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• October 13, 

o...-P "l s- ~0 ?o j.,. I 'll'\. ~ () 

Substantial increases in wages (53% in 1971) without corresponding increases 

in tax rates or tax revenue has led to an enormous increase in private consumption 

with little change in savings. The increase in food consumption has been met 

almost entirely from imports (imports of consumer' goods will have increased from 

$173 million to $442 million from 1970 to 1972; capi·tal .goods imports have 

declined) . while growth of agricultural production has·- slowed down(~\. ... t.;o--...-\' foS-'"10, . ) 
\~ b ;..-; , .... 1\ \,'Z. r. '"' -,2. 

The government expected to meet inflationary· pressures from increased ' 

consumption by utilizing excess industrial capacity, but· in fact industrial 
. ( l') f. \ ... \ '"'1' , ~ • /o i... \ '\.., 'Z. ) } 

production growth has slowed down ·as well~~pper-produc~ has remained 

stagnant and fallen far below the targets set by the government. 

Increasing budgetary deficits have accelerated (overall deficits 
~" r).O ($ · i• 'l'l~\ \!) · (. 0 t7, S tr'J 

$ l $'-f ~ in 1970, $ r O'(~ "'t in 1971, and projected at about $ \1 0~ in 1972) 
! " ,C) {.S 

and deficits on current accounts~ occurred in 1971 ($24~ ~ ) and will 
f" ').~a ~ st"',_~· ( ,s -y. •·\ ~">~ \-.. ,~..,o o-J. '"" Y. rt ~o,~ ,"'., ) a.- J 

occur in 1972 (about$ 2Yt- ). InvestmentAhas been largely financed through 

credit expansion (113% in 1970, 125% in 1971), adding to inflationary pre5sures. 

The cost of living is increasing at. an accelerating pace( .$21% in 1971, 96% 

from December 1971 to September 1972) and devaluation came too late (29% in December 

1971, 50% in August 1972) to · avert a critical balance of payments situation 

(deficit was $305 million in 1971 and is expected to be about $370 million 

in 1972, with foreign exchange reserves of $38 million in June 1972 as opposed 

to $100 million agreed as a condition in the Paris debt rescheduling ·agreement). 
. _ to 

fconomie growth is sta~natipg L--~~~-,{,.· .%.. ip ~972 as _.,.eom~.ared/ 8.~f' •iR ~9¥~ arld 

1 ? 7 'J iii 1970};;: r: 9! , ... ' t:t ·• '7 
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DRAFT: RMcN/JLM 
10-13-72 

Reply to Chilean Criticism of the Bank 

The statement of the Chilean representative is the fourth such 

attack on the Bank within the past three weeks: on September 28 at the 

Annual.Meeting of the World _Bank -Group .in. V{a_sbingto_n; on S.ep_tembe.r 29 before 
... . . 

the Second Committee of the General Assembly · here· at the l)N; on October 

4 in the Plenary Session of the General Assembly; and now here today in this 

.Council. Although the charges are false, . I · have been reluctant to reply to 

them because to do so could conceivably offend a people who need the world's 

understanding. However, the continu~ng repetition of falsehoods now requires 

a response. 

l. t is the heignt ot: irrespo~swili·ty for a government -- by a 

calculated campaign of untruths -- to attempt to weaken an institution r11hich 

committed $3.1 billior to more than 60 developing countries in FY72, an 

institution which has loaned Chile more than $234 million in the past, and 

which has repeatedly stated its desire to resume lending for the future. 

(1) The Chilean representative stated the Bank is a tool of the 

private interests of one_ of L~e great powers and withholds loans from 

developing countries when requested to do so by that power. The facts 

demonstrate precisely the opposite. I On three occasions in the recent past 

(in connection with loans to Bolivia, Guyana and Iraq) the Board of Directors 

of the Bailk, upon my recommendation, approved projects over the objection of 

one or more of the great powers. 
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(2) .The Chilean representative stated the Bank is not lending 

to Chile because the u.s. Government directed that there be no loans to 

Chile following the nationalization of the property of certain U.S. nationals. 

-This is not the case and the representative knows it. For a quarter of a 

century, the Bank has followed a reasonable and consistent policy relating to -the 

nationalization of property -- a policy which has been determined by all its 

member- goverilmen·ts-, ~d which is foUnded on ac::c~pted principles . of in"t:ernational . 

law. Whether or not Chile has acted in accordance with such a ·policy has not 

been· determined. That question has not yet arisen because the primary condition 

for Bank lending a soundly managed economy with .. a clear potential for'utilizing 

additional external funds efficiently -- has not been met. The Chilean economy 

is in a state of disorder. Inflation has severely eroded past gains. Prices 

rose by 33% from January to July of this year the largest seven-month increase 

recorded since 1955. .In the month of August alone, ~~e cost of living increased 

by 22%, and by an additional 20% in September. In 1971, net international 

reserves fell by over $300 million -- compared with surpluses of $9 million in 

1970, and $214 million in 1969. The reserve loss has continued in 1972, and the 

government itself now projects its balance of payments deficit at $370 million for 

this year. Appropriate tax measures nave not been instituted, domestic output 

agricultural as well as industrial -- has fallen far below targets, and the 

wage-price ratio is now so unstable as to require readjustments every four 

months. In this situation it is clear that internal measures to reestablish 

reasonable economic stability are required -- and no amount of external financial 

assistance can substitute for them. As matters stand -- in the absence of 

such fundamental economic stability -- it is simply impossible to imagine 
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how Bank funds could be productively used for the benefit of the Chilean 

people, and with the reasonable probability of repayment which the Bank's 

Articles of Agreement require. :-

(3) The Chilean representative neglected to state what he and his 

government know: Immediately following the election of President Allende I 

sent personal messages to the President indicating the desire of the Bank to 

continue to support Chile's development program. These messages were conveyed 

by Mr. Galo Plaza and Mr. Felipe Herrera. Further, at the time of the CIAP 

review of the Chilean development program in February 1971 -- three months 

after the new Administration took office -- Mr. Vuscovic, then Minister of 

· Economy, was again informed by the Bank of its willingness to assist in 

Chile's development efforts. 
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Sir: 

Here is your original dictated 

material, and my suggested amendments 

penciled in so that you can see the 

actual proposed changes. In addition 

I enclose a _· clean copy, incorporating 

the same suggestions. William has a 

copy of each . 
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_{ October 11, 1972 

Reply to Chilean Criticism of the Bank -

The statement of the Chilean ~;c. is the ~~such attack on the . I P. . r 
Ol\. S-"f.l;Q~~ ?..~ ~t tf.n A'W\~~.U... M~¥_"} &{ Tks.l ,_.Cc.~l..' .:.:v.-.'4. "': ~ ~t-·: 

_;r ~W~·~r~·. ~-Soltp/-..Q.W."-"· .. t · l -~~,·~1-f...c §.~en~~ ~tt-· 
ank . .. . h •t. k / . . . ., ~ ' , ~ •:<1-B Wl.thJ.n t~ e past ..... 4:-ee. wee s: A.Ltn u "'"' .. ~ , .. . 

~ "--~ -.. ... ,. l 

(Wd ex v etd;: 

the charges are false, I have been reluctant to reply to them because t do so ·4 ~ ~~-
_j • • ~..... CL --' _1 • . t f ..1- • 11 CCc..t\t~~-

ecuJ_g. COU(!_U\)~Q..., ~'-f~u.., U.M. Q.M...-'-t:.~~.,. ~0'\A,.T~-w.t)- ( A~l ·~, 
ma, eftl' au~ a people ~ho need the world's ~. However, the QQatiR~ed~ -; 

_ -v.oeo ~-q"'-~ : ..) 
repetition of falsehoods Qe:M:ftas ·a response.- ~&.- !)1 J 

It is the hei-ght: ·crt 
-- . ~ fo&-

irresponsibility for a gov~rnmentl\ by a calculated Lrt ~ ~ 

campaign of untruths~ to 
\\\~t~ 

attempt t~ weaken an :.nstitution which comm:!:ted $3.1 ~ ~ 

billion toA60~ developing countries 
. ....~~-~ ;£~34 ~~ 

in FY72, au institution which has loaned 

Chile A~ in the past, ar.d which has repeatedly stated its desire to res~e 

lending for the future;. · · 
~~,~-

(!} ~e~=b? e:d:; ~t~t~1 t~~ RE~k ~ a tool of the private interests 

of one of the great powers and withholds loans -fro~ developing --c-ountries· wl:c:n· 
dQwttu.c;. t~.ht ~ "~ \.~.t~ 

requested to do so by that power. The facts ~ ~he opposite. On three 

occasions in the recent past (in connection 'vith lo-ans to Bolivia, Guyana and 

Iraq) the Board of Directors of the Bank, upon my recommendation, approved 

projects over the objection of great powers. 

~ \!» 
(2) . The o J r lir stated the Bacl< ~ not lending to Chile because the 

U.S. Government directed that. there be no loans to Chile following the 
Thl~ 

certain U.S. nationals. ~ is not the nationalization of the property of 
- ~A.-A- --~~ . 

cese and the ~&IJ&ssr knows it. 
.ut~a-~UL. '4-Ui ~'-'··w~\ ~--lt.eo\.1-" 

followed aApolicy relating to~tionalization 
cute.. 

For a quarter of a century, the Bank has 
--.a... po-c.~e..., 

of property~wh~ch has been 

determined byAi~s .ffiemher governments,~~d which is founded on accepted 
•, 

princi?les of in~ernational law. Whether or not Chile has acted in 
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accordance with suCh a policy has not been determineJ. ~ question has 

--not yet arisen because the primary condition for Bank l~ndingJ a soundly 
cJ.PCLA-

managed economy with a1potential for utilizing eiib&CNR~ additional 
~e'£-..J:~ -- . . 

external funds~:.~~t been.~~ The Chilean economy is in such a state 

of disorder (refer ~o the high rate of inflation, the loss of reserves, 

sc.u:r,-t.h ~ 
I\'~"-f..@ 
r~~+\ -

etc., etc •. ) that it is_ impossible to ~once~ve .of how Bank funds could be . ~- t--e.._;._' 

utilized productively to the benefit of- the chnean people and with a 1 r~::o..!o.~ 
reasonable probability of repayment. __________1 

·.a~~·,...·--~"--~~ *1~~~.----~.,.~..,.~~ .... ,...,.pi!:t~~~__.. 
(3) The ' neglected to state what he and his government 
~~ .· . 

know: Immediately following w~e election of President Alle~de I sent 

personal messages to the Pre~ident indicating the desire of the Bank .to 

continue to support Chile's development program. These messages were 

of the CIAP review of the Chilean develop~en-t program in February 1971/--

---three months after the new Administration took off· .eel\ Mr. Vuscovic, then . 

'"~(c.n ""' ci 
Minister of Economy, was ~gain~ by the Bank of its willingness to 

assist in Chile's development efforts. 

.. 



•. 
l 

•I 

. . 

. 1L (~J. ... ~a..~ - ~e.c-u.cw~ \p W. C\.. ~6..~ ~ 
d\,;b(J\~'~'"fc~+~ .lw. ~- JU\~ckA ~cu: "&~· PA.t.~ 
~ ~ '3? % ~ J~UU.L~ .t.J .J~ &:{ -t\w :-~~~ -- Ita 
QIU.~~-tJ ~-T ,~~-Ye.. _ w...tN..tu~ ~~~d, ~~ tct~S: 
.r~ J.\ 1).9~+ Clicl'Nt) ~ :&r:.t- c5f.. .tw'::";rr ~Q..r'\t.~d ~s­
~,. cto > ~d ~~ ~ o..cid\...lr~~ ~C> to" w s.Qf+-CIA., b.IZA... • .Lu.. ,q:,j ~+ wrSJ\\t.~~ ~~ 'f& ~- u~ 'f?c·o 
-w..ll.Q~v-.. -- CC7"U-i.~~\.td wdt... A-UJ\.r~-~~ , '¢ 't n-~ 
w.. \410 ()Jld I ~, -4 W\~~ .~ .~ JCf&'l. i(p ~~~ tc~t.L ) . . 

~cu Q..O"IA..:~d. ~ 1ct11.. 1 ~d Ka. 0~"-~ ·\-~f­
~ ~O).{.e,.~ "!-t; bcc..L:u4.~ 8-~ ~a..lf"~-~~ d1'-U t ~.-
ct ";10 w..:x...t~ r .~. 1~GU\.. 1\ ~~0 p;'olCL-r..e -t~ V.'\Q~ 
~ '1.\.0r ~ v\A<S+.l r~Lc.d/ cLo~uu.he. ~t- j4-c.f- -- CUj/I.Le.uQ T\M~t-

- etA_ ~ . .QJ __ ct_p. ~"'-&l_u_·L..._ .._CLQ -- )\.b.J. ~eLl~ f~ b..;:.C.cw +a.r "~-:-t.J 
. ~d ·Kl,o ~~i_c- U)Cl.~,c r\C-L.f-1..0 (.;~ RC.u... 9.o U--1-l:+t:t.G...tc. ~ ~ 
~'1\~ ~o.JJ'LU.+ ~~ ~ FUlL L>~OV\ t~. -LLL r-L 
AA P"t..LCL+~-l'-' Ltr L/~ Q .. .t.f~ ~CL-f- lA.l p ~-)"'l,.. \.:\.0...-L ~~l~ to 
~bJ4.o.u.e_ MCU.""'~Ir..L_ ,.,ttc."'\-Wl\U~~ r~t-ab-lQ.;{1f CL' ~ , ~ • 

NZ..G;~J. - - UM.d "V\...C ~<X4L + ~~ ..Q..y. f..vu.t.~ ~lll(4Le . .uJ: 
_ <!0..1.~ tu..\.L~ Q.£U.t · su.6 sh ~ ~ h jc· t+'w:.v.:-'. A~ li\..t a.. tL..,.. -s. 
~be\ -- lN- ~ o.L~Lu..~ 61 ..t..'-Lc.L.- ;tu..."dc~drCL-C 
~~(;ltlic... r-.ic:t.bL.Ci .. hl --:- L-l IL~ ~\.0,\i\.\~ U!Vl ro~ ~d:\k to 
UM CL~ ~W? k"U.J fc>Q.,\A k. . tu""L ciA (! 6-u..f ~ b.o. t" D du..~ t l. 0-~t 
~~ . ¥~ 1f~ ~c-Q. ~-~ ·F- r t[ rte . llitiCUA ~~-"-cr-~, "-0-f. 

U.:'\ 1-L t-t1 Af-CD:. C'•· ()..:~~ ~" c be. h~ ~ c.l'i'f fl(. po:-:1 V\LQ.{.c.-t.. ~~\.H.(~ 
tL ~cw.L. s AA+Lfu., Bt ?\q,-..u.\<~1.--til M~LUJ-'&z_' 

[ l!. c.n.d-~ w L l't... ·"'q:r- ( ~.) 
1 

ut -"-W 4 J 



.• October 11," 1972 
;: 

Reply to Chilean Criticism of the Bank 

. . 
The statement of the Chilean Ambassador is the third such attack on the 

Bank within the past three weeks: (list dates and places of attacks). Although 

the charges are false, I have been reluctant to reply to them because to do so 

may only hurt a people who need the world's help. However, the continued 

repetition of falsehoods demands a response. 

It is the height of irresponsibility for a government, by a calculated 

campaign of untruths, to attempt to weaken an institution which commited $3.1 

billion to 60+ developing countries in FY72, an institution which has loaned 

Chile $X in the past, and which has repeatedly stated its desire to resume 

lending for the future: 

(1) The Ambassador stated the Bank was a tool of the private interests 

of one of the great powers and withholds loans from developing countries when 

requested to do so by that power. The facts show the opposite. On three 

occasions in the recent past (in connection with loans to Bolivia, Guyana and 

Iraq) the Board of Directors of the Bank, upon my recommendation, approved 

projects over the objection of one or more of the great powers. 

(2) The Ambassador stated the Bank was not lending to Chile because the 

U.S. Government directed that there be no loans to Chile following the 

nationalization of the property of certain U.S. nationals. Such is not the 

case and the Ambassador knows it. For a quarter of a century, the Bank has 

followed a policy relating to nationalization of property which has been 

determined by its member governments and which is founded on accepted 

principles of international law. Whether or not Chile has acted in 
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accordance with such a policy has not been determined. The question has 

not yet arisen because the primary condition for Bank lending: a soundly 

managed economy with a potential for utilizing efficiently additional 

external funds has not been met·. The Chilean economy is in such a state 

of disorder (refer ~o the high rate of inflation, the loss of reserves, 

etc., etc.) that it is impossible to conceive of how Bank funds could be 

utilized productively to the benefit of the Chilean people and with a 

reasonable probability of repayment. 

(3) The Ambassador neglected to state what he and his government 

know: Immediately following the election of President Allende I sent 

personal messages to the President indicating the desire of the Bank to 

continue to support Chile's development program. These messages were 

conveyed by Mr. Galo Plaza and Mr. Felipe Herrera. Further·, at the time 

of the CIAP review of the Chilean development program in February . l971, 

three months after the new Administration took office, Mr. Vuscovic, then . 

Minister of Economy, was again told by the Bank of its willingness to 

assist in Chile's development efforts. 
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Statement on Expropriation 

The objective of the WOrld BaDk Group is to help the development 
of its poorer members, largely by loans which must be repaid in 
the course of time (lank loans are repaid over a period of about 
20 years, I.D.A. loans, or credits, are repaid over a period of 
50 years and without interest). These repayments are then used 
asain in the lending process for developaent. 

The Bank/I.D.A. have therefore a direct interest in the 
capacity and willingness of countries to repay their debts to the 
Bank and to other credit rs - in their so called "credit-worthiness." 
In considering whether to make a loan to a country whose credit 
is in doubt because of a failure to repay some foreign debt, or 
failure to compensate the foreign owners for their property which 

_has been expropriated, the Bank/I.D.A. must be satisfied that the 
member government is .. king a serious effort to reach a fair settlement 
and that there are good prospects that the matter will be cleared 
up satisfactorily. 

The Bank's policy of insisting on reasonable prospects for 
a settlement of such issues before making a loan was s ated as early 
as its Annual Report for the year 1949-1950 in respect of defaults 
on external debts: 

"The mere existence of a default will not deter tile Bank 
from grantin& a loan if the Bank insists that there are 
no reasonable grounds for regardin& the debtor's attitude 
as unsatisfactory. On the other hand the Bank does consider 
it important that the countries concerned should give 
evidence of their willingness to reach a fair and equitable 
settlement of their debts." 

When satisfactory progress towards the resolution of a debt or 
expropriation dispute is not being made, the Bank ·makes its own 
determination with respect to lendin& and its other activities in the 
country involved -- seeking always to make a response suitable to the 
character and the seriousness of the issues involved and to act in the 
interests of the development of that country and its position as a 
responsible participant in the world economy. 

There have been a number of occasions on which this policy has 
been invoked during the past twenty years. In many instances the 
Bank has found that circumataaces were such as to justify lending 
to proceed contemporaneously with efforts to settle a debt or 
expropriation dispute. 
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OFFICE MEMORANDUM 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

C0Rf1~ ~~ 111 
John Maddux DATE: October 10, 1972 

C . S ·~ Swamina than 

The Bergston Compar~son 

According to the data which has been compiled for the 1972 
World Bank Atlas, the GNP per capita figures for 1970, for the 
USA and for India will be as follows: 

USA 

INDIA 

GNP per capita ($) 
4760 

110 

Rate of Growth (%) 
3.2 

1.2 
per capita 

This means that the US adds $152.32/in a year. For India's per capita 
to add $152, at the current rate of increase, it will take 73 years. 

The figure for the US (above) is a revision from the one 
shown in the August 9, 1972, memorandum of Mr. Hayes (copy attached). 
Even if we use. the original figure, namely per capita GNP of $4850 
and the rate of increase of 3.3%,. the period will be just 75 years. 

Therefore, we could at best make the statement that "the GNP 
per capita in the US rises more in a single year than it will in 
India in 75 years." 

* * * * * 

In the passage "In constant prices, it is projected to grow 
to at least $3000 hlillion by 1980" -- the word "constant" is correct. 

CSS:dcc 
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President 

Vice President 

Vice President 

Vice President 

Bolivia 

Burundi 

Chile 

ANNEX I 

ECOSOC MEMBERSHIP, 1972 

~·~' I .·" Ambassador Szarka (Hungary). He handled ECOSOC's summer 
session quite well, although he was occasionally criticized 
for letting things get slightly out of hand. He is a 
genial person and is generally well liked. He follows the 
USSR line. At the summer session his delegation attacked 
the Bank on the "decolonization" issue. 

Ambassador Frazao (Brazil). Well known at the UN and one 
of the more active leaders of the LDCs. His speeches are 
usually thoroughly prepared and listened to. He is very 
intelligent and a very able parliamentarian. Two years 
ago he made a couple of speeches criticizing the Bank 
(population and environment). He is also chairman of 
ECOSOC's Economic Committee. 

Ambassador Scott (New Zealand). He is able and very 
sensible. Chairman of the Council's Coordination Committee 
which he handled very ably during the summer session. He 
is ver,y well disposed to the Bank. 

Ambassador Lim (Malaysia). Miss Lim is a relatively new 
member of the Council. Chairman of the Social Committee. 
She intervenes in the debates quite often, mostly to 
emphasize the social aspects of development. She is well 
disposed to the Bank. 

Ambassador Guevara Arze. 
debates. 

Rarely intervenes in the Council's 

Ambassador Terence. Not an active delegate. 

Ambassador Santa Cruz. A very strong delegate with a great 
deal of experience at the UN. He is one of the principal 
leaders of the Group of 11. Seldom misses an opportunity 
to speak and does it effectively. He takes very national­
istic lines. As you know, the day after the Governor for 
Chile made his speech attacking the Bank at the .Annual 
Meeting, Ambassador Santa Cruz made a similar statement at 
the General Assembly's Second Committee. He added that he 
proposed to go more deeply into this question on October 18. 
There is a possibility that Ambassador Santa Cruz will not 
attend the meeting. In his absence, it is likely that 
Ambassador Diaz Casanueva will attend. A few days he made 
a statement at the Plenary of the General Assembly along the 
same lines as Ambassador Santa Cruz' statement in the Second 
Connnittee. 
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China 

Finland 

France 

Ghana 

Greece 

Haiti 

Italy 

- 2 -

Ambassador Huang. He is the head of the delegation but 
we don't know who will attend the meeting. The Chinese 
delegates at ECOSOC have not spoken much. Their inter­
ventions have been brief and general. During the summer 
session they gave the impression that they were not ready 
to go into the substance of the issues being discussed. 
They compete with the USSR to be known as the champions 
of the LDCs. The Chinese delegates have not raised the 
question of the representation of China in the Bank in 
public gatherings at the UN. As you know, however, they 
have discussed the matter with the UN Secretariat and, on 
other occasions, have criticized the Bank for not having 
expelled the Taiwan representatives. 

Mr. Jaakko Iloniemi. Not a very active delegate. 

Mr. Michel Rouge, Minister Counsellor of the Permanent 
Mission in New York. He was appointed to his present 
position last summer. He is considered a very able 
delegate. Has not yet had an opportunity to participate 
often in the debates but when he has done so he has done 
it well. If he follows his predecessor's line he will 
show a guarded enthusiasm about the Bank. He may call 
for additional Bank assistance to Africa. He may also 
refer to the role of the Bank in price stabilization 
schemes, including support for the relevant UNCTAD III 
resolution. 

Ambassador Boaten. At the summer session, the Ghanian 
delegation proposed a resolution strongly condemning the 
Bank (and the Fund) on the question of "decolonization." 
It was not successful, however, and subsequently, after 
being approached by Bank representatives the delegation 
did not intervene at the Committee of 24 on that same 
issue. 

Ambassador Caranicas. With the Greek Embassy in Washington. 
He has just been reappointed Alternate Director in the Fund, 
a position he has held for many years. Ambassador Caranicas 
has been at the UN for a long time. He usually takes a 
conservative line. He knows the Bank well and is reason­
ably well disposed to us. 

Ambassador Coradin. Seldom intervenes in debates. 

Alberto Cavaglieri, Minister Plenipotentiary. 
active. 

Not very 
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Japan 

Kenya 

Lebanon 

Madagascar 

Niger 

Peru 

Poland 

Sri Lanka 

Tunisia 

USSR 

United Kingdom 

U.S.A. 

Zaire 
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Ambassador Ogiso. The Japanese delegation is well 
disposed to the Bank. 

Ambassador Odero-Jowi. A very impressive man with 
experience at the UN and highly respected by everyone. 
He is one of the outstanding African delegates. 

Ambassador Ghorra. Not active. 

Ambassador Rabetafika. Seldom intervenes in debates. 

Mr. Joseph Amina. Not active. 

Ambassador Perez de Cuellar. Not active. 

Ambassador Kulaga. 
the USSR line. 

Not very active. Usually follows 

Ambassador Amerasinghe. Has been Ceylon's representative 
to the UN for a long time. He knows the Bank well and is 
friendly to us • 

Ambassador Driss. Has been at the UN for some time. 
Was President of ECOSOC last year. He is well respected 
and carries weight with other delegations. Seems to be 
well disposed towards the Bank. 

Minister Makeev. A very strong delegate. His inter­
ventions are usually tough and aggressive. You will 
recall that last year in the discussion of your report 
he was critical of the Bank's activities in the population 
field. He follows the usual Soviet line linking the Bank 
and the Fund with western capitalism, neo-colonialism, etc. 

Mr. D.J. McCarthy. A very effective delegate. An excellent 
speaker. Well liked all around. Well disposed to the Bank. 

Ambassador Zagorin. You know him. Was an Alternate 
Director in the Bank. Not an outstanding speaker but 
gets his points across. He is very helpful to us when 
necessary. Defended the Bank on September 29 against the 
attack by Ambassador Santa Cruz of Chile (see Chile, above). 

(We don't know who will attend.) 
intervenes in the debates. 

This delegation seldom 
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The members of the ECONOMIC COMMITTEE are the members of ECOSOC listed 
above plus the following: 

Argentina 

Austria 

Barbados 

Botswana 

Bulgaria 

Cameroon 

Canada 

Congo 

Derunark 

Egypt 

India 

Indonesia 

Eduardo Bradley. Very able delegate. Although he 
has criticized the Bank in the past on the population 
question (his Government's line) he is personally well 
disposed to us. 

Mr. Gregor Woschnagg. Not active. 

Ambassador Waldron Ramsey. Not active. 

Ambassador Mogami. Not active. 

Mr. Stefan Todorov. He usually intervenes in the 
debates. The Bulgarian delegation has for some years 
been the principal advocate of positive action by the 
UN and the specialized agencies to implement the Assembly's 
resolutions on "decolonization." Mr. Todorov has been 
critical of the Bank on this issue. 

Mr. Paul Bamela Engo. Not active. 

Mr. Bruce Rankin. Mr. Rankin is the Chairman of the 
Assembly 1s Second Committee (Economic). He is a 
pragmatist, no-nonense type of individual. He is often 
critical of the UN bureaucratic ways. He follows his 
Government's "development" line which he combines with a 
touch of conservatism. He is well disposed to the Bank. 

(We don't know who will attend.) Not active. 

Mr. William Thnne Andersen. 
supports the LDCs. 

This delegation usually 

Mr. Mokhless M. Gobba. Not active. 

Ambassador Sen. Ambassador Sen is a well known figure 
at the UN. Chairman of the Committee for Program and 
Coordination. He is a distinguished, sophisticated man. 
He speaks very well. He is well disposed to the Bank. 
He helped us last year on the decolonization issue after 
one of his staff criticized the Bank. 

(We don't know who will attend.) Not active. 
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ANNEX II 

Question 1. What action has the Bank taken to implement the General Assembly 
resolutions on decolonization ? 

~Th~ General Assembly resolutions deal, principally, with the discontin­

uance of collaboration with and the withholding of financial, 

nical and other assistance to Southern Rhodesia, Portugal and 

assistance to refugees; and assistance to national liberation 

The Bank's position on all these matters has been explained in 

munications I have sent to the Secretary-General and by the Bank's represent-

atives on several occasions at meetings of this .Council, the Committee for 

Program and Coordination, the Committee of 24 and the Fourth Committee of 

the General Assembly. 

I will, therefore, simply reiterate here that South Africa, by virtue of ~ 

its strong economic position, is no ~ligible for Bank financing and that e 

si~ce 1966. ~lso, we have made no loans 

to Portugal since that year, and present ~ 

regime in Southern Rhodesia.J I~d-1_. _s_c_u_s_s_e_d __ t_h_1_·s~_i_n~--------------------d_e __ l_e~g~a--

tion of the Organization of African Unity, headed by the Presi 

Mauritania, which visited me in Se tember last ear. As I un 

that the Bank's record~ was entir 

consistent with the taken by the OAU. 

With respect to refugees, I should note that the Bank and IDA can only 

make loans or credits to governments, or to legal entities within the terri-

tories of a member country, with that government's guarantee. Direct assist-

ance to refugees can only be provided, therefore, as part of our development 

assistance to a country if the government where the project is located is 

ready to lend its support. We have not received requests for suCh assistance 
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However, developmental projects finance:.:li~:~ or IDA which have 
d,-

benefits widely distributed within a country · benefit refugees. 
1\ 

( Also, if a government asked the Bank to finance a project which would benefit 

refugees, we would consider it on its merits and the fact that it would assist 

refugees would certainly be taken into consideration. It should be clear from 

what I have just said that the Bank's ability to be of assistance in these cases 

depends in large measure on the initiative of the governments concerned that may 

wish to choose projects for Bank financing that will assist refugees.] 

We recognize the leading role of the High Commissioner in matters relating 

to refugees and have had contacts with his office to explore the possibilities 

of cooperation between our institutions. Arrangements have been made so that 

the High Commissioner's office benefits from the Group's knowledge of the areas 

where refugees are being settled. We are providing to them country economic 

reports on those countries that host refugees, and where there is a possibility 

} 

of cooperation on specific projects, the Bank will be ready to make its appraisal 

reports on Bank and IDA projects available to the High Commissioner.* 

*(For your information, we have talked a few times with representatives of the High 

Commissioner to explore possibilities of cooperation but have not been very success-

ful. In the fall of last year, at the High Commissioner's request, we agreed to 

assist in the establishment of a vocational school in Tanzania that would be of 

particular benefit to refugees. The High Commissioner is organizing an inter-agency 

mission to the Lower Zaire to assess the needs of that region which have become a 

matter of urgency because substantial numbers of refugees from Angola are being 

settled there. We have instructed the Bank's representative in Kinshasa to be in 

close contact with that mission.) 
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~As to liberation movements, the institutions in the Bank Group are 

required by their charters to provide financial assistance for purposes of 

economic development. The activities of liberation movements fall outside 

the field of responsibilities of our institutions. 

I might add that the resolutions on decolonization have been system­

atically transmitted to the Bank's Executive Directors together with an 

account of the discussions leading to those resolutions in the General 

Assembly, in this Council and in other intergovernmental organs of the 

United Nations~ 



.• 
Question 2. Why has the Bank taken no action to implement the General 

Assembly resolution on China~ 

~ This is a question to be decided by the Bank's member governments~~ 
1\ her cunslcter t;hs meb be!'-. 

General Assembly adopted the resolution concerning 

the representation of China, I brought that resolution to the attention o~ 
... Exeattbioe f>h ecboN- and on October 26, 1971 I so advised the Secretary-General. 

..aQiiing bh&G I Would keep him ~n±onned 6! afiY aCClont5 which Clte ~ahk idl:ghb +>alee 

oday no Executive 

on 

that there be} discussion 

Executi,l'Directors and, 

* This same issue may come up in different forms including, e.g., a 

statement by the Peoples' Republic of China that the Bank was somehow in 

default because China was 'unlawfully' represented in the Bank Group of 

institutions. If such a contingency were to arise, the aforesaid 

statement would still be applicable. In other words, it is for the member 

governments of the Bank to act by adopting the necessary resolution. A 

summar,y of the relevant resolutions passed by all the other organizations 

within the United Nations system is attached herewith. 



Question 3. What is the impact of the monetary situation on the Bank's 
operations? What is the Bank's position vis-a-vis the link? 

The Bank is concerned about the impact of the currency realignments on 

the export earnings of its developing member countries, and we have a special 

concern for the impact on their debt, debt service, reserves and import 

capacities. As far as export earnings are concerned, it is too early to draw 

any significant conclusions. For many of the important exports of the develop-

ing countries, particularly petroleum and coffee, factors other than exchange 

rates seem to -have exerted a dominant influence on price trends. 

So far as external debt is concerned, our statistics were revised as soon 

as the schedule of new rates was established. Briefly, these show that the 

nominal value of total external debt in terms of U.S. dollars has not changed 

as sharply as might have been expected - an increase of only 3.6% for the 

developing countries as a whole. This, of course, is because almost half the 

total debt outstanding at the end of 1970 was repayable in U.S. dollars, a 

currency which was devalued, while only about 15% was repayable in currencies 

which appreciated relative to the dollar. The figures for the increase in 

dollar value of outstanding debt by region are as follows: 

Africa 5.0% 
Asia and Pacific 4.6% 
Southern Europe 4.2% 
Middle East 2.8% 
Western Hemisphere - 1.7% 

These differences reflect the relatively greater proportion of dollar debt from 

the Western Hemisphere and vice versa in Africa, Asia and Southern Europe. 
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At the recent meeting of the Boards of Governors of the Bank and the 

Fund, it was clear that almost liithout exception the developing member 

countries regard a system of stable exchange rates between the major world 

currencies as an essential element in the restructured international monetary 

system. They consider that instability on the part of the major currencies 

adversely affects their trade, their prospects for development assistance, and 

the flow of private investment to their countries. 

With respect to the link between SDRs and development finance, as I said 

at Santiago, the substantial increases which are necessary in the flow of official 

development assistance would be easier to achieve if some form of link were 

created between future issues of special drawing rights and development finance. 

I was glad to note in the recent meeting of our Governors a growing support 

among the developed countries for some form of link and I feel confident that 

this matter will be actively and sympathetically pursued in the deliberations 

now getting under way on the restructuring of the international monetary system. 



Question h. How does the Bank view the problems of the increasing burden 
of debt of the LDCs as related to its operations? 

The debt problem must be seen in conjunction with the deficit in official 

development assistance. If ODA flows level off at substantially less than the 

current .7% of GNP target for the Second Development Decade -- and it is now 

clear that the target will not be reached and indeed as I noted in my address 

today, for the second half of the decade it is unlikely that ODA will exceed 

.37% -- mounting debt problems for the developing countries are inevitable. 

Publicly-guaranteed debt of those countries currently stands at about $75 billion, 

and annual debt service is approximately $7 billion. Debt service payments 

rose by 18% in 1970 and by 20% in 1971, twice the average rate of increase over 

the 1960s. This resulted from a gradual hardening of the terms of debt as the 

proportion of aid on concessionary terms within the total flow of external 

resources declined. The rate of increase foreshadows serious debt difficulties 

unless it is accompanied by a rapid increase in export earnings, a larger flow 

of ODA on much easier average terms, or both. Given this situation, it is 

clear that the Bank Group must try to expand its operations and to shift an 

increasing proportion of its commitments to IDA credits. 



Question 5. What does the Bank expect to do as a result of the decisions 
taken at the Stockholm Conference on the Human Environment? 

We in the Barn{ were pleased to see the decision of the Conference to 

set up an Environmental Secretariat in the UN which will serve, as we see it, 

as the focal point for action and coordination in the environmental field 

within the UN system. We are also pleased that an Environmental Coordinating 

Board was established under the auspices and within the framework of ACC. 

We will lend our full support to the work of these new bodies. 

I have also noted, among the many recommendations adopted in Stockholm, 

the decision in favor of providing seed capital and technical assistance to 

help countries with solutions to their human settlement problems. As in the 

case of the recommendation on increased assistance in family planning and 

increased research in this same area, the Bank can only express its satisfaction 

since these decisions are likely to promote action and complement the Bank's 

own research interests in both these fields , to which we are giving increasing 

attention in our own operations and planning. 

But even more importantly, we were glad that the Stockholm Conference 

recommended that all development assistance agencies broaden the criteria of 

development project analysis to incorporate environmental impact considerations. 

This recommendation again is entirely in line with Bruru{ operational practice 

whereby projects are reviewed and evaluated to take account, among other things, 

of their potential effect on the environment. 

The Stockholm Conference confirmed the appropriateness of the Bank's own 

procedures which we intend to continue, in the conviction that our practical 

concern for environmental issues is no handicap to our basic task of promoting 

development 



Question 6. Why does the Bank, contrary to its normal policies, refuse to 
lend to Chile because of the nationalization of foreign-owned 
enterprises? 

Before lending to a country, the Bank examines its economy and development 

performance, and discusses issues arising from this analysis with the government . 

In the case of Chile, we concluded that the country's economic difficulties, 

and particularly its balance of payments situation and prospects and its external 

debt position, made it for the time being inappropriate for the country to incur 

additional obligations to the Bank. On the other hand, Chile's per capita GNP 

is above the ceiling for IDA credits . These are the reasons why the World 

Bank Group has not extended loans to Chile in the past few years . 

I would add that the Bank has no position on the desirability or undesir-

ability of expropriation of foreign-owned properties by the developing countries . 

This is an issue that each country must settle for itself . However, since its 

inception, the Bank has taken an interest in the creation and maintenance of 

satisfactory relations between its member countries and their external creditors. 

Where the Bank is contemplating lending to a member country whose credit is 

impaired by the existence of a dispute over a default on its foreign debt or 

over compensation for foreign-olined property that has been expropriated, the 

Bank must first be satisfied thatthe government is making serious efforts to 

reach a fair and equitable settlement and that there are good prospects that 

the matter will be cleared up satisfactorily . 
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Question 7. What are the present plans for the Fourth Replenishment of IDA? 

The third replenishment was ratified on September 22 last. It is our 

intention to launch negotiations leading to the fourth replenishment as 

quickly as possible so as to limit the risk of another period of uncertainty 

when we would be again without the necessary commitment authority. 

Several governors in the recent Annual Meeting ~ including those for 

Canada, France, the Federal Republic of Germany, and the U.K. - stressed the 

importance of opening negotiations for the fourth replenishment promptly. 

I was much encouraged by those statements. 

Accordingly, I proposed to the Governors that negotiations on this 

matter should begin in earnest before the end Df the year, so that by the 

middle of 1973 the Executive Directors can consider a formal plan for submission 

to governments. One of the objectives in these negotiations, in our view, 

should be to increase the level of IDA replenishment above the present figure 

of $800 million per annum so as to put the Association in a position better 

to meet the needs of the developing countries and more particularly of the 

least developed among them. 
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Question 8. 1~at action is the Bank taking with regard to the UNCTAD 

resolution relRting to the stabilization of commodity prices? 

Since June, the Bank's Economics Program Department has been actively 

considering the various UNCTAD III resolutions which concern the Baruc, in 

particular in the cormnodi ties field, including the resolution on the role of 

the Bank in connection with the stabilization of commodity prices. A 

preliminary report is now under review before being submitted to the Executive 

Directors for their consideration. At this time, it is too early to say 

specifically what further action the Bank might take in the light of that 

resolution. 

However, I can indicate that the Bank fully intends, with the agreement 

of the governments concerned, to continue its support of diversification 

programs and to promote industrial investment where local processing of 

agricultural products and raw materials is viable. Among the considerations 

for assessing the economic priority of projects, the Bank will continue to stress 

such factors as the effect on export earnings and the terms of trade of the 

country concerned. 

Concerning the financing of international agencies whose objective is to 

stabilize the prices of raw materials, I must point out, as did our delegation 

in Santiago, that this request raises. difficult problems. We will be examining 

these matters in the coming months to see what type of assistance might be 

envisaged. 

Finally, we have noted the recommendation that the Bank make price 

stabilization an objective of its loan policies. We are seeking a clarification 

as to just what is meant by that recommendation, but have so far been unable to 

obtain it. 
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Finally, may I say that in all these matters, we need to be reminded 

that many of the countries directly concerned with these particular problems 

are among the least developed. For them the availability of developmental 

financing on concession terms is already severely limited. Additional 

resources will have to be made available if new requests for financing such 

as those included in the resolution are to be met . 
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Question 10. What is the Bank doing in Nutrition? 

In keeping with the increased recognition of the implications of mal­

nutrition to national development, the World Bank in August established a 

small nutrition unit within the Projects Staff. Several kinds of possible 

Bank activities in the nutrition field are currently being explored in 

countries whose governments have expressed interest in attacking the mal­

nutrition problem. 

Attention is being directed both to the development of specific nutrition 

projects and to the possibility of adding nutrition components to Bank projects 

in related sectors, such as food processing, education, and family planning, 

where opportunities present themselves. An example of the former may be 

participation in the financing of large-scale production of a low-cost 

nutritious food for child feeding. 

In addition to direct project involvement, it is hoped that by adding 

a nutrition dimension to the Bank work and taking congnisance of nutritional 

implications of projects in agriculture and other related fields, it will be 

possible to bring about a greater awareness of the importance of nutrition. 



October 17, 1972 
• 

Bank Loans to Portugal, South Af~ica and Chile 

(In millions of US dollars) 

Amount of Loans Amount Projected 
Outstanding!/ Undisbursed Disbursement Debt Service July-Dec. 1972 

Country June 30, 1972 June 30, 1972 July-Dec. 1972 Principal Interest Total 

Portugal 48.7 0.7 1.4 2.1 

South Africa 1.9 0.12 0.06 0.18 

Chile 153.6 29.1 5.1 3.6 3.2 6.8 

ll Including undisbursed. 

dictated from Washington by Mr. Ljungh 
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MEMORANDUM FOR MR. McNAMARA 

SUBJECT: Expropriation 

As you requested, there are attached a statement made by th 
Delegate at the UN General Assembly on October 3, 1972, and the spee 
Chilean Governor at the Bank's Annual Meeting, 1972. 

It seems that Chile managed to arouse a fair amount of 
acceptance for its two main charges against the Bank: · 

(1) that the Bank is an instrument of the U.S. interest in Chile, and 

(2) that the Bank is inconsistent in its position in relation to your 
statement at the Annual Meeting regarding income distribution and economic growth. 

The first statement is difficult to refute since it would mean stating openly 
that Chile is on the brink of bankruptcy. The second point is a case of misrepre­
sentation -- Chile has, in fact, placed itself at one extreme in the tradeoff 
between growth and distribution of income, claiming thereby to have solved the 
"paradox" between the two objectives. 

Unfortunately, I think there are many Bank staff who, for reasons of 
political conviction, insufficient understanding of the Bank's policy, and in­
adequate fa.ctual information, believe that Chile, as well as Peru, and possibly 
Algeria, have good cases for requesting Bank loans. 

Since it would seem very difficult at present to change our policy 
regarding expropriation or even the interpretation of that policy, the question 
arises as to what other measures can be taken. Other obvious difficulties are 
the danger that any statement· by the Bank may seem defensive, that much of the 
information is confidential, and that the issues are very complex. However, 
there are perhaps some steps whiCh can be taken: 

(1) It is little known that the Bank has a record of independent action 
against the will of most of thos·e countries which now press us in expropriation 
cases. 

(2) It ·may pe worth letting it be known that the U.S., F+ance, and others 
are not satisfied with the Bank's independence and unwillingness to yield to their 
pressure. 

(3) When placed under severe and urifair criticism, the Bank may have 
to point out the obvious inconsistencies in the policies followed by most govern­
ments, international agencies, and business corporations. 

(4) It is vital that we need, for internal use, a clear statement 
on the Bank's current position on .expropriation disputes in each country in 
question:, with detailed documentation of the case and continuous updating as 
circumstances change. There should be clear responsibility for maintaining 
this information. 
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(5) The Bank staff immediately concerned with countries where 
expropriation disputes exist should be thoroughly familiar with the Bank's 
expropriation policy, and the facts of the cas.e, and the Bank's position. 
Country Program Reviews would serve as an opportunity for discussion of 
the subject. I am certain that knowledge in this respect is inadequate 
among Bank staff and there are reliable secondhand indications that the 
Chilean Delegation was told during the Annual Meeting week that they 
should not expect Bank loans as long as Chile passes laws requiring foreign 
companies .to pay back past excessive profits. If this is true, it completely 
undermines our position. 

(6) Neither many Bank staff, nor several of its Executive Directors, 
nor the public in general appreciate the constraints imposed upon the actions 
of an international institution, regardless of whether member countries have 
equal or weighted votes. 

(7) Although the argument for distributive justice will certainly be 
misused in the future, the risk will decrease as more becomes known about the 
complex relationships between overall growth and the distribution of income. 
However, to achieve acceptance of our objectives in all camps, we must refute 
obvious misuses of your arguments, as was the case in the recent Chilean state­
ments. 

AL 
October 10, 1972 



.• 
Present Economic Situation of Chile 

Int reduction 

1 • In November, 1970, the present Chilean Government t 

a situation of little economic gro~h, increasing inflation 

unemployment. At the 

i..'7lprove the situation. These included. J~ampl~ ~~rei~n\exchange reserves, 

expanded capacity in copper production, and substantial iqie capacity 

in industry. The Government's basic long-ter.m objectives were a fundamental 

change in the o~nership of the means of production and the increase and 

better use of resources produced in Chile. The basic strategy underlying 

~ · -\ their short-tenn economic program was to (a) reactivate the economy 

through a substantial increase in aggregate demand, (b) redistribute income 

in favor of low income groups using wage and price policies which increased 
I 

real income of those groups, and (c) to reduce unemployment directly through 

government programs in construction and public works. 

2. In the beginning, the Govermnent was highly successful in reactivating 

I the economy, reducing unemployment, redistributing income, and containing 

inflation. In 1971, the economy grew a·t; 8.5 percent, and une.-rnployment fell 

from 8.3 percent (Dec.1970) to 3.8 percent (Dec.1971). Substantial increases 

in private and public consumption were the dr.iving ~·f'o!.ces behind the recovery. 

Tne economy responded favorably to the rise in demand utilizing excess 
. ) 

capacity and capacity to import -- giv ·:Jn the high level of foreign reserves 

at the end of 1970 - which:;-both existed. , ,. ··While consumption moved the 

economy investment declined. Public investment was stepped up appreciably but 

did not compensate for the virtual disappearance of private investment. 

Moreover, a major part of public investment did either not' go into productive 

sectors or was merely financial. As a result, domestic capital formation 
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• declined in 1 971 , by .. ': aJ.most 16 percent in real terms. 

3- The C'i:>vernrnent t s wage policy allowed wages and salaries to 

i ncrease by 53 pe:rcent in 1971 • vlith prices held down during 1 971 by 

strictly enforced controls and an exchange rate froze~ at .its mid-1970 

leve~~; _-- real ~1ages rose by an unprecedented 26 percent . increasing the 'Wage 

share in national income from 51 to 59 percent. 
\ 

4. The Government believed that the economy -would be able to absorb 

the bulk of salary increases without price rises. The increase in demand 

was to be sa~isfied_ .b~ tak~ng advan~age of unutilized capacity ·and ample 

room -v1as supposed to exist for a reduction in profit margins in most 

enterprises. Conflicts between production, .income distribution and 

stabilization goals were to be resolved, it was argued, by direct Govern-. 
. . 

ment intervention requiring B."'l abrupt expansion of. ~ ~tate' owners'hip -of -

economic factors. Tnerefore, and in line with long-terin object.ives, the 

Gover.r..ment program called for immediate structur~l ·- changes. A substantial 
. ..c.. . 

part of that program has been carried out. f3ig~ iron and copper mines have 
- 1. -- .. _ · · over 

been ::~iori~:J-ized ·;state control has been . established .~oal and nitr~te production; 

the banking system and large monopolies in industry and commerce have been 

inco:rporated in the area of:. . nsocial ownership 11 ; the agrarian reform process 

has been accelerated and expanded; and- state control of foreign trade has 

been established. 

5. Monetary and fiscal policies were mainly used, in 1 971 , . and in 

the beginning of 1972, to increase demand, both public and private; and it 

appears that a binding monetary program has never been adopted by the 

authorities. The Government stated, early in 1971, that specific measures 

't.Jould be required to avoid inflationary pressures from the expected increase 

in money supply. As it turned out, an increase in imports and the increased 
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~illingness of large segments of-the population to hold additional cash 

balances helped to~tt~i1~~te .. \inflationa.ry . pressures during a ~ooQ. pa~ of 

·1 971 • Towards the end· of the year the autho~ities faced increasing 

difficulties· in balancing aggregate demand and supply, especially since 

they raised only marginally the controlled prices of a large number of 

commodities. Shortg,ges developed and an incipient black market appeared. 

V Tnus, -while o_~erall domestic credit rose by 125 percent in relation to the 

stock of money and quasi money at the beginning of the year, the consumer 

price index increased by only 20 percent (as against 32.5 percent in 1970). 

6. In view of their apparent success in 1971, the authorities 

continued 'With their st·rategy into 1972 • . Wage . adjustments of 25-30 percent 

v1e:..~ granted; prices of goods and serv.ices produced by C-()Vermnent enterprises 

wera increased by about 30 percent, and new exchange ·rates were introduced 

at the end of December 1971 , resultin~ in a 29 percent depreciation of the 

Escudo for commercial transactions. Also, new tax measures were to yield 

E0 8.5 billion or 36 percent of 1971 tax collections. The public sector 

deficit was to require internal financing of E014.5 billion, less than in 

1971; and credit expansion was expected to be limited to some 60 percent of 

the stock of money and quasi money at the beginning of the year, or about 

half the 1971 -_-rate . of expansion. At the same ti."'Tl.e, the authorities were 

rather optimistic in their balance. of payment~ prOjection. , . . 

7. In the meantime, Chile's economic situatio:a. ·deteriorated sharply and 

the Government program's .. unrealistic basic assumptions became evident. Congress-- -

where the opposition has a majority~~~d not _approve the tax package,Public 

sector financing by the· banking syste.-rn reached the original December target 

already in June; prices increased much faster than expected; domestic 

production including copper is falling behind targets; shortages are growing; and 

" 't -·1· o • • .,........,...,,. , ,,,. .. " ' ' I I .. ,••' 



the balance of payments position is becoming very difficult. 

Present Ec onomic Si t uation \ 
·, 

8. Prices rose by 33 percent during January~July this year, the largest 

seven-month increase recorded since 1955 caused by expansionary incomes p·olicy, 

r apid monetar.y eA~ansion, ·and huge budgetar,y deficits. In 'August," the c~vern-
- - - . - . . . . . . . 

ment decided it could no longer hol<;i the ~~~r o~n. ·controlled prices) .. and_ the P.ri.ce.s 

of many it~~, including basic food-stuffs and publicly produced goods and 

services, were adjusted up't-Jards sharply, i.e. by 100-200 percent in many 

cases. As a result, the cost of living increased by . 22 percent in August 

and by another 20 percent in September, bringing the Januar,y-September 

increase to . 96 percent as compared to 1 7 percent in 1 971 •• As of October 1, 

prices have been frozen again while a wage and salary adjustment became 

effective at the same date. The adjustment is to fully compensate for price 

increases of the January-September period, and the Government announced 

plans to adjust wages and salaries every four months from now on. 

9. On August 4, the Escudo was sha~ly . devalued by almost 50 percent 

and the multiple exchange rate swstem has b.ecome more complicated. The 

August devaluat.ion was supposed to compensate for the overvaluation of the 

'Chilean currency and, in addition, to leave a margin of about 20 percentage 

points .for wage increases. That margin was used up by the August/September 

price increase, and therefore, the wage adjustment can be expected to result 

in rene~ed inflationary pressures. 

10. Whil~ the financing of the wage and salary adjustment is still · 

being debated in Congress, it is already clear that the fiscal deficit will 

further increase. Even if the Government r s proposal including tax increases 

yielding E0 15 billion were approved -- lvhich seems unlikely-- the public · · 

sector would still need E0 24 billion from the banking system for the second 
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se.11ester of 1972 only, co.upared to the . E0 15 billion used during the first 

semester. In this relatively optimistic case, monetary expansion would 

reach more than twice the amount of total deposits in the banki~g system 

as of June,1972. 

Balance of Payments 

11. For a nwllber of rather specific reasons Chile 1 s balance of payments 

suffered a sharp deterioration after the present Government carne into power. 

And since the basic conditions responsible for the deterioration continue to 

exist the situation is becoming increasingly difficult • . The Governmentrs 

decision to nationalize foreign copper companies and the implementation of 
I 

' . 

that . decision resulted in (a) as_ yet unresolved difficulties to reach 

original product-ion targets in th~ copper mines; (b) -unfavorable reactions 

by foreign creditors who withdrew short~tenn credit lines; and (c) the 

drying up of Ir..ajor traditional sources of long-term financing. At the 

same time -wo:r.ld copper prices returned to more nonnal levels so that the 

. ·shortfall in production was not being offset by .high prices. · ~inca repayme~ts 

of copper loans were scheduled according to projected increases in production,. 
. . ~ i I • • . L. ,-., j t . • . • ... 1 I ' • I : • • ' I .·-· • • • • ' ' 

·~th·e :railure-·t -0 meet-prOUUCtiOn targets' 'aff~Cted·" foreign eXChange.Learnin-gS ·wh-en·----·.-·-- .. 
.. -- . . - . . .. . - - . \ ·:---- ~ - . . - . 

• • 1 t ~ '. . . . . . 

~-- d~bt service paynie_nts · increased·~ · In 1971, the net international reserves 

of the banking system declined by US$305 million nothwithstanding an US$80 

million default on external debt service payments falling due in Nover.1ber 

and December
1 

1971 • If full servicing of. the external debt had been maintained · 

for the whole year, the balance of payments deficit would have amounted to 

US$385 million, compared -with surpluses · of · US$9 million in 1970, and US$214 

million in .1 969. · The reserve loss con~inued in 1 972, and, by June, Chile did 

not meet the reserve target negotiated in April at the Paris meeting on debt 

' ... ~- ,. 
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' · ' • / I ~ I ; ' · ' .;~ ' ' 

resch~d\lling. -.At .the . ·end ·of .... June, Qent"rai Bank reserves stood at -US$38 . 

-rr.lil~o~ ~·c~!apare_d _.to ... th~. ~arget . figu~e of US$100 million. 

12. · In the first half of ·1972, C'nile'"s balance of payments showed a 

deficit of about US$70 million, and an additional loss of US$200 million is 

expected by the authorities for the second semester. The projected overall deficit 

of US$370 million results from an expected deficit of US$490 million on 

cur~ent account, a US$180 million deficit on capital ~ccom1t, a · gain of 

US$1 8 million from the allocation of SDRS., and of US$290 million from debt 

ralief. The authorities count on additional financing of .US$43 million from 

the IHF under the compensat0ry .finance scheme; :- . _~-.-~ US$20 million balance 
. '•\ 

of payments loan from the USSR.; ·.: US$40 million. ~;~ .f credits- to . be obtai!led from 

foreign banks; and US$42 million in foreign credits to be obtained by ChileWs 

Central Bazik. If all plans materialize, about US$75 million of the deficit will 

have to be financed from Centiral Bank foreign assets. As a result, Chile 

1dll probably have to incur commercial ar~ears· early in 1973. 

Foreign Debt 

13. At the end of 1970 Chile's foreign debt (including undisbursed 

amounts) stood at US$2 .6 billion. Service payments due in 1971 ·arn.ounted to 

US$381 million, or 32 percent of total exports of goods and services, and · 

vJere estimated at US$390 million both in 1972 and in 1973, and at US$370 

million in 1974.' 

14. At the beginning of Nov~-nber, 1971 , the Chilean authorities suspended 

services payments except to international organisations and requested 

refinancing of service payments falling due in 1972-74 • . In April, 1972, 

at a meeting in Paris the creditor countries agreed in principal to refinance 

70 percent of the debt service tor the period November 1971 -December 1972. 

- - r• .. · · - ·~·.,. ~,. ,.,.,_ .., .. ....... ·- ,. ... ., . •r- •• • •• • ' "' • ., ,.. • _ _ ,..,.._, .. ____ .,...~ .. -..,..-:-.__..,. .. , I -:- ........ . ,...,. ..... 
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It was left to each creditor country to decide how much within this total 

-would apply to interest payments and how _much to prins_ipal. · The moratorium 

interest r ate was also left to be decided by bilateral negotiation. The 

full consolidation period was set at ei~~t years, ·including two years grace. 

Under the agr~ement, debt relief for 1972 is estimated to amount to US$290 

million. However, bilateral agreements lvith creditors required by the Paris 

agre~~ent have so far not been reached with at · least two important creditors, : 

U.S. and Germany, and are unlikely to materialize before the end of 1972. 

Since Chile is not making pay.ments, the lack of an agre:rnent does not 

influence the r~serve position. But it forms part of the generally unfavorable 

conditions for the upcoming new meeting between Chile and her creditors which 

i s to take place in DeceJnber, according to the Paris Agreement. · .At tlw:t meeting 

Chile v s request to reschedule debt service payments due in 1 973.' is to be 

considered taking into account the economic and . financial situation of Chile 

at that time. In addition, the fulfillment of all cormnitments contained 

in the Paris Agreement will be examined. These commitments were: 

( 1 ) Chile would implement policies to ensure that quarterly reserve 

targets would be met; 

(2) Chile would not increase net foreign debt of"on·e ... t·~· ~-eight years 

maturity,; ......... -· 

( 3) Chile W:>?ld·· _.prevent any ar-.cears in renegotiated payments of 

· capital and in current payments of capital and in current 

payments; . and 

(4) Chile:·-wciiJd maintain import pay.rnents on a prompt basis. 

Chile is, in fact;· only fulfilling commitments ( 2) and ( 4), and it 

could be argued ··~.--.. -.· whether Chile 1 s o1-Jn efforts or the inability to get ne't-J 

, •• f • .. ! ~ .. • • 
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loans account for. good perfor.mance under (2) ~lile as explained above, 

compliance with (4) ~ill soon come to an end. 
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