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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mr. Harold Graves DATE: March 20, 1956

J« G. Beevor

IFC - Broadcast on BEC.

T was asked in Februsry, largely because of a friend of mine
who is the BBC Director of Overseas Broadcasts for the Middle Fast
and Asia, to give a talk about IFC., They have sent me two copies
of the recording and you might like to have a copy for information.

Attachment.




Trensceribed from a Telediphone Recordings:

THIS D:Y «ND AGE,

1700-1710 Green 7th March, 1956.

+HNNOUNCEL s This is the General Overscas Service of

the 2.DB.C, ITHIS DAY AND AGE' - Finoncing Private bhterprise. indrew
Shonfield interviews Mr., John Deevor vho has been asked by the International
Denk to work on the establishment of the International Finance Corporation.

SHONFIELD: Mr. Beevor, your noin job @ I understand,

during the pasgt couple of yeers has been to winkle out rivote capitel -

to help private copital - to go out into the Cormonwealth: youlve

been persuading it in that direction. I gether that this job that youlke

going to in the Internotional Finonce Corporation is similor in some

respects - is it ? l

DBEEVOR: Certeinly it is elmller in that reerect
though in the Commonwealth Development Finance Company we've perhups: heen
nore putting our ovwn nmoney in when there was a gap, than actually joing
around secking for cther pcople to encourage.

SHONFIELDs And vou're not going to put so :mch uoney
‘into the ventures (FLUFF) in - into International Finence Corporstion
is that so ?

DEEVORS: The Intornotional Finence Corporation as I
understond it when it cones into eristence will seek to put in as Little
of its own funds in ony one proposition as 1t can, and to get as nony
partners as possible to cone in with as ruch noney as they can roaise,

HONFIELLs Theh vhy 1s it being so mean ?

LEEVOL: Decauge 1t hes linited funds in its initial
stages. It's storting with o capitol of o hundred-nillion dollars which
gounds a lot of noney but itte really cnly the cost of one steelworks, and
if you spread that over forty or £fifty countries it neans there's not
very imch I,F.C, noncy for sny one country.

SHONFILLD: Is the point then - Mr. 3Beevor - this
hundred nillion is a sort of bait for orivete enterprise to be encouraged
by - 18 that the woy the thing vorks ?

DLEVOR: Yee, I think that is correct. They stort
oif with a fairly nodest stoke in relation to the total dernend. In an
ingtltution of this kind you've got to rioke it a success on & snall scale
first and then if all goos well you build it up to bigger things.

ECR



THIS DiY AND AGE:  -2-

SHONTIELD: Well now we've had - we have a fair
nunber of institutions - I nean we have the International Bank itsclfs
We also hawe your Co.iionwealth Devclopnent Finence Conpany, which has
been doing very good work, why do we need this other one ? What's the
gep to be filled ?

LEEVOR: The gep really arises because of the charter
of the Internaticnel Bank, The Internutional Bank as everybody kncws

has dene o wonderful - work - in the last ten years when they've raised
loans of about two-thcusand five-hundred ::illion dollars - an enormous
swi for scnething like fifty countries., DBut under their charter they

can only lend that noney either o a nenber governnent or else to sone
industry vhich carries a guarantce of its own Governuent. 4and that

has becn found, in practice, to create difficulties. Governnenis sonetines
are enbarrassed by giving = guarantee to one steelworks as opposed to
enother, or again the steel nanufacturer hinself is reluctaent te accept

a Governnent puarantee because it nay inply cone degree of Government
interference in the future.

SHONFIELD: It brings in Govermnents too rmuch for
private industry in sone cases ?

OEEVCR: Yes, and, it - it hus delinitely been
found to linit the ecope of the Internntional Bank's operaticns. So
that they do wish nhow to have this new institution -~ the Internztional
Finance Corporation - which crn nske loans to industry in any of the
countrics concerned without s Governuent guarantee.

SHORFITLD: Directly. Now will the Intcrncotional
Finonce Corporation becone a sharcholder 2 Will it be holding crdinary
shares in these conpaonies ?

DEEVCE: Ho, they've decided against that because
of the obvious problens of getting nixed up in the voting control or
nenugenent of companies all over the world, and so what they're going
to do is to tzke up lomns,which nay or may nct carry some rights of
subscription of shares,or conversion intc sheres, and that wiil give
sone additionel wvalue %o their loens if the project proves to be
satisfactory. ind when they went to sell off a lozn, when a2 Jroject
has natured, they would be able tc sell the conversion right.
which has a definite value.

SHCRFIELD: You would then in the I.F.C. be a kind of
finsneier on = grand scale reckoning to(FLUFF) hold things for = short
period md then get rid of thex fairly quickly ?

DFEVOR: Certainly - it's post importent to revolve
your funds., If you've got linited funds for a particular purpose you
want to be able to sell then off as soon - sell off your loans-as soon
ag they'!'ve reached o satisfactory stage you then get ncw money to put
back intc new projects.

SHONFIILD: And neke a profit ?

JEEVORS ind you hope to nake o profit on the good
ones because you're bound tc lose somc oney on the less good ones.
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SHONFIELD: Yes. Dut you're not going to uanage these
things at all ?

DEFEVOR: No. Absclutely no = no intention or -~ of
ever having any part in nanagenent at all.

SHONFIEFLD: Well Mr. DBecvor, where is this gap in
private cajitel nost noticeable? Where in the world, presunably you
aren't going for Zurope -

BEEVOR: No, that is I think clear. The well developed
countries in Western Burope, North anmerice would not, I think, noraally

be receiving lnans from the International nnce Corporation. Dut there
arc, in the first jlnce, part - countries in Southern Eurcope vhere there
nay be cases for it and then of course there are cll the well known areas,
Middle East, Scuthern Asia, Africa and Latin America.

SHONFIELD: ind which venture capital which is at
present not going out would you hope to winkle out and move in these
directions - where is this venture copital to come fron ?

BEEVOR: Well of course the grectest hone of cepital
et the -ioment is Nor'th America and clso there's a great deal of cajitel

in Western Turcpe where recovery has proceceded sc fast in recent yecars And
vhereas in Dritain I think that all the ecvailable capital we have for
developnent oversess is being nobilised in one way or another, there are
these other areas - North imerica, Western Burope - and nay be others
too,vhere there is capital which has been thy of getting on the nove into
undeveloped territeries. -

SHONFIELD: I wonder though if you could nake the
inetance a littlc nore concretc because it's a little hard to sce
immedistcly what kind of project,on the epot at present,would not
qualify for loans or assistance fron the existing institutions, which
would quslify for a loan fron the International Finance Corporation.
Could you sortof sketch the kind of project that you're geing to go
for, and find, in the future ?

DFEVOR: You nay find I think in any of these
countries - therc are valualle projects - industrial of sonme kind -
vhether in pulp ard paper, or in mining, iron snd steel, or any branch
of seccndary industry where it ie difficult to raise all the capital
required from locel sources or fron existing institutions. One always
finds that in inportaont new projects you can raise part of the noney
but it's very difficult to get the last ten per-cent.

SHONFIFLD: Well whot about your experience in the
Cozionwerlth Develoyment Conmpeny - there you were dealing with recisely
this kind of roblen, Now, is the ,roblen exactly analogous with the
thing that you're going to take ovrsr now ?

DEEVQR: It's analogous aut I think itt!'s different
becouce we shall be dealing with a great nany countries ¢ll over the
world which'ere less orgenised, so to say, in capitalist structurc than
the Uritish Corronwealth countrics, and so you will have in sone respects
nore bockward: and less - sone less highly orgenised countries - in which
new investoent is so neessary.

ECR \

.
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SHONFIELD: So it's the Commonweslth thing all
over ag~in but perheps in even less - less developed countrics 9
BEEVOR: Yes.

SHONFIRLD: Thank you, Mr. Deevor,

ANNOUNCER: Tuot interview was with Mr. John Deevor

of the Co:monwealth Develonnen’ Tinance Joupeny Linmited, who hus been
asked by the Intemationel Duak to work on the establishment of the
new International Finance Corporation. The intervicwer wes Andrew
shonfleld, Foreign Flitor of the FINANGIAL TIMES,

v v TR

ECR



INTERNATIONAL FINANCE CORPORATION

1818 H STREET, N.W, WASHINGTON 25, D, C.

TELEPHONE: EXECUTIVE 3-6360

FOR RELEASE
10:00 A.M,
Wednesday, June 5, 1957
FOREIGN INVESTMENT BUILDS FUTURE MARKETS

Address by J.G. Beevor, Vice-President
International Minance Corporation

to
World Trade Conference of the 86th Annual Meeting of the
Canadian Manufacturers' Association Meeting in
Toronto, Ontario, June 5, 1957

Changes in the patterns of world trade and new openings for foreign
investment have been~the subject of many talks and articles in recent years,
Economic progress is based on a desire for change and leads to further
continuous change. And while change creates new problems, it also creates
new opportunities,

I would like this morning to focus attention on some of the current
problems and possibilities for foreign investment, I would also like to
consider with you the role of the International Finance Corporation in this
field and its significance to you as private businessmen.

We are all familiar with the main reasons for some of the changes which
have happened in our lifetime, Under the impact of scientific achievement,
particularly in transport and communications, the world has, for human purmoce:s
decreased in size, People and ideas move around faster than ever before.
In the less developed areas of Latin America, in Africa, Asia and the Middle
Fast, hundreds of millions of people have by various means become aware of

the possibilities of a better life than they have known before., Many new
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nations have achieved independence in the L0 years since World War I; and
they are now striving to develop their resources, to establish more of the
basic facilities in transport, communications, irrigation and agricultural
improvements and also in many cases to establish new industries and to acquire
new technical and managerial skills, Their peoples aspire to achieve in a
decade more than their ancestors had achieved in centuries.
We have witnessed, also since World War I, the growth and emergence of
an industrial empire in Russia, Soviet Commnism is continually absorbed
in plans and devices for impressing and attracting and bringing progressively,
under communist influence, many of those newly created and struggling countries,
The opportunities for increased trade and investment in the less developed
areas are by themselves a stimulus for investors with initiative and imagina-
tion in the free world, We in the industrialized countries of the free world
have come to realize that what havpens in these other areas is bound to affect
our own lives, and that the question whether their peoples are to move onwards
in an atmosphere of freedom or to slide, slowly or suddenly, into the totali-
tarian orbit, is one of the most serious questions facing us today.

Many efforts -~ by individuals, governments and intergovernmental organiz.~-

tions, including, of course, the United Nations =- have been made since Worlc
War II to find ways of helping the less developed areas, It is an enormous
and complex problem ~- one to which there is no single or quick solution,
But greater progress has been made in this field in the last 10 years than
ever before in history.

The role of international financial institutions has been immortant

since the war, The International Bank for Reconstruction and Development - -
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commonly called the World Bank -- was established in 1946, Tt has brought
something new to the field of economic development and to internmational
financial overations,

While a creation of governments, the World Bank has been free of political
influence, and it has successfully operated as a business organization, In
its first two years the Bank lent half a billion dollars for postwar reconstruc-
tion in Western Eurcpe; but since 19L8 its financial and technical resources
have been devoted primarily to the problems of economic development,

The basic facilities must in the less developed countries be financed in
large part by governments. They require large sums of canital, and the
World Bank financing has gone primarily for the development of these basic
facilities, Today its lending totals %3 billion which have gone to help
finance nearly 600 projects in Ll countries, But only sbout 10% of that total
has gone towards finahcing industrial develorment., The World Bank's Charter
requires it to conduct its operations so as to promote private foreign invest-
ment, But the Charter also restricts it to lending to governments or lending
with a government guarantee., The Bank's canacity to finance directly the
development of private enterprise has consequently been limited by the provi-
sions of its own Charter. Moreover, the Bank provides financial assistance
in the form of loans, whereas the development of orivate enterprise frequentlv
requires some form of venture capital,

It was out of the experience and limitations of the World Bank that thae
idea grew for an International Finance Corporation which would specifically
finance private enterprise when the necessary capital could not be raised

wholly through normal private channels, Opportunities for foreign investiea .
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have become more clearly evident in recent years, and industrialists and
investors in the U.S., Canada, the U.K. and Western Europe have shown a
growing interest. Within the last five years hundreds of corvorations have
been considering foreign projects for the first time in their bistory,

So the need for a new type of international financial organization
became clear =-- one that could deal directly with private business -- without
government guarantee ~- to assist private business and capital in investment
in the less developed countries,

IFC was established to further economic development by promoting and
encouraging the growth of productive nrivate enterprise in member countries,
particularly in the less developed areas, IFC now has L9 member countries
H which have subscribed %92 million to its capital,

We hope to achieve our purpose in three general ways:

By investing along with private investors -~ without government guarantee -
in productive private enterprise in the less developed countries;

By serving as a clearing house to bring together investment opnortunities,
private capital (domestic and foreign) and experienced management; and

By using our offices wherever possible to help improve the climate for
private enterprise and investment in member countries.

It is unique that a large number of governments spread over the world
i have joined together for the purpose of helping to develop private business,
Although TFC is owned by governments, it is dealing directly with private
business peonle -~ thinking in their terms, looking at their problems and

respecting their confidences,




s

Our policies and procedures are described in a booklet which is available
to anyone interested. Let me touch briefly on some of the fundamentals.

We intend in our early years to finance only enternrises located in the
less developed areas - Africa, Asia, Australia or Latin America - and, of
course, only those situated in one of IFC's member countries., Consequently,
we cammot in our early years consider financing enterprises in Canada or the
U.S.A., but we can of course in principle assist in financing Canadian-owned
enterprises in the less developed areas,

IFC will consider either the exmansion or modernization of an existing
enterprise or the creation of a new one, During its early years it will make
its investments in enterprises which are predominantly industrial, including
mining enterprises in which the prospecting work has been done and the necessary
ore reserves have been proved,

It is prepared to consider investments in a company whose assets, after
financing, will total at least 500,000, Its own investment will always be
less than one half of the total cost of a project, and it will expect the
sponsors of the enterorise and their associates to provide as much of the
capital as is reasonably possible., IFC's own minimum investment in any enter-
prise will be about $100,000 and it would prefer to keep the maximum amount of
any individual investment to something of the order of %2 million.

Essentially IFC is an investing institution and not a lending institution.
IFC will seek to make investments which will (a) help to atiract private
investors to join in and (b) be sufficiently attractive to enable TFC to sell.
out to private investors if and when the venture proves successful., Tt will
be the objective of IFC in each case to contribute to the financing of the

enterprise on a sound basis,
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Although IFC is precluded by its Charter from owning equity, its invest-
ments will not be made as conventional, fixed-interest loans, They must
take the form of loans, but they will be loans carrying some right to partici-
pate in the growth of the business, This participation may be in the form
of additional income related to earnings; or a right to convert the loan
into share capital; or both, IFC cannot itself exarcise'any such conversion
rights; but purchasers from IFC can do so -- and in this mammer we exvect
to make reasonable capital gains on those investments which we are able to sell,

Having its capital in .S, dollars, IFC in its early years will generally
prefer to make investments expressed in U.S, dollars, However, it will be
prepared to invest, at least partly, in other currencies where other factors,
including conversion rights, can reasonably be expected to outweigh the
currency risks,

Security for 1oan investments is less important to IFC than earning vower,
JFC does not object to other loans, bonds or mortgages, up to an approoriate
amount, ranking in priority to its own investment,

IFC will make investments only when it is satisfied that the project has,
or will have, experienced and competent management, Although it may in
appropriate cases be willing to try to help an enterprise in finding managerial
personnel, it will not itself assume any management responsibilities but will
expect the sponsors of the enterprise to provide the management,

IFC will seek to revolve its portfolio by selling out its investments
as soon as they prove to be successful enough to attract other private

investors.
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IFC has been in existence only ten months and has yet to complete its
first investment. lMost of the propositions which have come to ns are in
preliminary form, and even with experienced sponsors it takes months to work
up to a new project in one of the less developed areas, Proposals brought
forward in a fairly advanced stage still require detailed study and investi-
gation -- as to the sponsor, his ability and experience, the background
conditions affecting the market, technical factors and so on. It is impossible
to prophesy the speed at which a project will develop, because the speed
depends so much on the degree of preparation and the quality of the prelimi-
nary studies,

Most of the 30 or LC projects presently under active consideration by
IFC represent the fundamen®al industries -- forest products, textiles, cement,
mining, chemicals and engineering, There are some involving forms of manu-
facturing and processing. The sponsors come not only from the industrialized
countries, the U.S.A, and Canada and Western Zurope, but also from the less
developed countries, Since forest products and mining are likely to continue
to figure prominently in our projects, we hope that we shall have occasion not
infrequently to cooperate with Canadian companies or Canadian consultants.

We believe that private enterprise is the most dynamic force in economic
development and that it can bring benefits not only to the owners and managers
but to the customers, and in the long term contribute to the strength and
stability of a country's economy. For these reasons it is particularly
encouraging to us to find the increased interest of private businessmen and
investors from the industrialized countries in the opportunities presented in

the less developed areas.
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But the opportunities of untapped resources, potential markets and
profits in these areas are not without their hazards, We all are familiar
with them: changes of personalities in government; widely fluctuating
currencies; unbalanced budgzets; erratic administration; lack of business
tradition; 1laws and policies which present difficulties; nationalism
combined with a general suspicion of foreign business, There are often many
changes needed before a modern system of production and trade can function
effectively and produce the benefits which the people in the less developed
countries seek,

We believefrom our experience to date - and from prelimirnary talks with
a wide range of industrialists and other investors from many countries - that
there is increasing realization of the possibilities and prosvects which the
growing market in a developing country offers to a bold and resourceful concern,
In many of the countries of which we are speaking, great progress has been made
in the basic utility developments which are necessary before new industries
can be expected to grow and flourish, These basic developments have been
proceeding at a growing pace, largely with public funds raised by the govern-
ments themselves internally, and often supplemented by borrowing from the
World Bank, from various forms of assistance under the .S. Foreign Aid
Programs, and from the technical assistance activities of the United Wationms,
While conditions obviously vary from country to country, I think it is broadly
true to say that in some of the less developed countries there is now appearing
a better background of basic development against which new industrial enter-

prises can be considered with reasonable confidence in their future prospects,
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It is no easy thing to set up a new enternrise in an undevelopred area
of the world., Vobody knows this better than you Canadians, who for years
| have been so active and so successful in developing your own vast territories
and resources, The first essential, of course, is good planning and competent
management, The second essential is to secure the cooperation of people in
the country of investment, including participation by local investors and the
assistance of government or regional authorities, The third is the existence
of a reasonably favorable climate for foreign private investment.

We hope that IFC, in various ways, will be of some help under all these
three headings., We get propositions from people in the less develooned
countries who may have business experience and a soundly conceived nroject
but lack experience in the narticular type of manufacturing industry on which
they propose to embark., We may be able to help them by suggesting that they
get in touch with soﬁe industrial partner in one of the more industrialized
countries who may be willing to take a minority participation and to provide
some managerial and technical help.

When approached by a company which is foreign in the sense of foreign to
the country of investment, we can sometimes suggest to them ways of finding
local investors in that country to join in with them. And we believe that
IFC, as an international institution of which the country concerned is itself
a member, will by its participation tend to encourage both foreign and local
investment, We further hope that, within limits, IFC will be able to help to

improve the investment climate in a country where improvement is needed,
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In conclusion I would like to leave two thoughts in your mind, The
first is that IFC, with a capital of less than %100 million to be invested
in many member countries, is admittedly a pilot operation., If successful,
it may be able to increase its resources for larger operations in the years
ahead, The second is that it will only be able to increase its resources,
whether by selling its bonds on the markets of the world or by versuading
member governments to contribute further capital, if it proves itself a
success and can show, over a period of years, a reasonable profit recorld of
its own, and, at the same time, can help to stimulate the flow of private
capital into productive private entervrise,

In the last analysis we consider that the measure of IFC!'s success will
not be the amount of money which we can profitably invest ourselves, but
the extent to which our activities generate an increased flow of international .

private investment from other sources,
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Address by J. G, Beevor, Vice Pregident
International Finance Corporation

to

Ninth Annual Virginia World Trade Conference at
Roanoke, Virginia, October L, 1957

Mr. President, ladies and gentlemen, it is a real pleasure
and a great honor to be invited to address the Ninth Annual
Virginia World Trade Conference. Indeed I would have been more
than glad to accept your invitation to be present at the earlier
stages of your Conference in the last two days, but the whole of
last week I was engaged in Washington, with many hundreds of
others, on the Annual Meetings of the World Bank, the International
Monetary Fund and the International Finance Corporationj and that
left a burden of current work to catch up with in the course of
this present week, and I could not get away from Washington until
this afternoon.

As this is a World Trade Conference, I have no doubt that
everybody present has read something about these Annual Meetings
of these three International Institutions., In fact their
proceedings are so fully reported in the press that you can
hardly help reading something about it, even if only the headlines.
But they are certainly interesting occasions. Delegations

totalling nearly 500 from 6L countries were present during most
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of last week, together with severzl hundred guests, mainly bankers,
industrialists, and business men. In the same hall you find the
Secretaries of Treasury or Finance Ministers and Central Bankers

of North America, Latin America, the British Commonwealth, Europe,
Africa, and Asia. The three Presidents of those institutions are
two Americans and one Swede. The Chairman of the meeting this year
was a Philippino, last year a Mexican. The Annual Meeting next year
will be held in India, in New Delhi, and the Chairman then will be

a Belgiane.

The member countries include virtually the whole of the free
world,

These wide spread financial activities are of course all related
to World Trade: the subject of your own Conference, Current
trading operations are the background against which member countries
want to draw on the International Monetary Fund; and future trade
is likely to be affected by, among many other factors, the loans
which the World Bank makes to assist in the development of the
resources of its member countries, with the result that the less
developed countries should be enabled not only to raise the
standard of living of their peoples but also to increase their
international trade and buy more things, both capital goods and
consumer goods, from abroad.

Tn 1946 the World Bank and the Iund began operating. In 1947
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the Conference for European Economic Cooperation in Paris
provided a joint report on the needs of 16 countries of Western
Europe - leading to the European Recovery Program or Marshall
Plan, which thanks to the wisdom and generosity of the United
States proved to be the turning point in postwar history and
undoubtedly saved Western Europe. I well remember, 10 years ago
last month in Paris, as we came towards the end of our two months
intensive effort in preparing the Marshall Plan report for
transmission to Washington, that there were hunger-marches or
bread riots which went on around the building in which we were
drafting our ref:ort, because the French harvest of 1947 had been
almost a total failure,

The pine years, during which the Virginia World Trade
Conference has been held, have seen an unprecedented recovery
and development of world trade; and the conception of these
Conferences back in 1949 is a monument to the foresight of those
who first initiated this move, This, ladies and gentlemen, is
not just a conventional compliment, The founders of this
Conference must have had a clear perception and a sure grasp of
one of the most significant trends of the postwar decade, namely
the cooperative approach to international problems of trade and

finance,
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But now looking back 10 years, what a recovery has been _
made from the destruction and dislocation caused by World War II}
And what a tremendous advance has been achieved in this country
and elsewhere, both in the expansion of production and in the
growth and liberalization of trade, The World Bank's Annual Report

for the present year contains this paragraph =

"A remarkable upswing in world trade during the year brought
total exports to more than $95,000 million, the highest level in
history, This rise occurred in spite of the economic dislocation
caused by the closing of the Suez Canal and by the interruption
of normal pipeline supplies in the Middle Eastj; the effects of
these disturbaﬂées were less severe and less protracted than had
been feared, Although prices of manufactured goods continued to
rise, the increase of 12 percent in the value of total exports was
mainly the result of a larger volume of goods exported. There was
a particularly rapid growth--in some cases by more than a fifth--
in the export earnings of industrialized countries. The growth
in earnings of most of the less developed countries was considerably
slower, In the aggregate their export volume increased moderately,
but the export prices of their primary products advanced on the

average only slightly, and some even declined."
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Those last words refer to one of the greatest and most pressing
problems of today; the need for development of countries in Latin
America, Africa and Asia; development of the basic utilities, transport,
communications, fuel and power, and development of agriculture,
industry and mining. Great progress has been made in the last 10
years and the World Bank and the United States Point Four or I.C.A.
programs have done much to make that progress possible, But there
remains one fact, on which stress was laid by several of the
Finance liinisters who spoke in Washington last week, In spite of
all that has been done in this field in the last 10 years the gap
between the advanced industrialized countries and the underdeveloped
countries is not narrowing but widening.

So I would ‘fl.ike to put before you some of the thoughts on the
problems and possibilities of foreign investment, because of the
obvious connection between world trade and foreign investment, And
let me say that by foreign investment I mean not merely foreign
investment from the United States, but foreign investment from all
the more advanced countries, which broadly means North America and
Western Europe, into the le ss developed countries of the world,

First of all let us look at the main features of the broad
world picture today. We are all familiar with the main reasons for
some of the changes which have happened in our lifetime. Under the

impact of scientific achievement, particularly in transport and
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commmications, the world has, for human purposes, decreased

in size., People and ideas move around faster than ever before,

In the less developed areas of Latin America, in Africa, Asia

and the Middle East, hundreds of millions of people have by
various means become aware of the possibilities of a better life
than they have known before. Many new nations have achieved
independence in the LO years since World War I3 and they are now
striving to develop their resources, to establish more of the basic
facilities in transport, communications, irrigation and agricultural.
improvements and also in many cases to establish new industries

and to acquire new technical and managerial skills, Their peoples
aspire to achiéﬁe in a decade more than their ancestors had
achieved in centuries,

Secondly we have witnessed, also since World War I, the
growth and emergence of an industrial empire in Russia. Soviet
Communism is continually absorbed in plans and devices for
impressing and attracting and bringing progressively, under
communist influence, many of those newly created and struggling
countyies.

Thirdly the opportunities for increased trade and
investment in the less developed areas are by themselves a
stimulus for investors with initiative and imagination in the

free world., We in the industrialized countries of the free world
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have come to realize that what happens in these other areas is
bound to affect our own lives, and that the question whether their
peoples are to move onwards in an atmosphere of freedom or to slide,
slowly or suddenly, into the totalitarian orbit, is one of the most
serious questions facing us today.

Many efforts == by individuals, governments and intergovernmental
organizations, including, of course, the United Nations -- have been
made since World War II to find ways of helping the less developed
areas. It is an enormous and complex problem -- one to which there is
no single or quick solution. But greater progress has been made in
this field in the last ten years than ever before in history.

The basic facilities must in the less developed countries be
financed in 1arée part by governments. They require large sums of
capital, and the World Bank financing has gone primarily for the
development of these basic facilities. Today its lendings which, as
I have said, total 3 billion, have gone to help finance nearly 600
projects in Ll countries, but only about 10% of that total has gone
towards financing industrial development. The World Bank's Charter
requires it to conduct its operations so as to promote private foreign
investment. But the Charter also restricts it to lending money to
governments or lending with a governmental guarantee. So the Bank's
capacity to assist directly the development of private enterprise has
been limited by the provisions of its own Charter, though it has done
much indirectly. Moreover, the Bank provides financial assistance only
in the form of loans, whereas the development of private enterprise

frequently requires some form of venture capital.
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It was out of the experience and limitations of the World Bank
that the idea grew for an International Finance Corporation which
would specifically help to finance private enterprise in the less
developed countries when the necessary capital could not be raised
wholly through normal private channels. It became clear in the last
three or four years that in the foreign field private investment was
not keeping pace with the growing volume of public investment. More=-
over, in many countries of the world, after over ten years of postwar
conditions in which government aid and governmental loans tended to
play a predominant role in international investment, there has been
recently a growing recognition of the dynamic force of private initia=-
tive in the field of development.

Opportunitiés for foreign investment have become more clearly
evident in recent years. Industrialists and financial investors in
the United States, Canada, the United Kingdom and Western Europe have
showm a growing interest. Within the last five years hundreds of
industrial corporations have been considering foreign projects for the
first time in their history.

So the need for a new type of international financial organiza-
tion became clear -~ one that could deal directly with private
business == without government guarantee -- and could assist private

business and capital in investment in the less developed countries.
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So this International Finance Corporation, or IFC,was established to
further economic development by promoting and encouraging the growth
of productive private enterprise in member countries, particularly
in the less developed areas. IFC now has 53 member countries which
have subscribed $92 million to its cepital.,

We hope to achieve our purpose in three general ways:

By investing along with private investors -- without government
guarantee == in productive private enterprise in the less developed
countries;

By serving as a clearing-house to bring together investment op-
portunities, private capital (domestic and foreign) and experienced
management; and.

By using our offices wherever possible to help improve the climate
for private enterprise and investment in member countries.

It is unique that a large number of governments spread over the
world have joined together for the purpose of helping to develop
private business. Although IFC is owned by governments, it is deal=-
ing directly with private business people =~ thinking in their terms,
looking at their problems and respecting their confidences.

Essentially IFC is an investing institution and not a lending in=-
stitution. IFC will seek to make investments which will do two things:

first, help to encourage private investors to join in the particular
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enterprise; and secondly, be sufficiently attractive to enable IFC
to sell out later on to private investors if and when the enterprise
proves successful, It will be the objective of IFC in each case to
contribute to the financing of the enterprise on a sound basis.

We believe that private enterprise is the most dynamic force in
economic development., We believe that it can bring benefits not
only to the owners and managers but to the customers, and that in
the long term it contributes to the strength and stability of an un-
developed country's economy. For these reasons it is particularly
encouraging to us to find the increased interest of private business-
men and investors from the industrialized countries in the opportu-
nities which are now presented in the growing markets of the developing
areas., The International Finance Corporation has made a start on a
modest scale. In contrast with the billions, in which we have (unfor-
tunately) beoome accustomed to think and speak in the field of govern-
ment finance, the IFC has in its first 12 months made five investments
totalling some $ 6 million in five enterprises whose total cost adds
up to about $35 million. But we have had a useful range and variety
in these investments, even though they are only of moderate size: In
Brazil, where power is a number 1 problem, a plant for producing
generating equipment; in Chile, 2 promising copper mine in an area
where employment is sadly thin; in Mexico, two projects -- a foundry

and forge shop and an aeroengine overhaul base; in Australia a



lumber firm, which is expanding its operations in connection with
new methods of wood preservative treatment.

We have a lot more projects in various stages of "cooking", in
various parts of the world including Asia, and we hope that some of
these will see the light of day in the coming months.,

Naturally the opportunities of untapped resources, potential mar-
kets and profits in these areas are not without their hazards. We
are all familiar with them: changes of personalities in government;
widely fluctuating currencies; unbalanced budgets; erratic administra-
tion; lack of business tradition; laws and policies which present
difficulties; nationalism combined with a general suspicion of foreign
business. There are often many changes needed before a modern sys=-
tem of production and trade can function effectively and produce the
benefits which the people in the less developed countries seek. So
we do not think the time has yet come for the non-professional ine
vestor to venture into this particular field, unless he has some
special qualifications or special local knowledge.

We believe from our experience to date == and from preliminary
talks with a wide range of industrialists and other investors from
many countries ~=- that there is increasing realization of the pros=-
pects which the growing market in a developing country offers to a

bold and resourceful concern. In many of the countries of which we



L

are speaking, great progress has been made in the basic utility de-
velopments which are necessary before new industries can be expected
to grow and flourish., These basic developments have been proceeding at
a growing pace; largely with public funds raised by the governments
themselves internally, and often supplemented by borrowing from the
World Bank, from various forms of assistance under the U.S. Foreign
Aid Programs, and from the technical assistance activities of the
United Nations. While conditions obviously vary from country to coun=
try, I think it is broadly true to say that in some of the less de=-
veloped countries there is now appearing a better background of basic
development against which new industrial enterprises can be under-
taken by competent and experienced concerns with reasonsble confidence
in their future prospects.

What I have been saying is all rather solemm and serious, but
world trade and its development and financing are solemm and serious
matters.

I am not myself a trained economist, but this last summer one of
the leading economists in this country came to discuss in the World
Bank and IFC some of the problems of controlling inflation in the U.S.A.
He started by saying "I hope you will tell me if I don't speak clearly
enough., My wife always tells me that economists are a group of
gloomy guys who get together and mutter®".
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Some years back -- and you will easily guess about how many years
it was =~ the President of the World Bank was visiting the President
of a certain Latin American republic, and was urging him to take
measures to put the finances of the country into better shape. The
President of that republic said it was not so easy. He said: "You see,
if President Truman wants to know the financial condition of the U.S.A.,
all he has to do is to press a bell and in an hour or so he has all the
figures on one sheet of paper. But, if I want to know about the state
of my country, what happens? I press the bell. What happens next?
The bell doesn't ringl"

Gentlemen, you men of business in this highly organized and wonder=-
fully equipped ecountry, may occasionally == perhaps once a year ==
find that something doesn't work as it should. But we shall all of us
do well to remember that in doing business in the less developed coun-
tries such incidents and mishaps occur with a far more distressing
frequency. Sometimes, as we wrestle with a project for a new enter=-
prise in a far away country, we have to remind ourselves that it needs

far more patience and far more planning than the same project would

at home,

10.L.57



THE ROLE OF PRIVATE INVESTMENT IN A GROWING WORLD

Address by
J.G. Beevor, Vice President, International Finance Corporation
to the
American Institute of Banking
Departmental Conference, Philadelphia, June 3, 1959

1. The postwar period from 1946 has seen a growth of international invest-
ment in the free world on a scale without precedent in history. There was

in 1946 a need for external financial asssistance in two fields at the same
time: First, for the reconstruction of countries which as a result of World
War II had suffered physical damage or economic dislocation, or both; second,
for the economic development of many backward countries.

2. Several of these underdeveloped countries have achieved independience
during this same period. They include former French territories of Mcrocco,
Tunisia, Vietnam and Guinea; the Netherlands East Indies, now Indonesia; no
fewer than six in the British Commonwealth, India, Pakistan, Ceylon, Burma,
Malaya and Ghena; and others with such varied backgrounds as Syria, Lebanon,
Israel, the Sudan and the Philippines. All these new countries have to grapple
with the problems of self-government, education, fiscal policies and economic
development. They have to do so in a world which, for many reasons, is more
interdependent and more rapidly changing than ever before, and at the same
time is exposed to the disturbance and intriguesof communist aggrescion.

3. There is another and larger category of underdeveloped countries, whose
nationhood and independence date back to much earlier times but which for
various reasons have failed hitherto to find their way into the main streeam

of economic advance. Countries such as Turkey, Iran, Thailand, Ethiopia and
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many of the Latin American republics, have a much longer history as inde=-
pendent nations, but they still have to wrestle with much the same problems
as those which face the new countries.

k. The task of reconstruction after World Wer II has been largely com-
pleted, but the task of assisting the development of the underdeveloped
countries continues and is of growing importance. The reconstruction of
Europe, as everyone knows, was made possible by the stimulus of generous and
well-directed U.S. aid under the Marshall Plan. The International Bank for
Reconstruction and Development, which had been conceived in 1944 partly for
such a purpose, only opened its doors in 1946 and it used a large part of
the limited resources then availeble to it for some reconstruction loans in
Western Europe. But the World Bank's function since 1949 has been financing
development, mainly in Latin America, Africa, Asia and Australia. The total
of its loans to date is now over $u4.3 billion dollars, and it has raised
over $2.5 billion dollars ;/from private investors by selling its bonds in
the markets of North America and Western Europe.

5. During the same period the United States Foreign Aid program has been
operating separately on a bilateral basis and on an increasing scale. It
has been stimulated partly by the recognition of the urgent need for speed-
ing up economic progress in the rest of the free world, and recently it has
been further stimulated by the desire to keep ahead of the efforts which

the Soviet bloc has been making in the last four years to gain footholds in

the developing countries.

1/ At present outstanding, $1.8 billion.



-3~

6. I have sketched this outline of some facts, which in themselves are
familiar to us all, as background to our subject today - "The Role of
Private Investment in a Growing World". I am proposing to discuss only

the role of private investment in the underdeveloped countries, which is

the field in which the International Finance Corporation is beginning to
build up its operations.

T The World Bank is an international governmental institution designed

to help develop the economies of its member countries. The United States
plays a major part in it, both by the large contribution of the U.S. Govern-
ment and by the growing support of private investors who buy the World Bank's
bonds. But the Bank can, under its Charter, lend only to governments or
with a government g;arantee. Its Charter indeed contains a provisio>n that
it shall conduct its operations so as to assist the growth of private enter-
prise; but, while this provision is constantly and earnestly borne ix mind,
its operations are on the governmental level and the possibilities or the
Bank's direct contribution to private investment and private enterprise are
inevitably somewhat restricted.

8. The U.S. Foreign Aid Program, administered by the International Coopera=-
tion Administration, is also primarily on a governmental level; it opzsrates
on a bilateral basis and implements the U.S. policy of helping and strength-
ening the recipient country. The ICA likewise is under a directive to as-
sist private enterprise in certain ways, whenever practicable, but its own
operations have been primarily on a govermment basis.

9. Now today in 1959 the position broadly is this. During the last de-

cade the industrialised countries of North America and Western Europe have
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progressed and prospered and built up their productive capacities at a rate

| never before achieved in history. The more backward countries have for the
most part also made good progress, but at a much slower rate, and even this
progress has been offset by immense population increases. Consequently, the
gap between the two has widened, not narrowed. The needs of the developing
countries for the basic utilities, mostly in the public sector, are con=-
sequently growing greater, not less. The capital of the World Bank is now
in process of being doubled. The demands on the resources of the ICA are
increasing, not diminishing. The basic things, for which the money is
needed, are absolute essentials for speeding up the progress of these under=-
developed countries and for making possible the growth of private enterprise
and private investmént. Transport and communications, light and power,
irrigation, flood control, water supply, housing, hospitals and schools -
all these are things whose gbsence retards or deters private enterprise.

10. There are of course some exceptions. The copper companies in Chile and
Rhodesia or the corporations in search of oil and bauxite and other minerals
may in certain places and over a certain period afford to build their own
roads, housing estates, hospitals and schools in the remote areas in which
they have to work; but they have only been able to do so because of the
scale and profitability of their operations which depend on the export mar-
ket, meaning the demand for these minerals in the industrialized countries.
These are the giant extractive industries who have succeeded while many others
have failed. But the more normal case is the new pulp mill or cement or
chemical plant starting in a backward area of Latin America or Asia to satisfy

a local domestic market, usually with a minimum of capital, which has been
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scraped together with difficulty. This kind of private industrial enter-
prise is in a very different position. The extra capital required to pro-
vide roads, power, water or housing, in addition to the cost of the indus-
trial plant and working capital, may and often does make the project un=-
economic or even impracticable.

11. But it is precisely this kind of private industrial enterprise which
is needed to exploit and process and make profitable use of the natural re-
sources of a country. Without a growing and productive private enterprise,
all the money spent by governments on the basic utilities is not going to
produce the full economic benefits which it could and should.

12. So it may be interesting to note at this point two features or trends
which may throw scme“light forward into the future. First, some actions
which the govermmental institutions, World Bank and ICA, have been taking
to stimulate private enterprise in the developing countries as a prodact or
by-product of their own operations in the public sector; second, the growing
awareness of the vital importance of private enterprise and private invest-
ment as the means of solving the pressing problems of the developing coun-
tries if they are to remain, or become, prosperous and effective units of
the free world.

13. The World Bank can provide direct loans for private enterprise only
where a guarsntee from the govermment of the member country concerned is
available. Two wellknown recent examples have been World Bank loans to the
two privately owned steel works in India, Tata Iron & Steel and Indian Iron
& Steel; these two have been doubling their steel capacity at the same

time as the Indian Government was planning three new state-owned steel
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works. But the Indian Government was prepared to give its guarantee for
these World Bank loans. The msin need, however, has been for loans in
foreign exchange for private industrial enterprises of a smaller size.

One of the best means open to the Vorld Bank of meeting this need has been
to assist in the establishment of a local development bank, preferably
with capital privately subscribed, managed on private businesslike lines,
and with some special financial backing, usually = World Bank line of
credit in foreign exchange, plus a long-term deferred loan from the local
govermment in its own currency. The ICA has sometimes joined in this type
of operation by making counterpart funds availsble in cooperation with the
local govermnment. Local institutions of this kind, called development banks
or industrial credit and investment corporations, have been set up in Turkey,
Ethiopia, India, Pakistan, Ceylon, Malaya, and are currently being set up
in Iran and Thailand. They are privately owned, though with govermment
backing, and their object is to provide investment capital for private in-
dustry.

14. The World Bank was also instrumental in promoting the formation of the
International Finance Corporation. This is another international govern-
mental institution which is affiliated to the World Bank. IFC's function
is to provide - without any government guarantee = financial assistance for
productive private enterprise in the less developed countries and generally
to help stimulate the flow of private capital. Thus, IFC operates in the
field of private enterprise in association with private investors, though
its capital - at present $93 million plus reserves - has been provided by

its member governments.
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15. The ICA has this year established an Office of Private Enterprise; the
objects of this new office are to ensure that private enterprise gets a
real chance to play an effective part in any U.S.A foreign aid program for
which ICA funds are used; to ensure that private enterprise channels are
explored and identified and used at a sufficiently early stage; that the
contribution, which it can make in a given program, is understood in all
sections of the ICA, including its foreign missions; in other words, to see
to it that private enterprise is brought into action effectively, whenever
it is practicable. This seems an admirable forwerd step. But this new
Office of Private Enterprise has not an easy task. It needs much knowledge
and patience and pertinacity to bring to the right firms at the right time
the opportunities for pr;vate enterprise action. This new office is asking
Congress for a $5 million Investment Incentive Fund for use in stimulating
both U.S. private investment and the growth of local private business.l/
They hope to start by publishing reports on the economies of specific pro=-
Jects, their technical feasibility and profit outlook, local taxes, duties,
markets and lsbor. U.S. firms should be able to ask this Fund to finance
detailed investigations of specific new ventures, having high priority
value for the country concerned.

16. Another useful measure in the same field is the formation in the Bureau
of Foreign Commerce of an Industrial Development Division. This new division
will help to bring more effectively to the notice of U.S. business and in-

dustry opportunities in particular fields of foreign investment.

1/ See Business International, May 8, 1959, p. 5
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17. Thus, action is now being taken in the United States to stimulate pri=-
vate investment in the underdeveloped countries. Germany is another case.

Dr. Erhardt, the Minister of Economics, since his visit to India in October
1958, on the occasion of the Annual Meetings of the Monetary Fund-World Bank-
IFC, has been encouraging German businessmen, bankers end industrialists, to
speed up investment sbroad. German private investment may now be expected to
supplement and indeed to stimulate Germany's main foreign commercial activi-
ties, namely, the export of capital goods and the provision of export credits.
In IFC we have already made two investments in enterprises where German ca-
pital was participating, and we have some others under study.

18. In the British Commonwealth, private investors in the United Kingdom are
a continuous source of private investment for most of the Commonwealth coun=-
tries, though the amount varies a good deal from year to year. O(Outeids the
Sterling Area, U.K. investment since the war has been limited by exchange
control regulations. IFC has so far made six investments in the British
Commonwealth - two in India, two in Pakistan and two in Australia - and
several others are under study.

19. French private investment abroad, outside the French overseas territories,
has likewise been limited by exchange control. But the improvement in the
economic situation, since General de Gaulle assumed power last year, is likely
to step up French industrial investment ebroad to a considerable extent. IFC
made one investment last year in Brazil in association with a European group
including a first-class French company (Lafarge Cement). At that time, owing
to exchange control, Lafarge was not able to make any substantial investment

and was initially limited to providing managerial and technical services.
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But it will probably be completing arrangements in the near future for a
substantial investment in this Brazilian project.

E 20. Let us now consider briefly a few matters relevant to U.S. private

investment abroad. In so doing, I propose to leave aside the large and

| growing U.S. investments in Canada, U.K. and Western Europe, and to consider
only the underdeveloped countries; and also to leave aside the big oil com-

panies and big mining companies whose investment represents a large part of

total U.S. private investment in those countries.

2l. There is a clear distinction between two sources of investment capital,
(i) industrial capital; (ii) financial capital, and we have to look at them

separately.

22. The industrial investor ventures into a new country to win a market for

his local products or to protect an existing market which he might otherwise
lose as a result of tariffs or import duties on his imported products. He
is usually taking a long view and he is primarily looking for a growth
situation rather than for a given return on his investment in the early
years. His investment will usually take the form of equity. He usually
has an organization or local business contacts which will enable him to
study and appraise local conditions and markets. Above all, apart from
special local conditions, he will be operating in a field which he knows,
his own business or industry.

23. But even so, he often needs some encouragement to venture into an

underdeveloped country for the first time: some local partners with local
capital; possibly some long-term institutional capital or loans, either from
a development bank in local currency or perhaps from IFC in dollars or other

foreign currency; he may want some tax concessions in the country concerned;

and one day he may even get some tax concessions at home when he has foreign
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profits to repatriate. But the industrial investor, who does need help and
encouragement in these ways, now has an increasingly good chance of obtain-
ing it. The framework and the institutional mechanism are improving all the
time in many countries; and we believe the improvement in recent years has
been much greater than could have been anticipated.

24k. Let us now consider the financial investor or portfolio investor, ine-
terested in openings in the less developed countries. This is a different
creature from the industrial investor. It is normally an individual with
some capital to spare for ventures which offer a yield proportionate to the
risks; or else it is a specialized institution set up by some banking or in-
vestment group. A useful list of such institutions was published recently
in Business International.

25. The financial invé;tor has some problems which do not confront the in-
dustrial investor. He seldom, if ever, has the time or resources to inves-
tigate the merits of investment in a project in Latin America or Africa or
Asia. He seldom, if ever, has a local organization or representative to
watch his interests after he has made en investment. Even if the security
in which he invests is listed on a local stock exchange, he cannot expect to
get the same information and analytical help which he can easily get in the
case of a U.S. listed security. So he will probebly make an investment only
on the strength of a name on which he can rely: either a local group of
proved reputation or an industrisl investor, well known to him, such as an
experienced U.S. company.

26. The financial investor, making his first investment in an underdeveloped

country which is new to him, generally seems to avoid the risk of equity.
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He usually prefers some form of dollar debenture or note, carrying a fixed in-
terest plus some stock option, so that he has a right at maturity to get his
money back in his own currency. This is also the normal pattern which IFC

follows. We are prohibited by our Charter from investing in stock; but we
insist on something additional to a conventional fixed interest loan, either

a stock option or a profit participation or a combination of the two.

27. In our first two and a half years of operations we have been selecting
projects which seemed likely to prove profitable to investors as well as con-
tribute to the economic development of the country concerned. So we have

spent much time and effort in careful investigation of the background of each
project, markets, quality and depth of management, and all the usual technical
and commercial aspects. We have spent, as we should, a lot of money on foreign
travel and the use of specialized consultants. Our management and staff (still
small in number, less than 30) have visited over 25 underdeveloped countries in
the last twelve months; and some countries such as India, Pakistan, Mexico,
Chile and Brazil, have been visited several times. So far we have made invest=-
ments in 16 enterprises totalling nearly $15 million in 8 countries: Australia,
Brazil, Chile, El Salvador, Guatemala, India, Mexico and Pakistan. The total

amount of the investment commitments is of moderate size because we are not
making very large investments; but for every dollar of IFC money $3.00 have
been invested by private investors in these enterprises. Consequently, our
results to date indicate that an investment by IFC helps to make possible
projects which were short of finance and helps to stimulate the flow of pri=-
vate capital, whether industrial or financial.

28. Financilal investors with whom we have been in touch, both in the U.S.A.

and Europe, seem to welcome the prospect of cooperating with IFC, and they
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have two main reasons for doing so, apart from the fact that it is an inter-
national institution and is affiliated to the World Bank. First, that we
are trying to build up a reputation for thorough investigation of projects
and for working out investment terms which are realistic in relation to the
risks; secondly, that we are able and willing to meet the expense involved
in investigating projects which may or may not mature, whereas the average
financial investor naturally wants to avoid preliminary expenses which may be
unproductive. Another material point is that the study of conditions, local
corporate and investment laws, and selection of competent local advisers in
the legal or accountancy fields is quite a problem; and it takes time and
experience, which means a certain amount of trial and error, before one can
set about investigating, with reasonsble confidence, projects in a far away
country. We hope that we are making good progress in that direction in a
fair number of the undé?developed countries, and that we can progressively
offer to financial investors the benefit of this experience, if they are in
principle willing to consider an investment in a sound project in an under=-
developed country.

29. We hope that we can help in these ways the financial investors who are
considering foreign investment, as well as being of help to those industrial
[ investors who are prepared to set up a foreign operation but do not wish to
provide the whole of the necessary capital. I do not think T need say more
gbout the importance of private enterprise and private investment in the
field of economic development, except to repeat a fact which is well known
but sometimes overlooked in governmental circles, and that is that foreign
private investment in an underdeveloped country has two special advantages
as compared with governmental aid. It carries with it mansgerial and tech=-

nicsl know-how, which should be a permanent asset of growing value to the
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host country. Secondly, the success of one private enterprise in a
foreign country will attract more private capital, foreign and loceal,
into productive industry. If the flow of private capital can be
stimulated on sound lines it has an immense role to play in bridging
the gap between the advanced industrialized countries and the rest of

the free world.

* oK K K K K
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make sou d and profitable investments in private enterprise in the less developed
mdhwummmwnaormuamm
into productive industry.

This investsment of £1 mdillicn in the Kilombero sugar project in Tangsnyike
is IFC's firet investment in Africa. Ve bdelieve it to be a sound and well

3\3;6-/./5 _ ( }4 ’
%C’)\ i M;.M!-Mbhﬁ.&m(ﬂ) }/QI‘L _u&'
BG
5]

conceived $ we hope it will be a stimulating example of international
cooperation | mmmuumuomorsmwmw
needs to its resources. Tanganyika is sdvaneing rapidly towards

independences Ite govermment and peoples, including the African leader
¥r. Julius Nyewere, are setting a fine example of enlightened approach to their
task. If & oountry at this stege of development shews good sense and a capacity

uummmmmcsoo. ptharlands capital in addition to IFC's
contribution. And e further £ 48 to

Preference Sharece to the public im'
public response will bej but this EJ0C
subsoribed in london by the Colc

mc3n1nmmm%'m study for a considerable time.
Ye all believe that it will help in the development of Tanganyika, and will
help the csuse of private investment, both local and foreign. Ve further

investors, with experienced busincss mansgement, in

Ve, the Intermational Finance Corporation, our
admiration and respect for the far-sighted action of  CD Standard Bank
in underwriting this large £700,000 capital issue. e, anmuumn
give Tanganyikan investors, Africans, Asians and Europesnsy the oppertunity of
investing in this big Tanganyikan project. This bold agtion by CIX the
Standard Bank has made possible the of this project c ound busis and
is one of its most important functions. Y %

We also wish to pay tribute to the work of Mr Ermst van Feghen, a Netherlands

business man resident in Tanganyika. In preparing this project and enlisting the
umnmnmuormm-m-ﬂmummmmt»
umo:mmm-«—um.ummmmmmﬂmw
muummmutrunumwmmmmm
three years of work.



INTERNATIONAL FINANCE CORPORATION

1818 H STREET, N.W.,, WASHINGTON 25, D. C. TELEPHONE: EXECUTIVE 3-6360

FOR RELEASE

A. M. Newspapers
Tuesday, December 6, 1960

"THE ROLE OF PRIVATE INVESTMENT IN ECONCMIC DEVELOPMENT"

Address of J. G. Beevor, Vice President, International Finance Corporation

at the

NINTH SESSION OF THE COMMISSION ON ASIAN AND FAR EASTERN AFFAIRS-
INTERNATIONAL CHAMBER OF COMMERCE
AND
INTERNATIONAL BUSINESSMEN'S CONFERENCE

Karachi, -Pakistan, Tuesday, December 6, 1960

It is an honor to be invited to discuss before this distinguished
gathering of businessmen the role of private investment in economic
development.

One special factor, which has become highly significant since World
War II, has been the organized financing of government enterprises and
private enterprises in the developing countries by the use of public funds.

These public funds may be in local currency from the local government, or

they may be in foreign exchange from international lending institutions,
especially the World Bank, or from national institutions in the industri-
alized countries.

The World Bank, established fourteen years ago in 1946, and the
International Development Association, established in 1960, are the two main

international institutions organized by governments to provide development




financing for governments. In addition, big contributions may come through

special forms of cooperative action, such as the Colombo Plan in South Asia
since 1953, and the assistance being provided for the extensive Indus Basin
project by several governments as well as the World Bank itself.

By far the larger part of this governmental financing goes to the
public sector to improve the basic services: transport, communications,
irrigation and electric power. The demand for external finance for these
basic services ié growing rapidly.

But some part of these public funds goes to the private sector.
Private industrialists naturally hope to get the benefit of these funds,
which are available on relatively cheap terms because they are backed by
government credit. But only a few receive this benefit. The needs of
private industry in the developing countries for new capital must in the
long run be financed mainly by private investment capital.

In the industrialized countries in the free world the growth of
industry has, with few exceptions, been made possible by the savings of
private investors. Most business grows from its own retained earnings;
but accelerated growth has been possible only by attracting the private
savings of individuals or institutions in the field of industrial investment.

Of course in certain countries and over certain periods public funds
have been directed into industry by governments for a number of reasons:

= to help the economy in times of depression
- to stimulate a new industry of national importance

- to acquire control over a particular sector of the economy.
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But in the free world these cases are the exceptions. The broad
rule has been that industrial and commercial enterprises have grown most
rapidly when private savings have been available from outside sources and
could be attracted into productive private enterprise.

I believe it is important to distinguish between two types of invest-

ment capital: first is business capital, meaning the funds which businessmen

put into enterprises which they themselves manage and control; second is

financial capital, those savings which seek sound and profitable investment

without sharing in management. Financial capital is free to choose among
many types of business, and between enterprises in its own country or in a
foreign country.

Business capitel normally operates only in the field with which its
owners are familiar as managers. When it ventures into a foreign market,
business capital does so for commercial reasons, such as the search for raw
materials and cheaper labor, and above all the building up of markets.

Financial capital, however, is quite different in its motives and
methods. It seeks companies which are well managed and have established
proper accounting methods and sound financial policies. It may be prepared
to accept modest yields in the early years in return for substantial capital
profits later on. It is obviously influenced by the prospects of an income
high enough to compensate for the risks of investing in a foreign country,
about which the financial investor often is not well informed. He also
wants to be able to sell his investment, to find a buyer at a price which

has a reasonable relation to its value. This means that financial capital
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can more easily be encouraged to invest in a foreign enterprise if there
exists a local capital market where investments are bought and sold in a
competent and orderly manner.

It is in the interest of every developing country, first that private
industry and commerce shall grow on as broad a front as the resources of
the country permit, and second, that industrial units shall grow from
small beginnings to a size which is economic and profitable under the
conditions of the 1960's. Thus, in every forward-looking and developing
country there will continue to be a growing need for private financial
capital, both local and foreign.

Let us now consider the form in which private capital may be avail=-
able, Many developing countries now possess substantial sources of public
funds, local or foreign. Admittedly these are never equal to the demand
but they are becoming available in greater volume. But almost all these
public funds are made available in the form of loans. Loans have to be
repaid and, with certain special exceptions, the loans made by interna-
tional or foreign public institutions have to be repaid in foreign exchange.
In the private sector of every developing country the greatest need is
venture capital ; by venture capital I mean share capital, which takes the
long-term risks of the business and does not involve an obligation to
repay. And this type of capital in the financial world is the scarcest
commodity, particularly when it is required for investment in a new pro-
ject in a foreign country.

The first obvious source of venture capital is the business capital

of local businessmen; but, even if they have substantial resources in
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their own currencies, there may be a need for equity capital in foreign
exchange to purchase equipment or services from abroad. Another source
is the foreign business capital, which a foreign company will contribute
when it is entering into a partnership with a group of local businessmen.
But up to now in most developing countries there has been a great
shortage of financial capital, which shares the risks and rewards of the
venture. To encourage the flow of this type of capital there must exist
an investment climate which is reasonably favorable. This phrase "invest-
ment climate", much in use these days, includes
- An encouraging attitude on the part of the government
towards private enterprise.
- Reasonable and intelligihle laws regulating companies,
taxation, exchange control and other investment
matters.
- Sound accounting practices and competent professional
advice.
The climate is, of course, greatly improved if there is a capital market
which mobilizes local savings into productive industry, and an organized
stock exchange which enables the investor to sell at a fair price when
he decides to do so.

HHEHEHEE0E

The International Finance Corporation, for which I am speaking
today, is affiliated with the World Bank. By its Charter IFC invests in
productive private enterprises in association with private investors. One

of its most important objectives is to encourage the flow of private capital



and to sell out its own investments to private investors whenever it can
do so on reasonable terms. It is the only internmational institution designed
exclusively to operate in the field of private investment.

IFC came into existence l years ago. We now have 59 member
countries with subscribed capital of %97 million. Thus far IFC has made
36 investments in 17 countries. These investments have helped finance a
wide variety of projects as you will note in the IFC documents available
to you. Of the 36 enterprises in which we have invested 20 are locally
owned; 11 are ventures of joint,local and foreign, ownership; and only 5
are subsidiaries of foreign firms.

The majority of IFC investments has been in Latin America. This
is not due to our design, but more projects have come to us from Latin
America, reflecting the business and investment activity in that area.
At present IFC's investment commitments in Asia are: two in Pakistan;
and others in India, Iran and Thailand. In an effort to stimulate more
investment proposals from the Asian and the Far Eastern countries we
have had staff representatives visiting in this region during the past
year. I hope.that my own visit here and the contacts made will further
establish IFC as a source of capital for private enterprise in your
countries.

Under its Charter IFC is prohibited from equity investments, that
is investments in capital stock. For this reason our investments are
intermediate between loans and share capital. They are not restricted
to financing the purchase of foreign equipment or other fixed assets
but are available for providing permanent working capital. But considering



the pressing need for more equity capital, we have proposed this year to

our member countries that IFC's Charter be changed, so as to permit IFC to
invest in capital stock. These proposals are being considered by our 59
member countries and we hope that in the course of 1961 IFC may be able to
use both of the established forms of investment, namely, loans and equity
investment.

If this power is given to us, the way will be open for IFC, even
with its present modest resources, to make a much larger contribution in
the field of private industrial enterprise. We have seen many cases where
a project had good commercial prospects but the proposed capital structure
was unsound. Because of inability to raise enough equity capital there was
no sound base tq_support the loans or suppliers' credits needed to purchase
foreign equipment and aefvicea.

If our Charter is amended we shall be free to strengthen the capital
structure of enterprises in which we invest by making part or even all of
an investment in capital stock. Two other important fields will then also
be open: the provision of equity capital for well-managed private develop-
ment corporations and the underwriting of capital issues in local markets.

There are in Asia several development corporations or industrial
investment institutions, which are privately owned or managed, but enjoy
government support and sponsorship. They exist in Pakistan, Ceylon, India,
Iran, Malaya, Thailand and Turkey. Several of them have received loans or
lines of credit in foreign exchange from the World Bank or the U. S. Develop=-
ment Loan Fund or other sources. The World Bank credits to these institutions

total over {75 million to date. Their equity capital has been contributed by



local investors and in some cases partly by foreign institutions, which
were interested in the cause of promoting private investment. But most of
them need or soon will need more equity capital. The International Finance
Corporation may be able to help these national institutions by contributing
some equity capital when the IFC Charter is amended.

These institutions are able to underwrite capital issues in the
sense of guaranteeing the subscriptions of debentures or shares within the
limits of their own resources. Hitherto it has been impossible for IFC to
underwrite share issues because it cannot itself subscribe shares. But
with an amended Charter we shall be better able to collaborate in this
important work by underwriting capital issues of private industrial com-
panies in Asia and elsgwhere.

All of us who work in this field often ask ourselves the question
to what extent the flow of private capital is increasing and how far it
can help in the urgent role of economic development. This is obviously
difficult to measure; but it can be said that in some countries of Asia,
foundations have been laid and results are already or will soon be visible.
But far more is needed. May I in conclusion sum up some of the main
features of the present situation.

- Loans from public sources, national and international, have
become available on an increasing scale.

- Most of these public loans go to the public sector. A small
part goes to the fortunate few in the private sector.

- The volume of public funds for the private sector will only
cover a small part of the increasing demands.

- Private capital is needed on a growing scale to promote the
growth of private enterprises; and much more foreign private
capital is needed in view of the rising costs of capital goods.



~ Business capital, local and foreign, has shown a marked
growth, wherever the investment climate is favorable.

- But financial capital, local and foreign, has not yet
begun to be mobilized on the scale which is both neces=-
sary and possible.

- The investment climate has improved in many of the
developing countries; but it needs further improvement.

- National development corporations, with foreign and
international support, are becoming a major weapon in
the armory of development; and, given sound management
and more equity capital, they should be a great force
for the future.

= There is a growing need for more equity capital, to be
raised both from local and foreign sources.

- Capital markets have not grown as fast as needed and
their encouragement, both by governments and institu-
tions, is vital for the whole process of economic
development. of free societies.

We in the International Finance Corporation believe that private
industrial growth is the most dynamic force for progress in the developing
countries. We are seeking to assist in the growth of sound private enter-
prise and in the flow of private investment capital. Wherever possible we
shall do our best to help improve the climate for private enterprise and

investment in the developing countries of the free world.



I think I can best explain the International Finance Corporation by
starting to say that, although it is an international institution, it is
very different both from the Fund and from the Bank. It is different
both in its purposes and its methods of operation, and, of course, parti-
cularly different in ite sise.

The Fund and the Bank each have many billions or thousands of millions
of dollars at their disposal. In the case of the Fund, as you know, it
comes entirely from governmental sources; In the case of the Bank, partly
fran government subseription and to a very large extent also from borrowings
dthomtidmrﬁ“dﬁowu; but both of them are operating with
billions of dollars, with funds which are sufficient by themselves to make
a real impact on the problems of economic development,

IFC is different, among other things, in the fact that it has relatively
a very small capital and that this fund which we have is of little use by
iteelf. With 5100 million which are our present resources, it is obviocus
that nobody with that amount of money can make a very great contribution to
any of the problems of economic development, even if you take only the
private sector and only the problem of industrial development, which it is
our policy to help to foster. And to understand about IFC at all, I think
the first thing is to reslise that it has this relatively small cspital
and, by using it, it hopes to help stimulate the flow of private capital,
local and foreign., Therefore it is not enough by itself to make a signi-
ficant impact, but if it can be operated so thst for every dollar of IFC
money 3 or L, or possibly 10, dollars of other money flows into productive
private enterprise, then it is producing, or may praiuce, a worthwhile effect,



It so happens that we have recently been going through certain changes,
both in our Charter, and consequentially in our policies and our published
literature is in the process of being revised, so I thought it might help
to give you this short statement which indicates what our present position
and policies are.

The IFC assists in financing productive private enterprises in the less
developed member countriss. Its finanecing is made in association with
private investors,and without government guarantee of repayment,in cases
vwhere sufficient private capital is not available on reasonable terms.

IFC was established in July 1956, just over five years ago, as an inter-
national investment institution with an authorized capital of $100 million
df which $96.3 million has been paid by 61 member governments. Being an
affiliate of the International Bank, the World Bank, IFC is partially in-
tegrated with the Bank and makes use of certain services which the World
Bank provides. Membership is open to all governments which are members

of the Bank; Executive Directors of the Bank who are appointed or elected
by governments which are members of IFC, serve also as IFC Directors.

The President of the Bank serves also as Chairman of the Board of IFC

and, since October 1961, he has also been the President of IFC, IFC can
make loans or investments only in member countries and only as a matter

of policy in the less developed countries. An important amendment in ite
Charter, effected in September, 1961, enables IFC to invest in capital stoock
or shares in addition to making loans. It can now operate more effectively
88 an investment institution with powers to provide long-term financing,
usually in a combination of loans and equity capital, 8o as to meet the needs
of each enterprise for @ sound capitel structure. It alms at sharing the
riske and rewards of each venture in appropriate degres. Its objective is
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always to sell to private investors all or parts of its investments,when it
is possible to do so on satisfactory terms, so as to promote the flow of
private capital, local or foreign, into productive enterprise, For this
reason, IFC does not provide finance sclely in the form of conventional
fixed interest loans, IFC can now also invest in the capital of private
development banks, or similar investment institu tions,which are financing
sound private industrial development in their own countries. In addition
to any such investments from its own funds, IFC is now acting on behalf
of, and in conjunction with, the World Bank both in assisting in the establish-
ment of new development banks and in sppraising and negotiating loans or
lines of crodit which the World Bank may grant to a development bank with
am‘tm It is also now possible for IFC to underwrite, or
guarantee, the subseription of capital issues of shares or securities and
thereby assist the growth of capital merkets in developing member countries,
As & result of its Charter smendment, permitiing equity investment,
and as a result of the decision by the President of the World Bank and IFC
that IFC should undertake, on behalf of both institutions, responsibilities
in the field of privately operated development bank financing, IFC has now
new activities to perform. It will continue its direct investments in the
industrial enterprises and its efforts to encourage the flow of private
capital by secwring private participetion or purchasers for those invest-
ments, In addition, it can now begin to operate in close cooperation with
the World Bank as a source of finance and advice for development banks in
member countries and also as a source of assistance, when needed, in under-
writing or guaranteeing copital issues in the developing countries. Both
these new activities can contribute to the promotion and growth of capital
markets, - IFC is reorganising and increasing its staff for the achievement



of these purposes.

Now that, I think, gives you a broad picture of what IFC can do today
and what it is trying to do, Until last year, when we were able to obtain
the approval of 60 member governments -- which is quite an achievement --
to an amendment in our Charter, we were restricted since formation in 1956
to making loans. But we were supposed to make loans in a form which would
be attractive for resale to private investors, the object being, as I sald
earlier, to promote the flow of private capital and therefore to make in-
vestments in a form which would be saleable to private investors, Naturally,
it was difficult to do that in the form of a loan and because, in order to
thuum,mummynmu'
nnhmrﬁhmummam.unmm
able to get normal private investars to go into new ventures simply in ree-
turn for a coventional loan at a fixed rate of interest. Consequemtly,
in our early days we were considerably restricted by this prohibition in
our Charter against making investments in any form of shares and we were in
effect sent into the world as an international investment institution but .
deprived of the power to make the most familiar and well-established form
of investment:, namely an inmvestment in shares.

As you will see from what I have said, IFC in its nature is not intended
%o be a permanent investor. If we make an investment in a successful enter-
prise and it proves to be very profitable, we are not intending to hold that
for many years and make a large profit. As soon as we can sell it off %o
profit investors, on terms which we regard as satisfactory, our policy and
practice is to do so. We have already, in the course of 1961, succeeded
in selling four of our investments completely to private investors, In each
case at a profit which we regarded as reasonable, and so in those four cases
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we helped to get an enterprise started, we helped to make it possible

for other investors to contribute to that enterprise snd we were able to
sell out because the businesses had been a success., In the course of
that and as a result of our income from investments, we have so far been
able to build up reserves amounting to somewhat more than $10 million,
and you need reserves in this business. It is, I think, obvious that the
business in which IFC is engaged is obviocusly a much more risky and diffi.
cult business than what the Bank or the Fund are doing. In eachcase they
are dealing with governments or, in the case of the Sank, they may be making
some of their loans to borrowers who are not govermments, but always with a
mMmtgu. IFC, on the contrary, is prohibited by its Charter
rmmqtm.wm Its duty is to make investments in
the same way as an adventurcus and intelligent prikvate investor would do
and to do it without & government guarantee,

As regards types of enterprises, our policy, which of course is lald

or commerclal enterprises. rb.mru-m.ohm.mmmtu
MmmmmhnnwhummmquMQf
the world, mwmmammu-mmm-ma-m
mmmmm-.rm, Ntlﬁnuo-ntplntummly
mmnuotopmmwnuummmm or Germany,
wmm,umnmamtmu-mmmur-mmu
private investors, uduthqmuulﬂ.adﬂnt:mmhm

up on sound lines, mzttmmtommmdlm



and clay, and that it has been equipped with well-established and well

selected equipment, and that it is managed by competent people, if
there is & market in that country, thet is an enterprise in which a private

investor should be willing to invest, And, in the same way, as you go
across the list, whether it is chemicals or engineering or forest products,
or mining, most of these enterprises are something which are familiar to
rivate investors and are substantially the same in their problems in all
countries of the world, and we therefore considered when IFC was started
in 1956 that to concentrate on industrisl investment would probably be the
best way of achieving IFC's main purpose, which is to promote the flow of
private capital: ' in other words, that it would be easier by concentrating
on industrial cnﬁrprhu both to encourage private capital to come in with
us at the beginning and also st a later stage to find private investors who might
be interested in buying IFC's investments when the enterprise proved a success,
Size of enterprise is, of course, always a subject for discussion, We
have often been asked to make investments of small amounts in small enter-
prises and it is reslly not possible to do that economically or effectively
all over the world, The development of small business, or small enterprises,
is one of the most important things in any developing country, but I think
experience has shown that it must be done by some investment institution or
some organization in the country; 4t camnot be done at 5,000 or 10,000
miles range,from an international institution. I may say that the develop-
ment banke,which play & big pert in our lives and I think are in many
countries making & most valuable contribution, most of them operating only
in their own country, feel that they themselves have certain lower limits,
They cannot afford the manpower and time involved in investigating and
negotiabting very small investments in very small enterprises, and I think



in most countries there is a case for a specislised small business

adninistration, Some four years ago ndw, we had a meeting in Washington
of the managers of about twelve development banks from at least three
continents and twelve different countries, and although their practice
varied, most of them had certein lower limits which were not very different
from what we have observed in IFC, and there was only one which seemed to
have a special device which was particularly useful for desling with small
businesses. This was the Nacional Financiers of Mexico, which, in
addition to its normal funds for investing in large projects which are
important to the country, alnhunspuhlpmu-mmmul;
enables it to give guarantees or discount facilities to commercial banks

in Mexico who are thus enabled to handle the small loans to small enter-
prises, really as agents for the Nacional Financiera, and that ensbles
them to decentralisze and to reduce the administrative cost of handling this
importent small business,

I won't say anything more about forms of investment, We have in the
past had various rather complicated mechanisms; we are now ! rying to make
them in simpler forms as we are now able to invest either in losns or in
shares,as the case may be. I think I would like to conclude, before
asking for any questions, by referring again to the two new functions which
IFC is now able to perform,

One is providing share capital for other investment institutions, such
as development banks, and the other one is helping in the underwriting or
guaranteeing the subscription of capital issues in the developing countries,
Dealing first with the question of development banks, t.e World Bank in the
unmm-mwtmm-.m;mortmmulpmm
countries to organize development banks to be operated wit: government



approval on private enterprise business lines, The object of this has been

to try and prevent goverrments making the mistake of getting into business
when they are often more than fully occupied with handling the finance in
the public sector as regarde utilities, transport and communication and
power, and other thinge of that kind, And it has happened in certain countries
that a development institution is set up under government control and it
immediatel  comes under pressure to make loans, partly on political grounds
instead of making them purely on economic and business grounds, And so the
World Bank has been trying hard in the last ten years to encourage its
member countries who want to have development institutions to have them set
up on private lines, often with, ssy, s government director on the Board,
usually with some government f{inancial contribution in the form of loans, so
that they are run on private enterprise lines but in the interests of the
country ase a whole, Now those institutions which are familier with «---

a good many such as in India and Pakistan, Iran,Turkey and others, have

on the whole had, I think, a very successful record in their early years
and as they grow they not only need more loans, which they may get from the
World Bank or from other sources, but they need more share capital to
balance the loans, There is a limit to the amount of loans which you can
properly raise on a given share capital and it is not easy to get share
capital provided for development instituions which are obviously going to
be investing for the most part in new enterprises which will not show much
of a return on the money invested for several years to come., Now, since
last year, when our Charter was amended, it is possible for IFC to make
investments in the share capital of development institutions, and we believe
this is going to be a valuable !‘unu.o: for us to perform. We have so far
made two investments in two financial institutions in Coloubia, which are



not strictly development banks: they are investment institutions which

have been set up by a mumber of commercial banke and businessmen and
insurance companies in order to provide long-term capitel mainly for
industrisl development, and in each case we have invested $2 nillion in
those two corporations in order to give them long-term money without having
to pay us any fixed rate of interest, so thset they in turn can provide
long-term capital for the industrial enterprises which they are finaneing.
We hope, over a period of years, to be able to sell off our investment in
those institutions to private investors, We hope to sell them all at a

profit which will compensate us for not receiving any interest in the early

years, 'l'houargtwompluoofarmdnhoponmuhlnmhmo

in the next year or two.

The second new function: capital issues. There is no doubt whatever
that one of the difficulties of a businessman who is trying to get a new
enterprise started in his own country is to get local capital., People
often talk as though the problem of industrial development was how to raise
foreign capital, That is only one part of the problem, We have had, and
many other lending institutions have had, innumerable applications wanting
so many hundred thousand or million dollars, pounds, or marks, or whatever
foreign currency may be, when obviously they have not got any rupees or
pesos,or whatever their local currency is, to make a sound basis for this
enterprise, And many enterprises around the world tend to be started with
too small a share capital and too big a burden of debt, which often
causes serious difficultiee when the mnterprise gets into financial diffi-
culties, as often happens in the early years, A new business is seldom
a success from the start and during those difficult early years it is all
important to have s capital structure which is reasonably sound, Previously
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IFC could not help to underwrite or guarantee subscription of shares
in, let us say, pesos or rupees or other currencies, because it had not
got the power to invest in shares, Now it has that power and therefore
it can engage in this business of underwriting and we believe that in se
doing it may help to encourage the growth of capitel markets and encourage
the flow of local private capital into businesses in that country, WNr,
Garner, who used to be President of the IFC until last year, often used to
drew attention to the amount of money which existe in many of the developing
countries which goes almost anywhere except into productive private mnter-
prise in that country. The tendenay is to invest in building, in land or
mww,mu.wnm,htmof&othMo
which I think IFC is hoping to do over a period of years is to help en-
courage in its developing member countries local investors to make invest-
ments in their own country in private industiries conceived on sound lines,
Those, I think, are the broad outlines on which IFC is trying to
proceed and I should be glad to answer any questions which anybody may
wish to ask,



QUESTIONS

Chairman: Thank you Mr, Beevor. Your questions. Mr, Hopkins,
Nr, Hopkins: Does IFC ever seek to get control share interest?

Mr, Beevor: Never, It wasn't a problem until lest year when our Charter
was changed, Our policy now is having the power to invest
in shares., We never want to have more than 25% of the voting
share capital; nor do we seek to exercise voting rights., We
do not want to control, we want to invest in the companies
which have got an experienced management and capable people
on the board. If they haven't got good people on the board,
nﬂ.nﬂuhgmutﬂandhlpth-ﬁndoﬂl-rpooph
to go on their board.

(Questioner): Would that exclude privste businessmen who do not already
have a business established?

Mr, Beevor: I didn't quite follow the question,
sti )t Well, you talked about the fact that they must have good
people on the board; thqmathmu sound background.
Does this exclude a mew: group of people from starting a
business?

Chairman: From lack of experience, you memsn?

(Questioner): Lack of specific experience in that particular industry,
Or, if they had private capital but did not have business




background,

You have touched on one of the most important points in the
whole of these activities. le are constantly being approached
by people who are good businessmen; they may have been successful
merchants, in selling chemicsls, in dealing in hides and skine,
or agricultural produce, but they now want to start the manu-
facture of chemicals or steel, or engineering, and this is a
real problem, If I, for example, said I wished to go and
start a chemical manufacturing industry, nobedy in his senses
mldmuthwom. Iunmcpmhitainu.
In;ubmammm-w.:mmnm.m.a
m-mmxmauotmupwmmwumu‘
in my company unless 1 got other people to join with me; either
persuade an existing chemical company to take some part in my
business or else to go out and get men who had had the right
experience in managing, both financially and technically, a
chemical plant, As I say, people often come to us who want to
do something for which they have no experience whatsoever, I
remember somebody saying to me years ago,"If I announced that I
was going to take music lessons and conduct the orchestra at the
Metropolitan in three months time, nobody would attend st all!®
This is the sort of problem we are dealing with and we spend @
lot of time trying to, in these situations ----- trying to
make suggestions to businessmen from a particular country to
get in touch with some experienced group, whether it is here
in the United States, or in Burope, or elsewhere, who have got
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the sort of experience which they lack., Now, we ourselves, I
think, like any sensible investor, will not invest in a business
where there is nobody who knows how to menage it. It is just a
sure way of losing your money and it is not really in the
interests of the country that people should start businesses
without having any experience, unless they can start them on

& very small scale, What happens now, is that many businessmen
in Africa, Asia, Latin America, realiszing the importance of
large scale industrial enterprise in this mid-twentieth century,
are trying to start very large enterprises,and they must be large -
you can't start a suall papermill, you can't start a small
pctl;onh-m plant - fn'n got to think of something which is
going to cost 85 million or £10 million or $20 million dnd
therefore, in those kinds of enterprise; there must be large-
scale organizetion and there must be experienced mansgement which
knows about fairly lsrge-scale organization. Our policy has
been, in the past, we will invest in any enterprise in member
countries, where, apart from other things, there is experienced
management, whether it is locally owned or foreign owned, or
preferably a combination of the two, We have a fairly strong
preference for investing in joint ventures where there is a
combination of foreign technology and business experience and
local business experience and local management. Put you can see
from our literature, thet I think approximately half of our in-
vestments have been made in jointly owned enterprises, part
local and pert foreign, and sbout s third have been made in
entirely locally owned , and only three or four of our invest-
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ments have been in companies which are foreign owned from Itho
point of view of the underdeveloped country, But, returning

to your question, first of all we would mot invest in a compeny
where nobody has any real experience of the business, We then
say to them "If you haven't got the experience, you must go out
and find somebody to help you and we willtryud&lpm
ourselves if we can", .

On that point, Mr, Beevor, does this mean that you peoople run
@ technical assistance office, or slternatively, thst you have
one of your men sitting on the mansgement or board of directors
t.olitupubn!'vhat'a going on?

The answer is nesrer to the first; than to the second, We

do not ourselves put any of our staff on boards of the companies
T P
plants where we have already invested, We had somebody back
only two weeks ago, who has written s long report pointing out
all the mistakes which had been made by the management and we
shall have to do something to reectify those errors, We don't
run an official technical assistance program: in practice, on
4 small scale we really do by means of ---- without having a
separate department for this, we are contantly trying to put
businessmen in touch with other companies who may be useful
partners, and we are constantly sending people out to inspect

enterprises in which we have already invested,
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(Questioner); I have really two questions, You have emphasized the

Mr, Beevor:

point that IFC invests without government guarantee;

that you try as far as possible to go in on the same terms
and conditions as a private investor would, but isn't the
fact «-- by virtue of the fact that the IFC is an inter-
national institution, does it not enjoy certain immunities,
privileges, say, in regard to tax treatment, exchange control,

No, not exchange control., It is perfectly true that, as an
international institution and under the terms of the Charter,
IFC is immune from taxes, whether in India, Brazil or in tho
United States, One of the reasons, of course, was that if

we didn't heve that immunity, being situated here in Washington,
we would be paying tax on all our income to the United States,
which would not be the intention of member countries or of the
United States itself, So it is perfectly true, we do have an
advantage over private investors that we do not pay taxes and
mt}: very big advantage, But that enables us to pay the
expenses of all thé things that we are doing, We have, as an
international instktution, we have to investigate a very large
number of propositions which come to us from all over the world,
There may be three or four hundred a year, all of which reguire --
even if it is only & letter of reply to say "I much regret that
this is unsuitable", This all takes time, We have to spend a
great deal of money in sending men out to Africa, ;-n,-mu
America, to investigate, negotiate, come back ang/report, go
out agein six nonﬁ later., @fve you one examplej a recent



big
investment we made in Pakistan, in a/cement project, I was

there myself with two people in December, 1960,and I was there
again with a lawyer in August and the same lawyer is back there

mzndwmmﬂmpmsMothnhhrhto
take to the equipment suppliers. Just ot a guess, I would say
we probably spent at least $10 - 20,000 in travelling expenses
in making that investment; that we also retained a firm of econ-
sultants to gotout and survey the market for cement in that
country and they had to go to Pakistan and they had to come
back here and, for some special reason, we even had to send
thqwtothn\iutﬂmtofﬁhemi-rytoatmﬂor-
mﬁm. All this adds up to @ great deal of expense, A nommal
private investment institution would never do what we are doing
and we believe one of the more useful things we can do is to
investigate projects up to a point where we can say, "we believe
this is soundj we have looked into it very carefully; we have had
an engineer go out; we have sent a lawyer out who has studied
the legal aystem of the country;" and then wecen go to a private
investor and say "we have done all the work, would you care to
Join with us in this", Even a big investment institution, an
insurance company, & bank, does not want to do this kind of
business., It is very expensive indeed,in terms of manpower as
well as money, and there are very few institutions in the world
who are doing an international business of investigating projects
and working out investment terms all over the world, We believe
this is probably one of the more useful functions we ean perform,
Going back again to your question, we do have an advantage
tax-wise, and this enables us to do a lot of things which we
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could not otherwise afford to do. On your second question -

 exchange control., We do not seek, or accept, any preferential

position which a private investor would not get. I had a
cable this morning,on this same cement project, that they were
hoping to get the necessary consent from the Central Bank,

We go through exactly the same formalities as any private
investor would.

I would just like to suggest that the Exchange Control
Authorities would have to be powerfully courageous and
?mhmmuhphuwm#mwummm
IFC investment eewewe

we=e than to a mere private investor who does not have
the privilege --- the panoply of privilege.

If a country has Exchange Control regulations, they apply
to everybody unless the Government makes an exception,

The Articles of Agreement of LFC and the other arrangements
which have been made as between member governments, make it
clear to every goverrment that there is no need whatever for
IFC to be given preferential consideration.

Take one case which is current with us at the moment,

We have, I think, now five investments in Bmasil -- no, we
have four, we had six and sold two. Brazil is going through



Chairman:

(Luestioner):

a serious exchange situation and some of our borrowers are
having difficulties in getting the forelgn exchange with
which to pay interest. They have to go through exactly
the same procedure in going to the suthorities there to
pay us, as they do in paying interest to other investors
who have invested at the same time as we did and, in fact, we
had one case in Brasil only about three months ago, where we
discovered that we had received interest, but two other
lenders in New York had not. And so, we lLmmediately got in
touch with the Brasilims and sald "you have put us in the
most invidious situstion, This should never happenjand this
ﬂsmunmmnumus.

You had another question, 5ir?

Yes, I wanted to ask what guarantees does the IFC have against
nationaligzation by wecees

None. This is a risk of investing in any country and, to

some extent, you may say it is a political Judgement or it is
just an act of fate Bbf guessing what will happen in the future.
We hope that governments who are thinking of nationaliszing
certain types of entérprise may perhaps be more reluctant to
nationalige an enterprisd in which IFC has invested, but they
are perfectly entitled to do sb, if they think fit, It has

not happened to us yet, It is asubject we are always considering
actively and we have a clause in most of our investment agree-
ments saying that one of the ewents of default is if a
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government nationalizes or expropriates a large part of
the business,and this is quite a common clause to have in
an investment contract. But we have no guarantee or
protection against nationalization.

I observe that the purpose of IFC is to stimulate the flow
of private investment and for that you want that every
dollar that IFC spends, it should be accompanied by three

or four dollars by the private participants. Could you please
cinumldnuhthnﬁoofthoulﬂlumm

fhnm'txotlhohtdyup-mrm I think the
last one I had was about 6 or 8 months age. It has been
somewhere between three or four dollars of other people's
money for every dollar which we have inwested. I think I
can --- Lot me just give you the figures <<« These are
actually nearly a year old; I haven't had them brogght
up to date, A year ago we had invested, or committed, by
which we mean we had agreed to invest, $42 million in 37
enterprises, and the total cost of those enterprises «-e
the total capital eost «-~ was $192 million, so that's more
than s to 1. That is a falrly reasonable figure that tales
hummt—-—mtuhduoaptm-—-mm.
sometimes we invest in an expansion of an existing business
and, for this purpose, we always excluded the capltal which
had been put in perhaps 20 years ago, but in cases where we
have invested in an expansion, we have csloulated the new



(Questioner):

Eee Degvos:

capital which came in at the same time as ours from other
sources., In the case of new business, obviously, we cal-

culate everything that has come in., But, roughly speaking,
it has been of the order of three or four dollars of other

people's capital to every dollar we have invested, and on
the average you may say that we have financed somewhere about
25% or 308 of the cost of the various enterprises which we
have invested in.

And how has this figure behaved? Is it increasing, or is
_!:tmmt,ndmtu'hhﬂmthﬂmmh
adequate?

il
I would say, if we could keep it =-=e if we could on the
average help to get a business started by providing only cne-
£42th of the capital, we would be doing pretty well. There
is always difficulty in getting capital for a new business.
‘nlgnhmwoﬂ.trml the management has not been
ﬁwdmcmuum and, I think, if we could average
20%, we would be doing well. It is a little bit misleading

‘to say that we are providing 25% or 30% of the total, because
& lot of this money,although it 1s quite legitimately counted,
| & 10t of it is not what I would call true investment, A grest

deal of the money to finance enterprises of this kind comes
in the form of suppliers' credits. Now that, as everybody
knows, is facilitated by all kinds of government export credit
ingtitutions and guarantees and, although it is part of the
oésmmmm.mmm. it is not investment
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capital., What we would like o do would be 0 weee

that every enterprise in which we invest should be finaiced by
true investment capital instead of these suppliers' credits,
which,Ocoldness knows, are an Lwportant featuer of the modern
world and make possible the industrialisation of many countries,
but they hsve certain drawbacks. They are more expensive
than they appear and pecple often come to us and say "Your
mhmﬁw; I can get a suppliers' credit from a
Oerman (American, or a French or a British)firm and it will
only cost me 74 interest®. But everybody knows that the
FMMN‘IM%O“M&MMMMh
AlWAYS weweese it coste more just in the seme way as instal-
ment financing in any field, and I think that the suppliers'
credit mechanism has its value, but we would like to encourage
more true investment capital, whether local or foreign.

In selling its interest in an industry, is IFC governed by
any policies or motives other than making a reasonable profit?
For instance, would you sell to & private investor who has
questionable motives?

fhis is a very good question, First of all, we would never
sell to a competitdr, because we are looking for good partners
with whom to invest., We have got %o establish a reputation
of being a good partner ourselves and so, if we get an offer
to buy us out, we slways want, in the first place, to know
this is not a business competitor or somebody to whom the
company could take a reasomable and justified mx objection.



Mr, Myer (7)

Yr, Beevor:

Secondly, we would not normally sell to a government.

OQur job is to try and sell to private investors.

Thirdly, we have to give some thought to the question of
nationality. We do not want normally to restrict ourselves
only to selling to local purchasers, Itv:/':tam
ment in India, or Braszil, and we cannot find an Indian or

& Brazilian buyer, but we can get one in the United States,
or in France, or Jermany, we would like to accept the offer,
And what we are usually doing so far in effecting sales e
we have usually sold cut to the prineipal shareholders, Ve
!IIHMWMHM“M it has been a success;
they want to get us out of the way and, probably, to expand
the business, and mske more money. We are very happy to sell
it back to them, though we would prefer, wherever it is possible,
to try and broaden the interests in & company. If we have an
opportunity of a public offer, rather than selling it back to
one or two rich men, we would rather place it more widely,
i2 we heve the chance, I think those are the answers.

How much can be invested in each foreign country? Is there
a limit?

There 18 no limit, There is no theoretical limit and we
none of us have ampdlear figure in our head, We once got
to a point in Brazil where we were wondering whether we
were getting a little bit too heavy in Brguil. There was
a time when we had $8 million, cut of $100 million, in
Brasil, and we had three or four other projects under
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consideration, If they had dl 1 gone through it would
have taken us up to $15 million, Well, that, after all,
mammndmummmuﬁtm
30 or LO member countries. We have got at present some
$6 million in Colombia and that 18 === it's unlikely that
we shall invest much more than §10 million in any country
as long as we have only got this fairly modest capital of
$100 million,

As you know, Sir, savings in underdeveloped countries are
very small, On the other hand, IFC gives credits for the
establishment of, you said, large scale industries, and
80 it seems to me that the activities of the organigation
might not be very effective this way, because of the small
savings and slso your condition that large scale industries
should be established, And it seems that this is one of
the reasons that this organisation is not very we!l known
in underdeveloped countries and so they are not making very
much use out of it. Also there is the other point,I should
like to know if you have got any powers in the equity invest-
ments you make in all these Lidustries. A third point is
that you have mentioned that one of the faculties of the
organization is to guarantes investments by eeeeeewe

~e 10 GNCOUrage ===

wwe ot t0 guarantee?---



¥r, Beever:

-u-

== not to guarantee,

Therefore, if you do not guarantee and you only encourage,
don't you think that it is also better to introduce the
function of you, I mesn LFC, guaranteein; private investe
menta, or if you cannot because the sources of the organization
are very small, don't you think that it would be better if an
internstional investments guarantee corporation is established
in order to boost up the activities of IFC?

ym. Jir, this is a formidadle range of gquestions. Let
me deal with the fist one. Which is your first one <--

w WEE wwwmawwame
Tour investments ratlo.

This was the one. Small savings. We are hoping, to some
extent, to get into this fleld when we start this new work
of higping to underwrite capital issues, In other words, let
me jJust give you an example, I went to Mexico ten months ago
in March to discuss with banks there whether they needed help
in underwriting capital issues to the public, The practice
in Mexico, as in many other countries, has been financing
tends to be done through rather small groups, who Send to
keep it to themselves and only recently have they started to
have one or two public issues to give the public as a whole
a chance to invest., And I wes interested to find that there
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.5.

was a growing interest in public issues,in brosdening share
ownership,for political reasons as well as for genuine economic
reasons, This is one way in which we can perhaps help to a
modest extert in that field., We are also thinking, though we
haven't even raised this with owr Board of Directors yet,
whether someday we might not help to encourage some of these
investmenty trusts, or mutual funds which have been started
in a number of countries in the last five years. There have
been quite successful omes in Brasil, smaller ones in Argentina,
Chile, Colombia; I have been talking about it in the case of

Indis and Pakistan., In other words, mechanisms or insti-

tutions which may attract small savings into productive
industry in their own country. This is the important thing,
We are consclous of the point you mentioned - we regret that
we haven't yet been able to do much about it,

Well, I thought that because savings are small in under-
developed countries so private industrial enterprises are
not making full use of this organisetion and this is why it
is not well known to them,.

Now your last point « the international investment guarantee
situation. This is a very complicated subject, It has been
publicly anncunced that the World Bank has been requested to
study this subject. I myself have sat in on meetings in the
last few months on the subject; the World Benk is prepering
& report which will be published in the course of this year -



in fact probably in the next six months, It is a most
difficult subject. As regards the question whether IFC itself
should guarantee private investosi§ we don't think that's
the right thing to do, You may know that the World Bank, in its
far bigger scale and trying to sell simply government bonds,
which , after all, are much stronger things than what we are
trying to sell, they have been selling théir investments for
years and, in the early years, I think 10 years ago, they
were selling participations to insurance companies and savings
banks and other institutions with the World Bank's own guarantee
in order to encourage --- in order to be able to sell bonds of
the Bragilian Covernment and India and Pakistan and other
countries, the World Bank gave its own guarantee to the
purchasers., Well, of course, that was jJust like buying a
World Bank bond and a World Bank bond meant a guarantee of
the United States and 70 other countries. Therefore, the
purchaser wasn't really investing in one particular country.
Now the World Bank very soon discontimued that practice,
first because the guarantees were going to add up to &
formidable figure; secondly, because it wasn't gemuinely
encouraging genuine capital % go into these bonds, Now,
in the same way, LFC in ite much smaller operations, in &
very different field of private industrial financing, we
would not really be encouraging the flow of private capital
on a genuine basis into a cement plant in Brasil, or in
Pd:htn,crtohha;thwun,ammh
Tanganyike, whih we invested a lot of money in. We couldnit



(Questioner):

(Questioner):

el

say we have encouraged private investors to go into Pakistan,
Tanganyika and Brazil, when we have given them our own guarantee.
I mean, that's simply giving & government guarantee. So what
we are trying to sk do is to get private investors to invest

in these countries which so much need it, in enterprises which
have been well investigated and either are llkely to prove
successful or have been proved successful.

Then, why is the organisationmot well known? I understand
that it is not very well known to private enterprises.

m, I must say up till ten years ago the World Bank wasa't
wynllhm-!mmtmm. And it does

take a long time for an international organization to get
known, especially when it is as -« I say with all modesty -

it 1s quite a small one as IFC is, with $200 million,
What 1s that? That's enough money to pay for five pulp and
paper plants costing $20 million each, This isn't a vast

sum of money. We only hope to be well known in fairly limited
eircles: business circles and banking circles in those countries
where we can meke lnvestments.

I thought there were certain things which private snterprises
want %0 avoid « I mean in the lending policy of the IFC.«
certain features which are not very attractive to people who want
to gom borrow from the organizstion and invest in local
industries.



(Questioser):

Chatrman:

-m-

This is perfectly true. I think you are referring to what I
myself mentioned in pessing, that in our early years, with
this restriction in ocur Charter when we had to make all our
investments in the form of loans, they were, or anyhow seemed,
to be, very expensive. We are fortunstely now able to get
away from that difficulty by making ow investments partly
as loans and partly in shares, Nobody objects to the share-
holder making & reasonable profit if he is taking his share
of the risks. What everybody objects to 1is when a lender

has the protection of a lender snd also wants a share in

the profits, I quite agree with your peint,

Then, about voting powers: mmﬁaﬁmhum
control over management, over the borrowing enterprises,
but nevertheless you might have a sort of voting power.

Our policy is to have votin: rights. In other words, if
we invest in shares and you two genfiemen are the other
sharcholders, we want to have the same shares as you, so
that shen the time comes to sell them I can sell theam %o
you, being the same shares as everybody else. We don't
want to have non-voting shares. Therefore, we want shares
with voting rights. Our policy, however, is we will never
exercise those voting rights except in same very compelling
situation.

8ir, along that same line,are there typical conditions or
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in connection
controls or strings attached which are negotiated/with

each investment.

Yos. I mean just as

Would you say something about these?

In two minutes I will have to ask you to excuse me because

I have snother meeting.

We have investment agreements, like any other investment
Ainstitution, and we have & number of fairly standard conditions
and covenants in them, The ones which are perhaps worth
mentioning are the followlng:

Wie have provisions which govern the disbursement of our
noney, and we want to be satisifed at each stage that the
project is being carried out in the way that wao agreed -
that other people are putting up their money as well as we
putting up our money; that they are still building a cement
plant instead of bullding a swimming pool or & race track.
ALl these things you have to watch at every stage, and so
there iz o good deal of necessary precaution about énsuring
that the project is belng carried out as planned. Secondly,
after the project is comjeted, we have a number of, I think,
more or less necesssry and inevitable things. We want,
first of all, to have progress reports on the progress of the
mu-umtor-thntmb. We want amnual accounts -
we want them to be sudited by independent auditors. e want
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provisions that the compmy will maintain a reasonable

working capital. It won't pay it all away in dividends,
And 8o we have some restréctions that they will maintain
working capita' at a certain level. We want restrictions
on the amount of borrowings that they make, so that we

don't find that they have gone and bought a new business
next door by contracting a big loan which unbalances the
vhole capital structures that kind of thing which any

financlal or investment institution ought to have.

Thank you very much for your coming up here and giving us
your time and your candid answers,

Osntlemen, it jom i= a pleasure, snd I hope that although

it is a relatively small orginization and we are investing -
nmbbtumﬂhwm,unom;mmot
money to governments, we cre investing in private enterprise,
MNhlmmwm‘:lu:;:pmbhahdph
ourmember countrie:, so we are/very glad to have the
opportunity of tdking to a group like this whereyou are

going back to your own countries snd will know something
about what IFC is trying to do. Thank you very much,



