successive steps in the execution of the program; and

this would open the way to recognitionwherever necessary, of the.

presumption that the Bank would contemplate a program of successive

loans in amounts which would, in economic effect, amount to a

refunding of a given amount of the amortization payments scheduled

on the earlier loans.

The three recommendations are inter-connected, moreover,

in another sense: namely, that a broadening of the Bank's policy in

each of the three respects indicated will be found to depend upon,

and would facilitate, a broadening in the other respects. Thus, if
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we are dealing with a poor country, lacking enough savings to finance

very many or very large projects, it would hardly be possible to

demonstrate that the financing only of the imported capital-goods part

of a particular project judged in isolation would be either feasible

from the standpoint of total financing requirements (because of local

currency limitations), profitable as a project (because' of the need

for complementary investments), or likely to improve the borrowing

country's balance of pqyments position sufficiently to warrant the

expectation that principal, as well as interest, would be repaid in,

say, twenty years. If, however, external aid were to be made available

to finance part of the local currency costs, as well as the require-

ments for imported equipment, of a broad development program to be

executed over a period of years, the total increase in output and

national income of the country might well be great enough to improve

the balance of payments position of the borrowing country to such an

extent that it could expect, with the help of the successive loans

made in furtherance of the later parts of the development propraa, to

bear with relative ease servicing requirements considerably larger in

the aggregate than would have been required (and have been found

unbearable) in the case first presented. In this sense, a policy

framework of the kind outlined here would not only have an inherent

logical consistency, but should do much to enable the Bank to enlarge

the scale of its lending operations on a basis which should in no wa

impair the credit standing of the Bank itself.
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INTA'"IONAL B=N FORt
MECONSTRUCTION AND IEVMOPMENT

rROM7 TH SZCPMTAgR Harch 191 i94-v

RZPORT OF THE SUB.-COMMISSION ON ECOIT01MIC MVJ!MENT
OF THE UNITED NATIONS -7COITOMIC AW EPLODD!-mT 00WISSION

Unde r dat e of January 14, 1948,1 by Secretary' a Xeo m ndum

No. 328, the mubstantive portions of tile PjEPORT OF TEE SUB-00011SSION ON

EC01,,MIC IEVMLOp1MqT OF THE UNIT---D IATI01'S ECONOMIC A17D E*PL07M7NT COT14

14ISSIOIT (E/CN 1/47, 18 December 1947) were forlearded for information.

The attached Staff Memorandum of comments U-pon this docuent

will1 be considered by the Ejxecutive Directors at their Meeting on

March 23, 1948,

- Distribution

3xecutive Directors and Alternates
President
Vice President-
Department Yeads
Secretary, International Monetary Fund
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(For consideration by
the Executive Directors
on March 23, 1948)

STAFF E4OPANDU4

March 15, 1948

Analysis of Re29rt of First Session of U. N.
Sub-Commission on Economic Development

The staff of the Bank has carefully reviewed the
Report pre-pared by the Sub-Commission on Economic Development
of the United Nations Economic and Employment Commission,
covering the Sub-Commission's First Session from November 17
to December 16, 1947. This Report requires serious considera-
tion, because it constitutes the first comprehensive statement
by an organ of the United Nations on the subject of economic
development and will therefore doubtless have considerable
influence on the future work of national governments and inter-
national agencies in this field.

The Bank's policy on the financing of economic devel-
opment must, it is believed, be based on the assumption that
the primary purpose of such development is to promote bn
increase in real income per canita, primarily within the country
in question. The same concept of the objective of economic
development is implied in the Sub-Commission's definition, con-
tained in Part V, paragraph 2, of the Report. In outlining the
principles which, in the Sub-Commission's viewr, will best pro-
mote this objective, the Report brings out a number of signi-
ficant and valuable points. But it also includes some general
statements 'thich do not seem fully consistent with the Sub-
Commission's initial fprmulation of its purpose, or which for
other reasons appear to need some clarification. It may
therefore prove useful to set forth certain views of the
Bank's staff on some of the principal matters discussed in
the Report, for consideration in conjunction vi th the Report.

A. The Pattern of Development

An increase in production, which will lead to the
desired rise in real income per capita, depends basically upon
the introduction of capital goods (tools, housing, transporta-
tion and communication facilities, etc.) in so-called "back-
ward" areas. This increase in capital normally involves also
an improvement in production techniques, resulting from more
,efficient organization and management of the production pro-
cesses and better training of workers, as well as from the
substitution of more meohanized for manual methods. The basic
problems of economic development are those involved in obtaining



capital and assuring its application in a way which will best
contribute to increasing productivity and living standards.

The application of capital in underdeveloped areas
may take place in many different forms - as is shown by the
varying patterns of historical development in different areas
and countries.. Thus development may involve principally the
mechanization of agriculture and improvement of agricultural
land through irrigation or fertilization, or the applicetion
of modern extractive methods in mining, or the use of more
efficient processing methods for agricultural and mineral
products, or the growth of light consumer goods industries, or
the establishment of heavy industries, or many other types of
capitalization. Normally a major part, two-:thirds or more,
of development capital will have to be devoted in any case to
providing such basic facilities as housing, transportation,
communications and power, but the exact nature and location
of these facilities will vary widely according to the type of
development that is undertaken.

All these forms of capitalization are comprised in
the term "industrialization" in its broadest meaning, The more
highly industrialized any country is, in the sense of the most
effective equipment of labor with capital, the higher will be
its standard of living and the greater its productivity. But
this is true only if the industrialization proceeds along
economic lines, which means that the type of development and
its timing must be determined in the light of the natural
resources of the country under development, the density of its
population and their level of education or technical training,
the world demand for the portion of its products which that
country intends to export, the availability and cost of the
necessary capital, etc.

In the case of some countries the most effective
means of development may be the industrialization of agricul-
ture and related activities - i.e. the production of agricul-
tural tools and equipment, the processing of agricultural
products, the n'ecessary public utilities, etc. This is the
pattern of development which has given New Zealand, for example,
one of the highest standards of living in the world; Denmark
is another case in point.

In other countries, notably those with excess rural
population, with mostly unskilled labor and without resources
s(~i1arly adapted to heavy industry, primary emphasis should

normally be placed in the first instance upon the development
of light consumer goods industries. Such industries employ
small amounts of sp^.cilized capital epuipment per worker and
tend to contribute to an immediate rise in real incomes. They
can blic! upo traditional craft skills in the introduction of



mechanized techniques. The capital investment reouired for the
mechanization of light consumption goods industries is not
necessarily heavy - once the necessary transportation,, power and
other basic facilities are provided - and may often be irithin
the reach of local initiative. The short-run result of this
type of industrial development, therefore, is a relatively
quick increase in simple consumption goods; this tends further
to stimulate development by increasing the health and efficiency
of the consumer population and by providing them irith incentives
for further productive effort. Given reasonably adequate public
utilities, the scale of useful capital investment in light
industries can be relatively continuous, requiring no very
large single investment for a further increase of output.

In many cases, the development of heavy manufacturing
industries may have to be delayed until after progress has been
made in building up the simpler and more immediately-productive
light industries. This principle is, of course, subjeot to
many individual exceptions, particularly trhere the existence
of the requisite natural resources and the world demand situa-
tion indicate the advisability of proceeding promptly with the
establishment of some particular heavy industry. But in most
oases the heavy manufacturing industries recuire a large
investment in capital eouipment in relation to the numbers of
wtorkers employed, thus diverting capital from fields which
would produce a more rapid rise in living standards or would
promote a better rounded national or regional economy. Such
industries also demand technical "know-how" of a depth and
range not likely to be immediately available in most under-
developed countries. And finally, since the products of heavy
industry are not usually finished consumption goods, its
development does little to convince the mass of the people of
the advantages to them of further economic development.

Thus economic development must be conceived as a con-
tinuous process, in which each increase in capitalization will
lead to a further increase. Moreover, it must be synchronized,
so that the various aspects of the economy - agriculture, in-
dustry and public utilities - will develop simultaneously;
otherwise economic disequilibrium iwill be aggravated. The
planning of development should not be confined to national
lines, but should be effectively coordinated 'rithin major geo-.
graphical areas. It should take account also of possibilities
of migration -. of moving manpower to resources.

Development, especially of heavy industry, should be
so timed as to take account of 1rorlc prices and other economic
conditions, Dellberate anti-cyclical timing of heavy inter-
national investment is of great benefit to both capital-importing
and capital-exporting countries. At present, the cost of



capital equipment is unusually high, because of extraordinary
demand and the low output of many normal producing countries.
New industries developed now, therefore, might be saddled with
an exorbitant capital cost which would undermine their economic
strength and their ability to compete with other producers.
Moreover, stimulation of new industries which 7Tould not be fully
productive for some time to come would tend to aggravate infla-
tionary pressures, both in the country from which the necessary
equipment is purchased and, even more seriously, in the country
under development. In some cases the urgent need or economic
value of a certain type of industry may override these consider.
ations and dictate its immediate development, but the difficul-
ties should be clearly understood so that the merits of each
case may be weighed intelligently.

The Sub.-Commission's Report, although properly stress-
ing that economic development must be thought of largely in
terms of industrialization, does not, in our opinion, suffi-
ciently analyze the nature of the industrialization process
as sketched above, and in some places seems to oversimplify
the issue by viewing industrialization as synonymous with the
development of manufacturing plants, particularly heavy indus-
tries,

It is true that the Sub- Co=mission's emphasis on the
development of factory industries is oualified in some degree
by its recognition of "the need for due attention to the devel-
opment of agriculture, particularly the production of food, in
national development programmes." However, the general tenor
of the Report might create the impression that the Sub-Commission
was of the view that agriculture and the production of raw
materials should be assigne& a place subordinate to manufacturing
Yet it is precisely foodstuffs and certain basic raw materials
which are now most seriously lacking throughout the world, and
the deficiency in food is especially apparent in some of the
least developed countries. Many of the most important resources
of these products, actual and potential, are located in under-
developed areas; it is essential, therefore, to consider in
each case whether development of such resources or of particular
manufacturing projects would produce quicker and surer returns,

This is not to deny that sound economic development
in many, if not most, countries will require growth of factory
industries at an appropriate rate. Specif'oally they may be
necessary even in largely agricultural countries to create
effective demand for agricultural produpts and at the same time
to increase incentives for agricultural pr'Aidction by making
available manufactured consumption goods. Cat it is clear that
the rising national income resultin6 from such development does
not rrlginete in factory industry as such. Rather it stems from



the more efficient use of labor in all activities rhich become
adequately capitalized. The economic "backwrardness" of under-
developed countries is due essentially to the fact that they
do not have enough housing and equipment (especially public
capital), and that they do not use modern types of capital
eauipment and technical methods, in all phases of production,
not simply in manufacturing industries.

The necessity for a more analytical consideration of
the concept of "industrialization" is reinforced by the Report's
emphasis on

the need for establishing key industries in the country,
even though such industries may not satisfy strictLy
economic criteria in terms of comparative costs. Recent
experience has demonstrated the dependence of political
freedom and national security upon the economic indepen-
dence of the country, particularly v4th respect to cer-
tain basic sectors of the economy. (Part V, paragraph
6 (b)).

If this paragraph is intended to stress the need for consider-
ing not only the direct financial return from a single enter-
prise, but also its contribution to the national and inter-
national economy as a whole, in deciding upon its soundness,
it is clearly correct. It might be interpreted, however, as a
blanket encouragement to each individual country to strive for
a high degree of Industrial self-sufficiency - that is, to
develop its own steel industry, chemical industry, electrical
equipment industry, machine tool industry, etc. - in order to
insulate itself against the insecurities of the uorld market.
If such a policy were generally followed the result would be
to narrow rather than broaden the world economy, to waste pre.
clous capital and technical skills by devoting them to uneco-
nomic enterprises, to forfeit in large measure the technological
advantages of mass production and mass markets, and to require
the more productive elements of the national economy to subsi-
dize industries which cannot stand on their own feet.

It is recognized, of course, that certain measures of
protection against foreign competition may be necessary for a
time to allow industries which have good long-run prospects to
get firmly established; but that is quite different from a gen-
eral policy of establishing industries which do not "satisfy
strictly economic criteria in terms of comparative costs." It
is, of course, desirable to minimize the adverse effects of
international economic instability, but not by encouraging the
establishment of small, inefficient national ,production units;
rather this aim will be best achieved under a system of expand-
ing, not contracting international trade - although the propor-
tion of national income derived from such trade may gradually



be failing Ai Uib ind ne itself rises, since the buik of any
additional production will normally go into domestic markets.
Finally, it is suggested thbt unless national development
plans take adequate account of costs and efficiency, in terms
of the "social net product", no very large flow of international

development capital can be expected.

B. The Financing of Development

The Sub-Commission recognizes, in Part VI, paragraph
1, "that the finances required for economic development have to

come largely from the efforts of the peoples concerned, from
the improvement in their national economic structures, and from

increasing national productivity"; but its principal stress is
laid on the necessity for "a considerable measure of foreign
financing . . . in promoting economic development," It con-
eludes, in Part VI, paragraph 4, that

An examination of the main sources of international loans
ror development indicates that the total volume of availl-
able funds is entirely inadequate to the needs of develop-
ment, If economic development is to progress more rapidly
during the next few years, a larger and better regulated
flow of foreign funds than is currently available will
have to be promoted by and through international agencies
working within the framework of the United Nations,

Part VI of the Report, entitled International Action
in the Field of Economic Development, is balsIally a brief out-
lining the nee., for increased international financial assist-
ance. Such a brief is valuable, for the need is unquestionably
very great. It is not clear, however, to what agency or groups
the Sub-Commisolon is addressing its final recommendation
(Part VII, paragraph 3 A (5)) "that immediate international pro-
vision be made for those underdeveloped countries by way of
finance, food and equipment" - nor how this recommendation is
to be implemented.

Financing through International Bank and intergovern-
mental channels can be especially useful in helping to provide
the framework of public utilities and key industries required
for sound development, which may require too heavy an initial
outlay and may not be directly remunerative enough to attract
private investors. But in general, under existing conditions,
only private capital can be expected to provide financing in



sufficient amounts for really large-scale development. It is
essential, therefore, that the underdeveloped countries do all
that they can to promote their own development by stimulating
local initiative and encouraging the mobilization of local
capital for productive purposes, and that they take appropriate
measures, consistent with adequate protection of their o'rn
interests, to attract foreign private capital.

Although foreign capital may play an indispensable
role in stimulating development activity and may greatly ease
the strains associated 'Tith the development process, neverthe-
less the major contribution to economic development must be
made by local finance and initiative. The Sub-Commission
properly stresses this fact in several places. It is important,
therefore, that the governments of underdeveloped countries
establish an atmosphere and develop financial mechanisms 'T.hich
will encourage the use of local capital to maximum effect. In
some cases such capital is not now fully utilized - either
because domestically-held funds are hoarded, or held abroad, or
used for sneculation or other non-productive purposes; or becausE
there is no efficient machinery for channeling these funds into
development activity. The methods appropriate to encourage
productive investifent of this local capital will vary according
to differing national circumstances; the Sub-Commission cor-
rectly emphasizes the desirability of "examination of a coun-
try's monetary, banking and fiscal machinery with a view to
making it as effective Ps possible for development purposes."
(Part V, paragraph 15 (o)). The creation of n active local
capital market may be of great importance in promoting the
efficient use of domestic capital and encouraging its continuing
flow into development. In some countries the sums involved are
ouite substantiel and their effective use at strategic points
in the national economy will often greatly increase the rapidity
of development, will reduce the problem as sociated with foreign
financing and will, at the same time, help to attract the nec-
essary foreign assistance.

The various national governments may also be able to
help in promoting an increased fl ow of international development
capital by removing, or at least mitigating, deterrents to
foreign lending and investment. In some countries, for example,
international lending and investment may be discouraged by an
unsound domestic financial situation or by discriminatory
reguletion of foreign capital. In other cases defaults on past
loans have imnaired the public credit and prevented or delayed
the granting of additional assistance; however, the original
terms of some of these aef ault"d oblgatiion1 are now raaifenty tot
onerous and modifications should be negotiated. *flhere diffi-
culties of this kind exist, they clearly have an important
adverse effect on the availability of foreign capital, on inter-
est rates, on the period of time for which loans are granted,
on the conditions attached to such loans, and so on.



Lending countries also have a parallel responsibility
to help in creating conditions and mechanisms which will en-
courage a greater flow of development capital on equitable
terms. Certainly it is not to be expected that borrowing and
lending methods in the twentieth century will tak~e the same
forms as the nineteenth. To achieve a maximum flOw of develop-
ment capital on reasonable terms there must be a fair accommo-
dation of the interests of both capital-exporting and capital-
importing countries. Under present circumstances no inter-
national organization can compel the investment of capital
abroad. There must be some inducement, or at least some assur-
ance of security, to attract private funds, or to persuade
responsible governments to make advances to foreign countries.
Unless the lans and policies of underdeveloped countries
inspire confidence in their economic soundness, such advances
would be made only on politicalgmunds and would be subject to
the dangers mentioned in that connection by the Sub-Commission.

Moreover, with regard to direct private investment ,
it is worth noting that the financing of development by equity
capital has some positive advantages from the standpoint of
the underdeveloped countries; it permits a flexibility, initia-
tive and efficiency which is often impossible for government
organs; it ensures that unsound investments do not burden or
impair the public credit; since its returns depend on actual
profits, it does not, in bad times, impose &n inflexible burden
on the public treasury or balance or payments of the "borrowing"
country; and it often is accompanied by managerial and technical
assistance of a caliber that would be difficult to obtain in
any other way. The Sub-Commission's Report notes, in Part V,
paragraph 6 (d), the importance of stimulating "the spirit of
enterprise , the spirit that, historically, has played so large
a role in economic develppment;" that spirit, under proper
regulation in the public interest, can be as beneficial in
motivating foreign financing as in domestic business. Finally,
there are certain types of development activity which . because
of their experimental nature, or the risks involved, or their
close affiliation with other fields of' private commercial
enterprise - are especially suited to the investment of private
equity capital.

It is important, of course, to provide for necessary
regulation of private enterprises to prevent waste of the
resources of the country under development or abuse of the
rights of its citizens, On the other hand, such safeguards

abxxg not be so restrictive as seriously to inhibit the flo!1 of
capital into productive channels. Foreign investors of equity
capital must recognize also that withdrawal of earnings in very
large amounts may often create serious balance of payments
diffic-ulties for the country in which the investment is located



and that for this reason, and to promote further development it
is desirable that there be substantial reinvestment of such
earnings within the country.

It is important, however, that development programs
should not be so formulated or administered as to obstruct the
continuance or emergence of an export surplus,, and the use of
an appropriate part of this surplus for international debt ser-
vice and repayments. The Sub-Commission rightly observes
(Part VI, paragraph 15) that, fundamentally, "it is technologi-
cal advance and the accompanying increase in national producti-
vity which enables a country to carry the burden of its loan
charges and also to repay the loan." But it must not be over-
looked in the context of international investment that these
changes do not of themselves solve subsequent transfer problema
in the international balance of payments. Development programs
which include assistance from foreign capital must take this.
consideration into account.

C. The Role of International Organs

The United Nations and the Specialized Agencies con-
cerneatwith economic development have a special responsibility,
and also an extraordinary opportunity, to give practical assist-
ance to the underdeveloped countries in making the best possible
use of the domestic resources of those countries and of the
foreign aid which may be available. These agencies, because of
their international character, are in a position, when requested
by member governments, to analyze objectively the most promisIng
fields for development activity in various countries or regions,
to determine which are likely to produce the most immediate and
substantial results in the light of local and world requirements
and resources., Ouch analyses could not, of course, take the
place of national programs, but they could help to provide an
international perspective which is too often lacking in such
programs.

Some underdeveloped, countries undoubtedly have an
exaggerated impression of the amounts of foreign aid they are
likely to receive or, indeed, are able to absorb, and a somewhat
unrealistic conception of the cnditions under which foreign
financing will be avallable. It is important that they be able
to obtain practical advice on these questions from objective
international sources so that they may be able to make the best
possible use of the funds available. They should be encouraged
for the immediate future to concentrate in their planning on the
essential public servioes which are neoessary to any inte-
grated eonomy - primarily transportation, commun ica -
tion and pow-er faciliti es in the m oa st



promising areas- and, in most cases, upon relatively emal
projects of assured productive value (some of which, at least,
could be undertaken with local capital resources), and generalg
to postpone more expensive heavy industry until a more favorable
time, Otherwise a good deal of precious time, money and enthu.
siasm may be wasted.

The international agencies should be ready to provide
expert assistance to underdeveloped countries, primarily by
helning them to select and procure competent independent experts
tho can assist them in the preparation of technically sound
national development plans and in putting domestic financial
systems and policies on a firm basis.

Finally, the international agencies might twell under-
take an investigation of the 'obstacles which now hamper the
flo- of international capital in sufficient amounts, and of
measures which might be taken to stimulate the flow. Despite
the reluctance of many countries to accept the need for exten.
sive participation by private capital in development, it
remains true, as has already been pointed out, that the major
part of any external financial assistance rhioh may be avail-
able for development in the foreseeable future must come from
private sources. The underdeveloped countries should be able
to obtain sound and disintereste4 advice from the international
agencies as to the measures they can tae to stimulate the
flow of such private capital'on reasonable terms and at the
same time protect their own interests against abuses resulting
from irrespbusible private activities.

It seems iecessary to comment briefly in conclusion
on two specific references to the International Bank contained
in the Report of tle Sub-Commission. In Part VI, paragraph 7,
It states: "There are certain dangers involved in having
recourse to the International Bank." These "dangers" are not
explained and in its present form the statement is clearly
objectionable. In the footnote to paragraph 27, Part VI, it is
stated that

The majority of the Sub-Commission felt that the whole
question (of the agreement betWeen the Bank and the
United Nations) reqaired more thorough examination than
has been given to it, rith a view to suggesting an
eventual revision of the agreement .

There is no objection, of course, to any memer of the United
Nations proposing a revision of this agreement, but it seems
of doubtful propriety for the Sub-Qommission to prejudge the
need for revision in advance of the proposed "examination" of
the question.



<2<xx2 ~ < 2t.+: ++

22 <2+2. <j 2<
3 x x <

22* * * * * +

«22< 2
4 <2

2<4 2+
2<

22<2x

<2 «22

<22<<
<<2 22

<2< 2 j ~ ;

a >2
2<2*

2<<2 2x

* * 4

* *2

22*2 2< -

22* *

2< 2< < 12
2<<

C

<24

m2

222 <2 / >

<2. 2<*

2 « 2<

2< 2 2<2

<-;;

* < 22

2 <2

<21 2 2- 2< < « 24 <
<2222<<22

<2< *

* ;222<4

2< < «<2<-<2

«2 >2 <2*

, 6 * 2
22 2 « 2 <22< <2 2< 2

22 <2<
;<< 222

2<2

* 2 2
22<2 < 2< 2 <

2<2
<2 ++< 2<

*< 2 *<*-* 22:
2 2 2* 2 2 <

2<222) < 2
222j2<<<<2<*





...*..

8Y

7m

61



*T1

- 4' - . 0 ,.

-- Soit*OUta
W. V. Xf - - *

Tw- -~r of -w -W -S-ol --

w -

by t*=

-B ;- -ihO -mql r w -a

*~~ --.- 0

-^ r - -- 49-*

J * -

li

ft +Ada

4e



111

*l

lot"*

Hil

*-A +A

-I Al-

* - -* J7



i *7IRW

*w 

+.4wu 
MOO ce -kscW # ' , ,

to s as * *stt

Mr. JC.BV. RMr WU OM

I l l jj

C*

,4 I



-r , ,1*g .

i '7*

*lf

*Otf Ct * h P W *O th *O 1 ++d Ztow*coav~g

2- 04[o +tm(l) b O0Mdlo sU16LV alwn ois

(11 *V8 at~t *ctO In *b P101 of * val e +

1r*1s-S ftonooO zo we of FIM~a an' Tm OtTrA

401 inf6fQ f eeoa

I~ lq

1 i
j



44

-JAI

- **

A4 ?*w* *""b-

A000d 46t M O
d4 -vr*6*WW e~wn

a'it ert c ti fbOm~al p h
fi o oVLwlsIsremt

+04

4, -iL~ -1 1 - - 5

- - -- -L



*y

*il

d*bo.b
*i

* *N



4 W0 .I

elII AA4 .%k* 5kfA L ll"'
MI1r t~oQUO Af Io.dplPSt~~j

its "Os of t~s" O nex~ ~it

j~rwjc mnvaW tb7t~ Cti*0. u 640OSda*fat

tht4M'O'4,o rcyl

r*b( to

101ii OMA

to towle

1 ROWe ofa

-t wo - ~"k bU t

=ti't 446o'4 WIoI

'.



Al

FlkW 4 'id %bd r c 0Diie p t

Oan~rimonWilto , Ae

wA I~~~s wt ~~itado ,Oau f lpn

of~~~ h onxn" tp_%,,4,o r
pa77

Ocnlsl uprdv4e.o Wav4 i twlW t m s*bg

%::Ill ONA* i. t. p d o

thatp tjAr Isn 0=ayinU

'PC W*41-Y LlD~t I b*AQOtetY1 a da

indct i-aliedCoili~kies hV4 =1h~rom or~i 4 0M4 til Ath

t" qlto1 0'tt ' aa p+n" r a

7 -"T

in!w ' . taUOxim O h.vr= 1: o





............................,Owl-

gq: A:
......... .

IL

. ..... "WA S

Two..

A ........ .. ......

"Will.

... .... ......

1 k.

........ ....... 1

v M:.. 
TV

Mwl

.... .... .......

IOWA::

ISM. 'IF

ANSI&

WRI

HIPM

Mig

iv

IN W&A

IR n!:!: :i1i;:5!-_- w I;;:'

.. ....... ........................ ....... ...... ..

AST



4



-11-11 "I I

I 
I

I...

1.1 -.1i.11... T . i 4 : k i...- ......... . i .:: .:,:-
-:. .. - - ... . I .'..
.:.:.::.... :.-, .. .!iiJAllIll. ..... .. : . . . ..... i l :.4 ..:.Ili. , - .. ... ... ...: ... M .. F : . . . : v '. I:.:.:.,:.. :..::..: .:: :1 :::.. ... .. ::j 1 4 .: ....- - . .:. ::.... . . . ... ...... .. ...... .... .... .. ........ .... .. . ..... ... . . ... ... ......... ......... .... .... .. . .. . ... .... ... ..... ....

............ ......... . ..... . . ..... ............ .... ...... ....... . ... ..... ......... ... .. . ..11 ... . . . ... .... .. . . . . .... . .. ... ..... . ... . . . . ... ... .. .... ...... ... .. ...... .. .. .... .. ... ........ .. .......... . .......... ....... .... . ....... .. .. ....... . .... .... .. ...- .. . ..... ...... ........ ......... . . .. . ...... ...... . .... .. ....... .... ......... .............. ..- .. ..... ... ... .... ................. ....... ........ . . .. ... ... .... ............ ..... ....... .. ......... ... .. .., ....... ..... ... ...... ....... ...... ..................... ....... . ...: E.: . ,.... ..... ... . ... . .... ..... .. .... ..... .... .... ............. ....... . .. .. .... - . nA ... . . . . . ..... :::: :: :: %:::::%.::::%: N .::: : .... ..-: .U.N.N.- M ,::..:::::::::::.: : . . .. ... ............ . .. ....... .. ... ...................... ... .. ......... ............. ...... ............ .. . .. ..... ... .... .. - ....... ..... ........... .. ........ ...l. ... x ... ... ............ .... - ... .. :
..... .. . I: ,. .. .. :m :.o I .. i, .0 . . .. ....

... .. , ........

:: : , A . -.. . .. I , .. : , 
. ... 

Im.
... .. .. .. ., .N;.. : - . . . 1 . : . . ... .. ...1 .: R . ...... . f I .

.. 1, i . . .. . . ....., . .: . . . ..... . . .. .. .....!,., . :... I 210 , .i . ,. ..., L .. l - .. . .... ....
I .. ill!! :. : ...... .. . .. .. - . , - .

I
.. .: -- - . . .. .. . . . .... 11 ... .....

I .. .p nj E: : ! :': P... . . . .. . .....r. .::.::...T :.:.::..:::,,..
.:: .... ::: :::: . . A ... : ..... T . . .. ... .. .: . :... . . . 14 .. . .; -- .: 2.1.1n........ . ... . , .. . ! I .. .... .. .. . ... .%.. - .. 1 , . : 

'.
I .. .: : .... . I . ..... . . g; .... ... . :.: . . . . .A i .: .:,.:: .. .. .:. ::: :.Iml , , ElijiSm. - In . . . .. . ..... ....... , -: ,.. om k . :.: ... .. : . :l ,P:! !jl ; . 1.1.11, .- M.,.... ... . . 4 lv q li i !! !ori :?;.:t ... ... ..

: , .:. . M R.- S . ..... .- ... , 
.

i .1 
. . . . . . :.... . : .:..... - : . .. ::: ::: :.: I . . ....- '...., .'. -..... .I::- - : .E L 1. : .. E; . I - ,% . - . , V .P. .. . i - : :: :.XA .... N.... - - . E... . r:! : . . . . . MO U V4.- H:!ll :-11

ill I . . . ::..: . . 4 . . . . . ... ... .... .. .
I . . ... :.. .:. - ii . - .. ... : ll . .- .1. .: -Iffl .. .. ;E. 1 ... .... .:. .......... ...

, . . . . I. .... ..... .. .... M .... ...:! 11, I . 4 
..... .. . .

; . i,

1: , ::: . 1 I .1 .... .. . ... . . , . . . A :- :... . ....... :..:....::::ll:.. :. . : :: : ; W . .i.. 1. .
.: - .... . , , . ...... . . , : u, 

A

; 
- . . . ..: a %. 

o 1iiii;!I! I,. .r ...: . I . 11 H : I. .. , I i i. .x V . .... .. ...v , , :::.. 1. I. .. ... ..: .: ... .......... ... I . I.. .. . . . . . .: ..... i.. . I .. . . . . .. Y . . . . ..

, nu . .1 . q. 1: : 4ll .I.N001O.. rQ .

: I

I

... p . :i. . :.w . .... W IN . 16. 2, .- I. 1. . . ....-im .. M i.-::A . ... ... f ... .. . :: w . ! 1 SA: . . - . ... . .. ::::, .:.- . P., ...... 11 . - .M. .. .. .. . . . . . ... W ., - . . :....:::::..... .: : I .. . .0 M " ....... .. .. ..i .1 . . . . .
: : : I : . .1 .. -..-. ..... .... ...-.. . .

:. .. ... . .
. . ..... -:%. ::%: I .:,.:.. w- - ,, .- -...-.... . . .1:- ...... .....- ... -... ii!L ,.. ; . . . . - .... ... 

... ... . .. .. ... .. .. ....- . . . .. . ..... .. . . . .... :;; !I:i:I:!!:liIIM i.,,..... . . ......- . . . . ..
.. : . - -... ..... .. . . .. ... ,:- - ... ., .... :.::: ......L. ...... . ..
.- . .. ....-..-.
- V. . L .... :. -.......... N . ...... .. . .. . . . .- . . . ..... .... . .... - . .--. . . .. .- . .. . . ....-..-- ...-... . - ........ . . .. . . . .

.. . .
. - .. i ll!Y :l!- - . - ........ ... -...-. ....... .............. . . . ....- ..... . ..--. .. ..n:jmL. . .. . . .. .. . .. .... .. .. ....... -.. .. .. .. ......... ......... . ..- ..-- ... . .... ... ........ V .- . . . .. ........ .. .. - . .... ..... .... ... .. .. .. ... ., w

... . .. .. .. ...... ... . .. . ....- - - . .. ..... . . . . . .. ... . .. . .. ...... .. . - ...... - ...-. . .... . .. ............ ...-.-.-... . . . . . . . .... . .. - ....... - . . ... . .. ..- ... ..... .. . ..- ....-. ..... . . . . . . .... .- -........ . .. ......- .- .... .. . ... ........ .---- --. .-. .. ... . .. ... . -. . . . . . . . . . . .. .. .. - ... ..... .. . . - . ... .. ...... . . ..-.... . . . .. - .. ..... . ...... . .. . .. . . .. . ... . - - .... ... ..... .. ..-.. . ... .. .. --.. ..... .. .. .... ..- .. .. .... .... ........ .- M. - . . . ...... . . .. . . .. C. .. ..... . .- - .. . M . :::: ... : . - - - ... .. . .... . - .. ... ... ... ... ...... .. ..... ... ... . ..- .. . . . ... ... . . . . . . . - . .. .. .... . . ..... .. ....... V: L AN :- W ... . . . . . . . -. ... . .- . . .. . .- .. . . . ..- .-. . . .. ... . .. ... .......... . . . ........ ..... . ..... .. . .... .: Illl ,;,,- ::- .... . . . . ... . .... .. ...... .. .. .. ... . ..-
:. I . - ........... - l - . .... : .. . .. . .... ... . , ...... ., .... ....... .. .. ,,.;:.. 11M.- -1- . . ... T ... .:. !!.:-:- FW Fi...::.:::.,- . R., ............. i....* ... . .1- 1y.. : .4 qn;... !, n qwv- .-. .;

e ., .::.:; .. ff l. . ... ... .. ...... ...:. .. , .:..::.;. ..,: ,_ . .

.1 ..... . T ol, N III!iT!!I!I!IIil .. :1. I . -,U . . . .:.:.: . . ... v . .... .. I. ..... '. . H.::!J . ..
... p i &-:..

.. . . A- . ::: ... . I " ' 1: . - .... ..
N. ,l, : W -4 . . . . . .. ..v%::: A ..

: ..... . .. . . . . . .... * ., , t.

.: . . . .. . "' HITENTl 0- ..... A:..:r : :- . ....... ;: . . -I., iii . ..... .. I . .. ..': , . .. . -. , . . ..-.:...- : . : i , . -,,o ,!il.. R.u ....... ...... HEM vd . ,E ll , :.:!! ;ii.., !.., -1 III:IIIiiI!!IIII, i. .- : l!E:: N .-
: ..;: .. .....:m .. ;:: ::.. .,... .,...: r::.. g !iPi!!iI:!!l:.w i . p iliIIIIIiIIiIIIII.1 l ,rN-. O.. E. .F ,A l ... ............ .: . .. : ..... 4 - . .!. i.; -v . A. . , . M.. x 1;! : I .... .. .... ... .. .... ..... .:. lk - I n ,

: .: - :. - .:.. Ii ID ; . .. , E

I 
:. 0 'I, '.. !jIo;i1I!!::;iiIe -

-

. . .....l g: ........ . , . . . . ..... ..... . . . . I : ; :
t . :. . . 4. ... .. .. : . ::::. . . F .. . ; , il: . i . I 

: 

I '.

... .El i I . -, ; w : ...... .
II:11IIIIIIIIiIiII[it - Rl ii l:;::!. p:v. Aw :... . . .. . . . . - 4 . I. . .

. . . . .

.

- ........ .. 

iii:l

o .: . .:R l. . ...... i ........ . ...
P....%::C E EE HENN:.% . - . , . . - ? ...-.. - I I ;!i:!Ili;i!llil!!!..,iw '.::.:Fk!.b.. ,,; .. ji

I .

- ;

-
.. ... ......1, .... t ..... W : i.. ... I. .. .. .. ..& . :... r... .;.. i... viti., - . -1., :F, iF :::.:..: EHNEN: -,il 11: -A. IRqj:!]lllm 1 ,. I. .4 

-

- . . ,..: . .............. ...... - , , , 
I

.. .M. ..... N.. , : 
,..

.

A .
li ... : ..... 

... 

. ..

... v :W .. : .... b .- .. . .......... .... -i .. ... ; v ... ....... i......... N ...: . -.. l ........... I ........
- : : .... I. ... .k. - ...... , % !E - Nn.. . .;;A.,U ll Hillm - : l . . 4. ...h.r.: . . . a .... i .......... -- .... .. - .. .. . .. . . .EVIL; . . t . '. .. .... ... ........ ::4 J.N. . I .. .::.:::i.::::!. 1. ::::: ..... .. . ,.-

: ::; : Ifl.. a -1: . rii: MIA w ll . . :1 ... .. :.. 
I.: :--f, ...... .... I.. ,W , l . MO. .. ... I I . .. . .

.I lllill i.IxF lltl. & .. ... ..... I ..,....
:..:i:.. : M .-! . . .. ; . .A .

mmn... . . v ::...:.:g M ..... .. . ..
..... ... ..... .... . .. . . . . ... ..... . ........... .... ......... ... . , .... .. ..... ........... ......... ........ ..... ...... .... . . . . .

. . . .. . .

: .: ... ..................... ... ..... . ............. ............. ... ... .4 .. .. .. . .. ..................... ...... ...... ........... .. . i l ..... ... ...... ... ............................... ......... ... . . ill ............... a iv al .. ..... :.: : ..... .... ...... .......... ..
...

1. ! 

i

.... :% :::::%:::::::: ..... ... ..... .. ............... .
.... ...... ...................... .......... 

....... ........ ............ .................. .....

.. 
....... ........ ... .. ... 

... ... . ..

.
........................... ......................................................... .... ............. .

K . ....... ... .... ... ..... ..... ........... ..... .. . .. . .............. ............. .............. ..
...... ...... .... ...... . . . . .... . ... . . . .. ......... .. .. ... . . ... .. . ...... .. ............. ...... ..... ..... ... . ... .. . . ....... . ...... .. ... ... . .. . ... ... .. .... ............. ..... ........ . ...... ... ..... .. .. .. . .. . ...... .... .......... ..... .................. ..... ........... .............. ... ... ... ..... ........... .... ............. .: ::::.:::::.::.:: :0 4 .. .. ...... ...... .... .. .. .. ........ .... ....... ...... .... .... ................. .. . .. . . . . .... . ... ... ... .... ... ............ .. ...... ... .. ...... ..... ...... ...... ....... ..... .......... .... . . . . . .. .... .... ..... ..... ...... .. ... ................ ... ... ........ .. .... . . .. . .. . . .. . .. .. . . ......... ........ .................... .... .... . .. . .. . ... . . .. .. ....... . .. .... .... ..... .... ..... ............... ......... . .. .... . .. ... .. ...... . ... .... .. ..... ... ................ ......... .. ....... ...... ... ......... ... .. ... . . .. ... . . . . .. .. ......... ............ ....... ......... . .. .. . .. . . ...... V I.. - ::.z. .. .... .......... .... ..... .. - .... .. : . .. ... - .5T ..... ..:M.;G:i... : AS oll up. - ::.::.:..F .... :.:. .: .A ... ...... ......

..... .. .. .... ...p .. - n- M., .. .. .. .. ?l .. . .... .. 1 ..: ::::.::::: . him .l.
. 1. . .::!.l:I.llllT:.* :; 4 1 :V".4d::lFi ... r.4 ; :. :. .1 .li ii 11 .1 ... ... r'.... . . L ... - 1.. - . .. 1-11 .0" A 'I .
. I , 9 W RY11r: ... ...... - .... .. :..:. . .:. I . t. . ..... .. . . . ... .. -. .... . .. .. ... .. ... . ! Il PET

All - ;% ... : ffiln.. - . . . . . .. . . ..... al ... ... ....... ...... .. .,.. . . .. .. ... . - - i .. :.E.- .I. ,.. ... 3 ........ .. i.... . - - .... .... .N: ..:k .....I..:..:. ,. i :EE:pfi% .Epi .fi l:j!liIIjIIi!!IIIiIi , -1, -L.... nnl r ..q ...... I.H.....I.... - .....:, ....... ..NEVE .... I..:% :.. ...:. . . .. ...A ........... ., ... .Z :
- ... ..... ........ .. .,...:U . . M.I. -No ...... . .. ; ...: .,qui i. 10 4... . ... .q p. :l::ljjlIj; jj!IHjlq" l l::!t!l;: ... .. .. ..... . .....- :...:mh.. - .. .. :..:.: -:1 I ................ .. - r .,., ......... ... .. .. :...:.., :.: F . j :, --. .- _. 

.

r. ::...:::%...: 

.
.

. :,

- .: .. .: , .. ..M. 
'" . ihliij i: E! m h , ,

.... ............ ,

i .. :. mm .. ,E . ,:... . : ;!i!:!!:!:! : ii!li., ,, . ::: 4 ;,u .... .... i . i- .. ...... ........ ...... . . OE.1.4 . . .:: . , . it 1- : ... : -.1. .:. %, . - ... .:: ... .A.i ... .. . A :M.Arv. .... . U.Immillimmill:4 ) : :- I IW I : . 1. :.: .: .... . . .. 1111p;v: Ex ,ffi l ! ... INN, .. ;. . ........ ll . . it.N ::ll I ...... .. . - N ..... .. ..... - . .... ... , .. ... .... . - , . M.N.. .. . . .:.. . . W .. .. .. .... . . I I z In.. : . ll . ... : I ll: . , ... . , . v , ":;:ll::
.- 

. ...
In :.:!:: Un.r.. m g . . . : ....... . . .1 1 .. ..... ..;;: - - : . .. ,lo. ,- . .. . c . A ... , - ........ :..... . , . ..

I. . . ... . ... .. . E .;.1.11 . I .. :., , .... ],E: . .... . . . ... . ....... M .: ..... ..I'll .. , . - . , - . .. .1. ..: - .. .... . . . .: ........ .......... . .. . .. ... ..
-.- . .:.:: .. : pr - 4.. !u- & ., :IIiiiili!!lIi;!ll" .. .. . . . im .14!!:!:...;!;:::I iii!:!;!iil! .I

. - .. . - ll V, ... ;.. ........ . ...:.,. i: ...... IF -.;... a- ..... ... MIN:. .. :.,. M ..... ......... - .. .. .x M E . : , , ? .- .... -
.. ........ ...., ........ W .. A - A.. . ...... . .. .... ..... . . .. .

.. . . . : . . ... ... ... .... : :.: .. . . ., . .. . .. -
... . - ... , .. ..... Ill. . , ... :.:..:: ,- K ...:i ... ...... F mHANDE .. .. w ..:: i. . . . .-. 7 R.. .. : : .... 1. . " . ...... .1. 1 . - .. ! . .. .. . : :: , .Vi :YmGil:iETTdmjlI .ll.l;:.:. m kvEEg::E . .. .. ... I. . ,l !P!.ml4oIi:.;. . : i y : lw ll HIj!l.:: M- .I: ......::::...:. M i 

.
- r ..: & . . ... 

I. .... 
A;

'a .W .: .. :,: A .N.: .... .. . ...... I .?, k. : : . N . . z : I :. .. .. . .. w ::::..:.:::,.l %, , , I.: - .. .. ..1. g I, - I - O.,; ... . .u.. . , R ... I A :: I ,: .:Lo:.. :::.,. .: .... - : ::: I , :- I.. M.i .. .. ..N. V- ... .., ..: :: 0 , :. . ,.::!.:i , ... : . ..... , .: :..;::::.:!:. - : .. ... .:V A . , .., A . ... ........ .9 . I I ,. .... ., .. - ...,. . . ... ..... H.-. V .. . .. . . :: ... .. . .::.. ...M.: .. X.I .
w .... ........ . .-.... ...... .. ... .... . . . .. - ...... ... .. . .... .... - . . . . - . . . -...... ... . ... kzv - 4 . - 'L L .. .. .. .-..... .... . . .. -%l ..... .. ..... . ... ... .
.- 5 - - . 'L .. .- ... - ..... .... . .. ... ... .. .... .L '. .... ..... ..... ...... ....... .. ... - .. .. .. - . .- ... .. .. ..- ...... .- .. - ..... ..... .. . ........ .. . .. . ..... .. ...... ... . .. ..... -...

.. . .... .. ... .... ..... ... . ... .. ... .. . ... .. ......... . . . . . ... . . ...... ... . .. . . . ..........
- ..:.::..::. .. . . . := .. .. . .. ...... 

.. .. .. 

... ..... . . ..

. . .... ..... ... .. - . ' 'L .... .... ... .. .. ....- ..- . . . . . . . . . . ........... ...... .. .. . . .. . .. . . . . . ... .... . . . -- ---- - ....... ...... . . . ... . ...... . - - . - .. .. ... . . ...... .. ...... - . .. . - . . .. . . ...... . ..... - . ........ . .. ... . . . - . ... 
. .. .

....... ... .. . ..... . .... ...

.... .. . - .- . .
. .... . ... ..... .. .. .. . ...

... . . .. .. ..... ...... . . . . .. .. .. . .. .... . . . .. ..... ... .... .. .. .. .... . ................. ..... ... ..... .- . ..... 
1. . . ... ... . - ...

... ... . - - - - ..... . .. ... . .. .. .. .. - L ... .... ... ......... . . ... ... . ... . .- . . . . . .. .. .. . . L .. ....... ... ..- ... . . - ... ... ...... .. . .. : xI .. :. :. : L:.... . .. - ..... .. .. ... ....... .. ..... .... F ... . ..... ... . .... . . -l: .. .... . . ... .. . . . ....
... .. . .. .... ..... .- - ... .... ... ..... . .. ...... . .

.. . ... . .... . .. ... . . . ...
. . .. ..... .. . % ... ..... .... . - . ..... ... .. . ... .. . - ... . . .. . . . . .. .... ..... .. ......... .. .... .... ..... ...... .... I . . . .- .... . ... ... . . . . ..... .. ... .. ...... .. - . I - . - .. .. .. ... , , . .. :::. vA . . . . ..... - . . ... : .. ... :..: . , :i: ::.::;.. "g.g . - .:... - , l .i. .. .. ..

.

::

... . . . .. .. .. . . .W
. .. . . i.!-v : .. . 4 .. t - . . . ... ... . ..... 

.
.

. ' ' -
.... . M. ..... .- ,.,

- . . k, - - - v :r - , :mp:,:. :.M ..... . . ! . .;,.; . :. . .
. :":, L :1 . .,A. . j - :.: 1 

. . . : , im..:
, , ,,, 

. .,.. . , ' :::::! 1"I ::: ..... , W . :1. z., . , 
. .. .. ...

.. .M.1 ... . .:::::. , .I.: -.1. . . . - N .;:g j TIN.
. :L . 11 -1 .. ..::,::.: , ... . . # - .... .. . mr.l... I . .. .. . ... .. .. .........I . ., .. ! .... . L . . :.... I . .

. . ... ..:
4: ,.., .. . .: T: I .1. .... .. V -.. ....1:

., Il !: . . .. .. . .. . . . . . - . ,l . . .. ..... 1. 1 .

. . . . Tmlillilr 
.. -.1 .L ... . . .. .

.. 

.. JI: 1 .

l , .
. - i!!E, ma..

.

.
.. . . .Nu . i :. .

. , . . . ,Q . .. . . .... . . . . l Ii M.: i.... . . : ::..... : R.E .. m I. i .. .1. ... . . .
. : . - .: . .1 .. . .. . .... ...... . 4 - IiIii g ..m ..Ii :: ..... .. nl 4 ,. q, . . . . . ; S.Hu .;. ... .. . . - It .... .:. .... 41 -.2 . .. T.A. 1: ...... ... At .. . ii l; .

.. .. . ..
...... . . .. ... - l . , .....0 .. . . ... 1, . i:: .111. . . .. ,* .. . .

, 
. ... .... . . . .- .. .

F;.:.: 
: .. ............ . I lil ;;I.::..:.::l.

, : . !1l!!ITTII! I . . . . . . . . ,.inlinillik". p l - . . 15'... ll . . A I , . X::: i Ei I ii n: ! . ;i!;i!:. i:: :.. .... .1 . ....... ..... - ...... . . I . . ..
.

.
.

.

.

:. ..... :. , .. 

.
: 

.. ..

MiNi.... ... .. ............ ..... , W itl . ..: : .. .N.Toll:iiii!. . . . . ..... .. . , : . . Il . a . iji j-NcE : ..
ii .1 . I V 1: : : l MO. :: i:

.. .... .. . . : - . .... .. ..... . :. :., ... n ilv :;!!! E I I: !.:: m . .:... In 1: :. : .. 1 .. ; " - :. I. . :: :T A .. .::.::.. .: .... '. , :.... ..:: R y ? ...... I :El .. L. .
., .1 I , I 

11 P .: : : ; A r :.::::.. .
I . c : .

.;

.. .. ..... i . ... .. . W ... .. . . :. . . , .I.w. .



* +40

a Aw 4 
*o

..........

sc m in t- ut +

4 - *n-l

-]0Q- - *
* *

Aw 4

JA S "- -"ok o " " -

4*V

-44 -ow

* 4 m a..*

4 4 4 kill

"~~t "L m



t* ** No*w
*f *~

-In

all

4 4 4 44

*1



All,

Alt

Itl

*x

.*o 
I

1.
-I 7 1!-m

- * *

r - IOU

JIJJ-tie

Aol* * * .

0 A. I

- - - *x

- -:;-



I* 
C

. Mll

INK

I* I IN

$ o 44* *



................ .......................

INPNT0I A

5.*rstowuoM N asyso h u

t~vitthe nteratioal B~k fp Rupnstytiq a4 0,10N N sS a

reuQ ol fo ppiaiosfrlos ~r UUVAt1.adOVqAa

tb4 amuts}o ootd yts W rdvlpdodrr oao

ooutra an goha i Wh~xqfe laa 0jppntalpK0 Wljj1

to th ai&fr roe fln~ Qvsas.0 lpp i NSa

had~~ ituiic 0 Vwro urateZ1a

6.* oPbCrdso n nomata no oBnlAKWI

Agr~vent 91htwo jy ent f~hoby aphywbo

it yYayp, oyq w hs

6opaYcrcc Am cotyn upnteaitoe XdndfrP

"nd q sb j A tothQoqiaci t f VIQ ~wrW40 u, mi c = a I p t

th prsot tin thr aqn rp&Qdwdf4owl

*ur: ls bu A oawntd hjo

px of th W4 la * on-d4 4
4v~bofritraira pn,,n uhlosngtipi M o

foeg* xbnorspes.A eut l h oi oa rAdb

th c tI-~o ipd;!-a t~ tqoxepio,~njolvL wi Uai

Balin Moa * ti oo htted~ ut.($ : apr nc 7ti
madola curQo goeun4 ba reuQfrtetm pn~ c so

ofW nalbl orprasaoflnin y h noblvqi oldhv

7. Th Ar ceti *agr +no~ + ~K uorqt tQI~ntoo

Da lu tf CO ||o th |||opiajo noo ||| ;a||fatio the



J,

paymilts dirfialalties Tzro "Sub - ioodon wal a U-0, iuf OrV4 '*a **A!

oculd, ncaw fCWQ16a cmdhaytgo uvniiable to r 04",

doficits vhiob ni&t be fo)ind umvoiar blc -in the eocbzb!, of k-n4
iM thO 'flOlf C>f eXP4 1-tt$ =,a

cnxta o of lrrogqLari c ld Uvorts; tg"t

vhilc tho Yi2d is not Striotly ZP4 aRjtg, r. JQML4t $ 'agoU y VW *L

OxtbmV M Ou: Cos avtildblo - io 1 ti=ba" thizu& the r=4 wuld ondbU thod

not to bo influoncod nxcoas:lvoly in tht-Ar djew,,lopmat -qmgr.-=es by tl a

short-tom di:' f icultius in thoi:r bal=co of pd onts pc aitioli.

Tho 8UV-M=dsgiou mocvA" thcot Winportcuvt souroo of forjigr

y

cons idc ret ions undbrlylug 10=S txc .-Ppropriat'gay tho

S;ib-C=r1ission ur phasizca that rmti a=o 4 a,-L bi t--Jton to iwo that tueh:

lo=a -are tisica -isQUly ii!,, tho ittorexts of tho peoplou of, tho borrq* ng

Countric's wt %uod "to obt -. in poUtical or othor tAv=tagas 7,ror the

comtries tv-Aing:thosc.- k anr-. The atUntim of tb ",-Comaission wast dravn

to thu dwlgors thr-t oXiet in ovQr-bormving, but it is fc-It that,'! CVS Oymgh

natorial i5 nct CVM:Ll.kbU rtC) th6 Sub-CorrAwion, a Aetailod study of the

Ws toil 1 nttl t iho- nc-A bw aiwa.

W"M

10 - Tho also m4ngri ,u.,jz that 1 rlw tc lo=s a:0 a stwefs. of

f OrGiGn f iumoiag Kwo tho I cAvahtmgo th'at thoy cc-r- be =ao quirldy 1 n

purposoa vhi,:U !It wo aU be Wfl-m1t, ft;r a govotroont ot = Interilattonal,

CLgctey to aotml&r. in tefto -*f ttz ovtvaU poliploo. Tb6 Sub-CpaVilasion

uuphtLsizazo, hawuvorp that cox(,,' uho,,ad bu, tc tpii to, n, ,a th t swh

CIO. Mt involy'-- pblitidal 0"'. 0, &Wic 'explQitatlo -i pf thQ torlr ng co ntry4

Oaution shov44 also bc or.Qrolsoa =ke Spoeif IQ ill

tho 16ndills, 00-uintry cm qv( S lfa** 04V=t*O, Oith rospo6t dovc1qu Mt

of the MODUMS O-r taiii *Mwi* ,m*mtry

DIMCT PRIVIM 1NWM=S1,

11. Xroct ontrQpronQ74ri-al invost:4ontz gqrwrajl a6zDcib;ted *ith O-L-

iraport of rxL QrRa skills, c-,,pito4: OTdpMnt,,Mud tDab IICtll 4%,8aiwkando

Tba-so tnwstm,,ir g havo no to thomAX:"aNot

ila :igtor

g-Onerally bor-ft all or'mist of the, ridke 4:) f tlwbuolno'ss. To thir extoont

Private lnrstwnts n-M bQaiqfiaUa -to t1io dountricli Ile c o i v izrz tbclu-

7r77

qgl

o" i





-- ' I I

I 
iI

........................ ....... -.. ....... .................... ... ..... ...... ..... .. -. ..... ........ ............................................. ... ........... .. ............ ................ ................. ... .. .. ...... .... ..... .. .... ... ...... ..... ...... ... ........
. .. .. . .. .. . . ..... .. .. . ....... .. .. .. ... ... .. ...... ...... ...... .... .... ........ ..... .. ... ... ..... ...... ... .. ........ ........... . .... .... .. ...... ... .. .. .. ...... ... ... . . . . . .. .. . . ..... . .. .. . . . .. .. . .. .... ........ .... .... .... ......... .... ..... ... .......... ...... ........ ..... .. ...... ..... .... ......... ... ..... .. ...... .... .. .. ..... ............. ..... .. ..... ........ ... ... ....... ... ........ .. ... ..... ... ......... .. .. ....... .... ........ ... ... ..... ...... . ....... .. .. ............. . . .. ... .. ..... . .... .... , ..... .... ........... ..... ... . ......... ...... .... ...... ..... ....... ........ ................ ..... . ... .... . .... ... ... .. ... .... ...... ..... .... ... ... ... .. .. . .. .. .... . . . .. .... . ................. ..... ................................. . .................. ............. ... ............ ....... . ... ...... ......... .. ...... : ...%::: % v :. , -::......... ... ... .. ... ..... .... .. .. ............... ..... .......... ... ........ ....... .... .... ..... ..... ....... .. .. ... ... . ... .. ..... . . . . . . .. .. ... . ........ ....... .. ........ ....... ... ... ....... ............. . ................. .......... .... .. .... ...... .......... . .... ... .. . ... .. . I... . ... ... .. . .... .... . .. . .. ... ... . ....... .... .. ....... .. ..I .. ... . ....... . ...: ... ..... .... '! MA .

.* .. . - !: v.... ... . : . !.. :!'.Iv :. '%:.w.- !:.:::.::1.::.'- If I :- .:A ..... .. -'!Ii' i :T!1. - IN I .:. .1
... .-.. 1:.... A F 1 1 jil 111!iiij!! !': .:..:i. '.:.:: .... .:- - . . v'!!:Y::.:.J:V

:::: .... I. .. .. . . .. - -- I.. '0 1 ... .. -...... .. I .... Mo:.. . 1." i ... r..... F ., . .. .. .. .... 1W.M.. I.. ... ri . .... .. .1f':.....:' FFS. . . . . .. .....'- .... ... :'.... V ., .. : I,.:: ..':
... .. . ....1 EIIE;::! Tmw k... ....... '..' :. '. . . ..... - ... .- . .: .... 1 ':. .

.. : . .- . . , . . J 14. .. i 1!:Ili . -.zlr .. . .. .... . L . . 1. : .. . .:
I.... i.. ... i i.. ..; :..:::::::.. .. . 4 ... :: : : I - .. ... i 4 i ; m :11 Ern .; . :. . . . . . . m m ... : .. .: . . .. ... ..... . ... i i i. P . . ' 1. .: . .. ......... . ..... . .1: R .. 1.. . .. ...... ... . .1 :.

. ... . .... . ::.. - - . j6g i: ! I -,: N . :: . . .

' .... .. .. . i.:.: 
:: 41 .r .. .. 

.: k:: ..: . E i !!!i ::Iiii!!i l . . . .: .i: ..... ...
. : : :4' Mm;. .: , .; .M.:....' - :: O . .. .. ... . . ... . % *:'... ... : :..:...... - .... ... I

... ni ii!!!!!!! Iliiil Il 7 . : 
" ..

: ' . ': ..111 11! i :1!1!11 . E :!: !: !i ..; :i 4 p!! i:: .;:.!. I - . " .. ... . . . .... . ..:...:.. . :.. .::.i L . 1: . . . .. :::, .. .K...: ... :.;::: . .:.. ,. .. ... ........ : . .. d 11:111:1 Nnn! u : , ..7i .. . ... : .. 1. - ..... ......
.. - 1.4. . ... ..... I I .! .- . - 4 : .FE'.:. ' , * W # .:.: . .: W1. ...M. ... .,... . .. .: ...:.KPI : ... mm.. L... - .I............ -.iiin 2. .... - : .. -. . : , - . .. .. ! .... A j .. . . '.w..': :'i! i:r:i1! !!!!-- - -i.... . Jl . . A Eloillil I'K :j .!. . '!j ijli!!;Iji:!Miiii ... ' ,::...:,: . 1. ..N n.w :::.:'.:-:1.. .. W .... : ... '... .: ..... ..... ......... 3 ... v., ir....... - . ... . ... . ... .... ..1. I PIN1:19 um'.0 no 1W jj2j1E1j!!!:njj.jV h qn:. - : x .... ..... ..... . .. ... . 1.1, R .. - . .. ...... .1 ... . . . :1 .. :., .. . I ........ A .. . . .. -- .. ........ ... .. . . .

.... I.M .
: . .. 

. .:

: 
" 

.. 
.. 

V'L.:.4 ' I :. , Q! ..' :: Farml : :' :: q.... '.n!F:..h!: 

. .
. . .

. , i M& ' . :.:...::.: H. 
11 5 .

z.. 94.1 J NM'4' .. !:!E!:!!:: i !:q l.!. .:iii.:.:: : ;.
.. .. - 2!::i;: i!i::1i11 ;' . :T i . :. :..:; ;:: ,."Y ' !:V'11!!.
... , . . , ... :. : .... - , . . ... ..i I .. u.E' 0i!!11!!1!111!1p1., W .NHIL. FiHiplillimr.r. - . - . . I.: -. . . . .% :: ... ... - .0-:-- :::::::.:m:.m%::. -- m L- n- : I .. .. ........... . .1.. .... lv- :....:. I."........ - . . -:. .... - ... ....... ...- 1. . . : .. ::. j ;. : .. ..... ... - . . ........... . .. it - - ... I I.... .... . .i . ... . . . - - ... ..... .. ..-..-. . .. . . ...... . .... ... . . .. .... ..................... .. ........ ... .. ... . . I . - : : .. .... ........ .... ............. ...... . ... ... .... -.. ". . - -. .. . . .. ... 

.. . ......... .. ..... .... ....... .. .... . .....

.. ..... . J-1-4-M . . .. ... .. - ........... .. ... ... ... ... V -"-' -' :;'!19.::l .. : : . ... ........ ..... ......... ................ . .... ..... .. . .... ... ...... .. ... . ... .. ... . .. . . . -
.... . .. . p .. . .- . .. ... ..---- ... ... ..... .. ...--

... . " . : . .E . - . :. .. .. .. . .: . .. .

. - . .. . .... . ........ ..... . .. ... 
- . .. . ...

... . - .. . ....... .. ....... .. .... 1 ;! .:11 .-1 . . . - , , .. .... ......... ..... ....... .. ........ .... .... ............. ....... . .. .... ....... ......... .... ......... ...... !-*.... W .... .... ........... 4.

. -.-. :. % - --- !: i:::'-..-. .. .................... :::.
--- .. .... ... ..... ... .. - -.. ....... ..: : ! 4 .... .... ..... ... :....:. ..... . .. -.11.... . .-....... .. . .. -- .:::::- '. '.

... .. ..... .. .. .. .. . - % -. 1 - 4 .. .. 1 1 . .... . .. .

... .. .... ... ..... .. .. . .... ' i., *.

... .. . ... ... . . - . .. - .. .. .. .. .
- - -.. . . ... ... . . ... . . . . .- 

'

. .
. .

' '

. .... ... . .... ....... . .... . . . .;. :;:.;% im llu l ... ...... .. ... .. ..... . .. . -
' 1 1

. -. ': . . .. j. 4 : vl- :.: - ....... .. ..... . .' .. i1iiiiiII1111111 -r ..: '; i; ... ,::..:: :.. .. ........ J, "1111!11iij F . .. . . . . i -
': . 4' %.i:L.r .j. pr.n: ?!! !!:M . : :.. , : 9 ...

%. . .. ..:.:::.,.:. .':.::m..jR..P1.4;.:::V : :.. I % . ...... . . !:!!:!::1 i! ! -.......-

. " ; . .:.: , .. ... .. .. k . ..
.. .... "T'. ' W ., - - :
I . .. .... :.. !!jj :;-: .. I .... .. lv - . . . . .. . - . . .. 04:: 't;..:.11 1
1 ... .... ;HMNIETS :;.j :!:.., Z. . . . . . . . . .:.i.

.. .. . . . .- ..... . ! . . d .. .. y 4 .. ... .... ..... .. . ... .... .... ., 4 .-.... .: ....N.. .. . .: ... ........ V. ..... .. .... :: . . . 6.. -. , . ".- . --- 
' 1!1!!!!1!i!!N1! r, -. :M: ....

.... ........ .. EE! :M!1!11111 . ;:.!:i:i i.,%i !ii:iill: i!! :iiiI ' '...';' -% . at .... .... . -: E.. ;.. .. .... .. '..kil::.J.;iiiiin; .!_- # . . . ,,.: :.' ' ...... :......'.-:=- . . .... I . . .. A ...M
... - I .. . A .. i .... -... U .. .H':::m..:....v I ., .. " -

: 41';:.:! . ..... .. ... r::A'p Y T.o111!!!!11!.' ': w .... .. . : & :: ! . ., . : : A! .... .. . .....
.... .. . .: ..... T . . - .. .i . . . .... .: . .. .:. .. : ...W... . . . I .. .. . .. . ::. I . x .. I . . vg .. - :' 4! O i:.:::i:::::..:.: . . . : ... . .. .. .... : I .: ... 4. V.:: 1.. : ..... . ...... .. . . T . .. .: .. .. ..... ... ...........

. .. ;!.. ! iiii!l !iii:;:Iliil , ,.:..;-F.i. .i : 4w . W . . . : I ..:.W9 H .. P HP . xlv.. : ::i!P:T: qp.!:.. . im - ! : MY- .. .. . % N, , .. . ..::.; . . ...... y . . . . . ... . . ..... ... ... ". .. -I ... .... .. ..' .. v W ,
::! . . .:..: nrni . . M , . ' . . . . . . . : M. -1

-

. .
A . .

: .1% .

. .
.

,..:... . : 
... .

.. . . . .

..

- . .. . . . .... :.....
. .E: 

.. . .

- . i , , A M 
.... .. .. .1 ... . ..

21ili!;Tjjil!:! % .E." '! , ... - .. . . i:. . .1 .......... ...
.. . .. ... .: - 1A .L. ! . . - : - . '.:.:'. id; .. ...... ... ... .,iv--l !!i.i ... .. .... m . - - lip.4n:!n. .:.. : 1 v !:m!h!W ... m 

.. 
... ffl. ..

............. .. v i 4' .NAN, A lv.. :;!: .:.. . .. . ......... -e ..... .. .. -:...:.' ... mg . .: ..... . .. . 1;:1h1i!;;ii1 jjphll: ! ; i .. V .:::: :.::: 0 ., . .. ...
..... .

..... U 
.

'17 
' 

7 .Pm 

.: 
::: 

.. 
.

.. m .. 

..

. . 11jjjjATH!h1d.% . " - P..Nmn.mmly .:- -1. . .:: . , . : : ...

. . . - ' ' ' - ' ke !;P !;Y4!i:!!: !::T; fk.5T .:..: T 0 . , .:.P..:., ::..:::::.::: .... kn ..14!!::: : m.......... . .. .. ...
1T,:!y!!:':. . I 

.P:E!:!!5: ::: h! ! _ 4,'

.. :. .. ......... . .... ....... .. .1. .: .X.. ... Mi . - . - .. .... i . .. . I ..... .. . "N" - . 1-- .1 . . :. ::::.:. .. .. .....: .1 :. :. - : 1. " ....n. i ' .1 .. ... . ... '.....'.. .. ..... .... ... .. I 11 " w ... .. .i..:: .. ....... . .", .
. ... ...... . .. ... .. .. ...... 0 .... ": ..... .. ... :,]W IS .' :-

.. . . . . ... . ... .. ..... I ... ........... ....... ......... ... .............. .... . . ..... .... ..... .. . ... ....... . ......... . ..... .. . . . .... . ..... .. ... .... . .. .. ..... ..... ... ...... . ......... .......... .... ................ ' 7 V .... ..... ..1 .. ... ... ..... ..-' ..
.. ... .... ..... .. ... ... .................. . , 1.

M . . . ... ..... .. .................... . .:... .. .::..:. . . .. .. :..:::: . .. ................ . -A ......... ........ . .....
... . .. . .. .... . ....... ..... ....... . . ...... . . . ......

... ... . ...... . Pft................. ... .1111T;!!!T!!:1!i!:!:1iA 1.... ... .. ... . .... .. . ..... ... ...... -k .. kw.... .......... .... .. ......... .

. .

PIT

.... ..... ........... ..... ....................... ....................... ......................
::: ::v::::v.:. ....................... . -................... . ............... . ..... .. ........ . .. .:.un : .: ... .::::.:: :::::::::.::::.:::::::::::::. I . . . .... . . ...... .. .............. .... ..... .. . .. .. .. .... . ... ..... . ... I . ...... ........ ... ..... .. .. . .... . ... ...... .. . .. .. .. ... .. .................... . . . . . . .. . .. . .. . . .. .. .. . . .. . . . . . . ... . .... .... ...... ... ... .... .. .. . .... . ..::: .:.: :: N. ... % :%::::::::::::m ... . . . . ... .. .. . .. . . .. . ..... . .... . ... .. .. . .... .. . . . ...... .. ... .... ...... ... .. .... . . .. . ....... ... . - .... .. ... .... .... . .. ........ ... . ... . . . . . . .. .. ...... ..... ...... ... ... ... . ...... ..... .......... .. . ... ... .. ....... . . ..... ..... ........ ... .. .......... . ....... ...... ... .... .. ...... ... . . . . ... . ..... ..... .. ... ... . . .. . ... . .. . .. .. ....

' 

. . ...... ....
; .... ... .... ... ... . ...... ..... '..' V.- n'.: .:'1ff1_R ..... ::::::i- , ..... :-. : ,.,... ,..:::::: :::: mm . b jjii i:ii i M I ?, W . I .... .. .. ...................... ........... :v; ... . .u , . .. ...... 

.. ' A. ""m"n- 
..... ......... 1.1P

'.1 I,, '.jl lh. 14 xn ; ni.:,. . .. .. ... : .:.n :6 ... I.M.... i.. .:: n.% '...... . . . . :,..:i.:. ' : .... . l .:...- :.:::. ..:. . . ..
''.1 h I , t,!1: :!!!!T;. IN ....' .. - - i2l 1 1.1i.11:1. :..:.::,.. " c .. ,.:,;r ..... ... '..n.-. .v n ': " i . '.. - z itIR E:! : . . . . I: . - - .... .. . .. .:::E;....v lnvx

. ' ' ! :::: . . i i -1: !:!!! !1:niii!!! a..' .IS W .

. . . .... ...... . '. . . :: . .. I .. h ... :. ..;;11j R g m!:T!' ' .- . ... I .: .... :.. .. . ... . . .. . ... * .g E. . , : :: '; - . . ... . ;,:.x i . . . !...r..iii .' . . , .. : : . ..- r:::. . , E. -:4.n., . .. - . ) .. " ;.::!A 11 .- 2.:-::..1. ?!111111: :;.V.
.N . : ...... , ' ' . . . ... . ... ...... .. :' ." .... . ... .. ..." .. :... . .. ' . . ..-... ,:.:h : .. . ... rk .. ::! ,.. Wlj im ... .'. ...... . . ',i .::: .::!:.:.: A '.. .

ln.n..-:P , .... , .. 'A :k'::. N -W .; . ... .... ., i: . m d :: .: ". -... -"' ! ili! -:. -:::: r L -. Zivii.:.: N. HmKjl':Pg x: ::::: .:p!:i;j ;::::.:. I.-L . .:. .... . ... .... .. -- v..::!..h: 1jRr... k.g.... . , . , 4

.. ... .. 
: - A .. :.: :: ... ..

'v::?.. . 0 H Ellv !:!jjg _ i A hk . .'.... N . : ...... ;.- ..

... . K.1:1111--'41g.. . ..... .:::%., -11 ..: E : ... .. 4:112m.11EI., .. .. ..... ........ ... .i, -I .M :: I .. RZ . -
lr'. :: klMhlll:! Imr !111 .. pl! . . ... . ..... .: ..... .1-L:- :j:::.: . .... . iqlMlip! .... .... .. I.. I .. .H .E.

. . .. ::; : . E....,. . ,.:. . w o. .;.. 'mk -: ::& l-.- ::. - .i. " 1:: ... ". .. .....
:. ... 4 a :!!!11111;!1j!Tj1h _ i! :iE.I jjrl .'T '1i1T:i::% ' , .. 11:1%1 i .. .:. ! . .... rtj.'i .;: y1fl! ... .. n 1:
. i : - . . . . . ....

: , 4 01 :4.*1; - mm: ...... :; .. 
.... 

.. 
.. ... . R Ala....mill .4V .!: ..... .... . '..... ...... : . . .1 . . i...!E.;ih 4H....!:.*!;:i :iii!!!Iil ::iii :.'IiATI- UNEN... I . , .... ..... X . .:...::..'.. .R . ii:ii!1imili!:!. . . .. . %: - ..... ... Nim m ... :....: ... - ... . ...... .. .. ... .. ... ... ....... 1.W HIM.... ... A.... 711, ..... i M.::L.N...' r V:. -.. . . . . . . . . .:., :. . 1M .: ........ .. ... ...... .. . . .. ... .... ... .... ... . .::....mi.: . . 'T-vi .... .v? :": . . . .'; ........ . .. ... . . . . - I . .. . :.

... .
A 111!11!1i!11m1i!1i 

. I 
- .,

... . . . .. , .. .. ::: T., .:.: p , :::,.: I .. :!::: .. ............ .. ....1 -1 .: .1 0 .I.. J . ; 1 ' 1: I .. : . : .:. ..;..;::::.::: .. R A I : :; . . .. -.N ... :. ... .. .. .. . 1111!11!1i!limlim . . .1 . !, ; . X ,I : !14A':::::.'::::::.. r... .:.::. -.6 .R . ': A 
". w

.. . .. .. . . . .. .. ...... .. .. . . . . .. . . .- . .. - ... .... .. .... . .. ... . . .. . ...... -...... . ... . " ' % - : . ....... .. . ........ ... . . .1 .. - .: .. ............ % . .. - . -. ... .. ..... ... . .. . - - . . .... .. . .............. . .. ...... .. . .. ... .... .. .. .... .. . .. . . ...... . - . ... ... . . .. . . . . . .. . . .. . . .. . . .. ... .. .... - .. . . .. . ... .- .. ..... 
. ..... . . . ..... . ..... 

.. .... . ...... . . . .... ....

.. ... . .... . ... . ...... ... .. ..... ...... .. .... .. ... . . . - . .... . . .... .. . .. .. ......... .. ..... ... ... .. . .--- . ...... ..... .... .. .. .. . .. .... ... ... .. . ..... ...... ... ... ... .... ....... ... . .. .. . . .. . . . . .. .. . - - ..... . . ... ...- ....... . ....... -........ . .. .... ....-.-.... :.::..... ... ::::..::.:.. ::-.. : .:K :...= :%:.: ::. . :: :.:: .. .. .. ... ..... . .- - - ...... ... .... . - - .... . . .. ..... . . . . .... . . . .. . . . . .... . . . . .. .... . ... ... . ............... ...... ..... . . . ...... . . -.. . . ..... .................. ....- ..... . . . -......-.. .... . ..... .. ....... ...... ... .-. . .. ... . . . . . .. x :- : .. ... .. ..... . ..... .= .::. ::..::::.... .. . -........ .....- .- . .... .- . . . . . . .......... . .. .. . . .. - .. . . .. .-- - . ..... .. . . .... ....... .... . . . -. . ... . . . ..... . .... .. -... .. ... . . . . . ... . ... ..... - . .. .. . . . . ... . . . .. .. ...... ... . . . . .... . . . . %% . . . . . . . % ..- . . .. . . .. . . . . ..... . . . . . . .. . . .. .. . .. - .. ... . . . . - . . ... .. ... ... .. I . .. .... . - - E-.. ..... .: . .... - .- ::: ....... .. ... . . . ...... - -.... .. . .... ..... -.. . ..... .. .... . ....-... .

-

.. ... - .. ...... ...... ...... .
.. ...... ......... .. ...... .. .... ... ..... ... ....... -. .... . . ..... ili ' ,: ;:!1s li!!; :;: .. :: ... ...... ... h--- :::! - - -10 ..... 1 - - - ... .......... ... .. .. ... .... .. ... ..-:::::::::::% :::::: = .-. 'W ......:.!. :: !.-..p .... ... .. . ....... . . . . .. . , I . ...H . .... ... .. .... . ..... .V .. . ..

.. - .- ... 1::::::%.:%.%L. .. N. .:.. - -..- -.. .- ....... M .. ... .. - . . .. ..........' .. I ... .. .. : .--.. . . .W RI ... .N ...H . 14 ! " - m.-.;!'..j.. .. --. . ... . ....-.. . .. . . . .1. .. .. ..... .. ..... . . i. . . " . .. ' . ... . .. . .. .......... ..... .... .. - . r .. . . -. .. . . ..
.. .....:- .... " ' ...

' . ... - - . . ..... ..... . .. . -.: ........ .. . . .- '..1....1.:.. .1 . lr ,.!jli!li! !::t.: ' -,.ii .:.. . '.5',.::!vH:Hn:: .- ...... ... P-n ....... !::Ik .F. .... . .. .....- . .. '!. ... - "' C 5140111 ..: -',%.. iliiiimv I;W' " % iiill!!;. ' '. - !::;kr! ;:!! .Z .. :m ' ""T-..! ,..:...,1.1.:ii-E: i .: i::.... Y.....' a ..... n ... . o .. .1 .u:.:Y.1.. ...11 ...... ........ . . .-k.7 ..... ... .. . rm :E. . .. ... ... , .... ....- -... ..'.9 . . - ...... . .. .. . .. .. ...'' :m - .. 14 M .... ........ HIT. . ...... . - - .. . ti .. I .... V.-::.::.: I- - .. ". . ' :. - . . I . '. . - - -. . I . - . . .Xc.. . ......... t a i:!::i:111! eim :i. . I ;.:E.!:: ..... .."'. :%.' .:.AM!:: !i11!:!1i1:1 '.. . .? . :;:U ;i ... '. - - . : .... .. .:j x . . :L . !- ... .. ..... .. .... .- I .. .1.IP . . . .. - . .... I.I.... ....'.. .. . . . . . ...1:!i!1!11!Tnl, - . ' . 4 - .. .:i:! ..- :%- . , .. ... . 96 ... . ......... . .. . . ,r,!x.:: A u,:: ..::' 
.

. 1: ' V ..' AmN N .... : . I . I " ' '. . ..... ;- . m .. " N T !Mj11:ijjjjj1:!i !1. I ' : .. a l .. .'.1. - ::...:. i.:..- ......- l.On ...... ...%::5 .. .. ' E ... R ! P-4 - e'-

. ' " r m A' "'IF ! i ! . Nil ': . :::..'.... .. . N...14. W .I..1-:1 .... HE- ...ii!i!;;i!!:ii! i: Ei:.E ! 4.k, ,:.E:. : .': n : ::.. '... :3E .!::!::.::.:: :;q,.,!; :i,!;;!!::i!i:: ::!.!:. : V: . ' ..!:i::-.,:..W iIIII111:111m. . .. ....... . .. . . . .... N.... . '. ;j1!!:T.::!.iv .'. ff - .:...- - ....... .i .. ... - .. ;,,! f . ,.a
- . - 4.,ili :'! 41E 409 -i . . . . . , . : :" .. ...... . % -%.....%A I . ... '...

4H lo t 1 4 . .. . . .1 . . I :.- '

c . .4 - .. :: . . .. . ... ... . ... ' . . %.... ;. ... . .E i .
. .... 

. .... 
..... ... ... .

..

111 :i1limid1l. W .. . I I , . .:. .. N .: A. . . 4 . .: ..
, , - :- . .:.-::::::::1E::- . . ...i ... . ;..::::: I .1 .1. ' " , 4 ' j.. . t .... ... :.. .... .. j::. ::F......!... .. :;:." 4 ..... .... -,....!H ll!!:'!-:jE'. . . - .... :r.

. i ; :: . . . .E .... . :;!: :. k -.: t
I. I .M... ' 1. 1. , - :.:.:..::.: 1 --.. . ,. a ..... . a .- .. :e..!?:.: . 6. : ....... ::. : .. i..... Nk ; :: I

... ... .:::.. .: ::::.:. MU I I. .% :... 1K.....:...:- f!: . I
. 11iiiIiNliII111110 . ....... : .:!: ' '? 111!:v!;i!1!1!!:M iWilE.I.N

i i, j. i.. .. ...... :1 . .. ... . . R ,. -

-- 
. ' i ... i. 

-
-

... I
. . ... ; . . .:%. :oD: , i : q::

. .. I i .. 
.;E.: :!;::: li % .-.-.:" . . .:. T '. . I ..... . ... '.. 

A .::::

'a i .. I . .. !i 

:::: ? !!:!1;!!i!:1!.
I r ! 

:.......... ..
. 'I I :.. ... .. .. ; "" " ldm : i m

a . .... .. .. ...i: ... I ... ..... ... : . . .
:.p .;' I,! 

.
Ow 

l 

.
I 

- .. 

... .. 
: .:.:. 

I 
F 

. .. :-. 
..

.- - ....- R:-..! ... ........ . I ... r.n.... t .:.:. - W. .:....:... - .... ... ... .. A . . ...- ... . .. .. :: . . ... - ..v....v . . ... . . . .. . 1: .... .. ...... . ...... .. ... . .. .... . . : :.. ... ... .. .. ..... . ... .. . -... . . . . .... . ... ... ...... .. .. .... ...
....... ......... . ... .. . ...... ... . ... .... .

- : ... - . . . :: :%%.:::::::: %.:::: . - . . . . ... . . I. .. . : . .. .. ... . ........ ... ..... ..



tos

*~
ho t bp Om

roqu 61

*I i I . r

1- *l 1

* rl *:v *4 1 * * * * *

I us
9ILL

***A *st m mtjltu

t).w

* AV
purpzo h Ua nb a *



n en+All

* I

+ +if

Elf

3i

* *h

*R .*i
*i

*i*



umaamSr* rmml-l -- - -m.

prsamesmnmelesernt fe d ihsroslmst,;oa w m gtez oJpwato

(i) Food ahorratrs.

(It)A Shrtgeeo te 0 =keo~ ruh bu ,h bpr
shrtg of ifor4 $W eM +Tf the iner diH~+~ o db

th *tanso * r
wO Inltoaycniln 'O nauecaatr

'(v aac fPyet ifa*is

(V) ranpa-tt'lm dt t,014*

(v )D~fiutis f USMO #*$ote fwIg caitlbouhtabu

bytedsroindl j$T~MOtajiaOtO a~odto

and oher fctors

010 iskprics o gods-ipored , r he ~ai-devlopd cuntres' an

espeiall ofmaloiner ab equ~nt

j~~~ ~ ~ ~ 'It *u-oifio oVrOtstka oso h bvd icl o

viloniloInmn ostis orantbr'o erbttatee ata

reV3 fMeo h*wodl~e~rety l rt h rsa owlpn

pr~gaipa o ionbleimmprcgt~e be umortken

Th *U-o 1s, 16w eeta.=el pd otiohvents
Var reevditmtoa si+meOnte *l utfs rb h

of'lhel prbe or byte*lbeo'hi eutmn h
* u-omsinteeoemksxeo edaln I h oi fteflovp

*e~ulwo *oedrto * *V *l Lonii an mlyet w ieo
*MXDM MM OW

a supplitonowll

110
9%Ni

4 a -Eli



avial eihr ho&tt rt*Olo einlcae9A

bel

(5)~~~ REOYM tht*udaeitraiulpoiin eme

*nli thu fagtt mO opyA#gmtono hi

ecnme Or th Rlrq di4~pl 1*t4Po U ~d an4I

mainenaoe o wold tabillt eX tul tloymnt. buttha qu

obanlg po3*lc * ath 40 I 0 fo t *++ri i ft +s* g

suc aslsec,

B. () PCOM==G hatI'%to MOI h L imedite i'tonaton*

provsio bo ++o toAlwltAi eieti.sot-P l 0om

prbowo teumew
(S d j:4t~a 4O

-h p naeI411Vth t# 00 ra4mS sto of tb 4VAltr
*ourmn$o = re in * i ern en ic pim4tnca apd

(3 F= GjZN- t it iado aiat ee-pell dtj cl ce
e i 4 4 4 4 + 4a o f 40u4 .+l mip t4 +a velt ft4 otp

MM *6 **VA=M thstr. frp o ft6.cnW

c~cmssio forA te Fo Eas, a
pyla Win o &O~dt te ei

Elm i Co iein tka My be1I -,u U_4 * *o

*wl *otb4ja qw!,tq* ~ aw
:e c or*W* * *n*

abr -pe *p * : jwbo * rI t~ 40 1w40
(2 WW U tha Itvol o e;*qibet Nfo

I ;1
*feO~p! o u eesd o h

(3) $ WORM OFTM O IONTff th&I gvom"TOo der

i 1 * 1 1* 1



- 4 a 4::a 4 ,44 4 p

A

9



41



p1--

HH1 p

41"4



*"""""" = ::netenj7

0, il, E I*

eA 4

et
Pl

IN*



44

4- - r

/- P

4s

4 - -'*-

>44



DECLASSIFIED

DamIDTI S*cretaryt' Memorandum -1,ob.373'

IfVATMMIOTAL 3A* FR
PrCO1TSTRUCTION AED Dlfl OPMIT

]MOMS. TM SECTART March 22, 1948

Attached for consideration by the 2:ecutive Directors
at the meeting on March 23 aret

(a) Letter dated March 12 from Mr. Norman Armour, United
States Assistant Secretary of State for Political
Affaires to the President of the Bank,,

(Cb) Suggeste& reply by the Presidentw

Attention is drain to the fact that "Annex Al referred
to at the end of Paregraph 2 of the suggested reply, is not
attached hereto,, due to limitations of time, This Annex is a
factual summary of the loan discussions referred to.

Distribution

Bxecutive Directors and Alternates
President
Vice President
Department Heads

Sec 2-176
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WasMingtou

March 12, 1948

My dear Mr. McCloy:

ot long ago you indicated to me your interest and that of the

International Bank for Reconstruction and Development in extending long term

credits to the other American Repblics for development purposes. I believe

that you likewise indicated that you would be glad to address a letter to the

Department setting forth the Bank's policy along the foregoing line.

A letter from you stating that the Bank's policy is favorable to

the extension of long term credits to the other American Republics for

economic development would be of great help to us in connection with the

forthcoming Bogota Conference. While it is fully recognized that the Bank

is an international institution, it is nevertheless true that such a letter

from you would be of value to the United States Delegation to the Conference

and likerise 'of grea.t-. interest- to the other American lepublies,, I should

appreciat- anything you could do along this line.

WithI kindet-regards, believe -me,

Sinoerely youts.

/f.sorman Armour

The Honorable
John J. Moloyt

President, International Bank for
Reconstruction ad Development

1818 H Street, N. W.,
Wa.hington, D. C..



Honorable Norman Armour
Assistant Secretary of State
Washington 25, D. C.

My dear Mr. Armour:

I am writing this letter in response to the request you have made
on behalf of the United States Government for an expression of the policy of
the International Bank for Reconstruction and Development with respect to
granting long-term credits to the other American Republics for development
purposes.

One of the two principal objectives for which the International
Bank was created was to make sound long-term loans of precisely the type
needed for the further economic development of the other American Republics,
The Bank is now ready, able and willing to make such loans. It has been
conducting discussions with a number of Latin American countries over the
past year and a half looking toward the extension of long-term credits for
development purposes: the status of all such discussions (except those cov-
ering one project which the Bank has been requested to keep confidential)
is summarized in a memorandum accompanying this letter, marked Annex A.

I think it is fair to say that the other American Republics con.-
stitute at the present time a special sphere of interest to the Bank. The
most urgent reconstruction needs of Europe are being met through direct
United States Government aid and, although the Bank expects to play a sub-
stantial part in promoting the recovery of Europe, it will of necessity,
during the period of the Zuropean Recovery Program, be a supporting rather
than the primary role. In the Middle East and the Far East, the Bank
expects, over a period of years, to be able to make a real contribution,
but most of the projects under consideration for those areas have not yet
reached the stage where they are ready for financing. It is in the Latin
American countries that, for the immediate future, I regard the Bank as
having perhaps its greatest opportunity to render constructive assistance.

Analysis of the loan requests which have thus far been received
from the other American Republics reveals that all the sound projects
appropriate for International Bank financing which are now under considera-
tion can readily be handled by the Bank with its -existing resources. And.
although it is impossible to predict future developments with certainty,
there is every indication that the Bank will be able to raise sufficient
new money in the market over the next few years to take care of such addi-
tional sound projects as may be presented. It must be remembered that the
preparation of specific projects up to the point where they are ready for
financing requires considerable time. Relatively few of the plans now under
consideration by the other American Republics have reached that point, and
it would be unrealistic to assume that all will reach it at once. Many of
such plans, too, are not necessar$ly suitable for financing with foreign
capital or in the form of long-term loans. Experience has consistently indi-
cated that the rate of spending Zor lng-tsrm projects in considerably slower
than I "an ph n nipa.



The history of loans to the other American Republics by the Export-
Import Bank strongly supports the view I have expressed with respect to the
adequacy of the International Bank' s resources. During all of its history,
the Eximbank has never had outstanding on such loans disbursements in excess
of $262 million. Moreover, the fact that withdrawals are being made at a
very slow pace by the other American Republics against authorized credits
of roughly $200 million still available to them at the Eximbank shows how
difficult it is for such countries to absorb substantial amounts of capital
quickly. It is true that supply difficulties and the fact that the proceeds
of Eximbank loans can be used only in the United States have tended to limit
the use of Eximbank funds, but it is still unrealistic to suppose that capital
requirements in Latin America will multiply over.-night.

In what I have written, I have taken into account the fact that the
International Bank is authorized, and in my opi4ioa will in some casts be
called upon, to supply a portion of the local currency funds for development
projects, in addition to the funds needed to finance imports of equipment
and material. In the "Project of Basic Agreement of Inter-American Economic
Cooperation", prepared by the Inter-American Economic and Social Council for
consideration at the Bogota Conference, the provision appears (Article 17)
that "in general international financing should not be sought for the purpose
of covering expenditures in local currency", but that "as long as the avail-.
able domestic savings in the local capital markets are not sufficient, expendi.
tures in local currency can, in justified circumstances, be considered" for
International Bank and intergovernmental financing. With the understanding,
as expressed, that international financing =ust ot be. relied -upon as the
primaty sourced from which to meet local ciencr , this seems to
me an appropriate provision, and one athch io caasiatet with the Inter-'
national Bank's charter and its iatendelmcthod of operation.

You iithddrstand, of course, that the Bank cannot make loans to the
other American Repulics simply on the basis of need; it is not a relief
agency. Before credit is extended, the Bank must satisfy itself not only
that the project for which financing is sought is sound, but also that there
are reasonable prodpects of repayment. This requirement makes it a necessary
part of th: Dankle policy that countries whose economies are weak and whose
credit starding is poor may qualify for a loan only if, concurrently with
the granting of the loan, they adopt such measures for the maintenance of
their finpniilti and monetary stability and the reestablishment of their
credit as mr& a:ppear necessary in the particular case. This does not mean
that all e ire-cial measures required must be completed before a loan is
granted; to the contrary, financial assistance from the Bank may form part
of an integral plan involving both long-range development of productive
facilities. Adherence to this policy is believed necessary, not only to
assure that the Bank's loans are productive and reasonably safe, but equally
to ensure sound and continued progress in the development of the borrowing
country. I may add that encouraging progress in that direction has already
been made by some of the American Republies with which the Bank is currently
conducting loan negotiations.



DRA -

The productive potentialities of Latin America cannot be fully
realized in one effort: sound development is a continuous and necessarily
a long and gradual process. But rapid progress is nonetheless possible.
It is our firm intention that, by applying the Bankf s resources in the
proper places and undet proper conditions, the Bank should make a substan-
tial contribution toward this end.

Sincerely yours,

John J. MeCloy
President



Secretary s Memorandum Fo.e 379

NTRAIONAL BANK FOR
nSCOITSTRUCTION AiND IDEMO50MENT

FROM% THE SECR TARY April 6, 1948

Secretaryle Memorandum No, 373, dated March 22, 1948,
circulated a letter 6f March 12 from Mr. 17rman Armovr, United States
Assistant Secretary of State for Political Affairs, to the President
of the Bank; together with a suggested reply by Mr, Mcloy.

This reply was forwarded to Mr, Armour under date of
March 23, together with "Arme: A" referred to at the end of Paragraph 2.
This Anex is circulated herewith in order to complete the record.

Distribu~tion

xecutive Directors and Alternates
President
Vice President
Department Ueads

See 2N03



Annex A

BANK ACTIVITIES IN LATIN AMERICA

Bolivia.

Following an inquiry on bahalf of the Bolivian Development Corpora-
tion in respect of a proposed loan of U.S. $3 million for the erection of a
sugar mill, the Bank, at the invitation of the Bolivian Government, has
agreed that the mission sent to Peru will move on to La Paz at the end of
March in order to study the general situation in Bolivia.

Brazil

Brazilian Traction, Light & Power Co., .Ltd., approached the Bank
for a loan of U.S. 4100 million on April 30, 1947 to finance- part of the
cost of increased capacity to be completed in 1947, 1948 and 1949. The
foreign currency requirements of this program were U.S.e $62 million. Fol-
lowing a study of the data furnished by the Company during May and June, anengineering survey of the Company's properties and an economic survey of
conditions in Brazil were undertaken during July and August. The engineer-
ing report indicated the necessity of a comprehensive review of cost esti-
mates due to a sharp rise in prices here and in labor costs in Brazil since
the original estimates were made. In the light of the increase of costs, the
Company thereupon set about revising the construction program. In December,a revised program was submitted by the Company which contemplated a loan ofU. 8. $75 million, to be guaranteed by the Government of Brazil. In the newprogram, the period of construction was extended through 1951, and the loanapplied for was to cover the foreign currency requirements of electric andtelephone plant additions. Gas, water and tramway expenditures, included inthe original proposal, were omitted, the Company having decided to carrythrough such additions to these services as their own resources might per-mit. .Representatives of the Company and of the Government (the Government 'arepresentative did not arrive until February 5) have been discussing, withBank officials, -the- terms of such a loan and the legislation necessary toimplement the proposed guarantee. - -The bill to authorize the guarantee hasbeen favorably, reported upon by t'.e Finance Oimmittee of the Chamber ofDeputies and will be taken up again when the Brazilian Congress reconvenesthis month.

Chile

On October 7, 1946, the official Chile Development Corporation andthe Chilean State Railways applied for a loan of U. s. *40 million, to beguaranteed by the Chilean Government, to finance electric power plants andrelated distribiition and irrigation facilities, forest industries, urbanand suburban transportation, port mechanization and railway electrification
projects. , The general economic and financial situation of Chile, as revealedin studies made by the Bank, gave the management cause for grave concern.This concern was expressed to the official representatives of the ChileanGovernment on May 21, 1947 Particular reference was made to the persistenceof unbalanced budgets and deficit financing, to the advisability of limiting



non-essential imports and the building up of foreign exchange reserves to meet
future expected deficits in Chile's balance of payments, to the unsatisfactory
system of the multiple foreign exchange rates in effect, to unsatisfactory
tax and exchange relationships with foreign enterprises in Chile, and to the
impairment of Chile's international credit due to unsettled defaults of Chile'
foreign debt.- By October, 1947 it appeared that certain budgetary, fiscal and
foreign exchange reforms had been initiated, and at the invitation of the
Chilean Government, a mission from the Bank was sent to Chile in December,
19*7 and January, 1948, to study the general economic and financial situation,
as well as the projects for which- loans were asked. At the end of January,
Chile reached an understanding with the International Monetary Fund en4i8aging
gradual replacement of the system of multiple exchange rates. Negotiations
are well advanced for an initial loan to the Development Corporation in the
amount of about U, s. $16 million, to be guaranteed by the Chilean Govern-
ment, for two hydroelectric plants, together with distribution and irrigation
facilities, for two additional generating units in existing power plants, and
for agricultural machinery, The remaining items in the loan application have
not been rejected, but are being investigated for future consideration; in
particular, independent engineers are now in Chile studying the railway elec-
trification, project and the Bank is collaborating in sending engineers on the
forest industries projects,

Colombia

Through the Governor of the Bank for Colombia, the Government
requested the Bank, at the end of January, 1948, to land its advice and
assistance in the selection of competent advisory and engineering services
in the United States and, if possible, in making contact with investors, in
connection with a proposed steel mill in the Northwestern part of Colombia.
-The possibility of an application for a loan from the Bank is envisaged.
The Bank replied, on February 4, stating its readiness to give the assistance
asked for and requesting to be supplied with data. A survey previously made
of the projected plant is to be furnished to the Ban* for study and considera-
tion when representatives of the Government, who are now inspecting steel
plants in the United States, reach Washington.

Costa Pica

Following an inquiry with regard to a loan for a U. S. $2.5 million
housing project, an informal invitation was extended to the Bank to send4 a
mission to Costa Bica early in 1948 to study the economic situation and
development possibilities. As a result- of the recent. change in the Govern-
ment, it is not known whether the informal invitation 4ll be pressed. The
Bank is continuing its studies of the Costa Rican situation while awaiting
further developments.

El Salvador

An official of the Government of Rl Salvador visited the Bank on
September 19, 1947, and together with a consulting engineer discussed the
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possibility of the financing by the Bank of a hydroelectric power installation
in El Salvador. He stated that a study of the project by a firm of American
engineers was under way, but that it was expected that some time might
blapse before the plans were ready for submission.

Honduras

On January 27, 1948, an inquiry was received from the Government of
Honduras with reference to a loan of U. S. $2 million to cover part of the
cost of a proposed hydroelectric plant, plans for which had been drawn by an
American engineering firm. The Government is to arrange to have the p7.ans
sent to the Bank for study, following which it is expected that the Govern-
ment will invite the Bank to sond representatives to Honduras for the purpose
of studying the economic and financial situation there.

Mexico

The Government of Mexico submitted an application for a loan of
U. S. $208,875,000 on April 1U, 1947. The application covered a series of
hydroelectric, irrigation, oil pipeline, railway, port and highway projects.
The application contained very little detailed information and, moreover,
contemplated that the Bank would finance local peso expenditures to the extent
9f two-thirds to three-quarters of the total loan. The Bank indicated to the
Mexican representatives that much more information on the particular projects
and their relation to the general Mexican economic situation was required.
A Bank representatifve was sent to Mexico in October, 1947, to familiarize
himself with MeLiaan economic conditions and to advise with the appropriate
Mexican authorit i~e in the preparation of the riquired additional information.
It is anticipated thal; this new data will be subitted to the Bank by the
end of Marcb. At that time, the Bank and the representatives of Mazico will
renew discussions, lookiLng towards the financing of projects on muitually
satisfactory terms.

Peru

No loan application has been received from Peru, but, on December
23, 1947, the Peruvian Government requested that a mission be sent to Lima
in order to study the Peruvian financial situation in general, and the possi-
bilities of foreign investment in Peru. The Bank mission has left for Peru
and will be operating there during the month of March.

The Ban: has received a number of other loan inquiries from private
sources relating ro prcjects in Brazil, Chile, Pcuador, Mexico, Paraguay,
Peru, Uruguay, and Venezuela. In replying to these inquiries, the Bank has
explained its procedures and methods of operation and has expressed its
readiness to assist the countries concerned, in suitable cases, to work out
the basis for an eventual loan application.



'NTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

ROUTING SLIP
Date 1/30/48

TO- Name Boom No.

2

3

FOR -
Action Initialing

Approval Preparing Reply
Comment Previous Papers

Filing I Noting and Returning
Full Report Recommendation

-formation Signature

REMAKS

This is my paper on development which
I told you about.

It is my last copy and I would appre-
ciate if you could send it back to me after
perusal.

FROM- L.B. Rist

OFFICE SERVICES 13.12



th aue the .mm 2e u ets properly odd wl be coy"

by the other opeakwos and I wrpoct thereforet arnine, vWseU

to the fimmaial problems involved in szW aaideration on th

devoloamat weuntries" a"e several a"Uet vhIek anq

fJ requir* samI Umngb- .t one ot m Is, obusly, theatornal

/ dt(4e t rn Erd is Ito te etas dire t invootmet ant loan capital,

4 4 WOa SMII ttWW to del with Uan In tUr, while underlInIng

their eLe relationship.

Fixamsial diffisulties %V hav* two aopoets. They mny

be due to =44orlyUng ocomnwe eonditim s ad be thus the effwAt

or wmto rather Uma the osus.. In eter cass tey th O em

the osntrww, be ratr the cause te the .ffeet.

Roughly speakin thee are five gmop of O mei&lly

!hare" I e

lestde ns t
Far east
Colonial Territories
Latin hAirica

The first the** &"e caracterised by overpopulation. Coloni.l

territories present spooial problem. Latin Axerio&, beowmer# is

a special ease for at least twe roasmas #

4) it' to mndarliatw than ow aoplat"d and forthor industrial

dovelopmete may well bav* to be linked vith sawe Imogration,



a.

b) It wW wl be th .Ly ea. e troulms a*

0""ns rothor U"a to Offoct Ot anae diffiel Iti. 8am"
444A4 /.-A44

thea iaana.a4 tralswea dtewre4 ta ,aunt evlpmn

AW at*Ua AOU tO emO *0 Sight be OaLd to be IS *t"lf dirwt4

prodeuv*.
ver

All SopS ar/interestig mW &mmm individual 4WwwriptlA

but sm a gwd daal haa alredy beem Vublished on the otbor gmup#

While Aswrica in not om4a sp*4a oa but ale. an awier a

iaiplr me, w aper will dal as60tl ly with It

ZtI a aat .st tat tat a al emtla at JaV*

Aawiso Latwml werdite havo w rolapped to saw oeidorae

-K -w, letaly, La Argsantl. elft is tb usMptiOs.

?y a en esL Intiatas y - VFW spite at Abe tat

thy hav bom spared by World War I wsa World Wor . It ie

eOma to aseribe Vbsoteatum to polit+al umet, but it seoaul

not be fogotten that politeal distant, 0" $ust as S a

Onasqgefto as a easo of low s tad4 ot livifg, aeaal ifeqwalties

and unsetted eaiwu4 eaditions. ** can, terefore, speak ot tha

ussai4 eture of thes. s.mstrie witbeat rwatrmixg *Wfter

ia the Latoisas Ot tbal Foutie4 lift,

lntlatias La Mat te MO e M e Z O a t %%M

at atta reftrred to, is A"oest bmiget pracuiese, iaodftag

hevy imstamt or *1Usta y exp ustarn sA taxation

.,.,.s. Whilae t...*&aw..e....,.te,..ar .,.rta..,

I vmstwm to mt ho r the have the *as sdamtt evesp1hlrt

sad whoter tey *" not iatiLsya tied up wit eaoal tetwreo

ish 4wol 4=4 be mhaspi by a gewaril Lampt e 1t Adast

at life.

Other aueO at infatlao soem to as ~2v sa wtaNt 



am of th as is Us groat o1auIn exports ah during the war

epecially allowed for the crato in South Mnera ooatitw

gweraply of a 1argp emuxt of pur*he povw, 14&14 F&IIn

op opriato otnelisation poliets, sould not bo offset by corrospmd-w

in Import*. Te externel ulp of this was a camilatiou of forap

*h1 is now being rapid4 opent,

Aother "ue of inflaties is probably the dovelont

poliqo itoelf watover tho moure of fids. Ite am fact that

Antonwal worvomay Is 4mvted to building of progakee itistallation,,

,umsn ftse that t .nsvwbasftwsl is enlarged w V t

eorrospodiag laoswas la 00 af 1*wnse" gowu Pla d 0%

sspeading s nt, ther is Wavided both on osasso for oonss

out a A * #our** for r lwavw i 0twt fii . Io the etontow mowro,

that such saviap o t tako ploes, a prwj 'i pAOofs of rame

od. e Mkluga "ffiOi*nt MPP1T of fwW&, thO mwvvwnat

Or th Mntrepronou" U" to cal1 on hak aodits, 1... instl

Central bnk# reodita, for fina-wiS ow inv tmta. Ia oter

wors, a lavestomt poleq erried out at a at. whieh is quiekor

tha the rate .f a tisa of aalap brings about boh lnflations

&ry pressre m prie" mad =e"as weoanoaa

Tis short aalysis is not intond to ndrrate tho importavo

of ~ ~ ~ a M io. t satft av M vA awwatog7 praeticos 0efmniltgeg

st 4svolopmats entrlas# ospocil4 ia Bouth Asaicto It Is merely

intobdo, to bring hm the feet that oizeo domleg t by itsolf

Uk. oW oter Invoetosat pea*, have anfatioary eons

latorml) fisa4 peliales are of the gretet imota* toa 411w

Is, of eourse, that o eorvatve fise. policies sy, for a/Whi1.^

at Ustg 4w dowin tho developowt polic$m wbieh# for o4a at



4.

politiel roasoe# the natiou wi shes to *xpood rapid37. '"0 q4se

is Oee orw e*s *t sa

it Ob" 00 tl ~Um*" uat IN NOW 48000 "mAs A"

amma A Leeltc 'o ati ys fivsa ae of the d ovlop
of rttumt I bist. It to another feeti

sout 90atrief that 1A vim Of te xunporo Pffitaia% mtureo tha

Sope to Mb pril4t. Wiat*4A, tbo rat* of interest 4"

RaaUr&D Uativey himb, beeaudo the *wl form oe risk Is t.
It 44.A 1 a.A xed % e.44 iIM kAtC~1& ~ * d aR - t~ U .l vAl. -,W a * of te Not pbpe

or um9estsent to Un real *state* bosomg s 'Its spoolaat po

4~tU"AU*no" &0134 gta sAeoptio Is, to be so"e f*W Argwnon

* pre mhe bea setted weu& t a ,floiw% 114m. A *Wbaiw-

*la *wW4 e h bap ia so p bonds, (tho ftomes. 0<edlae

a - Mth AaeleaM emtrie., the go 111 ba s .

attost 4diret ivW$twoots towas th enterprises hith

w spot otrev tow the nations" a whole rather than MW eOtr

lasodis WW profitable. ftah Is Uo, pwpw of tho boo00to Ownwpe1at

aM lIt U I known that Ia the *as of Cile ftw Imta - a 0

ndertake the primry firaIng bt ep"U to ooll *0

oquitd Ja * sewly wreatod outerpriso to the broad publIs after

hba "st tomo ia ootls.

with a 41tZ lt dsma* O thor ooaiata nservatve M

praeot*# or slow dm/eas t#r dvmeopont sheaumes The obtius



wqou ofli 4ilt ito Inrt f foregg tapit4l. At first o

this IS perfect saluto I prov1.s wth foroign ee isng thanks

to te bworts of espital, the natry m p*an w ae9 ethr lt

equipghwt Awasd ter it* *velopmmt pleas or te a -mumm goodt

th. sae of vh1* wZrst*re oquilibrium Is so inflatod **rk*o

l "dIs1 is, of -ew , that Ue fwrdigw #oW bing bet his

p~ U hs skI *ad iidnisto bng W Ith him his a.o lUe

saisgo. lis Is, to s eaent, bow tho ftit" StatsoO, UNa,

Austra*1a, Sow 54sMon *zd ag Amrio&es/bivo been indvstaaiUso

or dev0tppMt, lot to opek Of t e comd tarriterie.

railims a toaim e. of both espitl aM ill, iport of

equity opital Is obvio thly oo eat atwml .eeso. Sq4ty rsk Is

for h forsipar " won " for te nati4mls tbo o ttratIve

1AMVW tamaw of tho aam at Psfit. Al po"Ou+, WS

Nov t t W fivs bav1Ag aMU p. Rtaqe h7 is undmibted4

ths who *an speak to mst auweritativ*4 of the problUi

i59lved.

The form uMr whtob tis ospital -- he se cit.d erNs.

?bW rnag ftom ostigt ovnerohp abroed to p crtitptlam in ls4

eorpeasUor portwsb# enturs, b" Ue osttiaw of 9xsplotation

sre just as vartot. te aset profltablo for tb estsids istoa

is of *eom the oaw vhore 41 good etestew or AWee on the spet

hue bol -l his m tem, either istemaly or ospci&14 uterw

sL. In ether oases, the foreip isvostor my orpis s a matiow4

estsbUebmas a o= dr thorermes repaltos ofe tes. nm

he ay liSt his dwalds to the paygout of divideaMe.

Ihe objection to the hesvy partiipation of foroipows is the



60

oporwton. of a ooutx ate too well kaomm to be repeated, Thor*

havs been *buse but on the other han, it aest be rea1ivd tht

wa1Alatims e too s ingmt a bawaeter have a detReent effeet

aMd ay mpleteayr out the inflau e foreign eapit.l* Uner

the ampies of the Loguo of NRtioa first, oe the United Ntiot

now, and, possibly, of the I.T.O. at a later *tog*, effers ae boig

041e am will be mae to find satistactory opromiss/ A a/ c a4 (a c2.

Loan iapital is of a differnt character& It a" na1 either

to enterprises ot to govoraats. In te first *as*, thro is so

difttreno* with a direot equity twxevs~mt tor the purpo e earnig
/44 oy /L4C4 -eXj,*C4.eO'

dideUdas/l in the seeni oqe, the gmmment hao th Umression
L4-

that hey dtauw with the danger ot foeig iatereron" bame. 4a

~nraip,, but at the eam tme it invwlva Asks whb *%mot be

uderratoC. In bot emos o t e primdpal wa t b e

provided *ver a Weiod. It is thoestro bothmrs cstly mnd *or*
direct

rigd thau/invetaati. / As f &7'-i /4 g dcl s

he wisk to the foreign investor ha. been aased aftM(on

oav it oey not be ne""ay to comeat at lenohh to tb debt

word of xW under Revmlopped oountrise, but eme ar two pointe

deserva maetoa. flsetly, met of he debts voro Inamrrod during

a perioid ot ompwisiou, in other s , they did, to on ement,

eoatibuto to the inflationary trends j readuetmeto during he

*m #aUa of the qyae merek tereforo, a*% more difficul.*

Ue mmam v* th debts were imurred very atten tied in direent

with the interena n=an l satam. Looking internal credits,

tauw ov wato fond it Iatom3q esier t borw abroad rathe

then internally, smtaa beaa there was no capital availabl



7,

intemally, sometmeas merely becase the rate of interest abroa

appeared ore atrative thas te rate of 1torest an th *po. T

delusive baractor of such a r WAC Is 1M a Wugh. Iwt mUM

slaw be sad that the absene of sa internal publa debt traditio

WAYO in isolated OSaaM he m be"b rlsP .W for th eaq,000pta"O

of te default status er fer its Poistne during Uo dopression

Noaeser un-autius *me of the qtriow h v be in

borrowiag bewmver unaztious am* investor sq have ben As loadingg

the med tor loan capital stm subsats. It asmt be as thne that

In the near futre the development contries will have restore their

internal finai4l atuaan wA stabiaiem their extern a fnaeaea

to an extent sufflaient for allowing tha to finowo their mn aeeda.

It can als not bo e eth#at 14 eapital will be able to flm

As sminta suffiient to mover net only Us eat of building am

profitable ontorpriso but the mat, of supplying JtL eate withhe

=dierlyixg faeilitie *ieb are ar * trousportatiou public

tUtiea, .t.. faly, fei privt. Ital e..n .. t be t.

to 4evote Itself to isproag the etUard of life id the atsbiltI

of the emeso . by imprving the onditisaw of agrimltue *Loh

remains me of tO h est imortant 0M perhaps activity

1 U 1 ea, la The eatt of "aturn Of in

,ublic utiitlstand ross aatw....seiatin, of e.,imdtu..

methods am rarely be eetaated in seounting tss. The involve

large eomwrtod allocatios A can only be traittul under

eoepematve or gve o guidpt ne. Their teso Imatio is ia the

form of easier staadard of life, better ta tns, greater esonaelo

atablltr,



In vie of thame , I stro y b* m *at

loam0 to dmvlopomat eotvies wilU couttmoe to be mdo la t* kopo

tat progrssivoly they mny roaob the stage al; wbiek self floombWn

will not be opty word.



f 4 4

y 6 i :r n ;"..+ 4

* * V

4* *

34

~* *

4 :44



CONFIDFNTIAL

IMTERNATIONAL BANK FOR
RECONSTRUSOO AND -DEFELOPUEN

June 14, 1948

COMITTFE ON FMANCIAL'-POICY

FROM: The Secretary

Memorandum on Loan Policy

As requested at the Twenty-Fourth Meeting of

the Committee on Financial Policy held on June 10, 19489

the attached copy of Mr' Beyen' 3 Memorandum on Loan

Policy is circulated i and w11 be discussed at

the next meeting of the Committee'

Distribution:

Members# Committee on Financial Policy
President
General Counsel
Loan Direetor
Economic Director
Treasurer
Secretary
Assistant to the Vice Presiden

Sec2 280



To Mr. John J.. McCloy Datei March 16. 1948

From: J. W. Beyen

Subject: Loan Policy

I. At the 23rd meeting of the Committee on Financial Policy held on
January 13, 1948, the subject of Interbank-loans for specific projects
was brought up and it was agreed that this subject required considera-
tion by the Committee. It would seem that the time has come to take
up the study of this subject in order to get a clearer picture of
what the policy of the Bank should be in this respect.

2. It is generally assumed that if and -when the Marshall Plan is coming
in operation, the Bank should withdraw from the field of so-called
general purposes loans, such as have been given to France, the Nether-
lands, Denmark and Luxemburg. Financing imports of raw materials and
fuel would be no longer the task of the International Bank who would
concentrate in the future on the financing of imports of capital equip-
ment.

3. During the waiting period in connection with the Marshall Plan the idea.
has come up that the Bank might usefully give loans for smaller specific
projects. This idea was born from the desire to remain active (whilst
awaiting the coming into operation of the 1jarshall Plan) within the
limits drawn by the resources available to the Bank until the moment
that a new bond issue could be placed on the market.

4. A new line of thought is now taking shape, however, namely that the
Bank should c.oncentrate on the financing of special projects even after
t would again be able to extend its resources by access to the market.

This line of thought commends itself for various reasons. It would seem
that, once the arshall Flap has taken care of the financing of balance
of payment deficits, reconstruction will more and more take the form of
rebuilding and extending certain well defined parts of a country's pro-
ductive apparatus rather than of resuscitating the productive apparatus
as a whole by the import of raw materials and items of equipment,

5. There are, however, a number of aspects connected with the financing of
Opectfic projects that dhould. be studidd before the Bank1 policy
crystallites. obviously it will not be possible to have an entirely
clear picture of the character of such projects before they are actually
presented to the: Bank for investigation.. It is likely therefore that
the policy of the- Bank cannot be defined in a clear-cut way as yet but
has to remain flexible and adaptable.. In that case, however, the Bank
should avoid that its policy be fixed unintentionally by the force of
precedents (created by the types of loan given in special cases) or by
statements to prospective borrowers, to the press or to the market.w

6. One of the characteristics of the- financing of special projects is that
only part of it will be definable as outlay in dollars. On the one
hand a large part of the outlay will be in local currency or in currencies
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other than dollars. On the other hand it is possible that the
execution of a project indirectly causes a larger outlay in dollars
for the country as a whole (see Art. of Agreement IV, Section 3
under (c)).

7. The fact that one cannot cut up the economy of a country in separate
parts means that the effect of a special project loan on the balance of
payments of a country is less easily traceable than the effect of a
general purposes loan. This has a direct bearing on the question by
what considerations the terms of amortization should be defined. In
the case of specific project loans such terms should in principle be
linked with the lifetime of the project. There is no a priori reason
to link such terms with the additional foreign exchange accruing to
the country as a consequence of the execution of the special project.
But there may be cases in which such additional accretion has to be
taken into consideration in whole or in part.

8 It is possible that in certain highly developed countries a greater
specification of the purposes of the loans of the Bank cannot go so
far as to take the form of the financing of a well defined special
project. It may be for instance that financing the modernization of
a certain industry would be the furthest step that can be taken in the
direction of a narrower circumscription of the purposes of a loan.

9. It seems to me that the above-mentioned aspects of the Bank's future
loan policy should be studied by the staff of the Bank and discussed in
the Financial Policy Committee in preparation of a general discussion
in the Board.

(Signed) J. W. Beyen
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COPY No. ( Dato

DRAFT MEMORANDUM ON WAN POLICY

1. The primary purpose of the Bank is to "assist in the

reconstruction and development of territories of members by facilit-

ating. the investment of capital for productive purposes, including

the restoration of economies destroyed or disrupted by war, the re-

conversion of productive facilities to peace-time needs and the en-

couragement of the development of productive facilities and resources

in less developod countries."

2. In carrying out that purpose the Bank is to "promote

private forQign investment by means of guarantees or participations

in loans and other investments made by private investors; and when

private capital is not available on reasonable terms, to supplement

private investment by providing, on suitable conditions, finance for

productive purposes out of its own capital, funds raised by it and

its other resources.

3t The Bank is further enjoined to "promote the long-

range balanced growth of international trade and the maintenance of

equilibrium in balances of payments by encouraging international

investment for the development of the productive resources of members,

to arrange "the loans made or guaranteed by it in relation to inter-

national loans through other channels so that the more useful and

urgent projects, large and small alike, will be dealt with first";

and to "conduct its operations with due regard to the effect of

international investment on business conditions in the territories



of members and, in the immediate post-war years, to assist in bringing

about a smooth transition from a wartime to a peace-time eoonomy."

4. Furthermore, in making or guaranteeing any loan the

Bank is required to "pay due regard to the prospects that the borrower,

and, if the borrower is not a member, that the guarantor, will be in a

position to meet its obligations under the loan"; and to "act prudently

in the interests both of the particular member in whose territories the

project is located and of the members as a whole."

5. The Bank is, therefore, a cooperative financial

institution designed to promote mutual assistance among its members in

the reconstruction and development of their territories and the promotion

of the long-ranged balanced growth of international trade and the main-

tenance of equilibrium in balance of payments.

6. With due regard to the purposes of tho Bank as set forth

in the Articles of Agreement; to the magnitude of its task of assisting

in the economic and financial recovery of the world; to the responsi-

bilities of the Bank towards its members as stockholders and potential

borrowers, and towards the investors who must supply the major portion

of its loanable funds - these are adopted as principles governing its

loan policy:-

7. i The Need to take calulated risks

It is essential for -the Bank to take calculated risks that

private capital is not now willing to assume, espe'-ially risks arising

from gsneral economic and political uncertainties, and from the magnit-

ude of the amounts required.



S. 2. The .t..i..t.o.o...r.t.v ..

In accepting these general risks, it is necessary for

the Bank to insist that the purposes for which its funds are used are

constructive, practical and essential to the economic rehabilitation

or development of the borrowing countries, and beneficial to the world

economy.

9, 3.Distribution of Loanable Funds.

Since the Binkt8 resources are limited in relation to

the demands to be made upon it, it is not enough to consider individual

applications on their merits,. First consideration should be given to

the most urgent needs whether for reconstruction or development; these

can be defined broadly as the elimination of bottleneoks and the rest-

oration and expansion of productive facilities that will contribute most

effectively to the healthy revival of the world eoonomy,

10, Pring:Rl2 of Sucqssive Advances.

The principle of successive advances arises from two#

reasonal

First, the Bank's purpose is not fulfilled by the mere

granting of loans. It has a continuing responsibility regarding the

utilisation of its loans. This responsibility ea bost bo discharged

by meeting the needs of borrowing countries with successive advances

in the light of their own performance, and by the maintenance of close

collaboration between the Bank and borrowing countries*

11. Seconday, the present limited resources of the Bank

preclude it from providing finance for a long period ahead for all the'



qualifying applications. The Bank can lend no faster than it can

borrow. Its current policy must, therefore, be one of making

successive advances to individual borrowing countries to meet their

most important needs as they arise.

12. 5. Primary Responsibility of the Borrower for the Major Contribution
to its Recovery,

The Bank shall proceed on the basis that, important

though its financial contributions can be, the major effort must be

made by the borrowing countries. The future of every country must

depend primarily on its willingness and ability to utilise to ths

fullest and for productive purposes its own resources,

13. 6. The Fulfilment 2f Contracts.

In view of the fact that the realisation of the purpose

of the Bank to assist in economic recovery and development, bQth by

direct or guaranteed loans, and by the encouragement of private lending

depends on its ability to work towards the opening up of all sources

of finance, it has an inescapable interest in the fulfilment of obliga-

tions in good faith. Therefore, it has responsibility for appraising

fairly all factors affecting confidence in international loans and of

encouraging all steps which tend to promote such confidence.

147 Th2 Use-of the ogeeds of Loans

The Articles of Agreement provide that arrangements should

be made to ensure that the proceeds of loans are used efficiently for

the specified purposes. Such arrangements should ensure thats

(1) Disbursements are for expenditure on-goods and



services acquired in accordance with the

terms of the loan agreament; and

(2) The goods and -.s'rvices so purchased are

employed for the purposes stated in the

loan agreement.

15. 8. Technica3 Advice.

The efficient utilisation of loans depends, in large

measure on the quality of the engineering and other technical skills

employed not only in the preparation of projects submitted, but also

in their execution, Accordingly, the Bank will scrutinise carefully

the engineering and technical skills used in the preparation of pro-

jects and proposed to be used in their execution. Wewre -1r-e A 'U,19

thajnical s-ai 'r- e Bank will be prepared to consult- with and

advise the applicant as to how such sorvices can best be provided.

16. 9. Tnterest on Loans, Commissions and Conditions of RedeMption.

Subject to modification in the light of chqnging

.conditions:

(a) Rate of Interest on Loans,

The rate of interest on loans made by the Bank shall

be stated separately from the rate of commission to be

charged on such loans.

17. Such rate of interest shall be approximately one-quarter

of one per cent, peftnnum higher than the net rate of interest

at which the Bank can reasonibly expect to borrow at long-term



an amount equal to the amount of the loan,

18. Interest at such rate shall be charged on the

4m'irfrm k date awhie4 the lAnk under.

takes a firm commitment to make the loan, In exceptional

cases of projects requiring a long period of time to com-

plete, some modification of this principle may be necessary,

19. (b) COmmission on Loans

The rate of commission to be charged by the Bank on

loans made by it shall be one per cent, per annum on the

amount of the loan outstanding and such commission shall

be charged on all loans made by the Bank whether made out

of capital or out of borrowed funds.

200 (o) Provisions for the Redemption of Loans prior to Maturity
al Qption of Ihe B2power,

Loans made by the Bank shall be subject to redemption

at any time prior to maturity at the option of the borrower*

21. Upon optional redemption of all or any part of the

loan prior to maturity the borrower shall be required to

pay a premium at a rate approximately equal to the rate of

premium which the Bank shall reasonably expect to have to

pay on the optional redemption of securities issued by it

having substantially the same maturity.

22. The Bank at its option may waive the payment of all

or part of such redemption premium on the optional



7-

redemption prior to maturity of loans made by it when

the Bank is satisfied that it can use the amounts of

the loan so repaid to retire its own securities without

loss of intorest or otherwise use such amount in its

operations.

23. JOI grotection of Bankts L2a.

The Bank is required to protect the integrity of its

ioans. Since such loans will be repayable in foreign exchange, the

Bank must provide suitable protection against the borrower impairing

its ability to provide the necessary foreign exchange either by pledging

its foreign exchange resources as security for other external debt or by

improvidently incurring an excessive tmount of external debt. To that

end the borrower should agree not to pledge its sources of foreign

exchange so as to give other external debt priority over the Bankt s

loans without the consent of the Bank. -hraprpri.te- zas an

exception to this principle may be made in order to permit short-term

self-liquidating transactions. The borrower should also agree not to

incur additional external debt without f tog-w~th-the Banki

244 11. Relations between the Bank and Borrowing Countries.

In order to accompliehits purposes, the relations between

the Bank and its members must be based on confidence and a spirit of

mutual cooperation. The relations of the Bank with its borrowers

must be broader and closer than the ordinary relations between a ered-



itor and a debtor. There must be tha fullest exchange of information

with-reigardto all matters of mutual interest and full opportunity to

_eonsult and advise with each other on all such matters. That must be

true not only at the inception of the loans but throughout the life of

the loans.

25, since the financial assistance rendered by the Bank will

provide only a part of the resources which the borrower will require

for the accomplishment of the particular project or program for which'

the loan is made, and since in the end the accomplishment of such

project or program must depend on the construotive efforts and savings

of the government and people of the nation to which the loan is made,

both the Bank and the borrower must be assured that those efforts and

savings can and will be mobilised,

The Blank, therefore, has an interest in:

(a) Internal economic and financial measures taken by the

borrowers to implement their reconstruction or develop-

ment programs;

(b) Continuing developments relating to the economic and

financial progress of the borrower.

26, 12. Recognition of Principles in Contracts,

The contracts of the Bank with its borrowers should

contain appropriate recognition of the principles here enunciated

and appropriate provisions to Implement such principles. Such

principles are necessarily subject to modification from time to time

ih the light of changing pqnditions.
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COIDETIAL DECLA S ED (To be submitted to the

Dat: ..__ _,_ Executive Directors on
January 22, 1947.)

I1TERNATIOIAL BAK FOR
IMCO1STRUCTIOIT AID DEVELOPMET

January 21, 1947

MEMORANDUM FROM K. VARVARESSOS

Re Reoort (R-21) of the Committee on Financial Policy

I should like to draw the attention of the Board on the following

issues raised by the Report of the Committee on Financial Policy.

In dealing with the concrete problems facing the Brank it is difficult

at times not to lose sight of the wider purposes which the Bank has been

created to meet. In establishing the policies of the Bank, it is, however,

essential to keep these purposes in mind.

I have already had tho opportunity to stress tho fact that the Bank

is not an ordinary money-lending institution concerned exclusively with the

profitability of its loans, but is an inter-governmental agency established

with the primary object of providing the means for the orderly economic re-

construction and development of the world. It is impossible to exaggerate the

importance of the task entrusted to the Bank, The war has greatlyintensified

the serious disparity of productive capacities existing between countries

which, already before the war, was an important cause of disequilibrium in

the world economy.

tnly if the countries devastated or dislocated by war are effectively

assisted in reconstructing thoir economies will it be possible to attain, within

a reasonable period of time, some measure of exchange stability and freer

Se e-302
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economic intercourse between nations. Without such assistance, restrictions

and controls of unprecedented severity will have to be adopted in a large part

of the world which will distort the world economic structure and hamper the

flow of world trade. Without such assistance neither the International

Monetary Thund nor the International Trade Organization can hope to achieve any

success in their fields*

In entrusting to the Bank the task of assisting in the reconstruction

of the world, the Membergovernments have, therefore, made the sank a key factor

in world recovery.

The success of the Bank will, however, depend not only on the scale

of the assistance it will provide, but also on the conditions under which it

will provide that assistance. The Bank must constantly 1oep in mind that the

countries concerned will, to a very large extent, be borrowing funds not in

order to increase their wealth or develop their productive capacity, but simply

in order to make good the losses and dislocations of waro The margin for the

servicing and repayment of loans will, therefore, be small and will, in any case,

require the most careful use of the foreign exchange resources available to

those countries. The larger the payments that will have to be made for the

servicing of loans, the more severe the restrictions that will have to be

imposed and the smaller the resources that will be available to finance

essential imports, If, moreover, one takes into account the fact that, unlike

the loans granted in the past, the loans of the Bank will call for large-scale

internal financing ae well, one is bound to conclude that the task of re-

construction will, in any ease, place a severe strain on the balance of payments

of the countries concerned and that the larger the payments they will have to

make for the servicing of loans, the more severe will be the strain they will

Sec-302
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experience on their balance of payments. There can be little doubt that the

world will soon be faced with a serious shortage of dollars, Any action of

the Bak that will increase the worldle requirements of dollars is bound to

aggravate the worl&-dollar problem and render it more intractable.

The Report of the Committee on Financial Policy is based on the

principle that the Bank should aim to "build up a surplus", The object of such

surplus would be

(a) to enable the Bank to meet "all manner of riskslt and

"carry on its business and meet its obligations without

recourse to the -unpaid capital even if it has to suffer

postponements or defaults on its loans" and

(b) to pay a dividend, "in the more distant future".

On the basis of the recommendations of the Committee and the calculu-'

tions contained in the Report, the borrowing countries would, in the next

decade, have to make payments for the servicing of the loans (excluding norti-

zation) of over 2.2 billion dollars, as follows$

Payment of interest at $1,780,594,000.
Payment of commission I62 %47000.

Total $2,243,341,000.

Of.this total, nearly 1 billion dollars will represent payments by

borrowing countries in excess of the cost to the Bank of its funds and

operations, as followst

Difference between interest on
loans at 3Y from the date of
commitment and interest raid .
on borrowed funds (0%) 7,844,ooo,
Interest earned on borrowed funds 38,980, 000.

Total $ 486,824,000.

Commission charged on disbursent 462,747,000
General Total $949,57,000-

( perating Expenses 25,625,000.

Sec>-302 $ 923,946,000.



The payment of a commission is required by the Articles of Agreement

for the building up of a security reserve. Of the additional burden of

$460000,,000., however, the largest proportion is the result of the following

recommendations of the Committeei

(a) that the Bank establish a margin of I per cent between the

interest paid by it on its borrowed funds and the interest

charged on its loans; and

(b) that interest be charged on the loans made by the Bank from

the date of commitment instead of from the date of disbursement.

If no such margin in interest rates were established and if interest

were charged from the date of disbursement, the sum of $460,000,000i would be

reduced to $94,472,OOO as followst

Difference between :nterest on
loans at 3% from the date of
disbursement and interest paid
on borrowed funds $ 55,492,o0.

Interest earned on borrowed funds 38z980,000,

Total $ 94,472,000.

Added to the commission, this sum would still bring the total surplus

to be accumulated by the Bank during the first decade of its operations to

$557,219,00O a by no means negligible amount if one takes into account that

to a vey large extent it will represent dollar payments by countries devastated

or dislocated by war.

The question, therefore, arises? would the Bank be ustified. in

Imposing on these countries additional payments of $365,000,000? In my

opinion it would not.

Including amortization, the borrowing countries will have to make

payments during the next decade well in excess of 2 billion dollars* Yor any-

See-302



one who has examined the prospects of these countries and of the world economy,

there can be little doubt that the transfer of such a large amount of dollars

will in any case present formidable difficulties and will be possible only under

favorable world economic conditions* The larger the amounts to be transferred.,

the greater the difficulties and the greater the risk of defaults. An additional

burden of nearly $400 million as envisaged by the Committee may well tip the

scales and produce those very defaults which the Bank is so anxious to avoid.

It should be remembered that defaults in the past have seldom been total defaults.

In the great majority of eases they consisted in the suspension of amortisation

and reduction of interest payments, It is, however, these partial defaults

which wore responsible in the past for the collapse of international investment

and the reluctance of private investors to make their funds available for foreign

lending, By imposing too heavy burdens on the borrowing countries, the Bank mey

seriously increase the risk of defaults which will inevitably affect its standing

in the capital markets,

Ye must not forget that the burden which the borrowing countries will

be undertaking, even under the most favorable terms that the Bank may grant to

them, will be formidable enough# It is sufficient to compare the terms of the

American loan to Britain with the terms under which the Bank may grant loans

to realize the disadvantage at which countries much weaker than Britain will find

themselves in borrowing from the Bank, In negotiating the American loan, Britain

made it quite clear that under less favorable terms there could 'be no prospect

of servicing and repayment9  In stressing the need for favorable terms, Britain

was not asking for more than her due, she was mtting as a borronrer conscious of

the responsibilities she is undertaking. We must be careful lost we be imposing

obligations which in the nature of things are impossible of fulfilment, I wish

Sec-'302



to state once more my conviction that the tankt s standing and success will doepend.

much more on the close and competent scrutiny and supervision which it will er-.

ercies in operating loans and on its efforts to lighten the burden of its

borrowers than on the imposition of onerous obligations on these borrowers in the

vain hope of showing a surplus at the end of a given period.

It is stated in the Report that 1if, in the long run, the Bank would

appear to amass large surpluses, not considered fully necessary for the covering

of risks, it should be up to the Bank to decide whether a dividend should be paid

or a rebate should be given to the 'brrowers." In my view, the Committee has

taken too optimistic a view of world economic prospects in the next decade.

Personally, I feel that the world will be fortunate indeed if it manages to

weather the storms ahead without a major crisis or even a collapse. Ihiring the

coming critical decade, there will simply be no margin for the accumulation

of dollar surpluses to be obtained from countries struggling to regain their

economic equilibrium under most difficult conditions,

As regards the payment of dividends, I can hardly imagine that the

countries which have taken the initiative in establishing the Bank and have

provided the bulk of its funds are thinking in terms of dividlends, 
Their whole

efforts and policies seem to be bent on helping to solve the existing economic

disequilibrium in the world' not on intensifying them. This, I believe, is true

also of their attitude towards the unpai part of their contribution. I can

hardly imagine that in making that contribution they expected it to be considered

only as "a last resort', In aiming to become financially independent of that

contribution, the Bank may be trying to do the impossible.

My conclusion is that there should be no margin between the 
rate of

interest paid by the Bank on its borrowed funds and the rate of interest charged
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by the Bank on its loans and that interest should be charged from the date of

disbursement and not from the date of commitment.

I am convinced that the recommendation of the Committee that interest

should be charged from the date of commitment requires serious reconsideration.

This reccmmendation would impose on the borrowing countries a burden which they

should not, in fairness, be asked to bear. If these countries unduly delay the

utilization of the funds allocated to them by the Bank, the Bank will always be

able to protect itself against losses by threatening to cancel or even cancelling

its commitments, The borrowing countries, on the other hand* will have no

protection against undue delays occasioned by the Bank itself. It is clear that

with the existing desire to increase earnings, the authorities of the Bank will

tend to make the earliest possible commitments. At the same time, there is no

guarantee that the world supply position, or even the Bankt a processing and super

vision of the loans, will not mean long and costly delays to the borrowing

countries. The processing of loans is bound, in any case, to be a slow operation.

If it is the borrowing countries that will have to bear the burden of delay there

is no guarantee that the processing of loans will not be unduly slow.

It should be the responsibility of the Bank to make the gap between

commitments and disbursements as short as possible, This the 1ank can do 'by

exercising sound judgment in the making of commitments and by expediting the

processing of its loans. (This, incidentally, would speed up world recovery.)

The cost of the' inevitable gap between commitments and disbursements can be axply

met from the interest charged. on funds arising from direct contributions and is

a cost for which the Bank, not the borrowing countries, should be responsible if

it is to be kept to a minimum,

The objection is made in the Report, that if interest is charged from
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the date of disbursement, it would be difficult for the Bank to fix, at the

date of the granting of the loan, a rate of interest not to be changed during

the currency of the loan, This assumes that loans will be made before the Bank1 5

securities have been tested on the market, Thile it may be necessary to grant

small advances from the Bankts own funds, it is difficult to see how the Bank can

enter into major commitments without previously testing -the markets that will

provide the bulk of its funds* I feel, therefore, that the objectipn raised

by the Comittee is not decisive and can be met through temporary arrangements,

Article III, Section 1 (b) of the Articles of Agreement provide that

the Bank, in determining the conditions and terms of loans made to countries whose

metropolitan territories have suffered great devastation from enemy occupation or

hostilities, shall pay special regard to lirhtening the financial burden and

expediting the completion of thr -:rstoration and reconstructdon otheir enomy.

Reference to this provision has been made in several reports of the

Bankts Committees, but no means for implenenting it have as yet been suggested to

the Board* On the other hand, the recommendation that interest be charged from

the date of commitment can hardly be considered as calculated to lighten the

burden of borrowing countries,

In conclusion, I should like to state once moro my conviction that the

effort by the Bank to accumulate in the next decade large dollar surpluses,

obtained by imposing additional burdens on the borrowing countries, is bound to

fail because it will be against the realities of ,he world economic situation,

I very much fear that these surpluses will largely remain on paper and the attempt

to realize them will only tend tp aggravate the already difficult problem of

achieving balanced international payments,
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