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Canadian Council, International Cl:a'f.1i.;er of Co~e:-ce 
Het.tir:g in Toronto, Canada, Febr uary 2·: , 1957 

Contrary to what 't-7e all wished, the end of the war did not bring 

peace. The years that have since intervened have been cha~acterized 

by crises and upheavals with consequences re&ching far into our future 

and our children's future. 

Today I want to discuss with you some of the developments of the 

past ten years. I want to fit some of them into a loose pattern which 

seems to me to give us some direction to the future. And~ finally, I 

want to look at our hopes -- and our prospects -- for attaining a 

better world. 

Let us start by recalling certain circumstances at the end of 

'VJorld Har II: 

The countries of Western Europe were economically and to a great 

extent physically devastated; 

Communism was emerging as a threat to vlestern Europe and the Free 

\-Jorld; 

The less developed countries -- starved of many of their needs 

as a consequence of ~var and awakened to the possibilities of better 

things --had become aware that only through development could .their 

economics and politics be advanced and made secure; 
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New nations, and there tvere a number of them, had come 

into being, and the creation of a national economy was largely 

for them an uncharted course. 

As the aggressive tyranny of the Soviets began to show itself, 

we found ourselves faced with a new perspective -- one in which 

our self-interest extends to the far reaches of the world. It 

became increasingly evident to us that we had to insure against 

the further invasion of Communism, and we had to make certain 

that the Communist Empire, irrespective of other factors, would 

not surpass the Free vlorld in economic strength. 

This was a task initially for Governments, and your country 

and ours together accepted the major responsibility for its 

accomplishment. The reconstruction of Western Europe and other 

devastated areas necessari ly became the first order of business. 

But hand in hand with the resolution of such problems we had to 

reckon with the needs elsewhere among the free peoples of the 

world. 

Foreign aid in many forms became the order of the day and 

continues to be a vital part of your program and ours in maintain­

ing a vigorous and healthy defense against Communism. It is not 

my purpose to evaluate the effectiveness of these outlays since 

the tvar. It has not been all good nor all bad. That it t-ras 

necessary i n large amounts has been clearly established -- and 

large amounts have been engaged in the task -- $l.'- billion for your 

country and $65 billion for ours, including aid of military 

character. 
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We have developed in the States a strong public urge to 

reassess the overall effectiveness of our program. To this end, 

committees are busily at work in Congress and President Eisenhower 

has a task force reviewing the problem; in Canada I understand a 

reckoning of your own: .is underway. 

vJhatever new light is shed upon foreign aid by these 

appraisals, I doubt if any of us believe that it should not be 

forcefully and effectively continued, at least for a while as an 

instrument of our national policies in the furthering of world 

development. 

Contemporary with this period of foreign aid, the World 

Bank has grown to maturity. Born at the Bretton Woods Conference 

in 1944, it has become an effective and stalwart agency which 

has contributed markedly to the economic development that has 

been experienced in many parts of the Free World -- and today 

the opportunities before the Bank for further service have never 

been greater. 

The vlorld Bank br~ught something new to the field of economic 

development and to international financial operations. Its 

capital is subscribed by 60 nations -- large and small, rich 

and poor. vfuile a creation of Governments, it has been free of 

any political influence and it operates as a business organization. 

As management engineering has become a recognized profession in 

our industrial life, so the World Bank has come to fill a similar 
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role with its less developed member countries. The Bank has 

evolved a technique for analyzing the economy of a country, its 

fiscal affairs, resources, productivity and capacity for growt h 

which is recognized for its high standards of impartial and 

thorough perception and objective thought. 

In its lending the Bank has with equal care studied the 

projects it has supported and their relation to the general 

development of a country. \Vhenever practicable, it has encouraged 

-- and sometimes financed the development of private enter-

prise. In its nearly eleven years, the Bank has lent $3 billion 

for 500 projects in 44 countries. Cooperation in the World Bank 

by 60 nations is, to me, one hopeful sign of a realization that 

lasting peace can be achieved if economic development is shared 

by all free nations. 

World Bank lending has been primarily for basic utilities, 

such as power development, land reclamation, irrigation, high­

ways, harbor improvements and transport. There will long continue 

to be instances where World Bank lending, with its required 

Government guarantee, will be necessary for the creation or 

expansion of such facilities. Thus, a great deal of ground work 

has been done -- and while far from completed -- enough has been 

accomplished to create an atmosphere in many of the less developed 

countries in which private enterprise can hopefully begin to 

spread its wings. 
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In passing, I want to briefly mention one other contribution 

of the World Bank -- that is, its fostering of the concept of 

the development bank. As a means of stimulating the private sector 

of a nation's economy development banks are by no means new. The 

World Bank has helped in creating such institutions in Turkey, 

Ethiopia, India and Ceylon. Such banks can be effective in mobil­

izing a supply of capital for the growth of private enterprises. 

While Governments must initially provide the banks with a large 

part of their funds, in three of the cases mentioned a majority 

of the stock is in private hands. Given capable and experienced 

management these institutions can win the confidence of investors 

in its own stocks and bonds -- thus to augment its capital funds 

for lending to industry at medium and long term, or it may play 

the part of the underwriter in placing privately, or through 

public offering, the issues of industrial concerns. 

Such institutions, apart from their ability to supply money 

and organization for meeting deficiencies in local capital markets, 

are able to work for the revision of obsolete laws, taxes or 

customs that by their nature are hamstringing to investment. 

Other countries are counseling with the World Bank with a view to 

creating or improving existing development banks. Such initiative 

deserves every encouragement. 
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During the era of colonial development industrialization was 

largely regarded as the prerogative of the home countries~ But 

we have long since learned that there is nothing to fear from the 

growth of enterprise an~~here, and that an advancing standard of 

living in the world is the best insurance for continuing economic 

growth at home. 

The faster an economy develops, the opportunities for its 

further growth rise in proportion, and the best trading we do is 

with the more highly industrialized areas. 

This is clearly and simply illustrated in this way. Exports 

annually from the States to Canada average $200 per Canadian; but 

to Ethiopia we send not over 50 cents per Ethiopian. Such variation 

runs up and dolvn the scale. 

Those who have only the beginnings of private capital forma­

tion must have aid in a variety of forms if they are really to 

progress toward our way of life. Certainly we have nothing to 

fear from their development and it is in our self-interest that 

it should occur. 

Aid at Government levels has value -- and likewise boundaries. 

Surely it is not a sound way to encourage self-reliance. The 

World Bank, lending only against Government credit, likewise has 

limits to reckon with. But private enterprise having its own 

built-in system of checks and balanGes, once successfully implanted 

in a nation's economy and given the incentives for healthy growth 

knows no limits. 

* * * * * * * * 
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Pondering all of this, the moving spirits of the World Bank 

began several years ago to think in terms of a possible new member 

to the international financing team -- an organization working to 

further economic development but wholly devoted to encouraging 

and stimulating private enterprise in the less developed countries. 

After much groundwork and considerable reckoning with the risks 

involved, the International Finance Corporation came into being 

last year. The World Bank's sixty members were asked to join. 

IFC's authorized capital is $100 million, subscriptions being 

proportional to each country's subscription to the Bank. To date 

47 countries have joined subscribing a little over $90 million, 

of which Canada and the U.S. account for well over one-third. 

IFC's organization is small, its personnel is international 

and its background is that of private industry and banking. v7e 

live closely within the atmosphere of the World Bank and have 

their experience and knowledge to draw from and their thoughtful 

counsel to rely upon. 

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, in which Governments will not have a voice. 

IFC hopes to realize its purpose: 

1. By investing in association with private investors and 

without Government guarantee, in productive private enterprises 

located in the lesser developed member countres; 
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2. By serving as a clearing house to bring together invest­

ment opportunities, private capital and experienced managem~nt. 

For the first year or two IFC intends primarily to consider 

projects that will contribute to industrial development. We 

realize that the first half dozen investments will be carefully 

and widely scrutinized and critically appraised. They will set a 

pattern by which our usefulness will be measured and our judgment 

evaluated. We are starting out with no surplus, and surely the 

obligation to build one if our capital is never to be impaired. 

To that end our ventures must have from the beginning adequate 

capitalization and a careful balance of both management ability and 

experience, the economic factors of markets, raw materials and 

costs must be in sound relation, each to the other, and the profit 

possibilities must be weighed and found adequate. 

In joining with private business and management in establish­

ing and expanding privately-owned and managed enterprises, we will 

take much the same risks as they and we hope to share in the profits 

with them. 

Under the IFC 1 s charter the Corporation cannot invest in 

capital stock, hence, we must take some type of obligation. Since 

the IFC hopes to revolve its investments (if a venture is successful, 

after a reasonable period of time) and since straight loans ar8 

hard to sell when money is as tight as it is today and the unc8rtain­

ties in foreign lending continue to exist, the IFC's policy will 
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be to invest in securities just one step above the equity in an 

enterprise. Such recent Canadian issues as Northspan Uranium 

debentures with warrants and the TransCanada Pipe Lines subordinated 

debentures are akin to what we have in mind. 

The IFC will aim to have its rates attractive whether they 

are fixed, or profit sharing. We shall not be fearful of obligations 

senior to ours, provided, the debt to capital ratios are sound, 

and we shall adjust the foreign exchange risks between the project 

and the IFC as the factors surrounding each situation may warrant. 

We do not intend to invest in any project where the needed capital 

can be found elsewhere on reasonable terms. And we shall always 

welcome partners provided they are compatible to the projects• 

sponsors, thus to limit our own participation. 

You will appreciate that something less than $100 million is 

far from a prodigious sum of money for the purpose to which it 

is dedicated. Obviously, if the IFC is to accomplish its mission, 

it must spread its investments among the less developed countries. 

It cannot concentrate on a handful of enterprises; nor consider 

a tremendous volume of relatively small undertakings. For these 

reasons the IFC in its initial stages will not interest itself in 

enterprises having aggregate assets of less than $500,000 nor an 

investment on its own part equivalent to less than $100,000. 

Given these conditions, I believe it will take a number of 

years to put our capital fully to work. He roughly define the 

less developed areas in which we will invest as all of Central 
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and South America and the Islands of the Caribbean; excluding 

Japan, the areas of the Far East, as well as Southeast Asia; 

Australia; the Near East; Africa; but only Greece and possibly 

Southern Italy in Europe. 

Since the IFC is acting as a private investor, it must look 

at all the risks and hazards involved in any particular country. 

In those countries where we find the Government following policies 

or adopting laws unfavorable to private enterprise, IFC will be 

reluctant to invest. ~iherever possible IFC will use its influence 

to help create a more favorable business climate. Already we 

have informed several Governments that legislation pending or 

passed will require modification if they are to expect private 

enterprise to flourish within their borders. 

So much for our policies -- which are still in their 

formative stage. 

As of today IFC has about 50 projects under consideration, 

approximately half of them being identified with the Latin 

American countries. The sponsors for many of them are in the 

U.S. and some are from large and representative companies in their 

respective fields. We have one proposal from a Canadian sponsor 

since you are well experienced in exporting capital abroad, we 

shall hope soon to have more of your companies on our doorstep. 

The projects before us represent for the most part the 

fundamental industries -- forest products, textiles, cement, 

mining, chemicals and so on; this is as it should be. Those 
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involving advanced forms of manufacturing and processing are 

proposed for such countries as Australia, Hexico and Brazil where 

the formation of an industrial complex is well underway. 

IFC has been in business six months and has yet to make its 

first investment. No ingredients are lacking and no obstacles are 

in our way. However, there are reasons why no investment has been 

made. Most of the propositions which come to us are in a prelim­

inary form, and even with an experienced sponsor it takes months to 

work up a foreign operation. Proposals brought to us in a fairly 

advanced stage still require detailed study and investigation 

as to the sponsor, his ability and experience, the background 

conditions affecting the market, technical factors and so on. More­

over, the speed at ~n~ich a project develops is impossible to 

prophesy, and as I pointed out earlier the soundness of the first 

few investments \-re make will be the key to IFC' s future. 

So, where does all this fit into the long term pattern of 

world development since the war? 

First, I think it is clear that the process of development 

and social change, which we in the West are so largely responsible 

for currently accelerating in the less developed areas, will go on. 

Awakened to the possibilities of a better life economic develop­

ment has become a rallying cry for millions against the traditional 

poverty they have always known. In Asia, Africa, the Niddle and 

Far East, in Central and South America people are moving. The 
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currents of change that are in motion among these people cannot 

but affect our lives and those of our children. We have a big 

stake in how these people change, and we must accept the respon­

sibility for trying to influence events in their areas of the world 

in directions compatible with our own security and growth. 

This is a challenge to us to find the best ways and means 

to help create and strengthen the conditions in these countries 

under which the people will realize we are working for their well 

being as well as our own. 

During the last ten years the West has pursued a course of 

foreign aid and assistance. This was the obvious course under the 

circumstances and it continues to play a significant role. 

But I believe the greatest and most dynamic force in the 

future development of these countries will be private enterprise. 

Private enterprise as we know it has provided the greatest and 

most successful revolution in history -- the growth of the U.S. 

and Canada. Private enterprise, based on the initiative, energy, 

skills and vision of the individual, thriving in an atmosphere 

of freedom, spreads its benefits to the most people; and it builds 

those institutions in a society which are the pillars of stability. 

It is all an exciting and enlarging prospect. 

I have spent much of my life investing and lending money to 

industry but I have never had a hand in a more challenging task -­

that of putting money usefully and safely to work in the build up 

of private enterprise in the less developed areas. If we succeed 
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in our task, we shall find private enterprise becoming indigenous 

throughout the Free World. And where private enterprise 

flourishes, standards of living improve and life becomes better. 

Finally, in the conflict thrust upon us by the Soviets, 

private enterprise is the one great weapon in our arsenal that 

the Communists do not have, and it is the best one for insuring 

to the world a peaceful, free and productive future. 

Thank you. 
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T~n years ago the countries of Western Europe were economically 

and physically devastated; Communism was emerging as a threat to Western 

Europe and the free world; the less developed countries had become aware 

that only through development could their economic and political life be 

advanced and made secure; and new nations had come into being to Whom 

the creation of a national economy was largely an unchart ed course. 

The Free l~orld had come to realize that as the aggressive tyranny 

of the Soviets began to sh 01-1 itself, it vas faced 1jfi th a new perspective 

in -vrhich its self-interest extended to the far reaches of the world We 

in the Free vJorld had to insure against the invasion of Communism in the 

lesser developed areas, and we wanted to make certain that the Communist 

empire would not surpass us in economic strength. 

This was a task for governments - and your country and ours together 

accepted a major responsibility for its accomplishment. Foreign aid in many 

forms became the order of the day and continues to be a vital part of your 

program and ours in maintaining a vigorous and healthy defense against 

Communism. It is not my purpose to evaluate the effectiveness of these 

outlays; they have not been all good or all bad. That it was necessary 

in large amounts has been clearly established - $4 billion for your country 
( 

and $65 for olirs, including aid of military character. 



Contemporary with this period of foreign aid, the 1rJorld Bank vJas 

born and has been operating. Cooperation in the ~lorld Bank is unique, and 

it is a hopeful sign that lasting peace can be achieved if economic 

development is shared by all nations. 

It has brought a new approach to international financing and economic 

development. While created by goverrunents, the Bank is free of any dominant 

political influence and operates as a business organization. In addition 

the Bank has develor:e d a technique for analyzing the economy of a country 

to recommend overall programs of development giving emphasis to basic 

projects essential to the country's growth. 

The World Bank has loaned $3 billion in 44 countries for over SOO 

development projects. llorld Bank loans have gone primarily to finance basic 

facilities such as power, transport, communications. These l~ans have 

laid a groundwork and have helped create an atmosphere in many of the less 

developed countries so that private enterprise can sprout. 

In helping develop the loss developed areas we are creating better 

markets for ourselves. There is nothing to fear by -vray of competition in 

this development. Alwd.ys the best trading countries are those highly 

industrialized. And clearly the faster an economy grows the opportunities 

go up in proportion. 

For a variety of reasons - political, economic and emotional - these 

countries are in a hurry to catch up. And it is not easy to explain to 

them Why the process of economic growth, if substantial and lasting is both 

complex and slo-vr. In many of the less developed cou.lltries there exist 

conditions which are both unattractive and deterrant to foreign enterprise 

- unstable political conditions, inflation, unstable currency, antiquated 
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laws, no business tradition, no local financial institutions, lack of 

trained management and labor, and tax and exchange regulations. 

In the last feH years there has been increasing interest among 

private businessmen and investors in the U.s., Canada and v.Testern Europe 

in the opportunities to be found in the less developed countries. At the 

same time there has been a need for some mechanism to encourage a greater 

flow of private capital, both dorrestic and foreign, into these countries. 

The Inte~national Finance Co~Joration was established for this purpose. 

It was set up last July to promote and engage in the spread of private 

enterprise and investment. It was conceived out of the experience of the 

World Bank and is closely related to it.. Only members of the Bank may be 

stockholders in the Corporation. There are now 47 members viTith subscriptions 

of $90 million capital. It is unique, I believe, for governments to join 

together for the purpose of helping private business, vuthout political 

interferenceo 

IFC will invest in productive private enterprises, in association 

with private investors and 1~rithout government guarantee , located in its 

less developed rrember cou~tries 0 

IFC will also ser~e as a clearing house to bring together investment 

opportunities, private capital (domestic and foreign) and experienced 

management. 
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IFC will not compete with private capital. IFC ~rill help stimulate 

the productive investment of private capital both domestic and foreign. 

In investing with private business and management to establish or 

expand private enterprises, IFC will take the same risks as its private 

partners. If the enterprise is successfully established and operated, 

IFC hopes to sell its interests to its partners or to other private 

investors, and thus revolve its capital. 

In the few months of its operation IFC has been approached by a 

substantial number of comp~~ies regarding new proposals for foreign . . . 

operations. Some are quite preliminary in their plans; others are advanced 

sufficiently for IFC to start investigations into various aspects of the 

proposals. 

******** 
The less developed countries offer the greatest opportunities for 

economic growth and expansion today. And in a world divided between 

freedom and tyranny, we have an interest in how these countries develop. 

Private enterprise has a vital role in the growth of these countries. The 

spread of private enterprise can bring greater material benefits to a 

country's economy and people, and it can contribute substantially to a 

stable grov~h along lines that are compatible with the freedoms we cherish. 
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Those of us tvho are actively engaged in launching the International 

Finance Corporation are very appreciative of this opportunity to tell the 

story of our organization. This morning I want to consider 1vith you IFC 1 s 

purpose - to further economic development by pro~oting private enterprise 

in the less developed areas of the world - and its significance to you as 

bankers. 

I can think of no audience with a better appreciation of the gains 

to human progress that result from the extension of the free world 1 s 

system of private enterprise. 1rJithout international banking we would be 

living in a barter economy with standards of living that 'tvould not stand 

comparison vJi th 'tvhat all of us now enjoy. 

It is a conviction of mine that in reckoning with t'Torld Communism 

more emphasis should constantly be given to the need of extending our 

system of free and individual enterprise. We all have observed since the 

demise of Stalin the Kremlin's emphasis on econorric penetration. We know 

all too well of their ability to match us in the various segments of mili-

tary technology. But their approach, founded on state control, can never 
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by its nature achieve the economic force of private capitalism based upon 

individual initiative in a climate of freedom, as it is practiced in this 

and other countries nor attain the same durable standard of living. 

In the last century as the world has diminished in size under the 

impact of scientific discovery and technological advance, our economic 

growth at home has become increasingly related to foreign trade. And in 

this picture it is clear that those countries which are our best trading 

customers are the most highly industrialized. At the same time we have 

become more acutely conscious of the fact that 't·Te need raw materials and 

resources to feed our industrial machine which come from outside our border~ 

It is therefore in our own interest to take a close look at the relation 

of economic development of the less developed areas to our own long-term 

future. 

And with these changes have come others. One of these - one which 

is directly affecting each of us - is what has been called a "revolution 

of expectancy11 in the desires of hundreds of millions of people living in 

the less developed areas. They have become aware in the first half of 

this century through various stimuli that there are better things than a 

poverty-ridden existence and they want a better life. 

Many efforts - by governments, by intergovernmental organizations 

and by individuals - have been made to find ways of bringing development 

to these peoples. It is a tremendous and staggering problem - one to 

which there is no easy nor quick solution. 

To place my own organization in this challenging task, let me start 

with the 1rJorld Bank.. I know you are familiar Hith the Bank and its opera­

tions. In its eleven years of existence it has brought new meanings, con­

cepts and practices to the field of international finance - and it has 
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made a substantial contribution to the development problem by financing the 
. 

construction of basic facilities in the less developed areas. 

Early in the Bank's operations it became apparent that because of 

its size and the requirement of a government obligation for each loan that 

the Bank could not effectively and on a wide-scale deal with private busi-

nessmen and investors wishing to establish or expand a foreign enterprise. 

The moving spirits of the Horld Bank began to think in terms of a 

possible ne1v member to the international financing team - an organization 

likewise working to further economic development but wholly devoted to 

encouraging and stimulating private enterprise in the less developed countries. 

After much ground work and considerable reckoning with the risks involved, 

the International Finance Corporation came into being last year. The event 

appears to have been a timely one. The 60 member countries to the World 

Bank were asked to join and to subscribe to an authorized capital of 

$lOO,OOO,OOO, the subscription being proportional to each country's subscrip-

tion to the Bank. To date the IFC has 49 members and paid-in capital exceeding 

90 million, all in u.s. dollars. 

IFCts organization is small, its personnel is international and its 

background is that of private industry and banking. We live closely within 

the atmosphere of the World Bank. It houses us and performs much of our 

administrative detail. We have its unparalleled knowledge and experience 

to draw upon and its thoughtful counsel to rely upon. 

It is unique that a large nQ~ber of Governments spread over the 

~ world have joined together for the purpose of helping to develop private 

business, in which Governments will not have a voice. 

IFC's purposes are simple: 

1. To invest in association vJith private investors and lJithout govern-

ment guarantee, in establishing or expanding productive private enterprises 
. . 

located i~ the lesser developed member countries; 
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2. To serve as a clearing house to bring together investment oppor­

tunities, private capital, domestic and foreign, and experienced management. 

3· To use its offices wherever possible to help create a more 

favorable investment climate in its member countries. 

For the first year or t1-ro IFC intends primarily to consider projects 

that will contribute to industrial development.. We realize that the first 

half dozen investments will be carefully and widely scrutinized and critic­

ally appraised. They will set a pattern by which our usefulness will be 

measured and our judgment evaluated. We are starting out v1i th no surplus, 

having surely the obligation to build one, if our capital is never to be 

impaired. To that end our venture5 must have from the beginning adequate 

capitalization and a careful balance of both management ability and expe­

rience, the economic factors of markets, raw materials and costs must be 

in sound relation, each to the other, and the profit possibilities must 

be weighed and found adequate. 

In joining with private business and management in establishing 

and expanding pri vately-o-vmed and managed enterprises, we will take much 

the same risks as they and we hope to share in the profits with them~ 

Under IFCls charter the Corporation cannot invest in capital stock, 

hence, we must take some type of obligation. Since the IFC hopes to re­

volve its investments (if a venture is successful, after a reasonable 

period of time) and since straight loans are hard to sell when money is 

as tight as it is today and the uncertainties in foreign lending continue 

to exist, IFC 1 s policy ·Hill be to invest in securities just one step 

above the equity in an enterprise. We want that investment to have a con­

vertible or profit-sharing feature hopeful, if the enterprise is successful, 
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that it will be readily saleable in a fevJ years and gain us a reasonable 

profit. Thus to lay away a surplus for reckoning with the inevitable 

investments that in the end fare badly. 

Our investment may not be wholly convertible. vJe may divide it 

between a straight serial dollar loan and a convertible longer term note~ 

The latter might even be denominated in a local currency vJhere 1-Je are 

satisfied that the economy of a country and its currency offers the prospect 

of long term stability or where the prospects of returns outweigh the cur­

rency risk. As an alternative to conversion, bonus shares set aside for 

our account, escrowed with management, and subject to sale at our direction 

may prove an acceptable arrangement. 

IFC will aim to make its investment terms reasonable and realistic, 

and by investment terms I include conversion rights or calls on equity, as 

well as interest rates, whether they be fixed or profit sharing. I say 

again we ·tvant our terms to be realistic in terms of the risks involved 

high enough frequently to attract others to share with us in our investment, 

and certainly not low enough to compete ~nth other sources of private capi­

tal. 

We shall not be fearful of obligations senior to ours, provided the 

debt to capital r~tios are sound, and we shall adjust the foreign exchange 

risks between the project and IFC as the factors surrounding each situation 

may warrant. 1rJe do not intend to invest in any project where the needed 

capital cail be found elsewhere on reasonable terms. And v.re shall always 

welcome partners provided they are compatible to the projects' sponsors, 

thus to limit our own participation. 

You will appreciate that something less than ~100 million is far 

from a prodigious sum of money for the purpose to which it is dedicated. 

Obviously, if IFC is to accomplish its mission, which is one of a catalyst, 
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it must spread its investments among the less developed countries. It 

cannot concentrate on a handful of enterprises; nor can it consider a 

tremendous volume of relatively small undertakings. For these reasons 

IFC in its initial stages will not interest itself in enterprises having 

aggregate assets of less than $500,000 nor an investment on its own part 

equivalent to less than $]00,000; but it may put as much as $2,000,000 

into a single project. For the present, that is probably the largest sum 

we are 1villing to contemplate investing in a single enterprise. 

Given these conditions, I believe it may take several years to put 

our capital fully to work. We roughly define the less developed areas in 

which we will invest as all of Central and South America and the Islands 

of the Caribbean; excluding Japan, the areas of the Far East; Africa; but 

only Greece and possibly Southern Italy in Europe. 

Since IFC is acting as a private investor, it must look at all the 

risks and hazards involved in any particular country. In those countries 

where we find the Government following policies or adopting laws unfavor­

able to private enterprise, IFC will be reluctant to invest. Wherever 

possible it will use its influence to help create a more favorable busi­

ness climate. Already we have informed several governments that legisla­

tion pending or passed will require modification if they are to expect 

private enterprise to flourish within their borders and to be attracted 

from abroad. 

As of today, IFC has some 30-odd projects under consideration, 

approYJLmately half of them being identified with the Latin American countries. 

The sponsors for many of them are in the U. s. and some are from large and 

representative companies in their respective fields. Others have well-

known European sponsorship or the support of leading businessmen in the 

countries where the projects themselves are to be located. 
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The projects before us represent for the most part the fundamental 

industries - forest products, textiles, cement, mining, chemicals, print­

ing, and so on; this is as it should be. Those involving advanced forms 

of manufacturing and processing are proposed for such countries as Australia, 

Brazi1, India and Mexico where the formation of an industrial complex is 

already well under way. 

IFC has been in business nine months and has yet to make its first 

investment. No ingredients are lacking and no obstacles are in our way. 

However, there are reasons why no investment has been made. Most of the 

propositions which come to us are in a preliminary form, and even with an 

experienced sponsor it takes months to work up a foreign operation. Pro­

posals brought to us in a fairly advanced stage still require detailed 

study and investigation -· · as to the sponsor, his ability and experience~ 

the background conditions affecting the market, technical factors and so 

on. Moreover, the speed at which a project develops is impossible to pro­

phesy. I pointed out earlier the soundness of the first few investments 

we make ~11 be the key to our future. 

More frequently than not we shall employ outside consultants to make 

market studies, to review plant design or processes, to evaluate the suita­

bility and the reserves of various natural resources. We have field partie& 

presently engaged in just such assignments in several parts of the world. 

In the first instance we may have to do much of this investigation 

1-1ork at our own expense, recouping as 1r1e go along by charging the relevant 

costs to each investment as it is finally made. 

We shall constantly concern ourselves 1d th the calibre of manage­

ment in every project. There is an injunction in the Charter that IFC will 

not assume the responsibility for managing any enterprise in which it has 
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invested, hence we must be satisfied that the indispensable ingredient 

of management is amply provided for in the first instance. Surely it 

is a more important factor than money and far more scarce. We want manage­

ment tied into the enterprise we finance preferably by having their own 

capital at risk in the equity, but should the relationship, in the excep­

tional case, be a contractual one, it must carry with it the full author­

ities for corporate and executive direction and its rewards must be geared 

to the profits achieved. Only thus can the real benefits of managerial 

capitalism best be realized. The enterprises that we participate in must 

be successful. Hence, they must have all the time and care needed before 

their launching. The World Bank was frequently criticized for making a 

slow start and it may be that the IFC vrlll be called similarly to account, 

but it is our purpose to establish a reputation for objective business­

like investment. In that way we hope to become a useful and effective 

medium for stimulating the movement, not only of American, but European 

capital and management into the lesser developed countries of the free 

world and for encouraging industrial investment by local investors in 

those areas. 

So much for the policies and progress of IFC. You will appreciate 

that we are feeling our way in a nm-v area of investment and lending. 

In the time remaining to me this morning, I should like to speak 

some personal views, and to revert to my earlier contention that our 

American system of individual enterprise and the similar forms found else­

where in the free world comprise collectively the strongest weapon we have 

for fighting off the penetration of Communism. It is the only weapon we 

have that the Communists lack. If we recogni~e it as the best medium for 

~ 1 promoting economic growth anywhere, we then may ask the question, is it 
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being adequately implemented into these areas needing it most? Are we 

resorting to other forms of economic aid more costly and less effective 

in their results? Would there not be wisdom in stepping up our fight upon 

Communism by offering American business greater incentives to spre~d its 

activities into the lesser developed countries, thus to build up the export 

of the corporate Hknow how'' and individual initiative that has made this 

country great - a system that has attained mass benefits for our people 

never before equalled anywhere in history? 

None of us, I believe, will deny the continued need for economic 

aid, but there should be a strong urge frequently to reassess the overall 

effectiveness a~d scope of our program and to understand more clearly the 

various segments of it. We seem now to be doing that. In recent months 

there have been completed a number of extensive and thoughtful studies 

concerning our Mutual Assistance Program, which have been prepared for 

various entities of our Government. Hithout exception, each one has made 

a strong case for sustaining foreign aid. There is repeated emphasis that 

the economic development of the undeveloped colli~tries in a pattern of free­

dom is in our long-term interest, but, alas, none of the recommendations 

found in these reports speak of the possibilities ir~erent in having 

American business, through added investment of money and management, gradu­

ally supplant Government aid - let alone the possibility of saving tax 

dollars by doing so. 

With serious minded and informal study groups urging upon our 

Government that the magnitude of economic aid range from a billion up to 

five billion a year, upon a long-term basis, it is essential that we con­

stantly keep a weather eye upon how such moneys are put to work. The 

International Bank in its eleven years of operations has, by assiduous 
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effort in the realm of economic development, loaned somewhat over $3 

billion in over 500 projects in 44 countries. The factors limiting such 

totals have been for the most part those of human resources and the capac­

ity to repay. It therefore seems reasonable to question whether our 

Government can mobilize the managerial and technical skills, both here and 

abroad, effectively to plan and direct the lending, or the spending, of 

such prodigious amounts of money. 

Moreover, the making of loans, dollar or otherwise, that are 

expected eventually to be repaid to our Government should be prudently 

related to the viability and creditworthiness of the recipient countries 

and coordinated with the activities and programs of all other interna­

tional lending agencies. We must not fall into the mistake of having so 

many agencies at work in this field that in the end, either from over­

lending or lack of coordination, the result is a~ undermining of the pres­

ently established sound concepts of international finance. 

At the risk of repetition, and ag~in these are my personal views, 

I say that we need more dynarnic examination at top Government levels of 

the possible devices for expediting the flow abroad of private capital. 

VJhat can we do to make our "climate 11 right for foreign investingl 

We certainly could provide some real tax incentives. We could 

develop a clear cut program for making available in a positive way to 

private enterprise, whether the compa~ies be local or American, the PL-480 

monies that are ~~committed in many countries short of business capital. 

We could restrain Government agencies from financing governments in pro­

jects suitable for private investment. We could, by concerted effort, 

have our Government champion more strongly the role of private enterprise 

in the context of both our foreign policy and our economic aid. 
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By these devices I am confident that we can hasten the day when 

private enterprise can carry the responsibil ity for supplying the capital 

needed for economic development. 

Never before have the free world 1 s business men been so able and 

so eager to spread their wings and go wherever opportunity can be found. 

We in the International Finance Corporation believe this and look 

forward to having an active part in this challenging prospect. 
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any advocates or such c p credit cla that it is essential it priv te 
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ADDRESS 

RECENT TRENDS IN PUBLIC AND PRIVATE 
LENDING AND . I1.lVESTl\1ENT IN LATIN A~1ERICA 

February 15, 1961 

In dealing with my assigned subject, it may be useful to recall 
certain developments of the recent past that are influencing the trends 
in public and private lending and investment in Latin America. 

Certainly there has been a heightened international awareness of the 
financial requirements of these developing countries and a number of new 
initiatives have been taken, aimed at enhancing the capital flow into 
these relatively low income areas. 

Speaking first of the International Monetary Fund - by April of last 
year 57 member countries, representing 90% of the Fund's quotas, had con­
sented to the increases recommended to them, thus augmenting the resources 
of the.Fund by some $5 billion. At the close of 1960, the Fund had stand­
by arrangements with 10 Latin American countries for a total of $350 million. 
This sum represented a net increase during the year. 

The World Bank completed an equally significant step. By the end of 
June 1960, the subscribed capital of the Bank exceeded $.19 billion - more 
than double the figure of a year earlier. ~Vhile some 90% of this total 
remains on call, it nevertheless reinforces the Bank's capacity to borrow 
in the money markets of the world. 

Another development in the past year is ID.A. - the International 
Development Association - an affiliate of the World Bank. IDA will sup­
plement the activities of the Bank by financing a wider range of projects 
on terms more flexible and bearing less heavily on the balance of payments 
of the recipient countries. 

A further important and recent event has been the establishment, with 
headquarters here in Washington, of the Inter-American Development Bank. 
This new agency proposes to finance economic development both public and 
private. It has now made its first commitment in Peru and as its policies 
and objectives become more clearly defined, it can be expected to make an 
effective contribution to the flow of capital into the Central and South 
American countries. 

Let me now comment upon the broadening policies of u. s. institutions 
in the public sector - the Export-Import Bank and the Development Loan Fund. 
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During 1960 the Eximbank entered the short-term field of exporter 
activity by making a system of political risk guarantees available to 
U. s. shippers through commercial banks ·witaout reference to Washington. 

It also initiated the practice of participating in medium-term 
exporter credits, again relying upon the credit judgment of commercial 
banks. 

Of particular significance in a developmental sense is Eximbank's 
willingness to enter into project loans ha.ving up to 15 - and even 20 -
years final maturity. 

Such extended policies have greatly stimulated Eximbank's activities 
in Latin America which represent a major portion of its business. 

DLF is a U. S. Government aGency subject to the foreign policy and 
guidance of the Secretary of State. It has just completed its biggest 
year's operations, has virtually exhausted its uncommitted funds, and 
must await the renewed support of Congress before entering into significant 
new programs. There is no reason to doubt that the Development Loan Fund 
will continue to be one of the u. s. Government's principal instruments 
of foreign economic policy. Its contributi.on to the emerging Latin countries 
has been substantial and on terms that aim to avoid an undue burden on their 
economies. During 1960 the DLF introduced into its policies a program of 
social type lending to encompass land reform and housing loans; the benefici­
ary countries will be encouraged to match such DLF financing through the 
formation of local capital sources patterned after our typical savings and 
loan associations. 

Further to augment foreign assistance of this character, Secretary 
Dillon at the Bogota Conference last 3eptember proposed the establishment 
of an inter-American social development fund to be u. s.-financed and to 
be administered by the Inter-American Development Bank. The present Con­
gress is being asked to implement this program by an initial appropriation 
of ~~500 million. 

U. s.-sponsored dollar financing continues to add up to a considerable 
and growing annual total. In past months steps have been taken to place 
primary emphasis on having this financing expended for goods and services 
of U. S. origin, thus to alleviate the balance of payments problem. This 
policy by DLF has encouraged other industrialized nations to expand their 
means of economic assistance to the Latin countries to enable their indus-

... tries to sell on competitive terms. 

The U. s. must constantly reckon with these new means of competition 
for the trade opportunities in Central and South America. To preserve the 
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integrity of the dollar, its favorable balance of trade must be sustained 
and extended. This can come about through improved technology, lower costs, 
better products and the exporter's ability to offer competitive terms of 
payment(f President Kennedy has recently sta.ted that the Eximbank terms 
are not yet adequate and comparatle to those offered by other countries. 
He has directed the Bank to submit by April 1 for executive consideration 
a new program aimed at placing u. s. exporters on a basis of full equality 
with their competition in other countries. 

The Latin American countries cannot but gain when such competitive 
forces are at work. The net effect will inevitably increase the total of 
financial aid available to them. 

Most of the loan capital made available to Latin America since the 
end of the war was in the form of short- and medium-term suppliers' credits. 
The largest sou~ce of long-term capital has been the 1rlorld Bank, vJhich so 
far has lent more than-~1 billion to Latin America, constituting 20% of 
total World Bank loans. During 1960 the bank increased its loans to Latin 
America by $142 million, a. sum exceeded but once in previous years. 

The second largest source of long-term capital has been the Eximbank. 
Typical of recent commitments in this category are $42 million to a private 
Chilean power company and $37 million to the Government of Colombia for 
purchases of highway building material and equipment. At the end of last 
year the total of its outstanding loans and undisbursed commitments to 
Latin American countries was about $3 billion, equivalent to 42% of the 
Bank's total. The credits approved during 1960 for the Latin countries 
totaled $384 million, substantially exceeding the total comrrutment placed 
on the Bank's books in 1959. This sum includes, however, a preponderant 
amount of short- and medium-term suppliers' credits. DLF, which does 
lend at long term, has so far lent or committed to Latin America $167 mil­
lion or about 9% of its total loan volume. A special fea.ture of DLF t s 
loans to Latin America is that only 35% of the loan total is repayable in 
U. S. dollars, the rest in currencies of the borrowing country or in other 
currencies. 

I have now spoken only of the international agencies, the Government­
sponsored banks and funds, the forms of financing that in one way or another 
involve government credit or guarantees. 

Of equal significance and hopefully of greater consequence in the long 
runarethe trend and the magnitude of private enterprise financing- the 
ebb and flow of business capital and private investor resources to and 
within Latin America. 

From the vantage point of the International Finance Corporation, we 
have reasonable opportunity to observe the lending and investment activities 
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that comprise the private sector. \Vhile the IFC is an international 
institution, an affiliate of the TrJorld Bank, and the funds at its dis­
posal are provided by member governments, the Corporation's investing is 
confined to private enterprise without governmental protection of any 
kind. 

Let us place the private sector in its proper context. It is domi­
n2ted by business capital under the control of the business executive 
seeking attractive rewards by creating new or expanded enterprise in the 
developing countries. Such capital may be indigenous or foreign. Its 
motives may be to develop nat~ral resources, to create new markets or to 
protect established markets through local manufacture, or to initiate in 
the developing areas the modern service industries which have become so 
important to our way of life here in the States. 

The flow of business capital into Latin America has long been great, 
while the amount of local business capital in these countries is of con­
siderable and growing importance. The relative magnitude of foreign 
versus domestic business capital is difficult to determine and varies 
greatly from one country to another. What is important is its availability 
and growth. 

Today, Latin America ranks second as an area of u. S. foreign invest­
ment. In 1929 46% of total direct for eign investment of U. s. business 
was located in Latin America, 27% in Canada, 18% in Europe and the remain­
ing 9% in other parts of the world. By 1959 Canada occupied the first 
place with 34% of the total; Latin America's share had fallen to 28%; 
Europe's share had remained about the same. 

The total book value of U. s. direct investment in Latin America in 
1959 was about $8.2 billion, an increase of some $4.8 billion over the 
book value in 1929. It is interesting to note how this $4.8 billion 
effected a substantial change in the r eographical location of U. s. direct 
investment in the area. In 1929 Cuba was the largest host country, account­
ing for 26% of total U. S. investment in Latin America. This investment 
was mainly in the sugar industry and in railroads. Second largest host 
country was Mexico with 20% made up largely of substantial investments in 
petroleum and mining. In third place was Chile {12%) where u. s. capital 
had initiated large operations in copper mining. Since then a drastic change 
in the geographical distribution has taken place. Of the $4.8 billion in­
crease in the book value of U. s. direct investment, $2.6 billion accrued 
in Venezuela due to large investments in petroleum development. As a result, 
Venezuela has emerged as the largest host country for U. s. investment in 
Latin America (34%), as well as in the whole world - for example, u. s. 
direct investment in Venezuela is larger than U. s. direct investment in 
the European Common Market. Of the remaining $2.2 billion increase, some 
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~~650 million accrued in Brazil, and some ~:i300 million each in Chile, 
Panama and Colombia. The tota.l book value of U. s. investment in Cuba 
did not increase significantly in these 30 years. Yet Cuba's share 
remained relatively high (12%) - the second la.rgest in Latin America. 
The third place is nov-r held by Brazil (10%) which has surpassed Hexico 
and Chile whose shares in total U. s. investment are now 9% each. 

In 1929 the most important field of U. s. direct investment in Latin 
America was public utilities (25%). The second place went to agriculture 
(23%), the third place to mining (21%). Petroleum accounted for 17% and 
manufacturing for but 7% of the total. By 1959 the picture was completely 
different. Public utilities which once ranked first had dropped to fourth 
place, the inevitable result of emerging economic nationalism which led 
to government nationalization. Investment in agriculture which had ranked 
second in 1929 became relatively insignificant. The types of investment 
in order of magnitude now approximate: petroleum (37%), manufacturing (16%), 
m1n1ng (16%), public utilities (12%), trade (8%), agriculture (6%) and 
others (5%). 

It is important to note the emergence of manufacturing as a major 
field of investment. The trend within this investment is ll1teresting. 
In 1929 about half of the total U.S. investment of this type was in the 
food industry. The rest was widely spread. By 1959 the share of the 
food industry had fallen to 13%, whereas the largest share is now engaged 
in chemical industry (25%), the second largest the automotive industry (15%), 
with the food industry in third place. 

The growth of these investments has, of course, not only been financed 
by business capital from the States but also from retained earnings, 
depreciation and depletion charges, together with some borrowing from 
local sources. In 1957, for example, only one-third of all funds used for 
expansion ca~e from the U.S.; in 1958 and 1959 the U.S. share was even less 
than that (16%). 

The outflow of U.S. business capital to Latin America after World War II 
averaged about $200 million annually until it soared to $1.2 billion in 1957 
on account of large oil investments in Venezuela. In 1958 the outflow fell 
back to $300 million; in 1959 it was ~;340 million. Most of the capital :out­
flow in 1958 and 1959 went to Venezuela, Cuba, Brazil, Chile and Argentina 
(in 1959 the net capital outflow to Cuba was still $62 million). 

The movement of business capital from the U.S. to Latin America has 
in recent years, and to an increasing extent, been supplemented by a 
smaller but nevertheless significant movement from Europe. European and 
Latin American statistics are unfortunately not so conclusive as those 
related to the u.s. We are limited, therefore, to a few examples. The 
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country which has absorbed most of the outflow from Europe is probably 
Brazil. Of the business capital which came into the country in the form 
of machinery and equipment in the 3~ years,l957 to mid-1960, 60% came 
from the u.s., 20% came from Germany, 5% from Switzerland, 3% from the 
United Kingdom, and the rest from France, Italy, Sweden and Japan. 
Notable is the large investment by Germany. Brazil has absorbed more 
than half of the $200 million which Germany has invested in Latin America 
since the end of the war. 

A similar trend seems to be developing in Argentina. Of the business 
capital which entered that country in 1959, So% came from the u.s., 13% 
came from the Netherlands, 11% from SvJitzerland and 5% each from Germany 
and Italy. 

Now let me take a few minutes to speak of investment capital - the 
savings of individue.ls and institutions which are available for invest­
ment in business other than their own. This capital is free to venture 
abroad when it is attr&cted by investment opportunity. In recent years 
a great deal of this sort of capital has moved into Europe attracted by 
the great renaissance of industrial development in that area. There are 
now a few encouraging signs that such capital is becoming interested and 
attracted to similar opportunity in some of the Latin countries. 

As an audience, I know you are aware that a number of the large U.S. 
banks have formed investment affiliates for the purpose of investing in 
private enterprise, essentially in the developing countries. From our 
frequent contacts with them, their interest in Central and South America 
is very real. Already we are associated with them, or have them as 
participants, in five IFC investments in Latin America. 

We are also finding that some of the European and U.S. investment 
funds are interested in our type of investment, and they have taken 
several participations with us. 

There are also the private investment banking institutions such as 
Deltec, IBEC and Transoceanic--AOFC Ltd. who are actively engaged in 
much the same type of international developmental investing as the IFC. 
Deltec, with organizations in Argentina, Brazil and Peru, is actively 
under~vriting and distributing investment issues, especially equities, in 
those countries. IBEC is pioneering the formation of mutual funds in 
these same countries. Their efforts are timely and promising. The 
mobilizing of individual savings for investment in local industry is a 
great need in every Latin country not only as a source of capital but 
also to broaden the ownership and support of private enterprise. 

It is well to observe that the foreign investment capital evidenc­
ing interest in Latin America is not straight loan capital. For many 
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years no Latin American government or business corporation has been able 
to float any new orthodox bond issue in the New York or European markets. 
Such interest as we find is in equities or in debt obligations with 
equity features, such as convertibility, profit sharing, stock options 
or bonus shares. In other words, in IFC-type investments. 

In IFC we believe there is promising opportunity for investment in 
Latin America - both for business and investment capital. By our charter 
we have been limited to holding debt obligations combined with equity 
features. We now hope to have our charter modified in the course of this 
year to permit straight equity investment limited only by a mandate that 
we shall not exercise the voting rights inherent in such investments to 
control company management. 

Given this authority to hold equities for our own account, we shall 
also be able to join with local investment institutions in the under­
writing of equity issues. There is a growing interest in the Latin 
countries in share ownership. Buenos Aires and Santiago have had active 
stock exchanges predating \-Jorld \~ar Io Mexico City, sa·o Paulo, Rio de 
Janeiro, Caracas, Bogota all have their 11 bolsas." Trading activity, 
however, is largely professional, investment information sparse and the 
basis of share ownership greatly needs to be broadened. In some countries, 
steps are being taken to establish regulatory conunissions thus to avoid 
the abuses that can beset security markets not properly controlled~ 

A further source of financing that offers promise within the Latin 
countries is the growing number of development banks, both governmental 
and private. I shall not enlarge upon their activity except to say that 
in a number of countries they are receiving the studied attention of the 
~Jorld Bank and IFC. Speaking for IFC, I expect we shall be making a num­
ber of direct investments in private institutions of this sort. The 
resources of these institutions, both public and private, are essentially 
available to locally controlled enterprise, though some outside foreign 
interest will usually not preclude investment consideration. 

In closing, I have but one more comment. The image of foreign 
corporations in Latin America is not favorable. The enterprise sub­
stantially owned and managed by foreigners, whether the business be 
large or small, is no longer accepted as a national asset of unquestioned 
value. Such companies, especially those of U.S. sponsorship, are being 
made the victims of well-organized and vicious propaganda. 

Free enterprise is being seriously undermined by the spreading 
viruses of Communism and Castroism. ~ihile the companies of foreign 
ownership are now in the front line of attack, it is the management of 
locally owned enterprise that is showing the greater awareness of this 
danger. 
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Many of you here today represent co~panies having important invest­
ments in the Latin countries. Others may be contemplating programs to 
that end. Let me urge you strongly to bring local ownership, as broadly 
based as poss2ble, into your operations. In IFC we have heard all the 
arguments against this, time and again, and w-e recognize it to be frequently 
impract~cable when ventures are new -but wa still believe that, along with 
the training of local management, it is the best insurance that can be 
bought to assure the future of your investmc;nts, as well as the future for 
democratic capitalism in Latin America. 
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