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OFFICE MEMORANDUM 275
To: Mr. McNamara DATE: December 31,"";1969 _
FROM: Richard H. Demuth / £y A

sUBJECT: Pearson Commission Recommendations

Attached is a draft memorandum transmitting to the Board another
group of Pearson Commission papers. I am sending it to you for review
now so that, assuming that Burke, Siem and Irving have no difficulty
with the papers, they can be distributed while you are away.

I think you will agree that the papers should be scheduled for
discussion by the Executive Directors, as the draft transmittal memo-
randum contemplates. However, you may want to consider whether (a) a
date for discussion should be fixed at the time the papers are sent
to the Board rather than later, and (b) whether the discussion should
be in the forum of the Committee of the Whole rather than of the Board
or should perhaps be scheduled on a "seminar" basis. Whatever deci-
sion you make for the present group of papers would presumably apply
as well to papers to be distributed subsequently, many of which will,
I fear, have to be scheduled for Board discussion.



DRAFT
December 31, 1969

MEMORANDUM TO THE EXECUTIVE DIRECTORS

Subject: PEARSON COMMISSION RECOMMENDATIONS
RELATING TO THE WORLD BANK GROUP

Attached is the second group of memoranda analyzing Pearson Commission
recommendations. This group deals with the following recommendations:
Recommendation No. 12: Aid Coordination
Recommendation No. 25: Population Problems
Recommendation No. 26: Education
Recommendation No. 28: Country Economic Reports

Recommendation No. 29: Blending of Loans and Credits for
Single Projects and Programs

The numbers assigned to the recommendations are those which agppear in
the list of 33 recommendations relating directly to the activities or poli-
cies of the Bank Group set forth in SecM69-472, dated October 10, 1969.

Sirmee_Some of these memorandax‘unl;ke—bhoae-distr&huhedi?mrBaeember,
raise issues of substaﬁé%; I propose t;‘schedule tham for discuasion

at an early date.

Robert S. McNamara
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December 23, 1969

MEMORANDUM TO THE EXECUTIVE DIRECTORS

Subject: Pearson Commission Recommendation No. 26 Concerning Education

B

This recommendation is in two parts; they are discussed separately

below:

Recommendation 26(a)

"We recommend greater resources for: (a) research and experimentation

with new techniques, including television and programmed learning; . .
Y, ,
1L,

Background

This recommendation is meant to apply to research and experimentation
within individual_developing countries, not to abstract or general studies.g/
It reflects a belief among educators that a change from existing practices
(rote learning, stereotyped teacher-student combinations, and so on) to new . g
techniques would greatly improve the quality of education and, per unit of
expenditure, would produce a greater number of graduates and a higher level
of educational attainment in the developing countries.

3/

As indicated in the Report,= the Commission envisaged that research

and experimentation might be the first of three stages in projects of

1/ Report, page 201.

g/ The recommendation is somewhat ambiguous. The member of the Commission‘s
staff concerned with education confirmed the interpretation given to the
recommendation in this memorandum.

3/ Report, page 201. =
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educational reform. Secoﬁd would cﬁme pilot projects, in which the results of
research would be applied on a small scale, and finally would come projects in
which the lessons learned would be appliéd full seals.

The Commission believed that Bank Group support for the first two stages
should come from IDA rather than the Bank. Since research and experimentation
may be somewhat sp?culative, the Commission felt that they should be financed
on easier than conventional terms. We understand that it also felt that
devéloping countries, since they often are quite conservative in their views
about education, might need the incentive of concessional terms to interast-

~ them in more modern and innovative educational practices.

Anal‘sis

I fully share the Commission's views sbout the desirability of moderniz-
ing education and training in the developing countries,

The ﬁrocess of deﬁising and applying new techniques embraces a number of
elements: the development of new course content, preferably through research
and experimentation; the devising of new teaching methods, often in experi-
meqtal classroomé or experimental schools; the development or choice of in-
structional material; (vhich magy range from books and tapes to televisioﬁ and
computers); the training or re-training of teachers (and school inspectors)
to handle the new elements; and the prepération of building designs and con-
struction standards appropriate for the new techniques. These activities may
be carried on singly or in various combinations (as, for example, in educa-
tional institutes). Bank Group financing of these kinds of activities can and:

will be much intensified.
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I do not agree, howe#er, that, within the Bank Group, IDA should invari-
ably be the source of financé for research and experimentation. Clearly,
much of the defeiopmental work the Commission had in mind will be done in
. countries which recelve assistance from IDA. But the purpose of IDA's pref-
erential terms is to assist governments which have balance of payments or
" resource mobilization problems, not to support particular kinds of projects.
Developmental work is such an integral part of, and so necessary to, any edu-
.cational system that it should be financed in accordance with the normal
budgetary and financial practices in the country concerned, and should there-
fore be treated as appropriate for Bank financing in countries which are not
eligible to receive assistance from IDA.

The argument that special terms may be needed as'an incentive is like-
wise difficult to accept as a generality. Couatries which need such incen-
tives are likely %o lack a fundamental commitment to educational reform; the
record unfortunately shows many examples of experiments which were continued
so long as they were financed on easy ter@s but which recipient countries
made no effort ﬁo follow up or to apply on a wider scale. The willingness of
the Bank or IDA to finance research and experimentation would, in itself,
usually imply a willingﬁess to finance the larger project that would be the

sequel, so that it should not be necessary to offer an additional incentive.

Recommendation 26(b)

"We recommend greater resources for: . . . (b) a systematic analysis of
1/
the entire learning process as it applies to developing countries."

1/ Report, page 201.
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Background
Like recommendation (a), this recommendation was intended to apply to
specific analy%es within individual developing countries, not to analyses in
general. By ®the entire learning process" the Commission meant both formal
and informal education; we have been advised by the Commission's staff that the

phrase was used in an effort to escape from stereotyped thinking sbout tradi-

tional educational structures.

Analysis
The Bank and IDA do, of course, base their education lending within a

country on an analysis of the educational situation of the country. These
analyses are often made, in the first instance, by Unesco under the coopera-
tive agreement between Unesco and the Bank; and they have developed in the
direction recommended by the Commission.

When the cooperative agreement took effect five years ago, the missions
dispatched by Unesco were intended to identify projects suitable for Bank
Group financing and, to the extent necessary, to help in the prepargtion of
these projects for consideration bf the Bank. This procedure would have been
saﬁisfactony had there gkisfed, in every country where educational development
was of potential interest to the Bank Group, adequatg information concerning
the educational effort as a whole and an adequate plan of educational devel-
opment, to provide the basis for evaluating needs and selecting projects for
financing. In fact, these two conditions often are not fully met.

In recognition of this fact, we have suggested to Unesco, and Unesco has
agreed, that in the future the work undertaken by both Unesco and Bank missions
should extend over a considerably broader area. It will be directed toward pro-

ducing basic sector studies as well as specific projects, and these sector
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studies will become a.regtlar part of the work dene by or for the Bank Group
preparatory to a loan or credit. At the same time, the studies are expected
to take a broader view of the educational process: to pay less attention to
traditioﬁal levels and formalized structures, and to survey not only formal
education systems but also the benefits that may be had from adult education
and other activities outside the formal systems, Identification and program-
ming of preinvestment studies and projects will also be a part of the sector
studies.,

In my opinion, a further step remains to be taken. The shortcomings of
educational planning in the less developed countriescontinue Vo bé?major
obstacle to the improvement of education; the additional information and a
wider perspeciive to be expected from the new approach being taken by mis-
sions in the field will not produce their full benefit unless they serve to
bring about better plans of educational development in the less developed coun=-
tries. At the present time, educational planning is not embraced by the Bank/
Unesco agreement. I believe that it should be, for the purpose of strengthen-
ing the assistance that the Bank ané Unesco can give in this respect. In the
next several months, I expeét to make detailed recommendations on this matter

1o the Executive Directors.

Conclusion

I think that we should accept the Commission's recommendations that in-
creased Bank Group financing should be made available for research and experi-
mentation in new techniques of education, and for systematic analyses of the
entire.learning process in developing countries. As a foundation for this

expanded program, work undertaken by Bank and Unesco education missions should
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be directed toward producing basic sector studies as well as specific projects.
Further, I bélieve that we should propose to Unesco that the terms of the
Bank/Unesco cooperative agreement be broadened to bring educational planning

in the developing countries, within the scope of inquiry of missions sent out under
that program. If Unesco agrees with this proposal, I shall submit specific
recommendations for changes in the cooperative agreement for the consideration

" of the Executive Directors.

Robert S. McNamara
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educational reform. Second would come pilot projects, in which the results of
research would be applied on a small scale, and finally would come projects in
which the lessons learned would be applied full scale.

The Commission believed that Bank Group support for the first two stages
should come from IDA rather than the Bank. Since research and experimentation
may be somewhat speculative, the Commission felt that they should be financed
on easier than conventional terms. We understand that it also felt that
developing countries, since they often are quite conservative in their views

about education, might need the incentive of concessional terms to interest

them in more modern and innovative educational practices.

Analysis

I fully share the Commission's views about the desirability of moderniz-

ing education and training in the developing countries. P;aéestsnte—ffggjnnr

"

-
the quality of teaching have been an important part ofﬂﬁankffﬁﬁ financing

Lt

virtually from the beginning of the Bank;kmnﬁﬁSDPerations in education. As

et
e i

o
our experience has grown, the-~Bank Group has become progressively more inter-
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eStedin=SURorking the nse of new bechigues.
The process of devising and applying new techniques embraces a number of
elements: the development of new course content, preferably through research
and experimentation; the devising of new teaching methods, often in experi-
mental classrooms or experimental schools; the development or choice of in-
structional materials (which may range from books and tapes to television and
computers); the training or re-training of teachers (and school inspectors)

to handle the new elements; and the preparation of building designs and con-

struction standards appropriate for the new techniques. These activities may
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be carried on singly or in various combinations (as, for example, in educa-

tional institutes).
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tensified.

I do not agree, however, that, within the Bank Group, IDA should invari-
ably be the source of finance for research and experimentation. Clearly,
much of the developmental work the Commission had in mind will be done in
countries which receive assistance from IDA. But the purpose of IDA's pref-
erential terms is to assist governments which have balance of payments or
resource mobilization problems, not to support particular kinds of projects.
Developmental work is such an integral part of, and so necessary to, any edu-
cational system that it should be financed in accordance with the normal
budgetary and financial practices in the country concerned, and should there-
fore be treated as appropriate for Bank financing in countries which are not
eligible to receive assistance from IDA.

The argument that special terms may be needed as an incentive is like-
wise difficult to accept as a generality. Countries which need such incen-
tives are likely to lack a fundamental commitment to educational reform; the
record unfortunately shows many examples of experiments which were continued
so long as they were financed on easy terms but which recipient countries
made no effort to follow up or to apply on a wider scale. The willingness of
the Bank or IDA to finance research and experimentation would, in itself,
usually imply a willingness to finance the larger project that would be the

sequel, so that it should not be necessary to offer an additional incentive.



conducted within one country, was designqﬂfi; have wider applicati?ﬂ so that
/ /

other coungries might benefit. Each such case should, I believe ‘be considered

rits to determine whether gome special concessional tfeatment, through

xtraordinary allocation of IDA funds or otherwise, is ranted.

Recommendation 26(b)

"We recommend greater resources for: . . . (b) a systematic analysis of

the entire learning process as it applies to developing countries."l/

Background

Like recommendation (a), this recommendation was intended to apply to
specific analyses within individual developing countries, not to analyses in
general. By "the entire learning process" the Commission meant both formal and
informal education; we have been advised by the Commission's staff that the
phrase was used in an effort to escape from stereotyped thinking about tradi-

tional educational structures.

Analysis

The Bank and IDA do, of course, base their education lending within a
country on an analysis of the educational situation of the country. These
analyses are often made, in the first instance, by Unesco under the coopera-
tive agreement between Unesco and the Bank; and they have developed in the dir-
ection recommended by the Commission.

When the cooperative agreement took effect five years ago, the missions

dispatched by Unesco were intended to identify projects suitable for Bank

1/ Report, page 201.
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Group financing and, to the extent necessary, to help in the preparation of
these projects for consideration by the Bank. This procedure would have been
satisfactory had there existed, in every country where educational develop-
ment was of potential interest to the Bank Group, adequate information con-
cerning the educational effort as a whole and an adequate plan of educational
development, to provide the basis for evaluating needs and selecting projects
for financing. In fact, these two conditions often are not fully met.

In recogniti?n o} th}s fact, ﬁe have suggested to Unesco, and Unesco has
agreed, thél thé\wgrkfggéertaken 6y Unesco mlss;oﬁs should extend over a con-
siderably broader area. In—p:lﬂtﬂﬂﬁﬁnn,gtngjggw—%e be directed toward pro-
ducing basic sector studies ‘rather than ﬁelng p01nted primarily at project
“ddentifications and as time—and-BankAinesco manpower-pewnilt, these sector
studies will become a regular part of the work done by or for the Bank Group
preparatory to a loan or credit. At the same time, the studies are expected
to take a broader view of the educational process: to pay less attention to
traditional levels and formalized structures, and to survey not only formal
education systems but also the benefits that may be had from adult education
and other activities outside the formal systems. Identification and program-
ming of preinvestment studies and projects will also be a part of the sector
studies.

In my opinion, a further step remains to be taken. The shortcomings of
educational planning in the less developed countries continue to be a major
obstacle to the improvement of education; the additional information and a
wider perspective to be expected from the new approach being taken by mis-

sions in the field will not produce their full benefit unless they serve to
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As a foundation for this expanded
program, work undertaken by Bank
and Unesco education missions
should be directed toward producing
basic sector studies as well as
specific projects. Further,
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bring about better plans of educational development in the less developed coun-
tries. At the present time, educational planning is not embraced by the Bank/
Unesco agreement. I believe that it should be, for the purpose of strengthen-
ing the assistance that the Bank and Unesco can give in this respect. In the

next several months, I expect to make detailed recommendations on this matter

to the Executive Directors.

Conclusion

I think that we should accept the Commission's recommendations that in-
creased Bank Group financing should be made available for research and experi-
mentation in new techniques of education, and for systematic analyses of the
entire learning process in developing countries, a uld not agr
ariably-be Providedby—EbA-¥/ T believe that we should

propose to Unesco that the terms of the Bank/Unesco céoperative agreement be

broadened to bring educational planning in the develobing countries within the
scope of inquiry of missions sent out under that program. If Unesco agrees
with this proposal, T shall submit specific recoﬁmendations for changes in the

cooperative agreement for the consideration of the Executive Directors.

A Robert S. McNamara
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FE&DRALDUH T0 THE EXECUTIVE DIRECTORS | ?ﬂ/j//

Subjectu: Pearson Commission Recommendation No. 25 Concerning g:,’: J
' Population Probizms N 7

Recommendation

‘"e recommend that bilateral and international agencies press
in aid negotiations for adequate analysis of population prob-

Y/

lems and of the bearing of these problems on development programs."

Background

This recommendation is one of several concerned with population. The
Commission comments that, although many of the developing countries are now
convinced of the need for population policies to bring down birth rates,
.only a genuine conviction on the part of governments can produce the strong
political support and determined leadership which family planning programs
and population policy require. It therefore recommends that developing
cowntries identify their population problem, recognize the relevance of
population growth to their.social ana economic planning, and adopt appro-
priaie programs. .

The Commission urges energetic support for those countries which have
already taken steps to bring down their birth rates, adding that "aid givers
cannot be indifferent tofﬂhe queut1017whether population problems receive
the atiention they reqpire.“2/ The Commission also urges the developed
countries to give firm support to a larger role by international organiza-

tions in helping the developing countries with population problems; up to

now, the Commission believes, the internaticnal organizations have been held

1/ Report, page 195.

2/ Report, page 20.
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bﬁck to a considerable extént by the "ambivalence and confusion of the
industrialized member countries“.}/
Analysis

Insofar as the recommendation urges the Bank, és an agency providing
development finance, to emphasize the implications of the population problem
. for the productivity of all development efforts, I am clear that the Bank
‘should accept it. My first address as President of the‘Bank, at the Annual
Meeting in 1968, identified the population problem as one of three requiring
special attention by the Bank Group. It noted that the Bank was concerned
above all with economic development, and that the rapid growth of population
was dne of the greatest barriers to the economic growth and soclal well-being
of its members. I proposed that the Bank should, among other things, take
steps to 1e£ the developing countries know the extent to which rapid popula-
tion growﬁh slows down their potential development, and that we should look

advisory to

for opportunities {o provide/assistance/énd finance facilities required by
member countries to carry oul family planning programs.

 As the Directors know, a Population Projects Department and a Population
Studies Division have been established, and we are prepared, as our proféssional‘
staff in the relevant disciplines is built up, to offer technical advice to gov-
ernments in need of it.g/'We are also willing to offer financing where feasible,

although the immediate need appears to be more for counsel than for funds. Further,

each of our country economic missions %@ a country experiencing an excessive

1/ Report, page 196.
2/ Ve are cooperating with the UNDP, the United Nations and the World Health

Organization in this area.
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rate of population growth will include in its report an analysis of the
problem and a candid discussion of the'government's action or inaction in
endeavouring to meet it.

The Commission also recommended that the implications of population
growth for all aspects of economic development be brought home to the develop-
ing countiries "in aid negotiationsﬁ. Presumably the reference to "aid negotia-
tions", in its application to the Bank Group, need not be literally construed
to mean the actual negotiation of loans or credits. The approach we have
followed, which I believe we should continue to follow, is to take account of
population growth as one element, albeit one deserving of special attention,
affecting development poteniial and performance, which we evaluate in the course
of a continuing dialogue with the member concerned on econcmic policies, the
direction of the development effort and the flow of development finance.

Some of our developing country members do not yet accept the thesis that

high rates of population growth inhibit their development prospects; others,

i while'recognizing the problen, have ‘not yet adopted a policy to deal with it;

others have adopted official fémily planning programs, although in many of \
these countries the wilI an& the organizational measures needed to carry oul such
programs are lacking. Our role and our action in each case must be adapted to
the particular circumstances of the country concerned, with due regard to the
religious, political and cultural sensitivities involved.

The Bank Group's involvement in population programs, while recent, already
has taken quite varied forms. The first Bank mission sent anywhere té appraise
a specific proposal forlthe financing of a family-planning project went to
Jaﬁaica toward the end of 1969, after two earlier missions had helped the Govern-

"ment consider how: to enlarge and organize its family-planning activititwes;an
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rt later went to Mauritius to help the Goveramsnt in its consideration of
whether and how its present support of private family-planning organizations
might evolve into an enlarged, official program; ét the end of last year a
special mission was sent to Help Twnisian aubhorities design an enlarged family-
planning program; and a Bank team has been selected which will visit Pakistan
in the first part of 1970 to try to estimate the current and possible future
impact of family-plamning activities on population trends in that country.

In Indonesia, the Bank has been engaged in a cooperative effort along
with the UNDP, the United Nations and the World Health Organization: together
with them, 1t has sént a mission to assist the Govermment in the preparation of
a large-scale family-planning program and in the identification of projects
which ultimately may prove spitable for external financing. In India, the Bank
has been assisting in an effort to encourage and coordinate external aid to a
population program: the Bank helped to prepare the way for a U.N. mission which
visited India early in 1969 to make an analysis of the organization and effec-
tiveness of the Indian program; and in November 1969, in Stockholm, the Bank
chaired a consortium meeting devoted entirely to the program and means of sup-

porting it.

Conclusion

I agree fully with the Commission's emphasis on the implications, for
economic development generally, .of the population problem and on the.importance
of action by g;vernments to overcome it. I believe that the Bank's present
and planned apfroach to population questions, in the context of its continuing

relationship with its developing couatry members, is fully in accord with the

¥
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spirit of the Cozmission'ls recormendation. We shall incre.;;sinély bring to
governments' attention the importance of adequately analyzing and dealing
with the population‘problam as it manifests itself in their countries. As
our experience and capacity. develop, we Shall hope to pfoceed beyond the
stage of economic analysis to assistance in policy formulation, in program

development and, where necessary, in financing.

Robert S. McNamara
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back to a considerable extent by the "ambivalence and confusion of the
industrialized member countries“.l/
Analysis

Insofar as the recommendation urges the Bank, as an agency providing
development finance, to emphasize the implications of the population problem
for the productivity of all development efforts, I am clear that the Bank
should accept it. My first address as President of the Bank, at the
Annual Meeting in 1968, identified the population problem as one of three
requiring special attention by the Bank Group. It noted that the Bank was
concerned above all with economic development, and that the rapid growth
of population was one of the greatest barriers to the economic growth and
social well-being of its members. I proposed that the Bank should, among
other things, take steps to let the developing countries know the extent to
which rapid population growth slows down theigl ential development, and that

r bt s Yot ’

we should look for opportunitie tg\finance facilities required by member coun-
tries to carry out family planning programs.

As the Directors know, a Population Projects Department and a Population

Studies Division w cs have been established, and

we are prepared, as our professional staff in the relevapt disciplines is
el v"‘fﬁ 2/
A &
built up, to offer technical advice to governmentﬁﬂ it. We are

also willing to offer financing where feasible, although the immediate need

appears to be more for counsel than for funds. Further, each of our country

1/ Report, page 196.
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A
Organization in this area.

K T 1
2/ We are cooperating withfghe United Nation?,{the UNDB;and the World Health
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‘be/\include in its report.Aa candid 4 _scussion of “the governmentt!s action or
inaction in endeavouring to mee‘éf;ha%—probi:em.

The Commission also recommended that the implications of population
growth for all aspects of economic development be brought home to the develop-

ing countries "in aid negotiations".

AR

saying this, that the availability of development _finance should be conditioned
upon the a.dopta.onﬂ 35 ' population’ polic:l.esﬂs.mce the report adds that this would
MWW&MH‘% 4 Presumably the reference to "aid negotiations", in
its application to the Bank Group, need not be literally construed to mean the
actual negotiation of loans or credits. The approach we have followed, which I
believe we should continue to follow, is to take account of population growth

as one element, albeit one deserving of special attention, affecting develop-
ment potential and performance, which we evaluate in the course of a continuing
dialogue with the member concerned on economic policies, the direction of the
development effort and the flow of development finance.

Some of our developing country members do not yet accept the thesis that
high rates of population growth inhibit their development prospects; others,
while recognizing the problem, have not yet adopted a policy to deal with it;
others have adopted official family planning programs, although in many of these
countries the will and the organizational measures needed to carry out such pro-
grams are lacking. Our role and our action in each case must be adapted to the

particular circumstances of the country concerned, with due regard to the

religious, political and cultural sensitivities involved.
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The Bank Group's involvement in population programs, while recent,
already has taken quite varied forms. Bamk aetivity 1s farthest—advanced iw
‘ “Jamaica.. The first Bank mission sent anywhere to appraise a specific pro-
posal for the financing of a family-planning project went to Jamaica toward the
end of 1969, after two earlier missions had helped the Government consider

how to enlarge and organize its family-planning ggtivities_j Mebters-are

4 “f: v T ﬂﬁ‘-}")\ , z;"'L_J
I h-earlier stage in Mauritius: an expertf\was—san.t_'hham to help the

Government in its consideration of whether and how its present support of
private family-planning organizations might evolve into an enlarged, official
programi In-two other ¢ages; furthér activity -has-foltowed-diseussions—arising
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at the end of last yearmto help Tunisian authorities dééign an enlarged family-

po-~went.to, Tunisia

planning program; and a Bank team has been selected which will visit Pakistan
in the first part of 1970 to try to estimate the current and possible future
impact of family-planning activities on population trends in that country.

In Indonesia, the Bank has been engaged in a cooperative effort along
with the UNDP, the United Nations and the World Health Organization: together with
them, it has sent a mission to assist the Government in the preparation of a large-
scale family-planning program and in the identification of projects which ulti-
mately may prove suitable for external financing. In India, the Bank has been
assisting in an effort to encourage and coordinate external aid to a population
program: the Bank helped to prepare the way for a\j‘éﬂmﬁission which visited
India early in 1969 to make an analysis of the organization and effectiveness

of the Indian program; and in November 1969, in Stockholm, the Bank chaired a
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consortium meeting devoted entirely to the program and means of supporting it.

Conclusion
I agree fully with the Commission's emphasis on the implications, for
economic development generally, of the population problem and on the import-

M//’ ‘ﬁ-/“‘b’" e SR
S ailanits 21y8i8—of . plen. by govermnen‘ba)\

eionthat, the. Cormission's reference—to-"aid.negotiations" need not-be-narrowly
consbrued, I believe that the Bank's present and planned approach to popula-
tion questions, in the context of its continuing relationship with its develop-
ing country members, is fully jcl.l.t, accord yth the spirit of the Commission's
recommendation. We shdiwgﬂﬂg to governments' attention the import-
ance of adequately analyzing and dealing with the populatio problem as it

Y Fy o ‘“""?h?/

VL™
fests itself in their countries. As ané\-f%a—
to proceed beyond the stage of economic analysis to assistance in policy formula-

A

tion in program development and, where necessary, in financing.

Robert S. McNamara
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MEMORANDUM TO THE EXECUTIVE DIRECTORS P A e
| e, K%*%
Subject: Pearson Commission Recommendation No. 28 Concerning f/)’(,,_
Country Economic Reports ~27_
- R

Recomnmendation

"The World Bank should continue to assume responsibility for such
/country economic/ reports for major recipients and accept report-
ing responsibility where it is requested to do so by the new multi-
lateral groupings recommended in Chapter 6. For some of the smaller

countries, however, the Bank's responsibility for economic reporting

A

?ﬁghﬁ well be passed to regional banks as their capacity grows."
Background

This recommendation appears in the context of the Comission's considera-
tion of ways to improve the multilateral aid machinery. It also appears in
substantially the same form in that portion of the report devoted to aid ccordina-
tion, where the Commission recommends the creation of new multilateral groupings,
preferably on a regional basis.g/ There the Commission, noting that it would be
possible for the new groupings to have their own reporiing staff, says thét on ‘
balance it would be preferable to take advantage of the Bank's experience and
the fact that it must continue to engage in economic reporting for purposes of
its own work. The Commission comments in passing that, although Bank economic
mission reports "have set a high standard of data presentation ard analysis",

nonetheless, because the reports are based on brief visits, "they are often felt

to do less than justice to the underlying problems of developmeni". At the same

"1/ Report, page 219.
2/ Report, page 13l. "



-2

time, the Commission expresses concern that because of the Bank's "prestige,
experience and proven managerial capacity', it will be given too many diverse
tasks to permit it To discharge all of them effectively. Accordingly, the
Commission suggests the desirability of a policy under which the Bank would
divest itself of some activities after.their initial launching and would assign
high prioriig to helping other agencies develop a capacity to take over these

activities.

Analysis
___HA_]

Eh%1memorandum analyzing the Commission's Recommendation No. 12, on aid
coordination; outlines the scope of the Bank's expanded couniry economic
reporting program and of the information and judgments which the economic reports
are to provide. The program is designed to produce reporits which are not only
more ragularly ?p%?du%lg butN@ég; co_;_ghensive than they were in the past.

M

;Ak_ T £ ity
A-While, -as S s S

m 'avallable to the wvarious consortia

and consultative groups, and,%xwould expect to make them available to any
new multilateral groupinés which may be formed. I see no difficulty, there-
fore, in the Commission's proposal that the Bank accept reporting responsibility

for such new groupings, if it is asked to do so.

1/ Report, page 219.
2/ In addition, country economic reports are received by the members of the
Bank through the Executive Directors, and are also routinely sent to the

United Nations, the UN Development Programme d the UNDP Resident Repre-

. ;fﬂ/m e t’fr-v-.._—)“' e T ey A B S

sentative concerned, the annroprldteNre onal. bank vthe relevant special-

zied agencies and—the—UN-regional cconomic Commission. .
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I think we ought also to accept the Commission's implicit suggestion
that we should respond positively to any opportunities to help the regional
banks to develop their capacity for economic reporting. In addition to
our present practice of making our economic reports available to the
regional bnaks, I think that we should also, in appropriate cases,
invite the regional banks to designate staff members to participate in
our economic missions, and that Bank missions should, as a regular prac-
tice give high priority to consultations and exchange of views with
regional bank headquarters. Moreover, where a regional bank has developed
a special competence in or knowledge of a particular subject, we should draw
upon it. The Inter-American Development Bank, for example, has done consid-
erable work on regional economic integration problems, and has pioneered
in refinancing export credits, subjects likely to be of interest to our
economic missions. 1 have, accordingly, instructed the respective Area
Departments and the Economics Department to keep in mind the desirability
of taking action along the foregoing lines.

I do not believe that it is necessary or desirable to take any positon
now with respect to the commission's suggestion that reporting responsibility
for some of the smaller countries might eventually be passed to the regional
banks. This matter should, I believe, be explored at some later stage.

The questions which would then need examination would include the receptivity

of the regional banks themselves to the
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I think we ought als?/to gece 'b the Cor:nj;on% mn?_.’}t suggestion that

-~ ff ,r -1 .
we should /‘heip the revjﬂ.'gnal ban}% ‘a:-o devellop their capacity /for economic

reporting, -esswningyef—eoursey—-that the banks ThCrselVes wish-such-help. In

addition to our present prac;cica of 'rla}dng our economic reports available to

FY - S

the regional banks, I think }_hat we should a])so, in appropriate cases, invite
A S/f— {T—Q-\( — S

the regional banks to partlc:.pate/ econonmi.c mns;lonsj and that Bank mis-
A A .

T Lt

sions should, as a regular ;:sr:aac:ﬂtt::1

A . &?f.lvun { ZA Lea ,W
e ers consultations and exchancre of viewsy Moreove; » <.
where a reg::_ona..., b has developed a special competence in or knowledge of

a part:u.cular seolbor, %e should draw upon it. The Inter-&mera.can Developrent
Bank, for cxample, has done considerable work on regional economic integra-

md in refinancing ;
¢ C Al

iion problems, and )has E;"oneered i

."_. -

1

export <:r"ac1:»:’c,s::M ==
I have, accordingly, instructed the respectiive Area Departments and the
Econoriics Department to keep in mind the desirabili‘byrmﬂéhm_mﬁa—
tahringour-OW-sbendevde-of-quatity-and mEEtINg Tnr—owm—schedules, of taking
action along the foregoing lines.

I do not believe that it is necessary or desirable to take any position
now with respect 1o the Commission's suggestion that reporting responsibility
for some of the smaller countries might eventually be passed to the regional
banks. This matier should, I believe, be explored at some later stage whem
“the-regionalbanks-produce-economic reports which will serve the purposes that

_mmmports‘m‘m The questions which would then need examina-

tion would j.nclude the receptivity of the regional banks themselves to the



assumption of this re.;pmsmb:_'i.l Uy and the attitude of the developing countries

invblved and of any coordinating groups concerned with those countries..

Conclusion

I believe that we should accept the Commission's proposal that the Bank
initially undertske to provide reporting services for any new multilateral
groupings which may 'be created, assuming that we are asked to do so. We should

also, I think, do what we can#ma-iﬂont—hﬁ-tb:ﬁtmznﬂﬁ&hto assist the
=" d’-/ 2 -~ 7 ¥

regional banks 't.o mcr; e thelr capacity for economic reporting, assuaing-bival
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assumption of this responsihility& 'bhe. attitude of the developing countries

involved and of any coordinating groups concerned with those countries » ana-

finally, whether the size of the.-country is the best -criterion-for-determining
__the division.-of-labor-between-our-Bank and the regional banks-.

Conclusion

I believe that we should accept the Commission's proposal that the Bank
initially undertake to provide reporting services for any new miltilateral
groupings which may be created, assuming that we are asked to do so. We should
also, I think, do what we can, consistent with our own needs, to assist the
regional banks to increase their capacity for economic reporting, assuming that
they wish us to do so. (Finally, I believe/that we s d defer c sider?tion
of the“question whether t%ional 1%;:0 | &ventually gadé repérting
)4; ity for some” of the smallér countri@ |

Robert S. McNamara
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MEMORANDUM TO THE EXECUTIVE DIRECTORS gy .
Ly Mg %o

Subject: Pearson Commission Recommendation No. 1l Concerning Debt Relief < )

Operations ;Kp s
'.‘"‘-’?
N

==,
®

My
Recommendation \

'"We recommend that debt relief operations avoid the need for repeated // ctf)wgtw

-
>

f

-\v-'
T A
9 7
=4
-
o=

long-term and short-term finance respectively, must of course partici- // “\wx
’}.

1 v
pate in rescheduling discussions."™ / ‘j7

Background " ,Sj)

In the Commission's judgment, the procedures and principles for debt A== “

reschedulings and seek to re-establish a realistic basis for develop-

ment finance. The World Bank and the IMF, as important providers of

relief: operations in recent years have often been inadequate. The report - 1’/{{ e

T“\
~J

points out that the debt problem of developing countries cannot be looked %,
at in isolation from the over-all problem of economic growth or the need 55 0
for future foreign assistance. Nonetheless, the Commission found, “Z:7he
emphasis has usually been placed on speedy resumption of debt service pay- ik
ments rather than on re-establishing £§7 financial framework for orderly
growth."g/

While the Commission believed that debt relief should not be provided

"irrespective of the policy performance of the debtor country" and that

1/ Report, p. 157

2/ 1Ibid., p. 157
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debt relief is not Justified "ZE?T a debt crisis is patently the result of mis-
management and there is no reasonable hope for a change of policy," it also
stressed that "the accurulation of excessive debt is usually the combined re-
sult of errors of borrower governments and of their foreign creditorézl/
The Commission found that, in several instances, debt had been rescheduled
on the basis of short-run accommodation which failed to ensure an orderly re-
sumption of normal financial relations and had to be followed soon thereafter by
further rescheduling operations. This "short leash" approach, in the Commis-
sion's view, creates undesirable uncertainty and hampers the efforts of the
debtor to formulate the long-term plans and policies necessary to ensure renewed
growth of the economy. The Commission concluded, therefore, that, when debt re-
lief is justified, it should be given for "an adequate period to avoid a rapid
succession of debt relief negotiations." It added that debt problems should,
preferably, be considered in "consortia or consultative groups where the accent

of the discussion is placed on development problems and policies."g/

J&maﬂnmmissionJSmxepomtmracnmmendsupar%éeip&ﬁhmr&%f4ﬂx%£hnk;andhthe_Fund

"in_rﬁsshedu&ing_discuﬁﬁiﬂnEu"[EHvr~repurtrﬁmrambiguuus”ﬁg"f“"wﬁétﬁér “the-€6m-

A

rrT—

mission intended such participation to be in anﬂgdxzsory capacity or to inelude

w__'wr_.

financial participation in debt_xa&réf:Operatlons, the Commission's staff has

4.,-#""’

advised that pheﬂthﬁentlon was to recommend both. Accordingly, both forms of

......

pﬁ?%lclpattﬁn by-the-Bank are éxamined Eéfmw?¥

Analysis

—ay—Prrtieipation in debt relief discussions——"
4( In the last 10 years,

/+the Bank has attended the discussions for all but one debt relief operation

1/ Ibidss pe 155

2/ Report, p. 157
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for its member countries, generaitiy-es—an—obserwer+ In all these discussions,
Bank staff, together with staff of the IMF, has provided technical information
and advice on the economic condition and prospects of the debtor
country. The Bank has been particularly concerned to stress the implicationg
for long-term growth in the debtor country of alternative solutions to the
immediate debt problem.

I share the Commission's view that "ZE?here is a close connection between
debt difficulties and the need for future foreign assistance."l/ I therefore
agree that&ﬁmaqmbed—ﬁﬂu—s%the Bank--in close cooperation with the
Fund--should actively participate in the discussions between the creditor
countries and a debtor country which is experiencing a debt crisis; and that,
in such discussions, the Bank staff should continue to pay particular attention
to the probable effects of any proposed relief on the future development of the
debtor.

[} do not believe, however, that it would be feasible/or'desirable to
establish specific ground rules as to the type of de?t”?élief which should be

. 2

generally provided and which Bank staff should éﬁcate in discussions. Each

debt crisis differs in some degree from ottiers, both in its origins and in the

circumstances that surround it; its-Solution depends to a large extent on the
past and present political reldtions and patterns of trade between the debtor
country and its creditops, the degree of confidence which the creditors have in
the government of #the debtor country, and the financial and balance-of-payments
positions of-the individual creditor countries. Internal institutional con-

strg}p S in particular creditor countries also influence the possible terms of

a debt relief operation.ﬂ]

—

1/ Report, pw 157

2] ¢
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[Moreowar, the views of developing and developed countries on debt relief
o~
operations in general are still far apart. While UNCTAD II advocii;gdrfﬁﬁat »

as a matter of generally accepted policy, where debt dif_giaﬁjcpi;s do arise,

wﬂ,w’

creditor countries should stand ready to deal reastnably with them within the
e

framework of an appropriate forum, ﬁgadifg;‘countries have insisted that debt

0

relief, at least in theﬂfg;mfﬁfmagbt rescheduling or consolidation, should

continue to be‘ggnsiﬁgfed as an exceptional course of action and no institu-
ﬁ_’,‘ﬂ
tional angements should be contemplated to deal with such exceptional cir-

—

c taﬂces:] €7?,F;1¥Ztﬁ4)

~'13rﬂmuyuaincumaiﬁnunm%h\I believe that the Bank shewid maintalmr+t#s-Tase-

and--should continue to stress

the need for preventive measures designed to avoid, to the extent possible,
the precipitation oé?gi;h'criaes. To this end, (i) improved and intensified
economic reporting and analysis, (ii) an improved system of external debt
reporting, including the joint Bank-OECD arrangements, (iii) increased assist-
ance and advice by the Fund or Bank on external debt management, and (iv) in-
tensified coordination of external aid, including careful consideration of the
terms of such aid, should help in identifying debt difficulties in advance and
in indicating what measures, domestic and external, may be necessary to miti-

gate or avoid them.

b) Financial participation in t relief operations

In spite of the efforts of concerned, debt crises are still likely

to occur in the future, of for reasons beyond the control of the debtor
country. The Bank, a major creditor, will have to consider in each case
whether and to_what extent it should participate financially in the solution

of a parj#cular crisis.
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There is a provision in the Bank's Articles of Agreement (Article

Section 4(c)) expressly permitting relaxation of the terms of Bank 1
1/ '
application of a member, and the Bank, as a lending institution, has legal

ans upon

capacity in any event to modify the repayment terms of its loang if this is

2/
in the interests of the Bank and of the member concerned. Nevertheless,
the Bank has in practice agreed only exceptionally to part éipate finan-

3/
cially in general debt rescheduling exercises. For a siumber of reasons, the

Bank's position differs from that of governments which/ have extended or guar-

anteed loans. First, the Bank's loans are all longfterm and extended only for
productive projects; they are in a different cat_;ory, therefore, from medium-

or short-term export credits extended or guar;.teed by governments. Yet it has

1/ "If a member suffers from an acute gkchange stringency, so that the service
of any loan contracted by that memjler or guaranteed by it or by one of its
agencies cannot be provided in thé stipulated manner, the member concerned
may apply to the Bank for a relgkation of the conditions of payment. If
the Bank is satisfied that somg’ relaxation is in the interests of the parti-
cular member and of the operagions of the Bank and of its members as a whole,
it may take action under eigher, or both, of the following paragraphs with
respect to the whole, or pgrt, of the annual service:

(i) The Bank may, An its discretion, make arrangements with the
member conceyned to accept service payments on the loan in the
member 's cufrency for periods not to exceed three years upon
appropriage terms regarding the use of such currency and the
maintenagice of its foreign exchange value; and for the repur-

(ii) The gank may modify the terms of amortization or extend the

K's attitude has not been based on legal considerations, since apart
s general powers as a creditor to relax loan terms, the Articles
expregssly contemplate debt rescheduling for balance of payments reasons
(Article IV, Section 4(c)).
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Marginal note

When the memo is circulated, show
the original text and Broches' revision
herein indicated in pencil -- also attach
a copy of Broches' memo.

Footnote 3

The Bank's attitude has not been based
on legal considerations, since apart
from its general powers as a creditor
to relax loan terms, the Articles
expressly contemplate debt rescheduling
for balance of payments reasons

(Art. IV, Section 4(c).
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1/
application of a member , and the Bank, as a lending institftion, hag legal

(_,/é% J capacity in any event to modify the repayment terms of ips loans if this is
had in the interests of the Bank and of the member concerné
i

1
Nevertheless ;} the

-~ ’Itl‘y

&~ Bank has in practice agreed only exceptionally to pdrticipate financially in

4/( A+ *(‘: general debt rescheduling exercises?) For a numbg® of reasons, the Bank's

.. have extended or guaranteed
loans. First, the Bank's loans are all lon t.erm and extended only for produc-
tive projects; they are in a different c ory, therefore, from medium- or

P gy short-term export credits extended or guaranteed by governments.

;L/{ﬁ | Yet it has been an excessive use o;ﬁuch export credits, sometimes for purposes

Vo -~

} A” Eof questionable priority, which hg

N
2// 1 M,L
/,/V 1/ "If a member suffers frofi an acute exchange stringency, so that the service
: \ ~  of any loan contracted by that member or guaranteed by it or by one of its
A [ N\ agencies camnot be prgvided in the stipulated manner, the member concerned

A ;‘j (.4 may apply to the Bank for a relaxation of the conditions of payment. If
> the Bank is satisfigd that some relaxation is in the interests of the parti-

'? %

s most frequently caused debt difficulties.

/77 ;/v'f{‘ cular member and --" the operations of the Bank and of its members as a whole,
i it may take actigh under either, or both, of the following paragraphs with
LA respect to the whole, or part, of the annual service:
§ 3

(1) Thef/Bank may, in its discretion, make arrangements with the
iber concerned to accept service payments on the loan in the
ber's currency for periods not to exceed three years upon
fappropriate terms regarding the use of such currency and the
maintenance of its foreign exchange value; and for the repur-
chase of such currency on appropriate terms.

i) The Bank may modify the terms of amortization or extend the
life of the loan, or both."

;”
2/ sée R6@-39.
i A A jf:,;,zf 2 A b, sz/ b f

Crdqwle ,,j( il ,; . i e, A % S i }r%%w‘ }. :

d




April 22, 1970

& i 9

been an excessive use of such export credits, sometimes for purposes of ques
tionable priority, which has most frequently caused debt difficulties. Sglond,
because the Bank, unlike governments, has no taxing powers, it must rel# on
market borrowings for the major part of its resources; accordingly, paintenance
of a sound financial position and its credit standing are of fundamental im-
portance to it. Both might be adversely affected by the Bank's/participation
in extensive debt reschedulings. Third, the Bank needs a #ssured flow of
income from its loans in order to meet interest requiremests on its obliga-
tions; it would be difficult, therefore, for the Bankl_o.join in debt reschedul-
ings involving substantial waivers or even defermen-{ of interest payments.
This ''special position' of the Bank has bee-'fecognized by the principal
creditor countries, which have agreed to extend debt relief in most cases without
expecting that the terms of existing Bank_ﬁﬁﬁns to the debtor country/gﬁ%%dbe
rescheduled. In my judgment, this pos

1/ 4
the Bank and should be maintained. A

tion represents the proper posture for
e Bank Group can make its most effective

contribution in situations of debt crisis by providing new funds on appro-

priate terms to help carry foyward development programs.

1/ The report tothe Président of the United States from the Task Force on
International Devglopment (the Peterson Report), 'U.S. Foreign Assistance
in the 1970s: a New Approach”, dated March 4, 1970, in recommending joint
action by the dending countries, the international lending institutions and
the developip® countries concerned to devise a comprehensive strategy for
debt problems, proposes that bilateral governments and govern-
rdnteed credits should be rescheduled over a long term but that '"The
internafional lending institutions, however, should not be required to
resizgﬂule their outstanding loans. Rescheduling their loans would endanger

t:;ﬁ ility of international institutions to continue borrowing in capital
markets."



mental importance to it. Yet both might be adversely aff

participation in extensive debt reschedulings. Third,

N Lnplin Lr Ak

schedulings involving substantial waivars/\of

This "special position" of the Bank " been recognized by the principal
creditor countrlea s which have agreed 'bfy’ extend debt relief in most cases with-
— urg:mg silak o tares of Bak 1oqrfs to the debtor country also be re-
scheduled. In my judgment, this Pésition represents the proper posture for the
Bank and should be ma:‘.ntained.}i_,,e"f

This does not{ mean, howf{er, that the Bank should never participate in a
debt relief operation. 'Iilfere mgy well be cases where, by reason of special
circumstances, flnanc%ﬂ participation by the Bank in such an operation would be
warranted. An exa?le is the Indian debt rescheduling operation of 1968. The
Indian debt pro‘t::}a&ms did not arise from an accumulation of short-term credits
but rather i‘rqtﬁ; the totality of external debt, much of which was the result of
aid ex'bended 'bhrough the Indian Consortium chaired by the Bank. The principal
problems ‘{fere, in the short run, to reduce the call on India's limited free
foreigﬁ exchange by postponing debt payments and, in the longer run, to make the
te:;n&s of official aid more compatible with India's needs. The rescheduling

c__ﬁscussions were held within the framework of the Consortium. Financial partici-

/ pation by the Bank, itself a large creditor, was considered by the other creditors
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This does not necessarily mean that the Bank should never partjtipate
in a debt relief operation. There may be cases where, by reason/of special
circumstances, financial participation by the Bank in such ap”operation would
be warranted. An example is the Indian debt rescheduling”operation of 1968.
The Indian debt problems did not arise from an accumuydation of short-term
credits but rather from the totality of external debt, much of which was the
result of aid extended through the Indian Congértiumchaired by the Bank. The
principal problems were, in the short run,fo reduce the call on India's limited
free foreign exchange by postponing dept payments and, in the longer run, to
make the terms of official aid more compatible with India's needs. The re-
scheduling discussions were he ﬁithin the framework of the Consortium., Fi-
nancial participation by thg Bank, itself a large creditor, was considered by
the other creditors to bg, if not an essential, at least an important element
in reaching agreement Under these circumstances, the Bank agreed to resche-
dule some of the turities of its loans. Some other creditors not only
rescheduled matdrities but waived interest on those maturities for ten years.
Because of e Bank's special position, it did not waive or defer interest
paymenfﬁfon the maturities it rescheduled, but it agreed, in compensation, to

F
reschiedule a larger percentage of the maturities owing to it.

Conclusion

The Bank should continue to pay close attention to the increasing debt
burden of the developing countries and the danger of debt crises and, in
close cooperation with the IMF, to recommend to debtor countries and their

creditors, preferably within the framework of aid-coordinating groups, suitable
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on its loans. Some other creditors not only rescheduled maturities Wut waived

interest on those maturities for 10 years. Because of the Bank!s gpecial posi-
L:
(s s

tion, it did not waived interest payments on the maturities it re heduled, but

it agreed, in compensation, to reschedule a larger percentage of the maturities

owing to it.
D;(&LF/I il fOther serious debt crises may well arise in the future/of such a nature
1T 10 ;v' [*Phat solution of the problem depends upon, or at least Jju
P z{“f 4 ticipation by the Bank, despite its special position. /Precisely what circum-
I %Pq J stances would constitute such a justification cannot/be defined in advance since,

Q')A.e»-ﬂf"' as already pointed out, each debt crisis is to a gignificant extent unique. I

),,.r*’ Melmve, therefore, that determination of the Bahk!'s position on financial

" 01 o
17953 ,.«-f') in the Articles that rescheduling shouw)d be undertaken if, but only if, "the

\ 4 i Bank is satisfied that some relaxatig _/_Ef the conditions of paymen_§7 is in the

}’ ’) /i,a /r interests of the particular member/and of the operations of the Bank and of its
v «4" members as a whole."—]

Conclusion

a

The Bank should conjinue to pay close attention to the increasing debt
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policies and measures to prevent such crises. In its operations, particularly
in determining the blend of IDA and Bank funds in countries eligible for

IDA assistance and in setting the terms of Bank loans, the Bank Group should
continue to pay particular attention to the effects that its financing will
have on the external debt burden of its borrowers. Where, in spite of the
efforts of the debtor country and its creditorg,a general restructuring of

Ehe external debt of that country becomes necessary, the Bank should, whew-

brslyured o
o gy VY L

participate in an advisory capacity in the rescheduling discussions.

7%

s special p

Because n as a creditor,

ould not bé/éxpected
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preferably within the framework of ald-coordinating groups, suitable

and measures to prevent such crises. In its operations, particul /in

assistance and in setting the terms of Bank loans, the B roup should con-
tinue to pay particular attention to the effects that i
on the external debt burden of its borrowers. Wh e, in spite of the efforts

of the debtor country and its creditors, a gepéral restructuring of the external

debt of that country becomes necessary, the Bank should, when requested, par-

ticipate in an advisory capacity in t rescheduling dlSC sions %?pause of

its special position as a creditory” the Bank should not pa 1c1pate financially

in debt reschedulingsI;s a matper of course. It should be willing to participate
financially, however, wheng#¥er the circumstances are such that solution of the

debt erisis depends upod; or at least Justifies, relaxation of the terms of the

Bank's loans. Each,€ase must be examined on its own merits to determine whether
and to what exteAt any such relaxation is justified as being not only in the
interests of the debtor country but also in the interests "of the operations of
the Baﬁk/hnd of its members as a whole.ﬁL?

~

Robert S. McNamara
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December 17, 1969

MEMORANDUM TO THE EXECUTIVE DIRECTORS

Subject: Pearson Commission Recommendation No. 29 Concerning Blending of
loans and Credits for Single Projects and Programs

Recommendation

"Wle ... suggest that the blending technique for single projects or

programs be used more frequently".}'/
Background

The recommendation is preceded in the repor-t. by a discussion of the high
cost of Bank loans. The Commission refers to the technique of blending Bank
loans and IDA credits as a means of reducing the average rate on financing
from the Bank Group as a whole, and notes that "sometimes a single project is
financed by such a blend". There follows the recommendation quoted above,
without any explanation of why blending on a project or program basis, in con-
trast to blending achieved by separate Bank and IDA operations in the same
country, was considered desirable. However, the Commission's staff has told
us that what was in mind in the formulation of this recommendation was the case -

be
of projects which would not/viable at the current cost of bzrrow from the

........ _Jt

Bank but which would be viable with financing at a lower a % 6311 approprla.te

mix of Bank and IDA funds would, aecordinedy, enable such prOJects to go i‘orward. \.‘ 3
. 'n
This was regarded as particularly important for projects in some of the least /

developed countries, e.g., some of the smaller African countries.

1/ Report, page 222. %



JOINT BANK-FUND LIBRARY

Analysis

The concessional terms of IDA credits are not
intended to provide financial subsidies to the projects
financed. Projects are recommended for Bank or IDA
financing only if they vield an acceptable economic
return and the rate of return required for approval of
a particular project is not affected by whether the funds
originate with the Bank or IDA or both.
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Analysis
The concessional terms of IDA credits a 0 de§ 20 pronﬁe finan-

At/ﬂ o
2A L& eAleth [ 4 j
adsvven—thm g-project isfinanced on convemttomat~serms, whether the funds
originate with the Bank or IDA or both.

This policy, in my Jjudgment, is entirely sound and should be maintained.
Indeed, TDA would not be complying with the requirement of its charter that
it provide financing only for "purposes which ... are of high developmental
priority" if it supported projects which would be economically or financially
Justified only on the basis of a substantial subsidy. During the past fiscal
year, no nro%‘oct financed by the Bank or IDA had an economic return estimated at

akaJy l‘S/‘b
less than ; on average, the estimated economic return was aveme/2%L. Such

projects do not need subsidized financing. SrrrEother—temd,, o I finance proj-
ects providing a return so low that they require concessional terms to be viable
would constitute a misuse of scarce development resources and might well result

in distorting the borrowing country's investment pattern.

se have in fact engaged in a significant amount of si

L ]



a wide range of projects.”  This/frimarily reflects the difficulty, in the various

countries concerned, of achieying the desired blend over a reasonablé period of
time by allocating Bank IDA funds to separate projects. No dgubt there

will be cases in the Puture in which similar considerations e joint Bank/IDA

financing of a sjMigle project desirable. However, since blénding on a project

matter of policy.
Having said this, I nonetheless entirely agree with the feeling which under-
lies the Commission's recommendation, i.e., that the terms of Bank Group lending
are too hard for many of our members. We ought to do more blending, whether
through joint Bank/IDA lending for a single project or through Bank and IDA
financing of separate projects. e ought also to blend Bank and IDA funds in
more countries. The over-all amount of blending operations in which we can
engage depends, of course, upon the adequacy of IDA funds. The Commis~
sion itself has proposed a substantial increase in IDA's resourgg;?%% ks the
Executive Directors know, I hope that by June 30, 1970, the Part I countries will
lare agreed upon the arrangements which they will propose to IDA for a Third
Replenishment for a period beginning Julyrl, 1971. Assuming that these arrange-

ments contemplate a significant increase in the level of IDA resources, they

1/ As of”September 30, 1969{/32/;rojects had been financed Simultaneously by

loan and a credit, i an aggregate amount equiv t to $528.94 million.

‘g/ Report, page 22l.
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would enable us to do more blending, on a broader geographic basis, than is

projected for the balance of the Second Replenishment period.

I believe that we should continue the present Bank Group policy of financ-
ing only those projects and programs which promise a satisfactory economic and
financial return, whether the funds are provided by the Bank or by IDA or by
both institutions jointly. Accordingly, there is no reason to adopt a policy
of deliberately emphasizing blending on a single project basis, as recommended
by the Commission. However, to the extent that the availability of IDA funds
permits, and where creditworthiness considerations suggest tht it would be desir-
able, we should increase the over-all amount of Bank/IDA blending, on a country
or project basis as appropriate, and extend the blending technique to a larger

number of countries.

Robert S. McNamara



December 2, 1969

Za1/5 /€

MEMORANDUM TO THE EXECUTIVE DIRECTORS

Subject: Pearson Commission Recommendation No. 12 Concerning
Aid Coordination

Recommendation

"{e therefore recommend that preparations begin at the earliest
possible moment for establishment, where necessary, of new multi-
lateral groupings which provide for annual reviews of the devel-
opment performance of recipients and the discharge of aid and
related commitments by donors. The World Bank and the regional
development banks should take the lead in discussions to this

end, and the World Bank, or another appropriate existing agency, i

should provide the necessary reporting services for such groups."

Background

This recommendation reflects the Commission's concern about the extent
to which development assistance is still uncoordinated, unrelated to any
agreed set of priorities in the economies of recipient countries, and insuf-
ficiently guided by and responsive to "development performance" as contrasted
to other considerations, such as historical relationships between donors and
recipients and political objectives of donor governments. The Commission
considered that the Bank's activities in the field of aid coordination, par-
ticularly its sponsorship of coordination machinery such as consortia and

consultative groups, and its staff support of aid coordination exercises

1/ Report, page 13l.
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sponsored by others, have made an important contribution to the solution

of this range of problems. The recommendation, in effect, is that these
efforts should be pursued and, where appropriate, expanded to cover addi-
tional developing countries. But the Commission also proposed that coordi-
nating efforts be deepened and strengthened in various ways, e.g., by ex-
tending them to technical assistance and by giving the coordinating groups
responsibility for reviewing not only recipient country performance but

also the extent to which donor countries' aid and related commitments
towards recipients have been discharged. The Commission further suggested
that, for at least some of the proposed new groupings, coordination might be
effected through regional arrangements. It believed that the participation
of other developing countries in addition to the recipient would be par-
ticularly useful, citing as a precedent the reviews conducted by the Inter-
American Committee for the Alliance for Progress (CIAP). Finally, it proposed,
with respect to the regional development banks, that they should play some
role in initiating discussions looking to the creation of new groupings, and

might eventually, as and when they develop the capacity to do so, provide
1/

some of the requisite reporting services for the new groups.

Ana}zsis

As the Executive Directors know, we are expanding ourrprogram of econ-

[, %
i

for 32 countries: all M‘\coﬁn ries fith a population of more than

omic missions. Annual reviews of devz?o nt, performance will be prepared

10 million, plus a few others which have active development programs with

which the Bank Group is closely associated. Reports on the other developing

1/ Tbid., pages 1}50-13. y
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member countries will also be prepared, although less frequently, i.e.,

on a biennial or triennial basis. Economic reports will therefore be under-
taken on a more regular schedule than has generally been the case in the
past. In addition, they will be more comprehensive. They are intended to
provide, ever time—

(2) an evaluation of the situation and prospects of the economy;

(b) an analysis of the country's development objectives and of the
ma jor development obstacles and assets of the economy;

(¢) an informed judgment concerning the appropriate development strategy -
to be pursued by the government concerned and the likelihood that
it will take the action required to carry out that strategy;

(d) an assessment of domestic and external financing requirements and
of the possibilities of meeting them;

(e) an analysis of the principal pre-investment surveys and studies
required to carry out the development program and of the relative
priorities of those requirements;

(f) an appraisal of the available machinery for planning and for the
formulation of economic and financial policy; and

(g) an analysis of the problems of investment and resource mobiliza-
tion and allocation within the economy and among sectors, of ex-
ternal debt prospects, of appropriate borrowing terms, and of
creditworthiness.

The Bank's experience indicates that the most important element in

promoting coordination for any developing country, whether or not a formal

ald coordination group exists, is the provision to all interested donor
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governments and institutions of objective, comprehensive and up-to-date
reports of this kind. Such reports are necessary to provide guidance for
those who make decisions about aid programs, help all concerned to pro-
ceed on the basis of a common understanding concerning the critical devel-
opment problems facing each country, indicate priority sectors for finan-

cial and technical assistance and, to an increasing extent, outline devel-

opment strategies agreed between the country in question and the Bank as

being Doth reasonable apd worthy of internatizonal port.
e /ﬁ’iﬁﬁiﬁ 7 ,4.,3?;%4.” D ey

of the 32#countrie ich‘we plan to review annually are
the object of attention "6y some form of "multilateral groupings", which review
both the development performance of the country in question and the development

assistance activities, in that country, of interested donor governments, “AId

The Bank takes principfl |

i@j—f\' -"""’g? E
responsibility for 1k of these groups: the India and Pakistan Consortia?

Fa < ;"
the Consultative Groups for Colombia, Best—#friea-{Kenya, Tanzania, Ugandaf:

2 F) The Bank also provides economic reports which serve as the basis, or

one of the bases, for the deliberations of coordination and review groups

covering enether—six of the 32-eeuntries+ the Inter-Governmental Group for

Indonesia (chaired by the Government of the Netherlands); the Turkey Consor-
tium (sponsored by the Organisation for Economic Co-operation and Development

with an independent chairman); and the Inter-Ameri
LA A e

Alliance for Progress (CIAP) reviews of
o

Committee for ‘t%ﬁ .

SV S L - '1-‘1-46_«7 i
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In addition, the Bank has provided analytical reports for the informal,
although quite active, aid coordination group convened by the Government

of Guyana, and has pai'tj/r_:)é_i.yated in the discussions of that group.7/‘ In the
past some of thes® groups, such as the India and Pakistan Consortia, the
N

coordinating groups for Ceylon, Ghana and Indonesia, and,\the CIAP group§) have

met regularly on an annual <{end-semebimes-mome—frequemty basis, while others,

for a variety of reasons, have met irregularly. For the future, however, I
add:

we will take
initiative
to organize
groups for
all 32
countries.

would expect that all the groups for which the Bank takes principal respon-~

sibility,ws
—our-ecombrol, will meet regularly; this will be facilitated by the expanded
system of economic reporting which will generate, on a regular basis, the
documentation needed. Meetings are planned during 1970 for the India and
Pakistan Consortia and for the groups for Ceylon, Colombia, East Africa,
f Ghana, Korea, Morocco and Tunisia, I am informed that the groups for
Guyana, Indonesia and Turkey will also meet in 1970, and that there will be

CIAP reviews of Argentina, Brazil, Chile and Mexico in that year.

M, /: ,? '
- s the Commission recognizes, a g?‘eat deal has already been achieved,

g ,// f
through coordination, to make aid more effective. Bubt the inherent diffi-

culty of the coordination process should not be minimized. Effective coordi-
nation of the aid programs of a numbe? of donors, whose objectives and moti-
vations may not be identical and Whos4Ii approaches and systems of adminis-

!
tration are likely to differ one from!another, is a task both complex and

!

delicate.

i
4

s j -~ -tations< T am confident that our gen;éral approach tol the preoblem is sound,
r " ‘. : }
}::;" but I know that we have much to leanﬁ- about the coordination process. We
— !

have tried to maintain a flexible at%itude, and to adapt the format and the
1 _

emphasis of the groupings under our cgha.imanship to the circumstances and needs

! |
of the particular recipient country a?'ld to the positi%ns of donors.
H

{ |
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Nonetheless, I agree with the Commission that the existing coordinating

roups can and should be strengthened. Our new program of more intensive
and more regular economic reports is one step in this dlrQCtixB/

lishment of our ident mission in Indonesia, the streng;hﬁ jﬂg,.fif:f:fgb‘
ion in Pakistan, the proposed eéﬁﬁplzggﬁgﬁi of a resident

on in Nigeria and the probablagxpanﬁig: of “our permanent mission in

resident m

particular, we intend that these groups
should concern themselves more than in the past with the coordination of
technical assistance, a field in which we have thus far made only a modest
start. As noted above, our economic missions will be seeking to determine
priorities for pre-investment as well as investment activities. The U.N.
with respect to the technical assistance and pre-investment aspects of the #;;,ﬁ
missions' inquiries, through the UNDP Resident Representatives.}lIiam hopeful
that this will contribute to better coordination in this field, to the
importance of which the Commission has called attention.

lished for additional countries and that the Bank should take a lead in this

matter. In fact,the Bank staff is now actively considering whether, and

how, coordination arrangements might be created for several additional coun-
tries. Some of these may be formal consultative groups, while others may
be less formal in character. The less formal ones are likely to be for the
very poor countries with limited absorptive capacity which at present need

technicdl assistance more than financial assistance; since these countries

Development Programme (UNDP) will be cooperating with these missions, especially

I also agree with the Commission that coordinating groups should be estab-



-

characteristically receive financial assistance from only a few sources but
technical assistance from many, the principal need for coordination is usually
in the latter field. In any event, in each case action by the Bank, as the
Commission has recognized, is dependent upon the agreement of the recipient
country as well as of donor governments and agencies.
,,:;’fi am somewhat doubtful about the Commission's proposa} that the groups,

both new and existing, should engage in "explicit and fqﬁﬁal" review of donor
f aid policies and procedures, as well as of the perfo;ﬁhnce of the recipient
| ;

; country. Although the Bank has reviewed the term§5bf aid offered by the

\

members of its consultative groups, and althougﬁ.participation in such a
H group leads obviously to comparisons of dononfperfonnance, no group has thus
ij{:jff f”;ﬂ |far served as a forum for donor performance reviews. Indeed, whenever this
o e J

4 A_;F ;question has been raised in the context gf particular consultative groups,

i

ruf_f(f/'l;the members have been overwhelmingly opﬁosed to any moves in that direction.

A

P

/. 1l
ra ’\_;/‘W’\‘\ t
P ;
[

The Development Assistance CommitteeffDAC) of the Organisation for Economic

y
Co-operation and Development does gerve as such a forum, and also establishes

“1| general standards for the volume and terms of aid. I am not sure that it

A y
e Mw“ H ,':.
. ) i would add much to the DAC review and evaluation process if each aid coordine-
s | y
L~ | ating group were also to be uysed as a forum for reviewing the donor members'
j?kf““"f %performance with respect tqfthe recipient country concerned. Indeed, the re-

f‘
sult of such an effort might well be to make creation of additional coordin-

.—-it:wups more diffioélt.

The Commission's proposal that some of the new coordinating groups

should be regional in scope has attractions, particularly for areas where
a number of smaller countries are seeking to develop their economies within
the framework of a regional market. We have in fact organized one coordin-

ating exercise on a regional basis: the Consultative Group for East Africa,
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covering Kenya, Tanzania, Uganda and the East African Community. The three
countries and their Community have many common ties and, in some respects,
are operating as an economic region, so that a regional mechanism seemed
entirely appropriate. However, in practice, it has proved necessary to
conduct the activities of the consultative group for the most part on a
country, rather than a regional, basis. Although this experience points up
the practical difficulties of the regional approach, I do not believe that
it should deter us from creating or supporting other regional coordinating
groups in appropriate circumstances.

The Commission saw as a particular advantage of regional groupings that
they permit the membership of a number of developing countries, all of which
would participate when the performance of each developing member was under
examination. This is the case, for example, with CIAP. While I see some
benefits from the wider participation of the developing countries, T am not
convinced that the CIAP formula has been more effectwve than that of the Bank's
consultative groups, or that any of those groups should be replaced by a
regional grouping. The Bank's approach permits coordination meetings to be
compact, frank and businesslike in discussing the problems, performance and
capital needs of any given country. I doubt that this would be equally
true of meetings in which a large number of developing nations participated
as members, most of which would not be directly involved in the development
efforts of the country under review. Accordingly, I believe that, in con-
nection with coordinating groups to be created in the future, the Bank should
continue to favor the single recipient country approach for the larger
nations and to reserve the regional approach for smaller countries, particularly

those trying to develop within the framework of an economic region.



The Commissipn's suggestion that the regional development banks should
eventually take the lead in organizing, or providing the reporting needed
for, coordination exercises for some of the smaller countries is worth con-
sideratiod?%x\ In at least twy’ of the three regional banks majority owner-

ship is in the hands of borfowers and potential borrowers; it remaihs to be

seen whether donor countyies will accept the views of such banks on matters

such as performance, #&xternal capital needs, etc., which areﬁén essential

part of a coordingtion exercise. The one experiment tofﬁﬁ%e by a regional

.r‘fAr
bank in this ;ield was not successful. In any evenE/”as far as the World
/ /

Bank is copéérned, we already send our country egbnomic reports to the re-
',.-‘

gionalfpénks, and we would certainly be prepafed, upon request, to make them
ava;Iéble to, and to consider participatdon in, any aid coordination groups

ﬁﬁich these banks might organize.lﬂf

1 /

We intend t%%snniingg our efforts to expand-dimd@ improv aid coordin-
ation activities. In the process of our review of the d; elopment prospects
of each developing country, we shall consider whether ’i& what kind of "new
multilateral groupings" are desirable. We also i end,ias in the past, to
review periodically with the principal interested governments the experience
we gain in coordinating groups, with the object of continuing efforts to im-

prove their effectiveness. No immediate action by the Executive Directors

is required.

Robert S. McNamara

1/ The e of the':fgignal banks in cggpif& economic repiﬁyigé is consid-

ered in another™in this series of analytical memorandd.

e



