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Confidential

Mr. W. Randolph Burgess

Vice Chairman of the Board

The National City Bank of New York
55 Wall Street

New York, N.X.

My dear Mr, Burgess,

In accordance with your conversation with Mr., Robert
Garner, I am sending you herewith a summary of the Benk's
comments on your confidential memorsndum of October 1hth, 1947
on Financing Aid to Europe.

I should like to emphasize that this summary 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 stebility and the necessity of providing
assistence through grsnts as well as loans.

Mr. Garner asked me especially to express the Bank's
appreciation of your kindnees in meking this importent memorandum
aveilable 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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The staff of the International Bank has greatly appreciated the

opportunity to review the memorandum on FinancingfAid 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 ere 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 end dollars in the possession
of European nationals, which are now in hiding inside or outsiée their

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

also to emphasize the necessity of fimencial stabilization and reform
measures, which would reestablish confidence in the national economies

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

dollars! 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
Bank's steff, for example, that the experience of Belgium was not universally
eppliceble; special circumstences 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 Americen liberation troops who left
behind emple dollar funds, etc.) In other countries, notably Austria,
equelly drastic financial measuree did not achieve lasting beneficial

resulte and mey temporarily have hampered the growth of production.
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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 pert of the reconstruction progrem. The
emphasis of the Bank's thinking has been on the necessity for a "combined
operation", involving the simmlteneous use of all the measures required to
stimilate 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 end vigorous application of domestic financial reforms.
Certainly any credits which the Bank might make available in connection with
the European recovery progrem would be made condifional on the int» duction
of effective financial reforms of the kind outlined in the memorandum.

2. As to the latter half of the memorsndum, the Bank's staff questioned
whether it would be practicesble 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 mke up a deficit
in Marshall Europe's overall balance of payments, and that it is imposeible to
find any sound basis for determining what portion of this deficit should be
attiibuted to any particular category of imports. For exemple, 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
finenced by grants. To base an sllocation 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 asny obligetions for repgyment which may

result, mist be allocated not only to Europe &s a whole but also eamong the
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individual participating countries. They need these different types of
goods in differing proportions and they vary widely in ebility to pay.
Denmark's needs, for instance, are principelly for food, fuel § fertilizers,
while other countries need meinly equipment or raw materials; yet Denmark
may well be in a better position to carry and repay loens than some countries
in the other group. Rigid application of the proposed formule would thus be
neither equitasble 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 velid., It is sug-
gested in the memorendum, for example, that en importent characteristic of
the food, fuel and fertilizers category, as distinguished from rew materiels,
is that they are not "self-liquidating”. But for Demmark fertilizers end feed-
gtuffe are "rew materials" for farm and airy products, Jsut as raw cotton is
rew material for textiles - exports of eitther type help to provide meens for
repeyment of credits. Another distinction made in the Paris Conference report
between mining end agriculturel equipment, also seems artificial, and provides
a dubilous basis for determining the nature of the finenclel assistence to be
applied.

It is implied at various points in the memorandum that separate a.I.;-
propriations for these different types of assistence would be made to, end
sdministered by different adminstrative bodies - for example, that locane for
rew materisle and short-term projects would be made by the Export-Import Bank,
vwhile grante would be handled by some other agency. It was felt by the Bank's
gtaff that the essential unity of the program might be los unless scme one

agency had final control and disposition of all funds, appropriated for United
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States Government aid; an overell policy coordination committeee probably
would not suffice for this purpose. This agency might use the Export-Import
Bank or other appropriate administrative orgens 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 (financisl stabilizations, mobilizetion 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 loansp and that
these two categories must be segregated in some way, The recognition that
"more losns would also stand in the way of effective operation of the Internmatio-
nal Bank" is also greatly appreciated. Despite the arguments mentioned in the
preceding paragrephs sgainst 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 pmrpose of presenting the progrem to Congress and the
public, in pointing up the necessity for differing types pf finenecing 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 enebling legislation, administrative arrangements or appropriations.

3. 'The flattering references to the Bank are gratifying, and the Bank's
staff hed little comment on the general conclusion of that section. It 1s en-
tirely correct to assume, as is done in the memorandum, that the Benk's ability
to make substantial loans to the Marshell Plen countries for equipment will
depend on the success of the rest of the Peln, and on whether the recipients

of Marshell Plan eid are unduly burdened with obligetions to repay dollers.
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The present lending capacity of the Bank for Marshall Plgn purposes
may, however, be overestimated. Of the United States guarsntee of over $3 bil-
lion, $500 million has slready been lent, and the Bank must consider other
customers beside the Marshell Plan countries. Thus, until the equipment re-
quirements as set forth in the Paris report are fully analyzed, it may be
questionable whether it 1s "a fair presumption that the facilitiee of the
International Bank will be edequate," 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 informel consideration by the Bank's staff. Complex policy issues
are involved, from the standpoint of both the Benk and the United States
Government, but the question certainlu deserves further explorstion if it seems
best for the Bank to handle this appect of Marshsll Plan financing.

4, In connection with raw materiel losns, the memorsndum stresses that
-"funds for this purpose should not be tied, but should be availall to spend
anywhere and the goods moved in any ships". This is very important; it might
even be well to goferther and recommend that goods in short supply should be
bfought outisde the Untted States whenever prices and other factors permit. The
seme point is valid not only with reference to raw materials, but also for the
other ceategories, notebly food, fuel and fertilizers. In the latter connection
it ie not clear whether the section on food, fuel end 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 locel currency proceeds resulting from the sale
of goods supplied through rants should be utilized gpecifically to fufther
the purposes of the econcmic reconstruction program has considersble merit.

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

Thus such action might be en important pert of the necessary "combined operation’

for financial reform.

In the last paragraphs of the seotion dealing with raw material
credits, however, it is suggested that the proceeds from the sale of these
meterials be deposited to the credit of the Export-Import Benk for use to
purchase strategic materials, and to provide for Embassy & educatimnal ex-
penditures and other purposes .of interest to the United States Government.
To the extent thet 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
wae pointed out that not all Buropean countries produce such materials, and
that those which do produce them bave 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 exportsp the result would be equivalent to repayment in dollars.
Expenditures for diplomatic or educational purposes sre a less importent
factor in the balence of payments, but it may be questioned whether United
States needs for such purposes are not amply provided for by the local cur-
rency funds slready 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 grents, etc. which are so remote from its present
functions.

6. There were a few minor comments on specific points of the memorandum
vhich mey be worth enumerating briefly:

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

July 1947 end 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 teble on page 7, it is not accurate to say that the
United States cepitel subscription to the Bank is "available" or "Potentially
availsble" for lending.

c) The argument on page 3 that the United States "has always teken
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 chenge so fundementel a democratic concept” seems to die-
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 meens 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 Americens would be willing to lend
or invest money in Europe in the near future, as scon as stebility ls restored,
seems to underrate the possible political uncertdinties, fear of war, and
other factors which also impair confidence.

e) The Benk's staff feels that to cite Holland, on page 6, as en
example of effective financial stebilizatlon 1s doubtful in view of Holland's
serious budgetary difficulties.

f) At the end of the first paragreph on page 11, it is stated that
the Bank's resources are "appliceble only to the emounts $f equipment which
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must be imported from ebroad”. This is not entirely true. The Bank can
make loans for other purposes and has already ’admced credits for raw
meterials, 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 prechude
loans partly in local currency.

g) The second paragraph on page 12 suggesting that it may soon be
poseible to finance & gubstantial amount of raw meterial 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 stebilization the Bakk
has no speciasl comment; that is a matter which most direcltly 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

M8 SIYMCZIAK
MEMBER OF THE BOARD

May 29, 1950

Dear Gene:

For come time members of the Board's steff whose work
is concentrated in the international field have been studying
the genersl problem of the revival of international invest-
ment. In the course of this work, it was inevitable that they
should have come to the problem of the role of the International

Bank.

I am enclosing herewith, on an entirely informel basis,
a memorendum dealing with this problem. It is in no sense an
official Board document., You will also understand, I am sure,
that neither the suthors of the document nor I have any thought
of putting the slightest degree of pressure on the Benk's
management, through any channel. We have no present intention,
for example, of giving the memorandum general circuletion
within Covernment ~ircles. 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 formmlating 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.

Mr. Fugene Bleck, Presidemnt,

International Bank for Reconstruction
and Development,

Washington 25, D. C.

Enclosure.

SLC Jfo)ar 3

1 Ree®
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May 11, 1950
AWM: fav

The Lending Policies of the International Bank Re—examined

Summary
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i 2. Summary of recommendations:

a, The 'wo:’.ct .ppr“nhucount.-a'toa.oot.- 2
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The Lending Policies of the International Bank Re-examined

1., The IERD versus ita_ critics

No re-examination of the lending policies of the Interna~
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 deny) 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 cases
in which countries have begun to formulate development programs, few
have been sufficiently free of the problems created by wartime and
postwar inflation to be ready to embark on large=scale developmental
expenditure, Moreover, for many South American and Asian countries
the foreign exchange reserves derived from wartime earnings were
sufficient to cover substantial imports of replacement equipment 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,



In re-examining the current lending policies of the IBRD,
theref>re, 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 claimed
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 of recommendations

The argument developed below is designed to support the
Joilowing recommendations:

a, The "project approach", = The basis for the Bank!s

joans to particular countries should be, not individual invest~
ment projects, but a consistent over-all development program
desi-ned 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-
ment (which in effect limits the granting of local currency loans
to cases in which "exceptional circumstances" exist), it should
interpret the reference to "exceptional 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 loans would not apply in
the case in question.)

F s c. Policy with respect to net repayments of principal, =

In judging the credit-morthiness 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 1ife 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 recommendation (1) would not impair

the soundness of the Bank mor the credit-standing of its obligations;



and (2) would enable the Bank to accomplish with much greater effec—
tiveness the purposes for which the Bank was established.

3, Particular 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 ITI, Section IV, (i), guarantee the loan, with some
assurance that the borrowed funds will be 8o investad 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 al together
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.

Wha* is questioned here, thercfore, is not the Bank's
insistence on formulating a judgment as to the economic soundness
of +he 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 whole,

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's 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 economy, rather than particu-
lar projects selected on the grounds of their independent
nprofitability."

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 intarest 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 int_,erest 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, Given 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 type of inclusive development program indicated
here, In this setting, 'pro;]e'ct. loans" could still play a very
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important (though not necessarily exclusive) role in the Bank's
lending program: the approval of successive "projects" as the
basis of succﬁsaive loans would in fact mean the step-by-step
realization of the development program, What is essential is
that there should in fact exist a development program as a back-
ground against which the particular projects can be judged.

b. The project approach and the role of the IBRD, = It is

generally agreed that the future lending activity of the Bank
mst be directed primarily toward deve],om'nt rather than "recon=-
struction.® "Development," in turn, is usually taken to mesan
primarily development of munderdeveloped" 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 examining 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
cf projects constituting a well=balanced and coordinated develop-
mental scheme were to be financed simultaneously, it might well
be that the investment in the total scheme would be econocmdcally

sound, whereas the investment in any one of the projects treated
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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 economic development, even
when the development ocours in relatively "developed" countries,
that the profitability 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 more highly developed countries, with
abundant sources of domestic capital available for private financ-
ing and adequate possibilities of non-inflationary public financ-
ing, it is not unreasonable for lenders to assume that adequate
financing will be nvailnble.ff.r investment projects related to,
and necessary for the profitabilify-of, the particular project
in which they happen to be interested. The point made here is
that this is precisely the kind of assumption that cannot be
made in the case of the "underdeveloped® countries whose
ndevelopment” it was hoped that the Bank would be able to
further by large-scale financing., And the further point is
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made that this would argue for a transference of emphasis by

the Bank from an examination 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
simul taneously the various appropriate sectors of the economy,.

Local currency loans

a. local currency loans and sound credit practice. =~ 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 torrowing country, on the ground that such loans would
involve a greater risk to the lender than would nop-lccal=currency
loans, Nor is there any evidence to indicaie that tins 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 safety 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 awid the internal inflation and the deteriora-
tion of the reserve position that might otherwise result from
internal local cwrrency financing, local currency loans, properly
administered, could make part of an over—all anti-inflatdonary
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



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 maintaiming full currency convertibility.

It is no rebuttel 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 commitments by the borrowing country with
respect to 1ts internal financiel policy. Here, indeed, is a
field for cooperation between the Bank and the IMF which would
bear the closest emploration, The point made here is merely
that the poseibility 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 belng
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,1 impaired by an extension of local currency financing, could be

very greatly increased thereby.
| b, ILocal 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
:I (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

'f

‘R; to "exceptional circumstances," or whether it can proceed to

| extend local currency loans under a procedure which would estab-
|

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

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

not apply in the case in question,
What might really be somewhat difficult, in the latter case,

would be the formulation of "general® arguments against 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 judgéd,. 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 mamufacture of capital equipment withinjthe
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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-inflationary (or counter-inflationary) financ-
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 1o 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-
facim.'e of capital equipment within the country.

But this assumption as to the inevitably lower level of
nurgency® of local currency loans is only an assumpiion, rather
than a demonstrated proposition, Indeed, at a time when the
major emphasis of the Bank's management is rightly being put on

the developmental rather than the reconstruction aspect of the

Bank's activity, the facts with respect to the relative furgency”
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 comstruction 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 recognize 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 contimue 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 providing 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 will 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 bo.
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 jeopardize the credit starling
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 net repsyments 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 givem
oouhtry'a balance of payments is likely to be such as to enable
it to "service" the loan; and (2) the policy of the Bank with
respect to what, in economic terms, will amount to refunding
operations covering a considerable proportion of the required
amortization 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 domestic field.
What is being recommended here to the Bank, however, is something
quite different: namely, that it be ready 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 standards 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
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rphysical 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 bte 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,
refunding is regarded as a normal part of the financing operation,
without any suggestion that the soundness of the loans is thereby
jeopardized, Indeed, as is so well illuvstrated 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, fror the outset, as very long-term operations involving
a series of refunding operations the necessity for which should

have been foreseen,



=19 =

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 assumption with respect to the future course of the balances
of payments o1 the world which may be regarded as imprcbable 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 Shi;nce, the principal as well as the interest on
loans made now,

For, unless we can count on agencies other than the IBFRD

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

lending on this basis would involve an expectation that the

|
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United States will actually have a deficit on trade and
current invisibles sufficiently large to permit repayment

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 outward 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, conr_ron'bed by
this dilemma, 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 baimce of payments
prospects were such as provide a probability of the repa.jnent.
of principal, as well as of interest, within the next fifteen
or twenty 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
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or disapproval of the principle here advanced: namely, that
refunding (in economic effect) of a considerable proportion of
the agreed repayments on capital account should be regarded as
a normal part of the Bank's 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 presemt
and prospective surplus, In practice, this would mean that the
Bank would be prepared to contemplate granting successive loans
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 amortization on old
loans without the help of these successive additional loans,
Given acceptance of this principle, a contimuation of the
Bank's current practice with respect to the maturities of its
individual loans and the smortisation provisions included in
its individual loan contracts could not be objected to on general
economic grounds, On the contrary, their retention could 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 net 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 amortization schedules,
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the Bank does 8o in full recognition of the inevitability of a
policy of "successive lending® which will 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 will 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 recomnendations

The three major recommendations offered above are in fact very
closely inter-connected, It could certainly be argued, for example,

that the ,\recommo.ndation (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
of the means by which it is proposed to filnance such a programj 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 recognition, wherever necessary, of the.
presumption that the Bank would contemplate a program of successive
loans in amounts which would, in economic effect, amount to &
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 jsolation 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 payments 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 program, 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 way

impair the credit standing of the Bank itself,
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The following communication containing comments on the Report of the
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from tﬂé International Bank for Reconstruction and Development:

INTERNATIONAL BANK FOR RECONSTRUCTION
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Washington 6, D.C.
Office of the President
March 31, 1948
The Honorable
Trygve Lie
Secretary-General
United Nations
Lake Success, New York
Dear Mr, Lie:

I am enclosing herewith a memorandum dated March 31 prepared by the
staff of the International Bank, and approved by the Bank's Executive
Directors, containing certain comments on the Report of the First Session
of the Sub-Commission on Economic Development of the United Nations Econcmic
and Employment Commission.

I am sending this memorandum to you at this time so that it may be
congidered by the Economic and Employment Commission at its next session
in conjunction with its consideration of the Report of the Economic
Levelopment Sub-Commission.
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(signed) John J. McCloy
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
STAFF MEMORANLUM
31 March 1948

Analysis of Report of First Session of United Nations
Sub-Commission on Econcmic Development

The staff of the Bank has carefully reviewed the Report prepared by
the Sub-Commission on Economic Pevelopment of the United Nations Economic
and Employment Commission, covering the Sub-Commission's First Session
from 17 November to 16 December 1947. This Report requires serious
consideration, because it constitutes the first comprehensive statement
by an orgen 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 international agencies in this field.

The Bank's policy on the financing of economic development must, it
is believed, be based on the assumption that the primary purpose of such
develorment is to promote an increase in real income per capita,
primarily within the country in question. The same concept of the
objecéive of economic development is implied in the Sub-Commission's
definition, contained in Part V, paragraph 2 of the Report. In outlining
thé principles which, in the Sub-Commission's view, will best prcmote this
oﬁjective, the Report brings out a number of significant and valuable points.
But it also includes some general statements which do not seem fully
consistent with the Sub-Commission's initial formulation 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
with the Report.

A. The Pattern of Development
An increase in producfion, which will lead to the desired rise in real

income per capita, depends basically upon the introduction of capital goods
(tools, housing, transportation and communication facilities, etc.) in
so-called "backward" areas. This increase in capital normally involves also
an improvement in production techniques, resulting from more efficient
organization and management of the production processes and better training
of workers, as well as from the substitution of more mechanized for menual
methods. The basic problems of economic development are those involved in
obtaining cepital amd assuring its application in a way which will best
contribute to increasing productivity and living standards.

/The application

v
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The application of capital in under-developed areas may take place in
many different forms - as shown by the varying patterns of historical
development in different areas and countries., Thus development may involve
principally the mechanization of agriculttire and improvement of
agricultural land through irrigation br fertilization; or the application

of modern extractive methods in mining, or the use of more efficient
processing methods for agricultural end mineral products, or the growth of
light consumer goods industries, or the establishment of so-called heavy -
industries, or many other types of capitalization. Normally a major part
of development capital will have to be devoted in any case to providing
such basic facilities as housing, transportation, commnications 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 foims 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 labour 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 lineg, which mesns that the type of development and its timing
nust be determined in the light of the natural resources of the country
under development, the density of its population and their leével 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 agriculture and related activities -

i.e., the production of agricultural tools end equipmen*, the processing of
agricultural products, the necessary 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; Demmark is another case in point.

In other countries, n&tably those with excess rurel population, with-
mostly unskilled labour and without resources peculiarly adapted to heavy
industry, primary emphasis should normally be placed in the first instance
upon the development of light consumer goods industries.¥ Such
industries, by definition, employ small emounts of specialized capital

¥ .The distinction between light end heavy industries, as used in this
memorandum, is based on the amount of capital employed per head of
worker, For example, many consumer goods and engineering industries
are light, while smelting, stecl mill, and also some food processing
industries, are heavy, within the meaning of those words as here used,

/eqnipment
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equipment .per worker and usually contribute more than heavy industry to
an immediate rise in the standard of living. They can build upon
traditionel craft skills in the introduction of mechanized techniques.
The capital investment required for the mechanization of many consumption
goods industries is not necessarily large - once the necessary
transportation, power and other basic. facilities are provided - end may
often be within 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 eand efficiency of the consumer
population and by providing them with 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. _ 3 ,

In many cases, the development of heavy menufacturing 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, subject to many individual exceptions; particularly where.
the existence of the requisite natural resources and the world demand
situation indicate the advisability of proceeding promptly with the
establishment of some particularlheavy industry. Since, however, in most
cases the capital required for investment in basic industries and public " -
utilities which employ large amounts of capital per hsad of worker and
arg not directly remunerative may amount to as much as two-thirds of .the
totel investment, it is importent to allot the remeaining third in such a
way that the maximum number of workers can be profitably employed; this .
argues against the diversion of even more capital from light to heavy

industry. One worker employed, for example, in smelting in an over-populated

area may require as much capital as ten or more workers in light
industries, or to put it in other terms, the cost of his employment may be
the total or disguised unemployment of ten other workers. And finally,
since the products of heavy industry are frequently not finished
consumption goods, its development is relatively less effective in
convincing the mass of the people of the advantages to them of further
economic development.
' Thus economic development must be conceived as & continuous process,
in which'each increase in capitalization will lead to a fﬁrther:increase.
Moreover, it Imus‘t be syﬁchroniied, go that 1-,h¢=; vé.rioﬁs aspects of fha
economy - mgricultura, inﬂnétrj-aﬁé pﬁblia'utilities - will develop

' t / similtaneously;
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simultaneously; otherwise economic disequilibrium will be aggravated. The
planning of development should not be confined to national lines, but

should be effectively co-ordinated within hejor geographical areas. It
shogld take account also of possibilities of migration - of moving manpower ;
to iésources. s - '

Deveiopment, especially of heavy industry, should be so timed as to
take account of world prices and other economic conditions. Deliberate
anti-cyclical timing of heavy international investment is of gréat benefit
to both capitel-importing and capital-exporting countries. At present, the
cost of capital equipment is umusually high, because of extraordinary demand
and the low output of many normel producing countries. New heavy inlustries
developed now, therefore, might be saddled with an exhorbitant capital cost
which would undermine their economic strength and their ability to compete
with other pfodpcers. Moreover, stimulation of new industries which would
not be fully productive for some time to come would tend to aggravate
inflationary pressures, both in the country from which the necessary
equipment is purchased snd, even more seriously, in the country under
development. In some cases the urgent need or econcmic value of a certain
type of industry may override these considerations and dictate its
immediate development, but the difficulties should be clearly understood so
that the merits of each case may be weighed intelligently.

The Sub-Commission's Report, although properly stressing that econcmic
development must be thought of largely in terms of industrialization, does
not, in our opinion, sufficiently analyze the nature of the industrialization
process as sketched above, and in some places seems to over-simplify the
issue by viewing industrialization as synonymous with the development of
maenufacturing plents, particularly heavy industries.

It is true that the Sub-Commission's emphasis on the development of
factory industries is qualified in some degree by its recognition of "the:
need for que attention to the development 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 assigned 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 ;znaer—ﬂeve]_opad areas; it is essential, therefore, to consider in.

[each case



E/CN,1/50
Page 6

each case whether development of such resources or of particular
manufacfuring projects would produce quicker and surer returns.

This is not £0'deny that sound economic development in many, if not
most, countries will require prowth of factory industries at an appropriate
rate. Specifically they may be necessary even in largely agrienltural
countries to create effective demand for agricultural products and at the
same time to increase incentives for agricultural production by making
available manufactured consumption goods. But it is clear that the rising
national income resulting from such development does not originate in factory
industry as such. Rather it stems from the more efficient use of labour
in all activities which become adequately capitalized. The econcmic
"backwardness" 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 equipment and
technical methods, in all phases of production, not simply in
manufacturing industries. : S

The necessity for a more aralytical 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

econemic independence of the country, particularly with respect to

certain:basic sectors of the economy. (Part V, paragraph 6 (b)).
If this paragraph is intended to stress the need for considering not only
the direct financial return from a single enterprise, but also its
contribution to the national and international economy as a whole, in
deciding upon its soundness, it is clearly correct. It is subject to possible
interpretation, however, as a blanket encouragement to each individual
country to strive for a high degree of industrial self-sufficiency - that
is, to develope its own steel industry, chemical industry, electrical
equipment industry, machine tool industry, etc, - in order to insulate .
1tself against the insecurities of the world merket. If such a policy were
generally followed the result would be to narrow rather than broaden the
world economy, to waste precioua.capital and technical skills by devoting
them to uneconomic 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 subsidize industries which
cannot stand on their own feet.

/It is recognized,
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It is recognized, of course, that certain measures of protection
against foreign competition may be necessary for a time to allow industrics
which have good long-run prospects to get firmly esteblished; but that is
quite different from a general 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 expending, not contracting internationsl trade -
although the proportior of national income derived from such trade mey
gradually be falling as the income itself rises, since the bulk of any.
additional production will normally go into domestic markets. Finally,
it is suggested that ivmnless national development plans teke adequate
account of costs and efficiency, in terms of the "social net product”, no
very large flow of international develoﬁment capital can be expocied,

B. The Financing of Development ,
. The Sub-Commission recognizes, in Part VI, paragraph 1, "that the
finances required for econcmic 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 concludes,
in Part VI, paragraph 4, that

An exemination of the main sources of international loans for

development indicates that the total volume of available funds is

entirely inadequate to the needs of development. If economic
development is to progress more rapidly during the next few years,

& larger and better regulated flow of foreign funds than is

ccurrently 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 basically a brief outlining the need for
inereased intermational financial assistance, Such a brief is valuable,
for the need is unquestionably very great. It is not cleer, however, to -

what agency or groups the Sub-Commission is addressing its final
recommendation (Part VII, paragraph 3 A (5)) "that immediate international
provision be made for those under-developed countries by way of finance,
food and equipment" - nor how this recommendation is to be implemented.
/Financing
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Finencing through Internaticnal Bank eand inter-govermmentel channels
can be especially useful in ﬁblping to provide the framewori -of puolic. '
utilities and key industries required for 'sound develojwent, which may
réqﬁi&e too heavy an imitial outlay and may not be directly :
‘remuneratlve ‘enough to attrect privdate investors. But in gencral, under
existlng corditions, umly prxvata capital can be expected to provide
flnancing in sufficient amounts for really learge-scale development. Such
capital, too, ncrmally brings with it much-needed technical know-how and
‘menagerial skills. It is‘essentisl; therefore, thet the under-developed.
countries do all that they can to promote their cwm :development by
stimilating 16cal initistive and encouragitig the mobilization of local
capital for productive purposes, &nd that they 'take appropridte |
measures, consistent with ddéﬁﬁaﬁe“profeétian of theéir own interests, to
attract foreign private capital. Consideration mist also be given by the
capital-exporting countries to the possibility of creating new techniquas
to encourage the flow of capital ebroad. : '

Although foreign capital may play an ind*spensable role in stimulatlng
developmant activity end may greatly ease the- strains associated with the’
development process, nevertheless the major contribution to econmomle .~
development must be made 5&'160&1 finance &nd initiative. The’Sub-Commission
properly stresses this fact inh several places. It is important, therefore,
that the g0verﬁments of under-developed countries esteblish an atmosphers.
and develop financial mechanisms which will encourage the use of local
cepital to mezimum effect. In sciie casés such capital is not fiow fully
utilized - either becauge domestically-held funds ere hoarded, or held
abroad, or used for speculation or other non-productive pirposes; or because
there is no efficient machinery for channeling these funds in¥o™
development activity. The methods appropriate to encourage productive
investment of this local cepital will vary according to@iffering national
circumstances; the Sub-Commission correctly emphasizéd the desirability of
"examination of a country's monetary, banking and fiscal machinery with a
view to making it as effective as possible ‘for development purposes’.

(Part V, paragraph 15 (¢)). The creation of an ‘sotive local capital market
may be of great importance in prbﬁoting'fhe efficient use of domestic
capital and enbourdging-iﬁs continuing flow .into developmernt. In some: -
countries the sums involved are quite substantial and their effective use
at strategic points in the nationel economy will often greatly increase -
the rapidity of development; will reduce the ‘problems associated with

/foreign
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foreign financing and will, at the same time, help to attract the
necessary foreign assistance. :

The various national governments ﬁay also'be.able td help in
promoting an increased flow 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 regulation of foreign capital. In other cases
defaults on past loans have impaired the public credit and prevented or
delayed the grénting of additional assistance; however, the original terms
of some of these defaulted obligations are now manifestly too onerous and
modifications should be negétiated. Where difficulties of this kind
exist, they clearly have an 1mp¢rtant adverse effect on the aveilability
of foreign cap!tal, on interest 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 & parallel responsibility to help in
creating conditions and mechanisms which will encourage 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
take the same forms as the nineteenth; new forms end newlinstitutiOns of
private investment must be devised. To achieve a maximum flow of
development capital oﬁ reasonable terms there must be a fair accommodation
of the interests of both capital-exporting and capital-importing countries.
Under present circumstances no international organization can compel the
investment of capital abroed. There must be some inducement, or at least
some assurance of'security, to attract private funds, or to persuade
responsible governments to make advances to foreign countries. Unless the
plans and policies of under-developed countries inspire confidence in
their econcmic soundness, such advences would be made only on political
grounds and would be subject to the dangers mentioned in that comnection
by the Sub-Commission.

Moréover, with regard:to direct private 1nvestmént, it is worth
noting that the financing of development by equity capital has scme positive
advantages from the standpoint of the under-developed countries; it permits
a flexibility, initiative and efficiency which is often impossible for
government organs; it ensures that unsound investments do not burden or
impaif the public credit; since its returns depend on actual profits it
does not, in bad times, impose an inflexible burden on the public treasury
or balance of payments of the "bofrowing" country; and it often is

/accompanied



f

E/CN.1/50
Page 10

accompanied by managerial and technical assistance of a celibre that
would be difficult to obtain in any other way. IThé 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 development;" 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 activitf which - because of their experimental nature,
or the risks involved, or their close affiliation with other ficlds 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 should not be so restrictive as seriously to inhibit the
flow 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 difficulties 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 programmes should not be
s0 formulated or administered as to obstruct the continuance of emergence
of an expert surplus, and the use of an appropriate part of this surplus
for international debt service and re-payments. The Sub-Commission
rightly observes (Part VI, paregraph 15) that, fundamentally, "it is
technological advance and the accompanying increase in national productivity
which enables a country to carry the burden of its loan charges and also
to repay the loan"”. But it must not be overloocked in the context oft .
international investment that these changes do not of themselves solve
subsequent transfer problems in the international balance of payments.
Development programmes 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 concerned with economic

development have a special responsibility, and also an extraordinary

opportunity, to give practical assistance to the under-developed countries

in meking 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
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their international character,iare in a position, when requested by member
governments, to analyze objectively the most promising fields for
development activity in various counffies or regions, to determine which
are 1ikeiy to produce the most immediate end substantial results in the
light of local and world requirements and resources. Such analyses could
not, of course, take the place of national progrémmes; but they could help
to provide an international perspective which is too often lacking in such
prograﬁmes. ey :

Some under~developed 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
conditiohs under which fﬁreign financing will be available. It is importent
that they be able to obtain practical advice on these questions from
objectiva international gources so that they may be able to make the best
possible use of the funds availeble, They should be encouraged for the
immediate future to concentrate on the essential public services which are
necessary to any integrated economy - primarily transportation,
communication and power facilities in the most promising areas - and, in
most cases, on relatively small projects of assured productive value (some
of which, at least, could be undertaken with local capital resources), and
generally to postpone more expensive heavy industry until a more favourable
time. Otherwise a good deal of precious time, money and enthusiasm may be
wasted.

The internationel agencies should be ready to provide expert assistance
to under-developed countries, primarily by heldping them to select and
procure competent independent experts who can assist them in the
preparation of technically sound national development plans and in putting
domestic financial systems and policies on & firm basis.

Finally, the international agencies might well undertake an
investigation of the obstacles which now hamper the flow 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 extensive participation by private capital in development, it
remeins true, as has already been pointed out, that the major part of any
external financial assistance which may be available for development in the
foreseeable future must come from private sources. The under-developed
countries should be able to obtain sound and disinterested advice from the
international agencies as to the measures they can take to stimulate the
flow of such private capital on reasonable terms and at the same time

/protect
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pfotect theif”own-iﬁté}ééts agaiﬁst abﬁses resﬁlting from irresponsible
private activities. i : :
It seems necessary to comment briefly in conclusion dn two
specific references to the International Bank contained in the Report of
the Sub-Commission. In Part VI, paragreph 7, it states: "There are
certain dangéfs'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 X
stated that T '
The majority of the Sub-Commission felt that the whole aquestion (of
the agreement between the Bank and the United Nations) requifed more
thorough examination than has been giﬁen'to it, with a view'to
suggesting an eventual révision of the agreement.....
Thefe is no obJjection, of course, to any member of the United Nations
proposing an examination of the agreement between the United Nations and
the Bank, but the need for revision of tﬁat agreement should certainly not
be prejudged. '



B-154
(For consideration by
the Executive Directors
| on March 23, 1948)

0000

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOEMENT

FROM: THE SECRETARY March 19, 1948,

. REPORT OF THE SUB-COMMISSION ON ECONOMIC DEVELOFPMENT
' OF THE UNITED NATIONS ECONOMIC AND EMPLOYMENT COMMISSION

Under date of January 14, 1948, by Secretary's Memorandum
No, 328, the substantive portions of the REPORT OF THE SUB--COMMISSION O
ECONOMIC DEVELOPMENT OF THE UNITTD FATIONS ZCONOMIC AND EMPLOTMTNT COl-
HISSION (E/CN 1/47, 18 December 1947) were forwarded for information,

The attached Staff Memorandum of comments upon this document
will be ponsidered by the Executive Directors at their Meeting on

March 23, 1948,

Distribution

Executive Directors and Alternates
Preaident

Vice President

Department Heads

Secretary, International Monetary Fund

Sec 2-167
Mry/B



(For consideration by
the Executive Directors
on March 23, 1948)

STAFF MEMORANDUM

March 15, 1948

Analysis of Report of Firet Seesion of U. N.
Sub--Commission on LEconomic Development

The staff of the Bank has carefully reviewed the
Report prenared by the Sub-Commission on Economic Development
| of the United Nations Economic and Emnloyment Commigsion,
covering the Sub-Commissionis First Session from November 17
to December 16, 1947. This Report regquires 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 sgencies 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 nrimary purpose of such development is to promote an
increase in real income ner canita, primerily within the country
in question. The same concept of the objective of economic
development is implied in the Sub-Commigsion's definition, con-
tzined in Part V, naragraph 2, of the Report. In outlining the
princinles which, in the Sub-Commission's view, 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 egeem fully consietent with the Sub-

| Commission's initial formulation 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 matiers discussed in

the Revnort, for consgideration in conjunction with the Report.

A. The Pattern of Development

An increase in production, which will lead to the
desired rise in real income ner cepita, 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 capitsl normally involves also
| an improvement in production technigues, resulting from more
efficlent organization and management of the production pro-
cesgses and better training of workers, as trell as from the
| gubstitution of more mechanized for manual methods. The basic
| problems of economic develonment are those involved in obtaining
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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 sreas
and countries. Thus development may involve princlpally the
mechanization of agriculture and improvement of agricultural
land through irrigation or fertilization, or the application
of modern extractive methods in mining, or the use of more
efficient processing methods for agricultural snd mineral
products, or the growth of light consumer goods industries, or
the establishment of heavy industries, or many other tynes of
capitalization. lNormally a major part, two-thirds or more,
of development capital will have to be devoted in any cese to
providing such bagic facilities as housing, transvmortation,
communications and power, but the exact nature snd location
of these facilities will vary widely according to the tyne 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 1ls, in the sense of the most
effective equipment of labor with capitel, the higher will be
its standard of living and the greater its productivity. But
this is true only if the industrialization »nroceeds a2long
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 avallability and cost of the
necessary capital, etc.

In the case of some countries the most effective
means of development may be the industrislization of agricul-
ture and related activities - 1.e. the production of agricul-
tural tools and egulpment, the processing of agricultural
products, the necessary public utilities, etec. Thies 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
=ecullarly adspted to heavy industry, primary emphasis should
normally be pnlaced in the first instance upon the development
of light consumer goods industries. Such industries emnloy
small amounts of srecisziized capital eouipment per worker and
tend to contribut: to an immediate rise in real incomes. They
can hnild apcon traditional craft egkills in the introduction of
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mechanized technigues. The capital investment reouired for the
mechanization of 1light consumption goods industries is not
necessarlly heavy - once the necessary transportation, power and
other besic facilities are provided - and may often be trithin
the reach of local initiative. The short-run result of this
type of industrial development, therefore, is a relatively

quiclk increase in simple consumption goods:; this tends further
to stimulate development by increasing the health and efficiency
of the consumer nopulation and by providing them with incentives
for further productive effort. Given reasonably adenuate public
utilities, the scale of useful capital investment in light
industries can be relatively continuous, recuiring 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 2nd more immediately productive
light industries. This principle is, of course, subject to
many individuael exceptions, particularly there the existence
of the requisite natural resources =nd the world demand situa-
tion indicate the advisability of proceeding promptly with the
establishment of some particular heavy industry. But in most
cases the heavy manufacturing industries reocuire a large
investment in capital ecguipment in relation to the numbers of
workers employed, thus diverting cepital from fields which
would produce a more rapid rise in living standards or irould
promote a better rounded nationel or regional economy. Such
industries 2lso demand technical "know-how!" of a depth and
range not likely to be immediately sveilable in most under-
developed countries. And finelly, since the products of heavy
industry are not usually finished consumption goods, 1its
development does little to convince the mass of the people of
the advantages to them of further economic development.

Thus economic develonment must be conceived as a con-
tinuous process, in which each increase in canitalization 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 gimultaneously;
otherwise economic disequilibrium will be aggravated. The
planning of development should not be confined to national
lines, but should be effectively coordinated within major geo-
graphical areas. It should take account also of noseibilities
of migration - of moving manpower to resources.

Development, especially of heavy industry, should be
go timed as to take account of world prices and other economic
conditions., Deliberate anti-cyclicel timing of heavy inter-
national investment is of great benefit to both capital~importing
end capital-exporting countries. At present, the cost of
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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 cepltal cost which would undermine their economic
strength end their ability to compete with other producers.
Moreover, stimulation of new industries which 'rould not be fully
productive for some time to come would tend to aggresvate infla-
tionary nressures, 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 ite immediate development, but the difficul-
ties should be clearly understood so that the merits of each
case may be weighed intelligently.

The Sub-Commisgion's Report, although properly stress-
ing that economic development must be thought of largely 1n
terms of industrialization, does not, in our opinion, suffi-
ciently analyze the nature of the industrializ ation process
as sketched above, and in some places seems to oversimplify
the issue by viewing industrialization as synonymous with the
development of menufacturing plante, particularly heavy indus-
tries.

It is true thet the Sub-Commission's emphasis on the
development of factory industries is cualified in some degree
by ite recognition of "the need for due attentlion to the devel-
opment of sgriculture, particulerly the production of food, in
national development nrogrammes." However, the general tenor
of the Renort might create the impression that the Sub-Commission
ras of the view that agriculture and the production of raiwr
materials should be assigne& a place subordinate to menufacturing
Yet il 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
leact 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 rould produce guicker and surer returns.

This is not to deny that sound economic development
in many, if not most, countries will recuire growth of factory
industries at an appropriate rate. BSpeciilically they may be
necessary even in largely 2gricultural gountries to create
effective demand for agricultural produgts and at the same time
to increase incentives for agricultural prodvction by making
aveilable meanufactured consumption goods. £ut it 1s clear that
the rising national income resulting from such develonment does
not nriginete in factory industry as such. Rather it stems from
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the more efficient use of lebor in all activities vhich become
adequately capitalized. The economic "backwardness" 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 uce modern types of cenital
equipment and technical methods, in all phases of nroduction,
not simply in manufacturing industries.

The necessity for = more analytical considerstion of
the concept of "industrialization" is reinforced by the Report's
emphasgis on

the need for establishing key industries in the country,
even though such industries may not satisfy strictly
economic criteria in terms of comparstive costs. Recent
experience has demonstrated the demendence of political
freedom and national security upon the economic indepen-
dence of the country, particulerly with respect to cer-
tain basic sectors of the economy. (Part V, paragraph

6 (n)).

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, ag 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
ingulate itself againest the insecurities of the world market.
If such a policy were generslly followed the result would be
to narrow rather than broaden the world economy, to waste pre-
clous capltal and technical skills by devoting them to uneco-
nomic enterprises, to forfelt in large measure the technological
advantages of mass production and mase markets, and to require
the more productive elements of the nstional economy to subsi-
dize industries which cannot stand on their own feet.

It is recognized, of course, that certaln measures of
protection against foreign comnetition may he necessary for a
time to a2llow industries which have good long-run nrospects to
get firmly established; but that 1s quite different from a gen-
eral policy of establishing industries which do not "eatisfy
strictly economic criteria in terms of comparative costs." It
is, of course, desirable to minimlize the adverse effects of
international economic instebility, but not by encouraging the
establishment of small, inefficient national »roduction units:
rather this aim willl be best achieved under a system of expand-
ing, not contracting international trade - although the »nrovor-
tion of national income derived from such trade may gradually
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be falling asg the indome 1tself rises, since the bulk of any
additional production will normally go into domeetic markets.
Finally, it is suggested that unless national development

plans take adequate account of costs and efficiency, in terms

of the "gocial 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 peopleg concerned, from
the improvement in theilr national economle structures, and from
increasing national productivity"; but its principal stress is
12id on the necessity for "a considerable measure of foreign
financing . . . in promoting economic development." It con-
cludes, in Part VI, paragraph 4, that

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

Part VI of the Report, entitled International Action
in the Field of Economic Development, is basically a brief out-
Tining the need 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-Commigsion is addressing its final recommendation
(Part VII, paragraph 3 A (5)) "that immediate international pro-
vigion 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
outtay 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
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sufficient amounts for really large-scale development. It is
essential, therefore, that the underdeveloped countries do all
that they can to promote thelr own development by stimulating
local initiative and encouraging the mobilization of local
canital for productive purposes, and that they take appropriate

" measures, consistent with adequate protection of their owm

intereste, to attrasct foreign nrivate capital.

Although foreign capital may play an indispensable
role in stimulating development activity and may greatly ease
the strains agsociated with 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 severasl places. It 1s lmportant,
therefore, that the governments of underdeveloped countries
establish an atmosphere and develop financial mechanisms which
will encourage the use of local capital to maximum effect. 1In
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 investment of this local capitel will vary according
to differing national circumstances; the Sub-Commission cor-
rectly emnhagizes the desirability of "exsmination of a coun-
try's monetary, benking eand fiscal machinery with a view %o
making it as effective as possible for develomment purposes.
(Part V, paragrevh 15 (c)). The crestion cf 2n active local
canital ‘market may be of great importance in »nromoting the
efficient use of domestic capital 2nd encouraging its continuing
flow into development. In some countries the sums involved are
ouite subestentiel 2nd their effective use =t strategic points
in the national economy will often greatly increase the rapidity
of development, will reduce the problems associated with foreign
finencing and will, at the same time, help to attract the nec-
essary foreign essistance.

The various national governments may also be able to

heln in promoting an increased flow of international develonment

canital by removing, or at least mitigating, deterrents to
foreign lending and investment. In some countries, for examnle,
international lending and investment may be discourag°d by an
ungound. domestic financial sgituetion or by discriminstory
reguletion of foreign capital. In other cases defaults on past
loans have imnaired the »nublic credit 2nd prevented or delayed
the granting of additional assistance; hovrever, the orliginal
terms of some of these Gefaulted obligations are now marifestly toc
onerous and modifications should be negotiated. There diffi-
culties of this kind exist, they cleeriy have an important
adverse effect on the aveilability of foreign capital, on inter-
est rates, on the neriod of time for which loans are grentsd,
on the conditions attached to such loans, 2nd so on.
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Lending countries also have a parallel responsibility
to help in creating conditions and mechanisms which wlll en-
courage a greater flow of development capltal on equitable
terms. Certainly it is not to be expected that borrowing and
lending methods in the twentieth century wlll take the same
forms as the nineteenth. To achieve a maximum flowr of develon-
ment capital on reasonable terms there must be a falr accommo-
dation of the interests of both caplital-exporting and canital-
importing countries. Under present clrcumstances no inter-
national organization can compel the investment of capital
abroad. There must be gome 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 nlans and nolicles of underdeveloned countriles
inspire confidence in their economic soundness, such advances
trould be made only on political grounds 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 eguity
capital has some positive advantages from the standpoint of
the underdeveloped countries; it permits a2 Tlexibility, initia-
tive and efficiency which is often impogsible for government
organs; 1t 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, imnose an inflexible burden
on the public treasury or balsnce of payments of the "borrowing"
country; and it often is accompenied by managerial snd technical
agsistance of a caliber that would be difficult to obtain in
any other way. The Sub-Commission’s Report notes, in Part V,
peragraph 6 (d), the importance of stimulating "the spirit of
enterprise - the spirit that, historically, has nlayed so large
2 role in economic development;" 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 commerciel
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
ghoutd not be so restrictive ae seriously to inhiblt the flow of
capital into productive channels. Foreign investores of equity
capital must recognize also that withdrawal of earnings in very
large amounts may often create serious balance of payments
difficulties for the country in which the lnvestment is located
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and that for this reason, and to precmote further development it
1s desirable that there be subetantial reinvestment of such
earnings within the country.

It is 1mportant, however, that development programs
should not be so formulated or administered as to obstruct the
contlnuance or emergence of an export surplus, and the use of
an appropriate part of thisg surplusg for international debt ser-
vice and repayments. The Sub-Commission rightly observes
(Part VI, paragraph 15) that, fundamentally, "1t 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 themgelves solve subsequent transfer oproblems
in the international balance of payments. Develooment programs
which include ageis*tance from foreign capital must take this
consideration into account.

G fhe Role of International Organs

The United Mations and the Speclalized Agencies con-
cerned with economic development have & sgpecial responsibility,
and also an extraordinary opnortunity, 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
forelgn aild which may be availeble. These agencies, because of
their international character, are in a position, when requested
by member governmentg, to analyze objectively the most promising
flelds 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. Such analyses could not, of course, take the
place of national programs, but they could help to provide an
international pergpective which is too often lacking in such
programs.

Some underdeveloped countriesg undoubtedly have an
exaggerated impression of the emounts of foreign aid they are
likely to recelve or, indeed, are able to absorb, and a somewhat
unrealistic conception of the conditions under which foreign
financing will be available. It is important that they be able
to obtaln practical advice on these questions from objective
international sources so that they may be able to make the best
possible use of the funde available. They should be encouraged
for the immediate future to concentrate in their planning on the
essential public services which are necessary to any inte-
grated economy - primarily transportation, commun ica-
tion and power facilities in the most
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promising areas - and, in most cases, upon relatively small
projects of assured productive value (some of which, at least,
could be undertsken with local capital resources), and generally
to postpone more expensive heavy industry until a more favoralle

 time. Otherwise a good deal of precious time, money and enthu-

siasm may be wasted.

The international agencies should be ready to pnrovide
expert assistance to underdeveloped countries, primarily by
helning them to select and procure competent indenendent experts
1tho 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 well under-
take an investigation of the obstacles which now hamper the
flou of international capital in sufficient amounts, and of
measures which might be taken to stimulate the flow. Desnite
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 financiel assistance which may be avall-
able for development in the foreseeable future must come from
private gources. The underdeveloped countrlies should be able
to obtain sound and disinterested advice from the international
agencies as to the measures they can take to stimulate the
flow of such private capital on reasonable terms and at the
same time protect their own interegts against abuges resulting
from irresponsible private activities.

It seems necesecary to comment briefly in conclusion
on two gpecific references to the Internstional Bank contained
in the Report of the 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
gtated that

The majority of the Sub-Commission felt that the vhole
guestion (of the agreement between the Bank and the

nited Nations) reouired more thorough examination than
has been given to it, with a view to suggesting an
eventual revision of the agreement :

There is no objection, of course, to any memter of the United
Natlions proposing 2 revision of this agreement, but 1t seems
of doubtful propriety for the Sub-Commission to prejudge the
need for revision in advance of the proposed "examination" of
the question.
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SUBwCOMMISSION OoN ECONOMIC HEVELOPMENT
REPORT OF THE FIRST SESSION

PART I

Introduction

1. The first session of the Sub-Commission on Economic Development was
held at Interim Headquarters, Lake Sucjcess , New York, from 17 November to
16 December 1947. The Sub-Commission held twenty-six meetings.
2. The following members of the Sub-Commission attended the session:
Mr. Jose Munez Guimaraes (Brazil)
Mr. Alexander P. Morozov (Union of Soviet Socialist Bapublics)

Mr. V.K.R.V. Rao (India)
Mr. Beardsley Ruml (United States of America)
Mr. Emanuel Slechta® (Czechoslovakia)

3. Two menmbers of the Sub-Commlssion were unesble to attend the session,
end their places were taken by the following alternates, appointed by them
in accordance with Rule 60 of the Rules of Procedure.

Mr, C. Esiao (for Mr, D. K, Lieu, of China)*

Mr. M. Bravo Jimenez (for Mr. Victor Urquidi, of Mexico)¥
4, The following persons perticipated in the work of the Sub-Commission as
representatives of Specialized Agencies:

Mr. E. J, Riches ' - (International Labour Organization)

Mr. F. R. Bray (International Labour Organization)

Mr. D. W. Lusher (Food and Agriculture Orgenization of
the United Nations)

Mr. 8. D. Neumerk (Food and Agriculture Orgenization of
the United Nations)

Mr. 8. Arnaldo (United Nations Educational, Sctentific
and Cultural Organization)

Mr. J. K. Horsefield (International Monetary Funmd)

Mr. J. J. Anjaria (International Monetery Fund)

Mr. E. Lopez-Herrarte (International Bank for Reconstruction

end Development )
The Interim Commission of the World Health Organization was repreeentad
by Mr. G. E. Hill.

* Not present after the 22nd Meeting held on 12 December 1947.

/5. 'The following
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5. The following participated in the work of the Sub-Commission as
consultants from Non-Governmental Organizations:

Mr. P, D. Garvan (American Federation of Labor)

Mr. Joseph Botton (International Federation of Christian
Trade Unions)

Mr. John R. Minter (International Chamber of Commerce)

6. The Sub-Commission had the pleasure of haeving with them for the
nineteenth and twentieth Meetings Mr. F. L. McDougall, of FAO, who addressed
them on-the_ subject of the National FAQ Committees.

JPART II
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PART II

Officers of the Sub-Commission on Economic Development

The following members of the Sub-Commission were elected unanimously
to serve as officers: '

Mr. V.K.R.V. Rao (Chairman)

Mr. Emanuel Slechta (Vice-Chairman and Rapporteur)

/PART III
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PART III

Agenda

1. Sub-Commission adopted the following -agenda:
(1) Election of Officers.
(ii) Adoption of Agenda. _ ,
(111) Study of and Recommendations to the Economic end Employment
Commission on Action Needed for Pmmotihg Economic Development
and Utilization of Resources. (See documents E/255, Part V; E/445,
Part V; end Terms of Reference of the Sub-Commission on Economic
Developnent).
(iv) Other Business.
(v) Date of next session.
(vi) Adoption of the Report to the Economic and Fmployment Commission.
2. Under item (iii), the Sub-Commission discussed the following topics:
(1) Principles of Development
(11) International Action in the Field of Development - <
(a) Finance and Investment
(b) Foreign Exchange, Balance of Payments and Terms of Trade
(c) Capital Goods end Export Prices
(d) Technical Assistance
(e) Technical Education
(g) Role of United Nations Agencies in promoting international
action in the field of development.
(1ii) Short-term Problems
(iv) Future Work and Research Frojects.

/PART IV
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PART IV

Terms of Reference and Instructions

1. At its Third Session, the Econcmic and Soclal Council under Resolution 1

"get up

(IXI) of 1 October 1946 instructed the Econamic end Employment Commission to

"A Sub-Commiseion on Economic Development, to étuﬁy and advise the

Cermission on the principles and'prdblams of long-term economic
development with particular sttention to the inadequately developed
parts of the world, having the objectives of:

(1)

(11)
(111)

Promoting the fullest and most ef’activs utilization of
natural resources, labour and capital;

Raising the level of cdnsumption; and,

Studying"the effects of 1ndustrialization and changes of a
technological order upon the world economia situation."

2. Heving defined its general positirn with regerd to economic development
and with reference to the above terms of reference of the Sub-Commission, the
Economic and Employment Commission transmitted the fallowing instructicns to
the Sub-Commission (document E/255): '

"(1)

'.'(ii)

"(111)

To infrrm the Commission as early as possible regarding
current and'planned studies, field surveys, and provision of
technical advice and assistance to Members in the field of
economic development both by the Secretariet of the Uslted

- Netiong and by the inter-govermnmental agencies.

To keep under consideration and to make recommendations to

 the Commiseion regarding the general planning and

co-ordination of the activities mentioned in paragraph (1)
above, Particular attention should be given to the
participation of the various 1ntér-governmental agencies in
these activities and, where approniate for the United
Nations to participate, to the nature of its participation,
To commence & study, in ﬁo-operation with the other
Commiseions of the United Nations and the Specialized
Agencies concerned, with a view to meking recnmmendafions
regarding the need for an international code relating to
forelign investments which will cover among 6ther things
the protection of economic and social interests of the
countries in which investments sre to be made, as well as
the protection of investors, both public and private; and
conduct atuﬂies into the need for end methods of
/international 1noorporatic
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international incozporation of private business firms,
conducting business cperations on an internationel or a
world scale,
"(iv) To make recommendations to the Commission relative to:
(a) the organiiation of international co-operation with
respect to sclentific, techmological and ecrnomic research
relating to production and development, the conservation
nf resources, £he adoption of improved methnds of
production and technical prccesses to stimulate greater
| pfoductivity , &nd the implementation of the mutual
responsibilities of Members, under relevant international
agreements, in relation to the international supply of
facilities for economic development including capital funds
capital gonds and materiale, equipment, advanced technology
end trained personnel;
(b) the furnishing of such technical assistance within the
resources avallable, as Members of the United Nations might
request, relating to production and development; and to the
organization, in co-operation with the governments concerned,
of such missiuns es ray be needed to perform this function.
"(v) 'To make recommendations to the Commiesion relative to any
other matter which the Sub-Commission may feel should be
drawn to the attention of this Commission, including any
mrdification of these instructions whick 1t might wish to
suggest," :
3 Tﬁa Sub-Commiseion also noted the other instructions which hed been
tranemitted to it by the Economic and Fmployment Commission and which had
" been outlined in the Note prepared by the Secretariat (document E/CN.1/Sub.3/2)
L, Hbving discussed its terms of reference and the instructions of the
Economic and Emplqymant Commission, the Sub-Commission felt the task befcre
1t was one nf considerable magnitude and that 1t would not be possible to
" take up all the points referred to it at its first sessinn,
5. At the eeme time, the Sub-Crumissimn recognized the importance of having
general prindiples clarified at ite first session and, therefore, devoted
several of 1ts meetings to the clarification of general principles of economic
development (Chapter V), as also of principles concerning internmational action
in the field of development (Chapter VI). The Sub-Commission also recognized
the urgency of some of the ﬂhort term or immediate problems before the
under-developed countriea of the world (Chapter VII) and felt that due
attention should be paid to them by the Economic and Emplnyment Commission.

/6. Near the end
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6. Near the end of its deliberations, the Sub-Commission reviewed once again
1ts terms of reference and considered that 1t had touched on many of the
points arising from them, as also on many of those arising from the
instructions trensmitted to it by the Commission. The Sub-Commission felt,
however, that some of the topics referred to it could not be effectively
discussed until the relevant material, in preparation by the Secretariat, was
available. ﬂmong these topics were:

(1). Effects of 1ndustrialization and changea of a technological order

_ b__upon the world economic situstion.

(ii) Organ;zation nflinternational co-operation with respect to
sciantific; technolOgical, and economic research relating to
production and development, etc. (vide paragraph 4(a) of- the
Commission's instructiona)

 (111) Patterns of industrialization and detailed study of the problems

' of industrialization. sl

(iv) Stucies of the need for an international code relating to foreign

o -inveatment and of the need frr and methods of international
incorporation of privédte business firms conducting business

_ oparations on an internatinnal or & world scale,
e The Sub-Commission however felt that it had formulated a body of general
pripciples, which woqld meke its work much easier end epeedier at its
subsequent séssiénélénd would emable it to visuelise the problems before 1t

in clearer perspective.

/PART V
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PART V.

‘Purpésea and Methﬁdé of Economic Development

1, The Sub~-Commission points out. that the expression "under-developed
countries" refers only to the economic aspect of a country's develorment

- and does not intend eny.reflection on the culturel stetus of dsﬁelopment

of the country in question. In fact, a number of countries which are
economically under-developed. enjoy & rich cultural heritege end renk high
in the community of civilized netions. It would also like to point out
that there is no country in the world:which cen be described as being
economically developed in the fullest sense of the term., Even highly

industrialized countries have much room for economic development., At the

same time it is quite clear that, generelly speaking, there are great
differences in the degree of economic development of the various countries
in the world., Some are well developed, some under-developed, and others
have had very little economic development.

2. It might be useful for the Sub=-Comuission to indicate es clearly as it
can vhat is understood by the expression "economic development". The
objective is the promotion of higher stenderds of living, full employment
and conditions of economic and social progress and development in the-
couvntries concerned, and the manner for echieving it is a sound, efficient,
end fuller utilization of manpower, natural resources, energy, and capitel,
The emphesis on "soundness" tekes into eccount the importance of
conservation of resources, that on "efficilency" brings into prominence the
importence of increase in output per unit of economic effort in the
comnotetion of economic develomment, while the emphasis on "fuller

utilization" draws pointed attention to the fact that in meny under-developed

economies, the current low stendard of living is a direct result of the
under-utilization of the resources of the country both extensively and
intensively.

3. Before proceeding to state the considerations which the Sub~-Commission
believes should guide economic development, some generel observations are
called for regerding the factors responsible for reterding ecomomic_
development in large parts of the world, and on resulting problems of

the so-called under-developed economies., Under-developed economies are

to be found not only among the non-self-governing territories of the

world but also emong a number of Member Nations, whose total population
accounts for perhaps more than fifty per cent of the totel population of
the world. There ere many reasons for the reterdation of economic
development in those countfies, some peculier to individuel countries, others

cormon to all of them, The social and economic structure of the countries
/concerned,
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concerned; government:pdlicies; property relatienships, climate, natural
resources, ‘diseasde, gedgraphicdael location. and listordecal end cultural
traditions constitute.some of the factors that have.pldyed an important
part in determining the pace of econdmic development. -In the case of
‘noh~self-governing territoried,  politicel -dependente has been a major .
factor in the retardation of economic development, In the-case of many of
the Member Nations with under-developed economies, foreign interfererce,
both"economic endipolitical, has:undoubtedly constituted one'of the main
obstacles to reglization of the full potentialities of their economic
resources. :The Sub-Commission therefore stresses ‘the importance of
political independence and-the desirability of eliminating forelgn
economic and politicel interference in order to achieve the objective of
the ‘economic development of the under-developed economies of the world,

L., It is the view of the Sub-Commission that economic' development has

to be thought of largely in temms of: industrielization. While economic
development cemnot be treated gs identical with industrialization and due
importence should be attached to agriculture in national development, it

is nevertheless true that industrielization forms the decisive element

of econamic development, There can be no economic developmeént in the
sense of optimum utilization of resources without thée use of capital
equipment and modern technological methods. The histoty of ‘modern economic
develompment shows cleerly how capital equipment and modern techniques heave
contributed to inereases in production, productivity end standerds of
living, ot only.does industrislization promote a rapid rise in national
income, but its' influence"tends to'radiate throughout the economic structure,
thus stimulating the devélopment of other sectors of the economy. The
conneétion between econoimic development and industrialization has been
specifically recognized by the verious bodies and agencies of the United
Nations, The Sub=Commission would underline, therefore, the importence

of recognizing the relation between économic dévelopment and industrialization
end the importance of insuring thet industrialization should; therefore,
occupy" a prominent placé ineny” progrémme- of economic development,’

5+ «The Sub~Commission considered'some oftheé undesirable economic and
social phenomena that, in: the past, héve accompanied the process of
industrialization and suggests that- countrles:on’ the threshold of economic
development should examine into ‘the experiences of countries that have
already undergone a substantial measure of industrialization and teke
deliberate:steps:to sée. that their progremmes of industrielization evoid
these:Arawbacks end oreate dndustrial conditions that result in the
meintenance; of . the dignity of  human lebour, =an equiteble distribution of the

:
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product of industry, a raising of réal vagea, “end the promotion ‘of social
welfare._ In 'bhis connection, the Sib-Comnission deems it desireble that
trade unions should be celled upon %o pla,y their apm'opria.te role in the
solution of the problems of i:ﬂustrializs,tion. -
6. Among oother considerations which should guide economie development to
which the Su’o-Comn:lsaion wishes to draw par'bicula.r Btten‘bion, are the
foncwing' ; s
(a) The need for a diversified economy. ‘"Diversified 'ecbxfcm:y"'in
this context means not only the' develoment of es many sectors in
the internal economy as possible,- 1t also meens e diversification
 of the export trede in the case of cowntries dependent upon exports
for e su'bstantia.l portion ‘of their national income, It is the view
of the Sub-Comnission tha.t a diversified economy not only distributes
1nternal end ext.ernal risks over a larger field, thereby promoting
'both national a.nd internationa.l sta‘bili‘l:y, but it also leads to a.
better utﬂization of the diversified. talents of the community end
1ts diversified humen and netural r’esources , and engbles the

~ population to lea.d a. fuller and richer 1ife than would otherwise be

attainable. |
(b) The need for esta.‘blishing key industries in the country, even
'hhough such industries mey not setisfy strictly economic criteria
in terms of comparative costs,  Recent ‘experience has demonstrated
the d.ependence of political freedom end national security upon the

:economic :!.ndepandence of the ‘country, perticularly with respect

" $o certain besic sectors of the economy; and economic development

- must be related to the maintenance of politicsl independence.

In the case of non-self-governing territories, this 'consideration
hes a special a.pplice.tion in that the progress of these areas -
toward political freedom, ‘end the maintenance of such freedom -
when achieved, will turn largely upon the form end content of
their economic development, .

' (¢c) The need for diversificetion of technology. Economic progress
1s so dependent upon technology thet every ettempt should be made
to see that the develc_);men'ﬁ thet occurs is such es to promote™
the utmost diversity of technicel talent, This is necessary not
only for promoting efficiency end industrial pn-ogress, "but also
for ensuring political and economic security. ' ' i

i (a) 'Iha need for co-ordinating dcondmic development with the

" stimilation end strengthening of the incentive behindeconomic |

I_effort 'Ihia s partioula:ly maea‘sary in the case of the .

. Junder-developed
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. under-developed and the least-developed economies beceuse of "the.

irmensity of the-effort required from their peoples for:the - -
achicvement of economic development. In this connection, particular

- attention needs to'be paild to 'factors governing the will to’ work

‘and the will to seérve in the community. It is elso necessary to -

emphesize the importance of creating inecentives that will

stimilete the spirit of énterprise - the: spirit that, historically,
has pleyed so large a role in economic development, especially in the
realn of invention and introduction of new technologies.

(e) The need for viewing economic develoyment in terms of the country

- as & whole. In the sbsence of such a national viewpoint, there is

a denger not only of insdequate eand slow economic developmant s but also

' of development that may be socielly wasteful,

(£) The need for international economic co-operetion in progressive
economic development, The achievement of economic development is a
progress which is accompanied by increased internationel trade and

commerce, whieh ‘in its tuam imbensifies the scele and importance of

internationel co~-operation on mutually beneficial terms. The United
Netions Charter enjoins on all members the obligation to achieve
international co-operaticn in solving international problems of an

. economic’ character, It is therefore necessery that the economic

development -of a country should be such as to take note of its -
relation to world ecomomy and enable economic co-operation with
other countries. ! : :

(g) ‘The need for due attention to the develoment of agriculture,

5

particularly the production of foed, in nationsl development
progremmes, The Sub-Commission feels it necessery to draw ettention

- 4o this task in view.of the present grave food shortage and the

prospective increase in the world demend for food. -The welfare and
stenderds of living of millions of people being dependent upon the
promotion of efficiency in agriculture, the Sub-Commission underlines

‘the importance of agricultursl development.
. This by no means. exhausts the considerations that should be teken

into aceount in the economic development of the under-developed countries,
for each country has its own peculiar requirements and limitations

end social and economic conditions; these are bound to influence the
nature of economic development, The generel considerations outlined above,
. however, may be of some use in determining the broad foundations upon

which economic develoment ‘should be besed in verious parts of the world,

*+ /8, The achievement
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8. The achievement of economic development depends upon e number of
conditions, some falling within the reelm of natlonal action, others within
the reslm of international action, The internationel ection necessary for
promoting economic development and the role of the United llations egencies
in this regard are discussed later in this report. In the¢ concluding
portion of this part of the report the Sub-Commission outlines the conditions
it considers necessery within the netional sphere for the promotion of

. economic development, The Sub-Commission 1s eware that its terms of

reference do not call for discussion of conditions in specific countries

-or action which should be teken by specific countries, These are matters

which are essentially within the domestic jurisdiction of the national

-.governments concerned and ere therefore, under Article 2 pearagraph 7 of the

United Nations Charter, beyond the Juriédiction of the Sub-Commission,

At the same time the Sub-Commission feels that it is justified in drawing
attention to certain general considerations relative to economic. development
in the national sphere.

9. The Sub-Conmission is aware thet there is e great deal which can be

~done toward the promotion of economic development by individual citizens

of .the countries concerned acting in their private capacities, DIrivate
enterprise and privete initiative have historically played an important
part in economic development, and there is still room in large parts of
the world for these factors functioning efficiently toward the same end,
In some other parts of the world, public initiative and public end state
enterprise have played an important part in promoting economic development.,
While the Sub-Commission does not express any opinion on the merits or
demerits of privete or public end state enterprise, it feels that economic
develomment on the required scale in the under~developed and least-developed
countries is not likely to be secured without g significent part being
played by national govermments, Modern technology requires capital end
technical skill, which call for govermmental aid in meny cases and in

 some, even for govermnmentel enterprise, Moreover, under-developed countries

are usually confronted with a scarcity of currently availeble resources
for economic development, necessitating their strict husbanding and

.reguleted use, which in turn involves speclal action by their governmente,.

10, At the same time the role of govermment -in national economic
development cannot be.reduced to a formula; universally applicable in
space and time to the different countries of .the world; nor can it be -
decided solely or even largely on g priori considerations. In fact, the

. role thet one would assign to the govermment of a country in its economic
. develomment depends not only upon economic but also upon non-economic

/considerations.
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considerations., Thus, it would depend tipon, inter alid, the traditions
of the peoplé, the psychology of its inhebitants, the extent of the need for
economy in the utilization of its resources, the importance attached to
soclal purposiveness in its. economic develoﬁ;ment , the nature, type end

“degree of economic develoyment it hes alrea.d.y undergone , and the pattern

of ‘further develomment it proposes to follow,

11, The Sub-Commission has teken note of the pert which has alreedy been
played in economic develogment by different national goverrments end of the
part which meny of them are intending to play. The fact remains, however,
that there are a number of countries where not much has been done" by the
governments concerned in either initieting or speeding up the pace of their

. economic development, The Sub-Commiseion, therefore, felt that it would be

in order for it to suggest certein sctivities by which economic devel'opnent
could be promoted and its comtimuity assured. In doing so, the :

 Sub=Cormission emphasizes thet it is mot its intention to suggest to

countries which already have machinery for economic development the
substitution of & different kind of mechinery, It also would like to :ﬁal:e
it clear that these suggested activities do not imply any elteretion in the
nature or political complexion of the govermments concerned, Wha{'. follows
applies only to countries which have not so far undertelen ection on the
lines suggested therein., What is suggested below is more by the way of
illustrating the kind of activities which mey be underteken by national

- govermmente in the realm of economic development rather than the rrescription

of a set of rules or of specific types of machinery,
12, OSubject to the remarks made sbove, the Sub-Commission considers the

‘following as emong the possible end desirable fields of government ‘action:

Under Articles 55 end 56 of the Charter Member Governments of
the United Nations have pledged themselves to teke joint end separete
ection in co-operation with the United Nations Orgenization for the
promotion of economic develomment. This imposes a specific obligation
on Member Governments to take or promote netionsl action for economic
develomment, The Sub-Commission considers that such netional sction
could be teken, inter slias, along the following lines:

(1) Creation of a suiteble atmosphere for the promotion of ;

economlic development, |

(11) Iaying the foundations on which a. continuing and expanding

structure of future developnent cen be based,
(1i1) Trovision of direct nationsl assistmme to developnent

' ectivities undertaleén by private agencies,

/(iv) Direct perticipetion
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(iv) ‘Direct perticipation in economic ‘develogment.,
(v) Re'gulation end distribution of scerce resources which ere
important for economic develojment,
13. The Sub~Commission considers that it is en importent govermmentel
task to stimulate public interest in economic devélo:ment, to create public
enthusiesm and netional support for programmes of development and to provide
the machinery for focussing attentior on and for deeling with the problems
of development. Such machineryl ahould., inter a_;l.ia,' serve to esteblish
effective co-operation with lebour orgenizations in the countries concerned.
14, The Sub-Commission, therefore, considers it useful that Goverrments
of under-develored countries , and espec’ia.lly those of the least-developed
countries, should publicly declere their intention to promote the economic
and sociel development of their countries in such a marmer as will leed
to e rising standard of living of their peoples, An affirmation of this
intent would be of help in rousing public enthusiasm end thereby creating
the necessary atmosphere for rapid devqiopnent. This, the Sub-Commission
considers, should be followed by the setting up of the necessery machinery
for focussing ettention on economic development, for formulating the problems
of development snd for devising weys end means of solving them.
15, The precise form which this machinery should telke will of course depend
upon locel circumetences and it would not be poesible for the Sub~Cormission
to recommend the machinery that would be appropriate, without modificetions,
for ell the different countries., The Sub-Conmission would also observe thet
there 1s no need to make any recommendations regerding the establishment of
machinery for countries which elready have adequate progreammes of’ economic
develomment and the administration for the implementation of such progremmes,
The Sub-Commission does not feel competent to pess any opinion on the results
of the working of such machinery and does not meke any sﬁggestions for changes
in these countries, What 1t is really concerned sbout is the fact that there
are a muber of countries where there is ﬁractically no machinery devoted to
the task of promoting economic development, and also the fact that in a number
of countries there is not sufficient co_-ordination of the various agencies
engaged in promoting economic develorment, The Sub-Commission feels,
therefore, that the task of promoting economic development would be facilitatec
in these countries if their govermnments would set up in the way they find
most convenient, Isame orgenization or machinery that woi:ld serve the purpose,
 its exact form of course being determined by eech country in the light of its :
own constitution and treditions. Whatever may be “the precilse form of the
mechinery that might be set up, the Sub-Commission feels that it is desirable
/thet there should
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that there should exist some machinery in those countries which would promote,
inter alia, the following objectives: ,
(a) Surveys of national resources, naturel, human and technological,
This would be particularly important in the case of the least-developed
countries,
(b) Setting up targets of economic development, with a view to
indicating the extent of effort and the resources needed and
stimulating nationel interest.
(c) Exemination of a country's monetery, benking and fiscal machinery,
with a view to making it es effective as possible for development
Purposes,
(4) DIxemination of existing obstacles to economic development, end
especlally bottlenecks in the fields of transport, power resources,
technical skills and financa.
(e) Definition of criteria for appraising economic developnent in
terms of its pace and content.
(f) Co-ordination, eveluation end, if necessery, supervision of
projects and plans of development.
16, The Sub-Commission algo emphesizes the necessity of a closer liaison
between the govermments of the under-developed and least-developed countries
on the one hend and the United Nations and its Specialized Agencies operating
in the field of economic develomment on the other,
17. The Sub-Commission recognizes that the main responsibility for creating
the institutional fremework for development and for laying the foundations
for such development rests on govermment in each count.y, the distribution
of this responsibility among the nationel, provinciel end local goverrzment
organs being in accordance with the constitution and tradition of each
country. This includes, inter elia, govermment action to collect and make
aveileble informetion on resources, to undertake development of trensport:
end power resources, to promote fundemental education, to conbat illiteracy,
to establish educational and technigal Institutions, to fight disease and
to implement measures to promote pdblic heslth,

/PART VI
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PART VI
{.. y 3 4

International Action in the Field of Economic Dcvolopmﬁﬁi:“' .

A, Financc and Investnent

DOMESTIC FINANCING

: ! The Sub-Commission rccogniios thot national cconomic dcvclqpmcnt'nnst
be bascd primarily on the development of national resources and on the
inecrcased productivity of the cconomics qf the countries concerncd. The
bulk of the financial rescurces roquired.fdr this developnent has
nceessarily to come from the countrics thensclves. It is of coursc
recognized that the under-developed and espccia}ly the least-doveloped
countrics have o very snnll nargin of savings bocause of thelr low incoic.
Nevertheless, the Sub—COmmission would cuphasize that the financ@s required
for cconomic devclopment have to come largely fron the offort of the peoples
concerncd, fron thc inprovcmént in their national ccononic structurcs, and
fron incrcasing national productivity. g

2. Whilc strossing the importance of domostic savings, the Sub-Cormission
must point out that in the cosc of nmany of.fh& under-developed and
lcast-developed countrics, o considerablc neasurc of forbign finﬁncing will
be required for promoting their ccononic doYclopmcnt. Forcign financing’

is thereferc an inportant factor in promoting ccononic dowveloprient.

FORMS OF FOREIGN FINANCING ' :
3. Eoch forn of'forcign'financing'was'considcrod in the light of its

- -

reletive adventoges for promoting industrinlizoation end other preductive
dovolopﬁont ond provonting the denger of interfercnee with the politieal

and ccononic developrient of the countrf concerncd. The Sub-Commission would
also criphosize thot forcign finaneing involves o flow, fron extornal scuréus,
of goods ond scrvices nceded for ceconomic development; ond thut-without such
o-flow, forcign findncing would not fulfill its purnoses. It is porticulorly
nceessary to enphasize this in view of the eurrcent shortoge of cquipnent

and other goods neccded forlﬁconomic duvclepmont..

4., IAn exanination of the nain séurccs of international locns for developrient
indicates that the total volume of cvailoble funds is entircly inadeguatc to
the nceds of development. If ceononie development is to progress norc rapidly
during the next fow years, o larger and botter regulated flow of forcign

funds thon is currently available will have to be prometed by and through

internationnl ageneics working within the framework of the United Notions.

/INTERNATIONAL BANK
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INTERNATIONAL BANK
5. During thc course of the discussion, the Sub-Conmission was informed
that the Intornational Bank for Reconstruction and Developricnt has so far
roccived only a fow applications for loans. for developnent; and even then
the anmount so for roguested, By thc'under—aovolopcd and more developed
countrics talken togcthér is ruch greater than the anount at present available
to the Bauk for purposcs of lending. It was also noted that so far the Bonk
had not utilized its power of guaranteeing loans.
6. The Sub-Cormission was informed that under the Bank's Articles of
Agrceeonent, cightecen per cent of the capital subscribod'by eoch ﬁcubor
govermmont is subscribed in its own currency. Loans in terus of those
soveral currcneics arc contingent upon the oxistence of demand for then,
ond are subject to the consent of the several governuents concerned. Up to
the present tinme there hos been practically no denond for non-dollor
cﬁrroncies, but it is clso noted that there appcar to bc.difficultics on the
part of the scveral non-dollor currenc& governicnts to make their currcnciocs
availeble for international loans, since such locus might inmpair their owm
foreign cxchange resources. As o rcsult, all the loans so far gronted by
tho Bonk hove been in dollors with tho exception of part of onc, which was in
Belgion francs. It is noted that the difficultics being oxpcricncoa by the
non-dollor currcney governnonts have reduced for the time being the amnount
of funds available for purposcs of lending by the Bonk below what would have
been otherwise the case. '
7. There arc cortain dangers involved in having rccoursc to the International
Bant. In this conﬁocfion, the Svb-Comission notcs with satisfaction the
following clousc from Articlc IIT, Scebtion 5, parograph (b) of the Articles of
Agrecnient of the International Bunk for Reoconstruection and Devoloprient.
"The Bank shall nake ocrrongenents to cnsurc thet the procecds of
ony loan arc used only.for the purposcs for which the loan was gronted,
with duc attention to considecrations of econony and efficicncy and
without rcgard to political or othef non-ccononic influences or
consi@erations."
INTERNATIONAL MONET/RY FUND
8. The process of cconomic development of under-developed countrics,
and cspeeiclly the process of industriclization, involves enlarged inports
of capital goods and frequently dimindshed cmports of primory products.
The Sub-Commission was informed that the Internctional Monetary Fund was
designed primarily to hcip o country tide over its tenporory balancc of

/paynents
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payrients difficvltics. The Sub-Comnmission was also in%ormcd that the Fund
could nake forcign exchange aveilable to cover teriporary or short-tem
deficits which ﬁight be found unavoidable in the process of development
because of irrcgularities in the flow of exports and inports; and that
whilc the Fund is not. strietly speaking, o lending ageney, the forcign
cxchange rosourcces available to members through the Fund would cnable then
not to be influcnccd cxcessively in their development progrormes by the
short-tern difficultics in their balancc of payments position.
INTER-GOVERNMENTAL LOANS _

9. The Sub-Conmission rccognizes that cn importont source of foreign
finaneing todey is inter-governnontal loans. The conditions and
considerations underlying inter-governncntal loans arc appropriately the
subjcet of ncgotidtiqns between sovercign govermnients; nevertheless, the
Sub-Cormission emphasizcs that great carc should be token to sce that such
locns arc uscd solely in the intorests of the peoples of the borrowing
countrics ~nd arc not uscd to obtain political or other advantages for the
countries ncking those loans. The attention of the Sub-Cormission wos droawn
to the dangcrs that exist in over-borrowing, but it is fclt that, as enough
motorial is not available to the Sub-Commission, a dotailed study of the
subjcet should bd postponed until the next sessicn.

PRIVATE IOANS

10. The Sub-Commission also recognizes that private loans as a source of
forcign finoncing have the adventage that they con be made quickly in
rclatively snall anounts and ean be, rnorc easily directed towards speceific
purposes which it would be difficult for a government or an interﬁational
agdncj to consider in terns of its overall policies. The Sub-Commission
cuphasizcs, however, that grect carc should be taken to sce that such loans
do not involve poiitical or économic exploitation of the borrowing country.
Caution should also be excreiscd to moke surc that no specific clement in
the lending country achicves unduc cdvantage with respect to the developriont
of the resources of the Borrowing country.

DIRECT PRIVATE INVESTMENTS

11. Dircect entreprencurinl investmnents arc gencrally associated with the
import of nonagerial skills, eapital cquipnent and tcchnical assistance.
Thesc investrnients have no governnent guarantics attached to thom in réspect
of profits, dividends, tcrms of rcpoyn®fmt, etec. and the forelgn investor
generally bears all or riost of the risks of the business. To this cxtent

privote investnents are beneficial to the countries recciving then.

/12. Howcver, the
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12. However, thu Sub Commisaion has noted thot in practice the foreign
investor has, o8 o nntter of coursa, been nore concerned with profits

thon with the seiontific cons»rvation and utilization of the resources of
the country in which ho operates his invostm~nt, and, this is a.danger to
which the Sub~Commiss+on calls attontxon. ]

13, Furthcrnore, czpericnco hos proved that dircet private: investments

arc acconpwnied by the dangers of harnful cconcmic ond polltical
intorfurgncc, ospucially in the case of the depcndent and the economically
wcak countrics. The Sub- CQUmission thercfore agrees thot poast experience
indicates thot in the least-developed countrics, private or government

loans and credits arc preforable and should be encouragbd Anstead of dircet:
private *nvcstmcnts in view of tha #pecicl danger of dircct foreign
investments intcrfcring in the politic 1 and cconomic affairs of thosc
countrics. : 2 :

1k, With rugnrd to both nrivate lqnns cnd. diroct investnonts, the
Sub-Cormission ugrws that these logns and investnents should be used solely
in the intcrcsts of the pboplos of thec borrowing countrios and ghould not

be used to ob*ain politjcul or other advantages for the forelgn intercsts
moking those loans or invostnents. =

OTHER TERMS AND CONDITIONS RELATING TO LO.NS

i AT Loans for develnpmcnt PUrposcs, should be, for the greater part,

long- term lohns In nany 1nstancgslthis would be dictated by.the foct -
that development programmes would call for long-range projects involving

o long construgtion period and a furthor, in soue coscs prolonged, period
of opcration before yiciding results sufficicnt for the repayuent of the -
loan. Purthcnuorc, even ofter a projoct, or projects, have been cormpleted
and put into opcration, some. tine would nGC“SSurlly elapsc before it could
moke i1ts full contribution, directly or indircetly, toword advancing the
teehnological level of the country. Yot it is technologienl advance ond.

the uccom,punying increrse in natiopnal productivity which cnobles o, country -
to carry the burden of its lown charges and also to repay the loan, In this
sensc long tcrm.loans weuld be preferable both from the borrower's and from
the ercditor! s standpoint, ;

16. The Sub-Comn1531on considered the Amportonce of ‘interest rates-on loans
extended for developriont purposcs and cmpha sizcd that the Intcrest rate should
~ be kept low. It also considqrud“thg question of frec loans versus ticd
loans, and is of thc-opiniqn.ihat therc arc definite advontages in free loans
dirogtgd toward ocppomié devulppmontﬂnsincc thoy mey open a wider market

/for the
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for the borrowiﬁg cduntry. The Sub- Commisaion proposcs to give thcsc'
questions furthcr study at its noxt session. '

B. Capital Goods and Bxport Prices
17. Thc objeective of foreign borrowing is to obtain forcign cmmzoditics

cssonticl for cconomic developrient, primorily capital goods. This purposc
will bo dofontod unless the londing countrics assurc the speciol &
responsibility aﬁd.takc neagurcs to the end thot goods are availoble for
oxport and thot they arc aveilable at rocsonable cnd fgir'priccs. Borrowing
countrics have the responsibility of insuring that the'procucds of'forcign _
borrowing arc actuclly uscd for the purposcs of importing the equipmcnt,."'
tcchniﬁucs and goods neccessary for promoting economic aevciopmﬁnt. _
18. The recent rise in the priccs of capital goods ond tronsport sbrvices_ ‘
hos node the ﬁask of cconomicldcvelopmsnt porticularly difficult in the |
case of the under-developed ard thu least-developed countrics. The
Sub-Cormiission thercfore con51dcrs it inportant thht a corcful study be
nade of the prices of capital goods ond of the rolative tronde of such
prices and of prices of primary products, so that it may be in a pOSltiOﬂ
to noke appropriate rccormcndations concerning this problun.

C. Tcchnical Education

19, ”hc provigion of fundoncntel educotion - in the first inst.ncc LCcasures |

for the reduction or elimination of illiterhcy - 18 o basic ruquisito for

o developing Progroime of toechnical training.
20. The Sub-Cormission notes that in some of the lcast-doveloped countrlcs
the forn of technical troining required at the outsct is thot of the
socond:ry-school type doaignnd to troin skilled workers ond forcmon; in sone
other countrics, where thorce has been o greater degree of devcloPNth, the
nced is for the cstablishrent of englnccrlng schools ond institutes of
tochnology
21. With rcferbncé.to technieal training, the Sub-Cormiission considers
thet it should be protioted prinarily within bounfrios thchsclvcs rmtﬁér than
by woy of arr.ngumunts for tra.a.nmb abrood; when nceessary, appropriate e
arrongericnts for advanced technical treining cbroad should continuc, ceven
as national institutions develop more fully. e,
22, The disscninotion of literc cture on tcehnical problens is recognized
ds an inportont develo prient L.ctivity.
23. With rcference to thc varioug forms ond grades of tucl'mica.l training
and the promotion of technological lmowledge, tho Sub-Cormission is of the
opinion that thcrd is considerable noed for internntionsl cid infthc forn of

/the provision
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the provision of tcaching and training personnel, literaturc and laboratory
equipment. In this connection, the Sub-Commission notes the work done by
the I10 in respect of voecationol training and the work undertoken and
planncd by UNESCO in the ficld of elementary education, technicol troining,
and thc disscninction of technical literature.

D. Technicol Assistonce

24. The Sub-Cormission rccognizes that the provision of technical

assistance to undor-developed countrics 1s one of the inportant forms of

international action in the field of cconomic development. In this

conncetion, the Sub-Cormission cmphaslzes that technical and other assistonce

to any country should be guided by the principle that such assistonce

ghould not be uged for the purpose of exploitation or of obteining

political and other cdvantnges for countries remdering such assistonce.

This would be best sccurcd by orgamizing the assistance under Unitod Notions

auspices. :

25, The Sub-Cormission notes that tochnical csagfstance hns been provided

tius far under the gcuspices of suveral Spcecialized Agencies - 110, FAO, the

Internntionnl Bonk and the Intermational Monetory Fund. Such assistance is,

however, nccessarily limited to their respective ficlds and the

Sub-Cormission intends in a future scssion to consider possible methods of

assistance covering the ficld of economic developnent as o whole.

; E. Role of the United Nations fgencies in Pronoting
Intornotionol Action '

26, With respeet to co-ordination of international action on the pert of

the Spoeinlized Agencies, the Sub-Commission regards it as its continuing

'r05ponsibility under Article 58 of the Charter and in accordance with the

Commission's instructions in this ficld, to keep itsclf informed about

the work of the Speeialized Agencies concerned with econonic developnent
and to moke recormendations to the Commission relating te the work of these
Agonecies. During its first scssion, fhe Sub-Cormission gove speeial
attention to the work of tho Internationcl Bank and the International Monectary
Fund ond is tfansmitting the following observotions for the attontion of

the Cormission. ;

27. It is the view of the Sub-Cormission that loans for development
purposes should not be oppraised by the Bank solely on the basis of eventual

dircet monctary returns from specific projeets for which the loans are

asked, but rather on the basis of the contribution that each loon will nake

to the goneral ceonony of the borrowing country, and with duc rogard to the

Jability
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ability of the borrowing country to nmcet the torms of the loon.*

58. In this connection, it is noted that the Bank and the Fund have an
importent part to play, ot tho'request of ‘némber countries, in helping
the formntion of sound financinl institutions which will mobilize savings
for productive purposcs, porticularly in the lcast-developed and the
under-developed countrics. As regords the role of the International
Monctory Fund in the developrient of under-developed countrics, the
Sub-Cormiission feels that it would be helpful if liberal policics werc
adoptcd by the Fund in mceting the needs of such countrics.

# Onc norber is of the opinion that the agrcemont concluded betwoen

the Bank and the United Nations docs not corrcspond to several
erticles of the United Nations Charter, specifically, Articles 58, 62,
63 and 64. He fuels thet the rights of the United Natlons orgenizotion

" arce in foct nullificd by this agrecment, since the. Bank and the Fund
arc thercby placed outside the linits of influence of the organization
and the principles of co-operation and liaison between the organization
ond the Svceiclizod Agencies thus wviolated. Another ncmber is of the
view thot the United Nations acted wiscly and properly in foregoing
such powers for noking recormendotions os arc speeified in the agrecnent
with the Bank. The najority of the Sub-Cormission felt that the whole
question roquired morce thorough cxonination thon has been given to it,
with o view to suggesting cventunl rovision of the agrecement in such
monnor ns will not adversely affect the technical competence of the
Bank, ond ot the some tine will cnsurc thot the action of the Bank leads

to the promotion of ceonomic development in uvnder-developed arcoes.

/PART VII
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- PART VII

Short-Térm Problems

1, The Sub-Commission notes that nmany of the under-developed countries are at

present faced with serious immediate problems. Among the more important of
these problems are: .
(1) Food shortages.

(11) Shortages of other comsumer goods brought about by the comparative
shortage of imported goods and by the internal dislocations caused by
the strains of war, '

(111) 1Inflationary conditions of an acute character.
© (iv) Balance of Payments difficulties,
(v) Transportation difficulties

(vi) Difficulties of obtaining domestic or foreign capital, brought about
by the destruction and disinvestment arising out of war conditions
and other factors, '

(vii) High prices of goods imported by the under-developed countries, and

especlally of machinery and equipment.

2. The Sub-Commission, however, notes that some of the above difficulties
will continue in many countries over a number of years, but that even a partial
removal of some of them would either greatly accelerate the present development
programmes or enable new progremmes to be underteken,
3. The Sub-Commission elso egrees that under-developed countries have not so
far received international assistance on the scale Justified either by the
urgency of thelr problems or by the magnitude of thelr requirements. The
Sub-Commission therefore mekes recommendations in the form of the following
resolution for consideration by the Economic and Employment Commission:

THE ECONOMIC AND SOCIAL COUNCIL

A, (1) RECOGNIZING that the current economic position of the various
under~developed economies is so serious as to prevent them from
efficiently embarking on and/or continuing long-range schemes of
econcmic development,

(2) 'RECOGNIZING that the internal resources are the baeis of
economic development and that foreign aid can only be considered as
a supplementary resource,
(3) RECOGNIZING nevertheless that an effective hendling of the
short-period- problems is not possible without rapid and substantial
1nternationa% loens and credits in the form of both funds end goods,
(4) RECOGNIZING that the quantum of foreign loans and credits
/available
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availeble either through iﬁfarnational or national channels is
limited, that substantial calls are already being made on these

funds by the economically more devéloﬁed areas of the world, and

thet there is great danger of the short.term needs of the economically
under-developed areas being neglected, -

(5) RECOMMENDS that immediate international provisions be made for
those under-developed countries by way of finance, food and equipment,
in order tha, they may better deal with their short-term economic

problems, and thus facilitete not only the promotion of thelr own
economic development but also the successful rehabilitation of the
economies of the more developed parts of the world end the

maintenance of world stability and full employment, but that such

provision should not be used for the purpose of exploitation or of
obtaining politicel or cther advantages for the countries rendering
such assistence.

(1) RECOCNIZING that it is nacessary that immediate international
provision be made to assiet -in meeting the short-period ,economlic

problems of the undey-developed econcmies,

" (2) RECOGNIZING that 1t is difficult to ascertain the amount of
-help necessary withont a comprehensive study of the lmmediate

requirements of countries in different economic circumstances, and
(3) RECOGNIZING that it is desireble to have specific date collected
about the megnitude and variety of the short-period requirements of
those countries,

(4) NOTES WITH SATISFACTION. the terms of reference of the Economic
Commission for Asia and the Far Eest, and

(5) RECOMVMENDS: that similar functions be assigned to other Regional
Economic Commissions that may be set up by the United Nations.

(1) RECOGNIZING that i% is imperetive that there should be en
early cortribution toward the rapid solutlion of the immediate
short-period problems of the under-developed economies, and

(2) RECOGNIZING that 1t would not be'posaible to find from
international sources all the funds and equipment necessary for the
solution, il

(3) IS STRONGLY OF THE OPINION THAT the Governments of under=-

-developed countries should proceed to consult with one another and

with others; in such menner-as they deem fit, on their shbrt-period
reguirements and on the extent to.which these could be met by mutual
economic agreements and by better utilizetion of their national

- Yesources,

/PART VIII
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PART VIII

Future Work and Research Projects

1. The Sub-Commission is of the opinion that the subjects to be considered
by it should in the future be selected far epough in advance to enable members
to prepare for the discussion.
2. The econamic situation of the under-developed countries, including the
Non-Self-Governing territeries, and the problem of industrialization are felt
to merit specific attention, Certein broad questions of finance also require
special study, particularly questions concerning foreign financing and national
financial institutions and practices. Transportation problems have become of
such urgency as to call for speclal examination hj the Sub-Commission,
Reviewing the work of the Speclalized Agenciles concerned with economic development
is, in the opinion of the Sub-Commission, a continuing function, which should
be included in the agenda of each session,
3. Some coneideration hes been given to placing other items on the agenda for
the Second Session, among them guestions of public health, fuel and pover,
migration, the motivation of economic development, end the adaptatlion of
technologles to meet the needs of under-developed areas, It ie concluded,
however, that while thece subjects might be brought into the discuseion of the
Second Session, the agenda as visualized above is already too full to permit of
separate discussion of each of these toplce.
4. The Sub-Commission is emphatically of the opinion that, in order to function
effectively, members should be continuously in contact with the literaturse
pertinent to problems of economic development, especially documentation prepered
by the United Nations organization &nd the Specialized Agencles. It, therefore,
recommends to the Economic and Employment Commisesion that the United Nations
organization and ites Specialized Agencies be requested to transmit directly to
the members of the Sub-Commission documents prepared by them on subjects
relating to economic development,
5. The Sub-Commission's work could be considerably expedited by research in
appropriate fields, After some discussion, 1t has been agreed that research in
the following four fields would prove particularly helpful to the Bub-Commission:
(1) Foreign Financing
Discussions during the First Session of the Sub-Commiseion have

resulted in a body of general conclusions concerning foreign financing

but, before considering the question of a code for international

investment, & full discussion of this subject is called for, including
/information
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information on what is being done, how it is being done, and who is
doing it. In this comnection, data on the movement of capital during

the inter-war period would be particulerly useful. These would
include the volume and direction of movement, the terms of investment,

" and their effects on borrowing countries,

(11)

(111)

Banking and Financial Institutions

The problem of mobilizing domestic capital and channeling it

to economic development is one of the major problems of development.
It is the view of the Sub-Commission that adequaté data should be
obtafnéd on the nature, scope and functioning of ‘the many domestic
institutions through which capital is obtained for economic development
Industrialization A

" The Sub-Cormission notes that the Secretariat has already been
instructed to undertake studies of the patterns of industrialization
that have developed under differing economic conditions. The terms’
of reference of the Sub-Commission call for a study of the‘affects
of industrialization and changes of a technological order upon the
world economic situation, It is the feeling of the Sub-Commission
that the Secretariat should examine the feasibility of such a study
and communicate a preliminary plan to the Sub-Commission before the

next session. Members who wish to make suggestions in this connection,
even before the preliminery plan of study is drafted, should do so
and their suggestions should be forwarded to other members by the

‘Secretariat, The Sub-Commission recognizes that this subject cannot '~

(1v)

6.

‘be covered by a single peper, but will require separate papers on
‘several different aspects of industrialization.

Machinery for Economic Development
It would be useful to make available the experience gathered by

the more-developed economies, particularly in respect of the machinery
employed by them for promoting their own economic development. This
involves considerable research. Some of this research might be
carried out by the Secret&fi&t, but contributions should also be made
by members of the Sub-Commission bﬁ‘tﬁe basis of experience in their
own countriea..

The responsibility for carrying out these and other research studies must

fall iéragiy upon the Secretariat, It is the consensus of the Sub-Commission
that 1t would be unwise for it to define too precisely the content of these
studies or the way in which they should be carried out, It is also ite opinion
that the work of the Secretariat would be valuable not only in the compilation,
organization and presentation of factual data but also in their analyeis of

such data,

/PART IX
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PART IX

Date of the Second Session

The Sub-Commission agreed that it would be convenient to hold the
second seesion during the first part of Jure 1948 and requested that the
Secretariat take eppropriate ection.

- -
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i INTERNVATIONAL BANK FOR
RECONSTRUCTION AND DIV ILOPMENT

| FROM: THE SECEETARY March 22, 1948

Attached for consideration by the Executive Directors
at the meeting on March 23 are!

(2) Letter dated March 12 from lMr, Norman Armour, United
States Assistant Secretary of State for Political
Affairs, to the President of the Banlk;

| (b) Suggested reply by the President.
Attention is drawn to the fact thot "Annex A" referred
to at the end of Paragraph 2 of the suggested renly is not

i

|

| attached hereto, due to limitations of time, This Annex is a
| factual summary of the loan discussions referred to.
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- Creckve 2ot
DEPARTMENT OF STATE
Washington

March 12, 1948

My dear Mr. McCloy:

Not 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 Republics for development purposes. I belleve
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 pollcy 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 internationsl institution, it is nevertheless true that such a letter
from you would be of value to the United States Delegation to the Conference
and likevise of great. interest- to the other American Republies. I should
appreciate anything you could do along this line,

___VWith kindeet regards, believe me,
Sincerely yours,

/8/.Norman Armour

The Hanorasble
John J. MeCloy,
President, International Bank for
Reconstruction and .Development,
1818 H Street, N. W.,
Washington, D. G.
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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 vwhich 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 European Recovery Program, be & 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 reseived
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 necessarily suitable for financing with foreign
capital or in the form of long-term loans. Experience has consistently indi-
cated that the rate of spending [or lnng-term projects is considerably slower
than Yoan applicents anticipute,
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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 vritten, I have taken into account the fact that the
International Bank is authorized, and in my opinion will in some casees 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 circumstantes, be considered! for
International Bank and intergovernmental financing. With the understanding,
as expressed, that international financing must nof Ye relied upon as the
primary source from which to meet local currency requiremsnis, this scems to
me an appropriate provision, and one wlhich s consistont with the Infer-'
rational Bank's charter and its intended mcthod of operation.

You understand, of course, that the Bank cannot make loans to the
other American Republics 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 reasonalie prospects of repayment. Thie requirement makes it a necessary
part of the Dank's policy that countries whose economies are weak and whose
credit starding is poor may qualify for = loan only if, concurrently with
the granting of the loan, they adopt such measures for the maintenance of
their finenci.l 20d monetary stability and the reestablishment of their
credit as mz; azopear necessary in the particular case. This does not mean
that all the rvewscial 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 berrowing
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,
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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 Bank'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
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: CONFIDENTIAL Secretary!s Memorandum Yo, 379

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOFMENT

FROM: THE SECRETARY April 6, 1948

Secretary's Memorandum No, 373, dated March 22, 1948,
circulated a letter of March 12 from Mr, Norman Armour, United States
Assistant Secretary of State for Political Affairs, to the President
of the Bank; together with a suggested reply by Mr, McCloy,

This reply was forwarded to Mr, Armour under date of

March 23, together with "Annex A" referred to at the end of Parsgraph 2,
This Annex is circulated herewith in order to complete the record,
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Annex A

BANK ACTIVITIES IN LATIN AMERICA

Bolivia

Following an inquiry on behalf of the Bolivian Development Corpora-
tion in respect of a proposed loan of U.S. $3 million for the erection of a
suger 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
Merch in order to study the general situstion in Bolivia.

Brazil

, Brazilian Traction, Light & Power Co., Ltd., approached the Bank
for a loan of U.S, $100 million on April 30, 1947, to finance part of the
cost of increased capacity to be completed in 1947, 1948 and 194%9. The
foreign currency requirements of this program were U,S. $62 million. Fol-
lowing a study of the data furnished by the Company during May and June, an
engineering survey of the Company's properties and an econcmic 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 & loan of
U. S. $75 million, to be guaranteed by the Government of Brazil. In the new
program, the period of construction was extended through 1951, and the loan
applied for was to cover the foreign currency requirements of electric and
telephone plant additions. Gas, water and tramway expenditures, included in
the original proposal, were omitted, the Company having decided to carry
through such additions to these services as their own resources might per-
mit. Representatives of the Company and of the Government (the Government's
representative did not arrive until February 5) have been discussing, with
Bank officials, the terms of such a loan and the legislation necessary to
implement the proposed guarantee. - The bill to authorize the guarantee has
been favorably ' reported upon by t. .e Finance Cmmittee of the Chamber of
Deputies and will be taken up again when the Brazilian Congress reconvenes
this month.

Chile

On October 7, 1946, the official Chile Development Corporation and
the Chilean State Railways applied for a loan of U. S. $40 million, to be
guaranteed by the Chilean Government, to finance electric power plants and
related distribution and irrigation facilities, forest industries, urban
and suburban transportation, port mechanization and railway electrification
projects, .. The general economic and financial situation of Chile, as revealed
in studies made by the Bank, gave the management cause for grave concern.
This concern was expressed to the official representatives of the Chilean
Government on May 21, 1947. Particular reference was made to the persistence
of 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,
1947 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 envisaging
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 agriculturel 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,

Colambia

Through the Governor of the Bank for Colombia, the Government
requested the Bank, at the end of January, 1948, to lend 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 deta. A survey previously made
of the projected plant is to be furnished to the Bank for study and considera-
tion when representatives of the Government, who are now inspecting steel
plants in the United States, reach Washington.

Costa Rica

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 send a
mission to Costa Rica 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 will be pressed, The
Bank is continuing its studies of the Costa Rican situation while awaiting
further developments.

F1 Salvador

An official of the Govermment of El Salvador visited the Bank on
September 19, 1947, and together with a consulting engineer discussed the



possibility of the financing by the Bank of a hydroelectric power installation
in Fl1 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

slapse 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 plans
sent to the Bank for study, following which it is expected that the Govern-
ment will invite the Bank to send 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 11, 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
of 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 representative was sent to Mexico in October, 1947, to familiarize
himself with Mexican economic conditions and to advise with the eppropriate
Mexican authoritiss in the preparation of the raquired additional information,
It is anticipated that this new data will be subuitted to the Bank by the
end of Marci. A% thet time, the Bank and the rspresentatives of Mezico will
renew discussions, looking towards the financing of projects on muiually
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 Lime
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.

S e e

The Bank has received a number of other loan inquiries from private
sources relating Lo prciects in Brazil, Chile, Fcuador, Mexico, Paraguay,
Peru, Uruguay, and Venezuela. In replying to these inquiries, the Bank has
explained ite procedures and methods of operation and has expressed its
readiness to aseist the countries concerned, in suitable cases, to work out
the basis for an eventual loan application.
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I assume the economic aspects properly seid will be covered

by the other speakers and I expect therefore to confine myself
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b bl 7 Bk development countries are several aspects which may
fm{uw require some thoughts : one of them is, obviously, the internal
M,&?;@ financial system ; snother &8 the finameial reletions with the
/fz"‘”’"“"* © /% externsl world in its two forms direct investment end losn eapitel.
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af/(:q,' 5 i . We shall attempt to deel with them in turn, while underlining

their close relationship,

I. - INTERNAL FINANGIAL PROBLENS

Finanelal difficulties may have two aspects. They may
be due to underlying economic conditions snd be thus the effect
or symptom rather than the ceuse, In other cases they may, on
the econtrary, be rather the ceuse than the effect,
Roughly speaking there are five groups of economically
e
areas
Bastern Europe
Middle Egst
Far Best
Colonial Territories
Latin America
The first three are characteriszed by overpopulstion, Colonial
territories present speeial problems., Letin Americe, however, is
& special case for at least two reasons
¢
a) it 1s under/rather than overpopuleted and further industrial

developments msy well have to be linked with some immigretion,
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b) It may well be the only cese where financial troubles are
thomuuthu-thnthooffngtot economic diffiamlties, Since
these finsneial troubles i“;“/i"zmt to economie development
any ection likely to cure them might be said to be in itself directly
productive,

All groups ll‘:/gtmlm and deserve individual description
but ximmx a good deal has already been published on the other groups.
While Latin America is not only & special case but also an easier and
simpler one, my paper will deal essentially with it,

It is an elmost constant fact that in all countries of Latin
America internal credits have never developped to any comsidersble
extent exeept, lately, in Argenmtine, Self financing is the exception,
They suffer from chronie infletionary tendencies in spite of the fact
they have been spared by World Wer I and World Wer II. It is essy
enough to ascribe these features to political umrest, but it should
not be forgotten thet politieal disturbances ere just as much a
consequence as a cause of low standard of living, social inequalities
end unsettled econcmic conditions, We can, therefore, speak of the
finaneial structure of these countries without referring emy further
to the intricecies of their political life,

Inflation in South America has several ceuses j one of them,
most often reférred to, is imprudent budget practiees, ineluding
heavy investment or military expenditures snd pr e texation
systems, While these reasons are undoubtedly of mejor importenmce,
I venture to doubt whether they have the seme significence everywhere
and whether they are not intimetely tied up with sociel structures
which could only be changed by a general improvement in the standard
of life,

Other causes of inflation seem to me meerly as important i
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one of them is the great reliamce on exports which during the war
especlally allowed for the creation in South Americen countries
genera}ly of a large smount of purchesing power. wadeh, Fagling
eppropriate sterilization polieies,'’could not be offset by correspond-
ing imports, The extermal sign of this wes en accumuletion of foreign
exchange which is now being rapidly aspent,

Another cause of inflation is probably the development
poliey itself whatever the source of funds, The mere fact that
internal curreney is devoted to building of productive instsllation,
indluding housing, means that the consumerttincome is enlarged without
correspondigg increase in the emount of consumers goods placed at

his disposal, To the extent that the consumer saves |actuslly a
corresponding amount, there is provided both am escape for consumers
outlay end a source for new investment funds, To the extent, however,
thet such savings do not teke place, a pressure on prices of consumers
goods ensues, Lecking a sufficient supply of funds, the government
or the entrepreneurs have to call on bank credits, i.,e, mostly
Central Bapky credits, for financing new investments, In other
words, an investment poliecy carried out at a rete which is quicker
than the rate of eccumulation of savings brings sbout both inflation-
ary pressure on prices end monetary expansion,

This short enalysis is not intended to underrate the importance
nmmmmm$WmMmm
of development countries, especially in South America, It is merely
intended to bring home the faet thet since development by itself
like any other investment policy, may have inflationery consequences,
internal fiscal policies are of the greatest importance, mannu
is, of course, that comservative fiscal policies may, for a/while,
at lesst, slow down the development policies which, for soeizl or
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politiecal reasons, the nation wishes to expend rapidly. The question
is once more one of measure,

It should not be overlocked that in many csses savings are
available locally for certain types of investments, provided the rate
of sonn 8 i high. It is another feature of the develop=
ment countries that in view of the numerocus profitable ventures that
are open to the priviate initiative, the rates of interest are
naturally relatively high, becsude the normel form of risk is the

P Sl s e wis ot Wi popular
formibe of investment is in real estate, because of its speculstive
sttrastion, Here aghin, anfexception is to be made for Argentine
where things have been settled enough for a sufficient time, A ReRative
ely large merket has developped in mortgage bonds (the femous "Cedulas
Hipotecerias"),

In some South Americen countries, the governmentshaw made an-
attempts to direct investments towards the emterprises which seeme§
the most stiractive for the nation e a whole rether than the most
immedistely profitable, Such is the purpose of the Fomento Corporaciones
and it is well known thet in the cese of Chile for instance, the
government undertekes the primary finsncing but expects to sell the
equity in the newly crested enterprises to the broad public after
heving set them in motion,

IT. - EXTERNAL FINANCING

I have said before that most development countries were faced

with a difficult dilemma : wither maintain conservative finence
Lo wh il
practices or slow down/on their development schemes, The obvious
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way out ofthis dilemme is import of foreign capital, At first sight,
this is a perfect solution ¢ provided with foreign exchange thanks
to the imports of capital, the country can purchase either the
equipment needed for its development plems or the consumers goods
the sale of which would restore equilibrium in an inflated market,
The idesl is, of course, thet the foreigner could bring both his
eapital end his skill end immigrete bringing with him his accumulated
savings, This is, to sn extent, how the United States, Cenada,
mmu.n«mmmum%mmmm
or developped, mot to spesk of the colonial territories,

Feiling a combinmation of both cepitsl and skill, import of
equity capital is obviously the most matural course, Equity risk is
for the foreigner as well es for the nationals the most attractive
investment becsuse of the chances of profit., At present, this
mmurumummmun.swmum'au;
among those who can spesk the most authoritatively of the problems
involved.

The form under which this capital cen be solieited are numercus,
They range from outright ownership abroed to participations in locsl
corporations or pertnership ventures, but the conditions of exploitation
are just as vaeried, The most profiteble for the outside investor
is of course the case where all goods extracted or rddsed on the spot
can be sold on his own terms, either internally or especially extern-
ally. In other cases, the foreign investor may organize e netional
establishment and only draw therefrom royalties of fees, Finally,
he mey limit his dems,ds to the paygent of dividends,

The objection to the heavy partiecipation of foreigners in the
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opergtion of a country are too well known to be repeated. There .
have been sbuses but on the other hand, it must be realized that
retaliations of too stringent a charascter heve a deterrent effect
and may eompletely dry out the influx of foreign capitel. Under
the suspices of the Lesgue of Nations first, of the United Netions
now, and, possibly, of the I.T.0. at a later stege, efforss are being
made end will be made to find setisfactory compromisess,a guual claiacle:.
Loan capital is of & different charscter, It can flowf either
to enterprises or to governments. In the first cese, there is no
difference with a direct equity investment for the purpose of earning
excef b fhod v o week of cofdal 4 Lypcted
am/ in the second egse, the government has the impression
mtwmmyuummorrmnmmmmn
ownership, but et the seme time it involves risks which cs,not be
underreted. In both cases repeyment of the prinecipal must be
over a period, It is therefore both more costly and more
ﬂﬂ‘m?}ir:::lmhwdfﬂ&,&m Hur wgiaudy way bad
O T 5 e Davilen Sty Jab Sank saabeend S0
enough and it may not be necessary to comment at lenghh on the debt
record of meny under developped countries, but one or two points
deserve mention., Firstly, most of the debts were incurred during
a period of expansion, in other words, they did, to an extent,
contribute to the inflationary trends ; readjustments during the
down slope of the cycle werey therefore, made more difficult, l‘.ﬂ?,
the reasons why the debts were incurred very often tied in direetly
with the internal finencial situation. Lacking internal credits,
meny governments found it sctually eesier to borrow sbroad rather -
than internally, sometimes because there was no capitel available
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internelly, sometimes merely because the rate of interest abroad
appeared more stirsctive than the rate of interest on the spot. The
delusive character of such a reasoning is clear enough. It could
also be seid that the absence of an internal public debt tradition
may, in isolated cases, have been responsible for the easy acceptance
of the default status or for its persistence during the depression
years,

However uncautious some of the countries may have been in
borrowing, however uncautious some investors may have been in lending,
the need for loan capital still subsists, It cannot be assumed thet
in the near future the development countries will have restored their
internal financial situation and stebiliszed their externay finances
to an extent sufficient for allowing them to finance their own needs,
Itmdnmtho:poctdthut%cqﬁdvﬂlhamhﬂm
in amounts sufficient to cover not only the cost of building one
profitable enterprise but the cost of supplying its site with the
wsteshytng Saelisttes ibeh ove S HLSESE Y menspeviation, pubise
utilities, ete. Finally, foreign private capitel cannot be expected
to devote itself to improving the stenderd of 1ife and the stability

of the economies by improving the conditions of agriculture vhich

faq Md&dw
remains one of the most importsnt and perhaps %n—m activity

o Sans s, D 3ete il selus at Mot e e
public utilities, land reclamations, modermnisation of agricultural
methods can rarely be estimated in accounting terms., They involve
lerge -«m?%ﬁm allocetions and can only be fruitful under
cooperative or government guidance, Their remuneration is in the
form of easier stapdard of life, better tax¢ returns, greater economiec

stuhﬂitr.



In view of these fundementel facts, I strongly believe that
loens to development countries will continue to be made in the hope

that progressively they mey reach the stage et which self finsncing
will not be en empty word,
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At the 23rd meeting of the Committee on Financial Policy held on
January 13, 1948, the subject of Interbank-loans for specifiec 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.

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., '

During the waiting period in connection with the Marshall Plan the idea .
has come up that the Bank might usefully give loans for smaller specifie
projects. This idea was born from the desire to remain active (whilst
awaiting the coming into operation of the liarshall Plan) within the
limits drawn by the resources available te the Bank until the moment
that a new bond issue could be placed on the market,

A new line of thought is now taking shape, however, namely that the

Bank should concentrate on the financing of special projects even after
it 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 liarshall Plan has taken care of the financing of balance

of payment defiecits, 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,

There are, however, a number of aspects connected with the financing of
specific projects that should be studied before the Bank's policy
crystallizes. 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.

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)).

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,

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 circumseription of the purposes of a loan,

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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DRAFT MEMORANDUM ON LCAN POLICY

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 developed countries,"

In carrying out that purpose the Bank is to "promote
private foreign investment by means of guarantees or participafions
in loans and other investments made by private investors; and when
private capital is not available on rcasonable tenmé, 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!

The Bank is further enjcined 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 £he more useful and
urgent projects, large and small alike, will be deﬁlt with first";
and to "conduct its operations with due regard to the effect of

international investment on business conditions in the territories
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of members and, in the immediate post-war years, to assist in bringing
about a smooth transition from a wartime to a peace~time economy."

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 meomber, 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,"

The Bank is, therefore, a cooperative financial
institution designed to promote mutual assistance among its members in
the roconstruction 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.

With dﬁe rogard to the purposes of the Bank as get forth
in the Articles of Agrecment; to the magnitude of its task of assisting
in the economic and financial recovery of the world; to the rosponsi-
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:-

h ed to take ulated risks
It is essential for the Bank to take calculated risks that
private capital is not now willing to assume, especially risks arising
from gepneral economic and political uncertainties, and from the magnit-

ude of the amounts required.
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10,

11,

; -3__-
2. The Need to_ insist on Congtructive Lending,

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 .
istributio Loanab ds.

S94ncoe the Bank's resources are limited in relation to
the demands to be made upon it, it is not enough to consider individua}
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 bottlenecks and the rest-
oration and expansion of productive facilities that will contribute most

effectively to the healthy revival of the world egonomyes

4e  Principle of Suocessive Advances.

The principle of successive advances arises from two
reasons:

First, the Bank's purpose is not fulfilled by the mere
granting of loans. It has a continuing respongibility regarding the
utilisation of its loans. This responsibility can best be 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,

Secondly, the present limited resources of the Bank

preclude it from providing finance for a long period ahead for all the
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qualifying applications, The Bank can lend no faster than it can
borrow. Its eurrent policy must, therefore, be one of making
successive advances to individual borrowing countries to meet their

most important necds as they arise.

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 thes

fullest and for productive purposes its own resources,

6, The Fulfilment of Contracts.

In view of the fact that the realisation of the purpose
of the Bank - to assist in ceonomic recovery and development, both 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 affscting confidence in international loans and of

encouraging all steps which tend to promote such confidence.

7. The Use of the Procesds of Loans

The Articles of Agrecment 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
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services acquired in nccordance with the
terms of the loan agrecment; and

(2) The goods and ‘s:rvices so purchased are
employed for the purposes stated in the

loan agreement.

8, Technicel Advice,

The efficient u£ilisation 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 earsfully
the engineering and technical skills used in the preparation of pro-
jects and proposed to be used in their execution. Weere—mm—epviieant.

for a.lean-deesntit Havrs dvillable-the-reo
technigglmaaxninaayzrga Bank will be prepared to consult. with and

advise the applicant as to how such scrvices can best be provided.

9, Tnterest on Loans, Commissions and Conditiong of Redemption.

Subject to modification in the light of changing

.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 lcans,
1"0: T e 'lgﬂﬂ.‘k-l
Such rate of interest shall be approximately one-quarter

of one per cent, persnnum higher than the net rate of interest

at which the Bank can reasonably expect to borrow at long-term
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an amount equal to the amount of the loan, 'y
W doti of Hax
Interest at such rate shall be charged/on the fyll |
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(b)

(e)

the Bgnk under-
tekes 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.

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.

Provisions for the Redemption of Loans prior to Maturity
at Option of the Borrower, o

Loans made by the Bank shall be subject to redemption
at any time prior to maturity at the option of the borrower,

Upon optional redemption of 21l or any part of the
loan prior to maturity the borrower shall be requi;ed to
pay a premium at a rate approximatcly 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.

The Bank at its option may waive the payment of all

or part of such redemption premium on the optional
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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 intcrest or otherwise use such amount in its

operations,

10, _ Protection of Bank's Loans,

The Bank is required to protect the integrity of its
loans, Since such loans will be repayable in foreign exchange, the
Bank must provide suitable protection against the borrower impairing
its ability to provide the necsessary foreign exchange eithser by pledging
its forecign exchange resources as security for other external debt or by
improvidentlj incurring an excessive amount of external debt, To that
end the borrowé¥ should agree not to pledge its sources of foreign
exchange so as to give other external debt priority over the Bank's
loans without the consent of the Bank. -Frmppreprimte—chses an

exception to this principle may be made in order to permit short-term

self-liquidating transactions. The borrower should also agree not to

. .(‘(_:_,,,::{'_J..- N ':/“‘.{
incur additional external debt without first eensut ith-the Bank,
11,  Helations betwsen the Bank and Borrowing Countries,

In order to accomplishits 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 betw2en a ered=-
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itor and a debtor, The;é must be the fullest exchange of information
with regard to all matters of mutual interest and full opportunity to
consult and advise with each other 6n all such matters. That must be
true not only at the inception of the lozns but throughout the life of
the loans.

25« Since the financinl 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 constructive efforts and savings
of the government an& 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 Bank, 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, 92, _ 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 nccesserily subject to modification from time to time

in the light of changing gonditions,
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INTERVATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPIMEIT

January 21, 1947

MEMORANDUY FROM K. VARVARESSOS

Report (R-71) of the C ittee 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 Bank it is difficult
at times ﬁot 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 oppertunity to stress the fact thot the Bank
is not an ordinary money-lending institution concerned exclusively with the
profitability of its loans, but is an inter—govermmental agency established
with the primary object of providing the means for the orderly cconomic ro-
construction and development of the world, It is impossible to exaggerate the
importance of the task entrusted to the Bank, The war has groatly intensified
the serious disparity of productive capacities existing between countries
which, already hefofe the war, was an important cause of disequilibrium in
the world econony,

Only if the countries devastated or dislocated by war arc effectively
assisted in reconstructing their economies will it be possible to attain, within

a reasonable period of time, some measure of exchange stability and freer

|r
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economic intercourse between nations, Without such assistance, restrictions
and controls of unprecedented severity will have to Dbe adopted in a large part
of the world which will distort the world economip structure and hamper the
flow of world trade, Without such assistance neither the International
Monetary Fund 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 Member governments have, therefore, made the Bank 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 keep in mind that the
countries concerned will, to a very large extent, be ﬁorrowing funds not'in
order to increase their wealth or develop their productive capncity, but simply
in order to make good the losses and dislocations of war, The margin for the
sorvicing 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
essentianl imports, If, rmoreover, 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 as well, one is bound to conclude that the taslk of re-
construction will, in any case, place a severe strain on the balance of payments
of the countries concerned and that the larger the payments they will have %o

nake for the servicing of loans, the more severe will be the gtrain they will

See~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 shqrtage of dollars, Any action of
the Bank that will increase the world's requirements of dollars is bound to
aggravate the world-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 o surplus"s The object of such
surplus would be

(a) to enable the Bank to meet "all manner of risks" and

"earry on its business and meet its obligations without
recourse to the unpaid capifﬁl even if it has to suffer
postponements or defaults on its lcans"; and

(b) to pay a dividend "in the more distant future”,

On the basis of the recommendations of the Committee and the calcula~
tions contained in the Report, the borrowing countrics would, in the next
decade, have to make payments for the servicing of the loans (exeluding anorti-
zation) of over 2,2 billion dollars, as follows

Paynent of interest at 334 $1,780, 594, 000,
Payment of commission 1 % 462,747,000,

Total $2,243,341,000,
¢f this total, nearly 1 billion dollars will represent paynents by
borrowing countries in excess of the cost to the Bank of its funds and
operations, as follows!
Difference between interest on
loans at 33% from the date of
commitnent and interest raid

on borrowed funds (3%) ' $ 447,844,000,
Interest earned on borrowed funds 38,980,000,

Total $ 486,824,000.

Cormission charged on disbursement 462,747,000,
Goneral Total & 949,571,000,

Operating Expenses - 25,625,000,

Sec-302 $ 923,546,000.
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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
$460,000,000., however, the largest propoftion is the result of the following
recommendations of the Committee!

(a) that the Bank establish a margin of % per cent between the
interest paid by it on its borrowed funds and the interest
charged on its loansy 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 interost rates were established and if interest

were charged from the date of disbursement, the sum of $460,000,000. would de
reduced to $94,472,000, as followss
Differsnce between interest on

loans at 3% from the date of
distursement and interest paid

on borrowed funds $ 55,492,000,
Interest earned on borrowed funds 38,980,000,
Total $ ok,472,000.

Added to the commission, this sum would still bring the total surplus
to be aceurmlated by the Bank during the first decade of its operations to
$557,219,0003 a by no means negligible amount if one takes into account thab
ﬁo a very large extent it will represent dollar payments by countries devastated
or dislocated by war,

The question, therefore, arisest would the Bank be Justified in
imposing on these countries additional payments of $365,000,0007 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, For any-
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one who has examined the prospects of these countries and of the world econonmy,
there can be 1little doubt that the transfer of such a large amount of dollars
will in any case present formidable difficulties and will be possibdle 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 go anxious to avoid,

It should be remembered that defaults in the past have seldom been total defaults,

In the great majority of cases they consisted in the suspension of amortization

and reduction of intercst payments, It is, however, these partial defaults

which wore responsible in the past for the collapse of international investmont
and the reluctance of private investors to make their funds avnilable for foreign
lending, By imposing too heavy burdens on the borrowing countries, the Bank may
seriously increase the risk of defaults which will inevitably affect its standing
in the capital markets,

We rust not forget that the burden which the borrowing countries will
be undertaking, cven under the nost favorable terms that the Bank may grant to
them, will be formidadle 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 ruch weaker than Bribtain will find
themselves in borrowing from the Bank, In negotiating the American lcan, Bribain
made it quite clear that under less favorable terms there could bte no prospect
of sefvicing and repayment, In stressing the nced for favorable terms, Brifain
was not asking for more than her due, she was acting as a borrower congcious of
the recponsidilities she is undertaking., We must be careful lest we be imposing

obligations which in the nature of things are impossible of fulfilment, I wish
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to state once more my conviction that the Bank'e standing and success will depend
much more on the close and competent gcrutiny and supervision which it will ex-~
ercige 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 periode

It is stated in the Report that "if, 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 d4vidend should be paid
or a rcbate should be given to the borrowers." In my view, the Committee has
taken too optimistic a view of world econcmic prospects in the next decade.
Personally, I feel that the world will be fortumate indeed if it manages to
weather the storms ahead without a major crisis or even a collapse, During the
coming critical decade, there will simply be no margin for the accunulation
of dollar surpluses to be obtained from countrics struggling to regain thelr
economic equilibriunm under most difficult conditlons,

As regards the payment of dividends, I can hardly imagine that the
countrics which have taken the initiative in establishing the Bank and have
provided the bulk of its funds are thinking in terms of dividends, Their whole
efforts and policies seem to be bent on helping to solve the existing econconie
disequilibriun in the world, not on intensifying them, This, I believe, is true
also of their attitude towards the unpaid part of their contribution, I can
hardly inagine that in making that contribution they expected it to be considered
only as "a last resort”, In aining to become financially indeperdent of that
contritution. the Bark may be trying to do the impossible,

My conclusion is that there should be no norgin 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 reconsideratlon,
This reccrmendation would impose on the borrowing counbries a burden which they
gshould not, in fairness, be asked to bear, If these countries unduly delay “he
utilization of the funds allocated to them by the Bank, the Bank will always be
able to protech itself against losses by threatening to caneel 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 Bank's 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 operatlon,
If it is the borrowing countries that will have to bear the durden of delay there
is no guarantee that the processing of loans will not be unduly slows

It should be the responsibility of the Bank to make the gap between
conmitments and disbursements as short as possible, This the Barnk can do by
exercising sound jJudgment in the making of commitments and by expediting bthe
processing of its loans, (This, ineidentally, would speed up world TeCOVerys )
The cost of the inevitable gap be‘weon comnitments and disbursements can be amply
met from the interes% charged en funds arising from direct contributions and is
a cost for which the Bank, rot the borrowing countries, should be respensible 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 ¢f the loan, a rate of interest not to be changed during

the curreney of the loan, This assumes that loans will be made before the Barnk's

securities have been tested on the market, While it may be necessary to grant

small advances from the Bankl!s own funds, it is difficult to see how the Bank can

enter into major commitments without previously testing the markess that will

provide the bulk of its funde, I feel, therefore, that the objectisn ralsed

by the Committee is not decisive and can be met through temperary arrangements.
Article III, Section 1 (b) of the Articles of Agreement provide that |

the Bank, in determining the condiﬁiona and terms of loans made %c countries whose

metropalitan territories have suffered great devastation frem enemy occcupatien cor

hostilities, shall pay special regard to lightenire she financial burden and

expediting the completion of the.ysstoration and recongtruction of -their eagnony.

Reference to this provisicn has been made in several reprris cf the
Bank's Committees, but no meane for implementing it have as yet been suggested to
the Board, Cn the other hand, the recommendaticn 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 more my conviction that the
effort by the Bank to accurmlate in the next decade large dollar surpluses,
obtained by impcsing addibtienal burdens on the borrowing countries, is bound to
fail because it will be against the realities of the world economile situation,

I very much fear that these surpluses will largely remain on paper and the attenmpt
to realize them will only tend to agéravate the already difficult probdlem of

achieving balanced international payments,
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