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STRICTLY PRIVATE AND
CONFIDENTIAL September 21, 1948

My dear Alastair;

My letter to you to-day about The Lebanon, leads to my
writing to you, on a purely private and canfidential basis, about
an idea of mine which you may think worth your consideration.

The International Bank is receiving, and is likely to go
on receiving, applications for finaneial assistance from those of our
Member States who fall into the category of "under-develpped" countries
- e,g. latin-America, The Middle East, India and the Far East.

Very few of them have any ideas at all about how to proceed
with a properly integrated and co-ordinsted programme of economie
development, They all want steel-mills of course; most of them are in
foreign exchange difficulties, and it would be a pity if they incurred
further foreign indebtedness to service loans, of which the proceeds
were to be spent on projects which were not the most suitable to their
need' °

We think that a very useful service could be done to these
countries if there were some organisations in existence which were
competent to advise them about the economic development policy that
they ought to pursue, on the priority of the various fields of
development within the general development plan, and on the priority
of specific projects within each particular field,

For example, we have the case of Iran, who has been tentatively
talking to us about a loan of $25 million to finance the foreign exchange
costs of their grandiose Seven-Year Plan, I may say that we have no
intentlion of lending to Iran on anything like that scale, but we have told
the Iranians that we are willing to give sympathetic comsideration to
individual projects which fit suitably into the general pattern of Iranian
economic development. We have advised them that, as a first step, they
should try and seecure the services of some organisation who would help
them with their planning on the 1ines I have mentioned in the previous
paragraph, We have suggested to them the names of two organisations
which we think might possibly f£ill their needs, namely (1) Overseas
Consultants Incorporated, and (2) The International Basic Economy
Corporation. Both of these are American organisations. I do not know
if you will ever have heard of either of them. Overseas Consultants is
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Colonel Alastair Gibb
September 21, 1948
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a consortium of American engineering and management firms of national
reputation, which was formed at the request of the United States
Government some years ago to undertake an economic survey of Japan, It
consists of eleven American firms, among them is Madigan-Hyland, whose
senior partner (Jack Madigan) acts as Consulting Engineer for the Banlk,

International Basiec Economy Corporation is one of Nelson
Réckefeller's creations. They operate mainly in Latin-America, and
Nelson Rockefeller has told me that on account of the oil complication
they would not be willing to undertake work in the Middle East, I know
less about this organisation than about the other, but indeed I know very
little about either,

It does occur to me, however, that, as the Bank is an international
institution, we might go farther afield than the United Stetes for the
availability of services to these under-developed countries, of the kind
I have mentioned. It would, indeed, be interesting if some consortium of
British consultants could be formed who would be open to take on work of
this kind. Or, indeed, is there any reason why a Western European
International Consortium should not be formed? My ideas on the subject are
all very embryonic, and if you think I am aiming at the moon, phen please
say 80,

The ideal organisation,  course, would be something that could
undertake to provide not only technieal advice on the economic and
engineering aspects of particular projects, but also advice in the financial
field, for example, in regard to how the loecal currency as well as the
foreign exchange costs of development projects could best be financed.

Perhaps when you have had time to think all this over, you will
drop me a note and let me have your views,

Yours ever,

W.A.B. I1iff
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June 29, 1948

INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

ADVISORY COUNCIL NOTE NO. 2

THE MOST SUITABLE FIELDS FOR DEVELOPMENT LOANS
BY THE BANK

The widely differing conditions and needs among the Bank's under-
developed menber countries make it impossible to lay down universally
applicable policies for the financing of proJjects in the development field.
All that can be done is to indicate some general considerations which must
be taken into account in arriving at sound conclusions in any particular case,
recognizing that the applicability and relative weight of these considerations
will vary substantially from one country to another.

The purpose of economic develcopment is to promote an increase in
production, and consequently in real income per capita, in economically
underdeveloped areas; this depends basically wpon the introduction of capital
goods and improved production techniques. The application of capital may take
place in any of the various aspects of the ecomomy - in agriculture, mining,
public utilities, light or heavy manufacturing industry, etc. The most desira-
ble pattern of development in any particular country depends upon its location,
climate, resources, labor force and other economic characteristics. And the
specific role of the Bank in promoting development must be determined in each
case by those characteristics, in the light of the following considerations:

| a) The Bank's loans, by the terms of its Articles of Agreement
are confined to projects for which financing through private or other channels

is not available on reasonable terms.
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b) The Articles of Agreement also provide that Bank loans,
except in special circumstances, shall be for the purpose of "specific
projects”. Specific project loans are comsidered to include any loan
the proceeds of which are available for use only for defined productive
purposes; such loans inelude, but are not confined to, the comstruction
or modernization of specific productive facilities.

¢) Because the Bavk's rescurces are very limited im relation
to the over-all development needs of its member countries, it must finance
not merely isclated projects which, on examination, appear to be soundly
conceived and to give promise of repayment, but must rather emphasize
those strategic projects which will eliminate bottlenecks in production
cr will generate increases in production of related goods or in related
areas. This means that specific projects submitted to the Bank for financ-
ing must be examined mot only on their own merits but also in relation to
each other and to the world economy.

d) The Bank, as an internatiomal financial agency, is particu-
larly interested in projects which will contribute to achieving a balance
in world trads.

e) The Bank's Articlees provide that "the more useful and urgent
projecte, large and small alike", shall be dealt with first; the Bank must
satisfy this requirement either by financing such projects itself or by
helping to promote comditions necessary for their financing from other sources.

In most countries sound and balanced development involves the
investment of capital and the improvement of efficiency in three broad fields

of production: primary production (in gemeral, agriculture and pastoral
cccupations), secondary production (mining and manufacturing, including the

processing of primary materials), and tertiary production {non-commodity
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cutput, such as transportation and power). It mey be useful to discuss
these three categories in turm; the discussion below, however, is not
intended as an exhaustive apalysis of all types of dsvelopmental projects
which may be appropriate for Bank financing.

1. Agriculture. The worldwide shortage of food, ard of certain agri-
cultural raw materials, makes agricultural development at this time a

matter of special significance. The food shortage is espacially acute

in many of the underdevelopsd countriss. Their productivity in agri-
culture, as in cther fields, is gemerally quite low, and the possibilities
for imcreased production of foodstuffs through the application of modern
agricultural technigues are substantial, Such incrsased production might

be achieved in various ways, depsnding on specific conditions: a) by
expanding arable land through irrigation or reclamation: b) by increasing
the supply of agricultural manpowsr in labor-short areas through immigration
or resettlement programs; o) by increasing yields through greater use of
fertilizers, pesticides, etc., or through ths emplovment of improved seeds
and livestock; d) by improving the efficiency of cultivation through the
provigion of more wodern tools and equipmant. o) by using better Food
processing methods to reduce wasts and spoilage; anmd £) by facilitating the
distribution of food products.

Large wcale irvigatiom and reclamation projects may produce very
large returns in the form of increased sgricultural output and indirect
benefita to the vwhols Naticmal econcmy; but hecauss they generally require
a heavy initial outlay which must be fimanced over a long term, and involve
a large measure of govermment intervemtion, they are likely to be unattrac-
tive to privete initliative and capital. Moreovar, although in most cases
local currency expenditures account for the major part of the financing

L9, B
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required, it is frequently necessary for underdeveloped countries to cbtain
foreign assistance in undertaking such projects, because of the inadequacy
of their capital resources and the pressure of domestic inflationary forces.
It is believed, therefore, that Bank financing may be especially necessary
and suitable in this field.

Migration programs designed to increase agricultural manpower in
underdeveloped countries involve many of the same considerations; extensive
government participation and a heavy initial outlay are required and the
direct returns are likely to be long delayed and uncertain. The financing
of migration programs is discussed further in part U4 below.

The importation of fertilizers, pesticides, agriéultural machinery,
and similar producers' goods generally involves a smaller initial outlay and
provides a more immediate return than the two categories of agricultural
development first mentioned. Im the long run, therefore, a better prospect
exists that such imports can be financed through commercial channels. But at
present they are impeded by temporary domestic economic difficulties and
balance of payments problems in many underdeveloped countries where the
expansion of agricultural output is most neceseary. In view of the import-
ance of increasing world food production, and the relatively quick rise in
output which can be obtained, under proper comditioms, from the use of ferti-
lizers, farm machinery, etc., the Bank must be prepared to meet these needs
go far as is possaible.

In some countries it may be more efficient in the long run to
develop local production of fertilizers, pesticides, agricultural tools, etc.,
rather than to continue to import those products. Projects for this purpose,
and for the improved processing of food products, involve the development
of secoﬁdary (menufacturing) industry. Some of the considerations relating

or
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to this phase of economic development are suggested in part 2 of this
memorandum .

The Bank's policy with respect to financing specific agricul-
tural development projects must be worked out in close collabeoration with
the Food and Agriculture Organization of the United Natione. The Bank and
FAO are agreed that such collaboration can best take the form of informal
consultation, at the working level, between the staff's of the two organi-
zations, with a view to determining in as comprehensive a form as possible
which projects promise the greatest benefits for the investment regquired.

2. Mining and Manufacturing. The exploitation of mineral resources of

underdeveloped countries, for export purposes, has generally been under-
taken at a fairly early stage in the development process. Investment in
these fields has been attractive to private capital, and despite the
increasingly restrictive policies of many underdeveloped countries with
regard to minerals development, it is likely that private financing will
continue to be forthcoming in substantial eamounts. The need for mineral
products is growing, not only in highly industrialized countries but also
to supply the expanding induatriaa of the developing countries themselves,
while at the same time important present sources of supply are being ex-
hausted or seriously depleted; thus there iz a continuous incentive to
develop new supplies. Moreover, foreign exchange transfer problems, which
are an important deterrent to investment in cother fields, are minimized by
the fact that a large share of the mining output of most underdeveloped
Countries is usually exported. Generally, therefore, Bank financing for
minerals development, although entirely appropriate where private financing

is not forthcoming, is likely to be less necessary than in other fields.
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The development of appropriate manufacturing and processing

industries is usually an essential aspect of any sound over-all program.

But because conditions vary so much from country to country it is difficult

to generalize as to the particular types of industrial projects that are

most important or urgent for well-balanced development. It is necessary,

in the case of any projected industrial undertaking, to weigh its economic
goundness in a broad sense of the term - including comparative costs, domestic
and foreign market prospecte, its potential contribution to the over-all
national development, and its general suitability to the rescurces and needs
of the country concerned.

An especially important consideration is the relative weight or
priority to be given to different branches of industry, and in general to
light as against heavy industries. In many cases, especially where there is
an excess rural population lacking industrial skills, and where resources
peculiarly adapted to heavy industry are not available, major emphasis should
be placed at first on the development of light consumer goods industries.
Such industries require a relatively small investment of capital per worker
employed, and usually contribute more immediately than heavy industries to
raising general living standards. They can often build upon traditional
craft skills in the introduction of mechanized techniques. The short-run
result of this type of industrialization, therefore, tends to be a rela-
tively quick increase in the output of simple consumer goods, which helps
to stimulate further development by increasing the health and efficiency of
the population and by providing them with incentives for further production
effort.

In many cases the development of heavy manufacturing industries

may have to be delayed until after progress has been made in building up

i g
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the simpler and more immediately productive light industries. Thie
principle is, of course, subject to many individual exceptions, especially
where the world demand situation and the existence of the requisite natural
resources make it advisable to establish promptly some particular heavy
industry. Since, however, the capital necessary for investment in essential
public utilities and cther facilities which are not directly remunerative
may often amount to as much as two-thirds of total capital requirements, it
is usually important to allot the remaining third te enterprises which will
employ a maximum number of workers and produce the greatest increase in the
atandard of living. This argues, in the case of most underdeveloped countries,
against a diversion of too much additional capital from light to heavy indus-
tries.

The fact that the light consumer goods industries should be given
a prominent place in most development plane doeg not mean, of course, that
they are necessarily peculiarly appropriate for Bank financing. To the
contrary, the develcpment of consumer goods industries usually does not
invclve any very large single investment, and such industries tend to produce
fairly quick returns. Investment opportunities in thie field are likely,
therefore, to be attractive to private capital. Accordingly, it is believed
that the Bank's policy in respect to the development of consumer goods
industries should be designed to encourage maximum invesgtment by private
capital. This general policy should not preclude the Bank's financing
meritorious consumer industry projects in special circumstances where adequate
private capital is not available. Such financing by the Bank may sometimes
be required to provide an initial impetus to development before private

capital will be attracted.
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Private capital is rather less likely to be available in ade-
quate amounts to finance heavy industrial projects, in view of the larger
initial investment required, the longer delay in obtaining financial returns,
and the greater degree of government initiative and control exercised by
most underdeveloped countries in relation to heavy industries. Moreover,
because the investment required is so large and the returms are frequently
so long delayed, development of heavy industries is likely to aggravate
inflationary pressures in the underdeveloped countries unless substantial
foreign financial assistance can be obtained. For these reasons the Bank
may be an appropriate channel for the financing of heavy industries, where
such industries are needed, are economically Justified, and are unable to
gecure private financing. In this field eapeciaily, however, consideration
should be given, insofar as it may be possible, to amnti-cyclical timing of
the heavy investments involved, in order to reduce the cost of equipment to
the underdeveloped countries and to help stabilize the demand for capital
goods exports from the more highly industrialized countries.

3. Public capital projects. The financing of projects in the field of

"public capital" - i.e. public utilities in the broad semse, including
transportation and communication facilities, port developments, power
generation and distribution facilities, water and sewage systems, etc. -
is particularly appropriate for the Bank in several resbecta:

(a) The lack of necessary transportation, power and other
facilities in underdeveloped areas constitutes a major obstacle to their
development along any lines; conversely the provision of such facilities,
by opening the way for investment of capital in other more directly productive

fields, is a powerful stimulus to development.
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(b) Public utilities form the skeleton of an economy, largely
determining its general shape. By assisting in the development of such
projects along sound, coordinated lines, the Bank can help to assure a
balanced development of the entire area in question.

(¢) Because of their monopolistic character and strategic
importance in relation to the whole economy, public capital projects are
inevitably subject to close planning and regulation, and often to complete
ownership and control, by the govermment. Govermmental sponsorship and
financing in this field has tended more and more to replace private initi-
ative and investment.

(d) Private interests are often unwilling to finance public
capital projects because of the large investment usually required and
because the financial returns are likely to be smaller or longer delayed
than those from more immediately productive enterprises. The direct return
which can be obtained from users of highways or ports, for example, may be
quite small or even non-existent; their economic validity derives from the
indirect benefits which accrue from them to the economy as a whole. An
adequate return on other types of public capital investments (e.g. railways
and power projects) may be long delayed pending the growth of a sufficient
volume of demand, or may as a matter of public policy be kept at a low rate
to maximize the indirect benefits of the project. Finally, returns from
such investments are normally entirely in local currency and thus may in-
volve especially difficult transfer-problems.

(e) The heavy initial investment and the length of time before
returns are obtained also constitute serious obstacles to government financ-
ing of public capital enterprises in most under-developed countries. Not

only are the foreign exchange requirements for any large public utility

- i:
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project likely to be quite considerable in relation te the country's
resources, but the necessary local currency costs may often seriously
aggravate inflationary pressuree within the country.

The Bank cannot, of course, finance all public capital require-
ments of underdeveloped countries. As has been noted, it is estimated
that these requirements (if housing and similar facilities are included)
may amount to two-thirds or more of the total capital needs of many such
countries; most of this total must certainly be cbtained from local re-
sources. Nevertheless, it is believed that in most underdeveloped coun-
tries the Bank has perhaps its most significant opportunity to contribute
to rounded and coordinated development by financing those public capital
projects which are most directly and urgently needed for expanded production
and more efficient distribution of essential gocds.*

4. Specific programs to supplement ERP. Because of the importance of the

European Recovery Program, not only to Europe but to other areas of the world
as well, the Bank has been examining the possibility of encouraging and help-
ing to finance programs which would not only increase productivity in under-
developed non-European areas but would also contribute directly to the success
of ERP and the restoration of a balance in Europe's economic transactions with
the rest of the world. There are two fields in particular in which action of
this sort may be possible: {a) the development of sources of supply in non-
dollar areas for products now imported by Europe from dollar sources, and (b)

migration and resettlement programs.

* Many of the same considerations which make public capital projects especially
suitable for Bank financing apply equally to projects for increasing labor
productivity through such means as technical training and health programs.

[ 28]
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It is clearly of prime importance for European recovery and for
the restoration of economic equilibrium in the world to achieve a better
balance in the trade of Western Europe with dollar areas, principally the
Western Hemisphere. Reduction of the normal flow of supplies from Eastern
Europe and the Far Bast has forced the countries participating in the ERP
into an unduly heavy reliance on Western Hemisphere supplies. One method
of helping to remedy this situation would be to promote expanded production
of essential materials in non-dollar areas for export to the ERP countries.
Some efforts to this end have already been initiated.

Several asdvantages have been cited for projects of this sort:
that they would ﬁitigate over-all shortages of foodstuffs and other essential
materials, and thus help to ease the gemeral supply situation; that they
would, in addition, be an important supplement to the ERP, and would contri-
bute substantially to its success by lessening European dependence on dollar
aid; that they would also help to raise productivity and living standards in
underdeveloped areas; and finally, that in the long rum, if properly devised,
they would promote a balanced growth of internmational trade by fostering a
continuing and reciprocally advantageous exchange of goods between Europe
and other areas.

Because all these purposes are of interest to the Bank, careful
consideration must be given to any promising schemes of this nature. Care
must be taken, however, to avoid over-emphasizing tramsitory factors in
international trade. It is hoped that the dollar shortage, which now
dominates the world economic picture, may be brought within manageable
limits by the end of ERP, and that the economic pattern of international

trade will then be determined by more normal economic considerations.
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Certainly the Bank should not finance any major development programs,
however immediately promising in relation to Europe's short-run dollar
problem, unless it is convinced that such programs will make a permanent
contribution to the expansion and stebilization of intermetional trade;
they should not be undertaken merely as an emergency reconstruction
measure to supplement ERP, although the latter aspect may properly give
added validity and urgency to projects which in any event are intrinsically
sound.

One other consideration should be noted in this connection. The
Bank should avoid giving undue emphasis to the development of econcmies
which are auxiliary to those of European countries, in comparison to
other underdeveloped economies, solely because of their relationship to
Europe. Nor should the production of raw materials for Europe be over-
emphasgized in the development of these areas, at the expense of a balanced
expansion of production in all suitable lines and the development of a
broadly-based self-supporting economy.

Action to encourage migfation presents very difficult problems,
political and psychological as well as economic. The over-all advantages
of the great movement of population from Europe to the Western Hemisphere
and other areas during the last century - advantages to the country of
emigration, to the receiving country, and to the migrants themselves -
have been convincingly demonstrated both in theory and by experience.

At present, however, the migration process has become considerably more
difficult. The new "frontiers" that still exist are generally harder to
open. The shortage of shipping hampers any laxge-scale overseas move-
ment and exchange restrictions present an obatacle to the removal of

migrants' possessions, the payment of transportation costs, and the transfer
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of remittances. The scarcity of housing and consumer goods, and the
inflated prices prevailing, complicate the adjustment of imﬁigrants in
their new country. And in meny cases trade unions, remembering the
unemployment of the 1930s, have opposed extensive immigration.

Nevertheless, for many underdeveloped and underpopulated
countries, notably in Latin America and Africa, immigration offers the
most immediate hope for acquiring additional mempower to develop their
resources, and especially for obitaining a variety of skills and experience.
And for some overpopulated countries, such as Ttaly, emigration is an
economic necessity to relieve unemployment, to reduce the volume of food
and other imports required, and to obtain foreign exchange through the
medium of remittances.

Because of the complex political and economic questiome involved,
over-all arrangements must generally be worked out directly between the
countries involved (or by interested governments with the International
Refugee Organization), covering the selection of migrants, the allocation
and payment of tramsportation and other costs, and the conditions governing
resettlement, employment, remittances, etc. It is believed, however, that
the Bank, because of its broad concern with the economic problems of both
overpopulated and labor-short areas, should consider how it can best
facilitate these arrangements and to what extent it may be able to pro-
vide the funds necessary for their success.

The costs of migration from Europe to underdeveloped countries,
for which some intermaticnal financial assisgtance may be necessery, include
the following:

(a) Transportaﬁion - The cogt of initial transportation to the

port of embarkation is relatively slight, and in most cases would constitute
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nc serious burden on the country of origin. Overseas transportation,
however, is much more expensive and may involve considerable foreign
exchange .

(b) Subsistence, training, and other expenses during the
period of readjustment - For some time after their arrival in the new
country the immigrants will not be fully productive, and will either have
to support themselwes from their own savings (which will involve a transfer
problem) or be supported by the country of immigration (which will cause
‘a temporary drain on local supplies and accentuate inflationary pressures).

(c) 1Initial remittances - It may sometimes be necessary to provide
for remittances to support dependents remaining in the c&untry of origin even
in the period before the immigrants become fully productive. Any such re-
mittances would accentuate short-run balance of payments difficulties in the
country of immigration, and some provision may be needed to meet this problem.

(d) Productive capital ~ To ensure success of any migration
brogram it will be necessary to make available some capital goods to enable
the immigrants to produce effectively. Such goods may include agricultural
tools an@ machinery, livestock, industrial equipment, etc.

(e) Public improvements - Migration programs which involve a
large-scale movement of immigrants into an underdeveloped country may create
a need for aéditional permanent improvements, such ag housing, health and
sanitation services, and so oﬁ. These improvements will involve expenditures
both in foreign exchange, for raw materials and equipment, and in local
currency. Some external help may be required even for the latter portion if
domestic savings are insufficient.

The first three items noted above might involve short-term

financing; for the last two medium or long-term credits might be appropriate.
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Participation in the organization and financing of migration
and resettlement programs would involve substantial operational problems
for the Bank, and arrangements would probably have to be worked out
individually to meet the needs of each separate country. Hdwever, the
long-term economic benefits which would accrue, both to overpopulated
countries in Burope and to labor-short underdeveloped countries, make it
important that the Bank continue actively to explore the possibilities

of assisting in such programs.
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June 29, 1948

INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

ADVISORY COUNCIL NOTE NO. 3

EXTENT TO WHICH THE BANK SHOULD TAKE AN ACTIVE
ROLE IN ASSISTING ITS UNDERDEVELOPED MEMBER
COUNTRIES TO SOLVE THEIR DEVELOPMENT PROBLEMS

Effective action by the Bank in the field of development has been
hampered by the lack, in many underdeveloped countries, of clearly defined
development objectives or adequate plans for their attaimment. Many of the
projects submitted to the Bank have been isolated enterprises, unrelated
to any program for the balanced, coordinated development of the wvarious
phases of the applicant country's economy. Investigation has shown some
of them to be inappropriate for the country in ite present stage of develop-
ment, or to be less urgent than other undertakings which are not yet planned,
or to require supplementary investments, which have not been taken into
account, in order to obtain the anticipated benefits. Although the lack
of an adequate over-all program will not necessarily prevent either sub-
stantial useful development or Bank financing of meritorious projects, it is
nonetheless likely to result in insufficient, spotty and sometimes wasteful
investment, often determined by the specilal interests of particular economic
or political groups rather than by the real needs of the country or the most
efficient use of its resources.

Development in many countries is also hampered by financial
instability, resulting from unsound fiscal and monetary policies and
inadequate machinery for taxation, mobilization of capital, exchange

controls, etc. In such cases, the Bank can have no assurance that any loan
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it may make will be productive, or that there will be reasonable pro-
spects for its repayment, unless effective steps are taken by the
country concerned to remedy these conditions.

It thus appears that the extent of the contribution which the
Bank may be able to make to the development of its member countries
will depend, to a large extent, upon their own action in formulating an
appropriate over-gll development program and in working out the economic
and financial measures necessary for its accomplishment. Many of the
underdevelcped countries, however, are lacking in the technical and
edministrative resources necessary for these purposes; indeed, in the
absence of outside technical assistance, the very countries most in need
of financial aid from the Bank will often be the ones most seriously
handicapped in obtaining such aid. It would seem, therefore, that the
Bank, if it is to realize its full potential in the development field,
must teke an active interest in assuring that the reguisite technical
help is made available to those of its underdeveloped member countries
who need and want such help. Any other policy would limit the Bank's
role merely to passing upon the merits of individual loan applications
as they are received; under existing circumstances, this would mean
that the Bank would be forced either to reject a very large proportion
of the applications which come to it or to take decisions on the basis
of inadequate information and analysis.

The Bank clearly cammot, by itself, provide all, or even a
major share, of the external technical assistance that is required by
its underdeveloped members. Such assistance will have to be sought
largely from independent consultents and private enterprise; in appropri-

ate cases, too, assistance may be secured through inter-governmental
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arrangements or from other international organizations, such as the

United Nations, the International Monetary Fund and the Foaddand Agri-
culture Organization of the United Nations. The Bank can, however, play

a constructive role by helping its member countries to secure techmical
assistance from these other sources and by consulting with its members
from time to time concerning the general pattern of their development
progrems and concerning the economic and financial policies necessary for
the success of such programs. The Bank would appeer to be in a parti-
cularly good position to be of help in these comnections, not only because
it has no selfish interest to serve and thus is recognized to be objective
in its approach, but also because, as one of the principal sources of inter-
national financing, its advice is apt to be persuasive.

Some underdeveloped countries have already turned to the Bank for
technical assistance, and it may be anticipated that the number of requests
for such assistance will increase in the future. However, the need for a
coordinated development program, and for technical help in formulating such
a program, is not always recognized; and frequently a good deal of time and
effort is expended unnecessarily in making plans for individual projects
which will not fit into a balanced program. Accordingly, the Bank has
emphasized that eny member desiring a loan should consult informally with
the Bank before submitting a detailed loan application for the financing of
gpecific projects, in order to permit the Bank to get a general picture of
the basic needs and assumptions which underlie the applicant's plans.

In offering to furnish advice to its underdeveloped member
countries the Bank must, of course, avoid any gratuitous interference in
the internal affairs of those countries, or the assumption of financial

or other commitments which it cannot fulfill, or too deep involvement in
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the details of a particular program. The extent and nature of the
assistance which the Bank can and should offer will vary widely from
country to country, depending upon the differing conditions in each case;
an empirical approach seems clearly necessary. Nevertheless, there appear

to be certain genersl principle which may be used as guidepostis.

1. Insofar as possible, in the light of its other responsibilities, it
would seem that the Bank should be prepared to underteke, if asked to do so,
a broad investigation of economic conditions in any underdeveloped member
country. This should provide the basis for general conclusions as to the
development needs and possibilities in that country, the principal obstacles
to development, and the internsl measures required to overcome those
obstacles. Such a survey would not go into the details of specific develop-
ment projects but would be confined to over-all economic conditions and

policies.

2. It also seems appropriate that the Bank should encourage its member
countries to establish suiteble machinery, where it does not now exist, to
undertake or coordinate comprehensive surveys of development possibilities
within the country, to esteblish priorities for development projects to be
undertaken under governmentel auspices or with govermmental aid, to work
out appropriate sources and methods of financing, including both domestic
and foreign capital, to propose measures to encourage private investment in
constructive enterprisee, to review the nation's economic and financial
policies and propose revisions needed to promote development, and so on.
Where necessary and desirable, it would appear that the Bank (acting to the
extent possible in cooperation with the Fund) should be willing to advise

with the government of the country concerned on the ways and means by which
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such machinery might best be established.

3. It would also seem that, upon request, the Bank should be prepared
to assist member govermments in mapping out the general contours of a
constructive program of economic development, including necessary improve-
ments in the country's financial structure as well as additions to its
productive capacity, and providing for measures to encourage private
investment as well as for govermment-financed projects. The Bank should
not, of course, attempt to impose a particular conception of development
on any country. Any development program, if it is to have the necesaafy
popular and governmental support, must emerge from the thinking of the
responsible leaders of the country itself. The proper role for the Bank
would appear to be to provide impartial counsel and, if possible, to
stimulate and crystallize local thinking and action, official and non-

official.

L. The Bank itself is in no position, and could not, without creating
an unduly large and unwieldy staff, put itself in a position to provide
extensive aid in working out the details of the development programs of
its various underdeveloped members. Moreover, it would seem unwise for
the Bank to get involved too deeply in the detailed planning of any
particular country, or in the measures taken to implement those plans,
for the Bank might thereby be put in the position of assuming at least
moral commitments inconsistent with its international interests and
obligations. It seems clear, however, that the Bank should be ready to
recommend, upon request from any member country, qualified independent
experts in the fields of agriculture, engineering, finance, taxation,

etc., who could provide the assistance required by the local government
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in working out the details of its program; and in certain special cases
it might be appropriate for the Bank to consider a loan to finance the ex-

ternal cost of such assistance.

5. After the gemeral outlines of a development program have been formu-
lated, it would seem proper for the Bénk to offer to comnsult periodically
with the government regarding the progress made and the problems encountered
in carrying out the program, and the alterations that may be required to

meet changed conditions.

The granting of loans by the Bank need not, and normally should
not, await the formulation by the borrowing country of an over-all develop-
ment program or the adoption by it of all the economic, financial and
administrative measures which may appear necessary for the success of the
program. To the contrary, financial assistance from the Bank may form
part of an integral plan for the long-range development of the borrower,
and in most cases it should be possible for the Rank to select particular
meritorious projects for financing concurrently with the initiation by the
borrower of the other steps involved in such a long-range plan. Furthermore,
as the general shape of the borrower's development program emerges, the
Bank should have constantly in mind the selection of additional projects,
public or private, which appear especially suitable for Bank loans.

The Bank cannot hope to overcome, through its own efforts, the
deficiencies in technical background, administrative efficiency and political
and social organization which exist in many underdeveloped countries. Nor
can it assure that those countries will themselves adopt the policies re-

quired to remedy these deficiencies. But by taking a positive approach,

e ]
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along the lines indicated in this paper, to the problems of those of
its underdeveloped members who need and want the Bank's advice, the

Bank may be able to help them substantially to accelerate the pace

of their economic advance.
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The general heading "Local currency loans" may be mislehdihg,wés it cov=
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ers two kinds of financial transactions:

(1) Loans of foreign currency to finance expenditure in local currency,

(2) Loans in local currency only to be used exclusively for internal
purposes. .
Though the second group of loans is perhaps not quite as uninteresting
as it appears, the first one is, of course, by far the more important., It was
traditional in times of freely convertible currencies, but has now largely been
replaced by a new type of loan, to be used outside the borrowing country, for the
purchase of specified items, mainly of raw materials and capital equipment. In
addition, loans are discussed for the purchase of capital equipment only.

This development seems, at first, fully justified by the shortage of hard cur-
rencies, and the resulting'necessity to husband carefully scarce foreign resources
for their most obviously productive use, After further study, however, the under-
lying policy may well appear insufficiently realistic to allow for a successful
solution of development problems,

When a countrv starts a development program, the claims on its existing
national resources rise. The resilting inflationary pressures are described in
another paper. To anpreciate fully their extent, it might be useful to remember
that normally two-thirds of the total capital to be created must necessarily come
from internal labor and materials. This covers mainly such items as buildings
and earthworks, but even some simple equipment may be with advantage produced loe
cally from existing facilities. In the process, skilled local manpower receives
new occupations, while unskilled population of active age, formerly in open or dis-

guised unemployment, is offered work. Resources are thus diverted from the
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consumption goods output at the very time when new incomes are distributed.

To keep in check inflationary pressures, if foreign loans are entirely
earmarked for raw materials and equipment, taxation and borrowing will remain as
the only means at the disposal of the government, and both are likely to be inad-~
equate. High rates of direct taxation are technically difficult to achieve in an
underdeveloped country. If, however, they are successfully enforced, they will
reduce incentive to work when it would be most necessary. On the other hand, bor-
rowing on the domestic market may often prove to be impossible., But even in the
cases where savings are available in some volume, their redistribution, largely
in the form of salaries, will not relieve the pressure on consumption goods, If
it is assumed, however, that inflation in a development program is inevitable
(which may be true to some extent), then the rise in vrices will lower real in-
comes and reduce claim on consumption goods. But, in underdeveloped countries,
real incomes of the bulk of the population are 4 ready at or below subsistence
level, Any attempt to cut real wages still further would hardly be compatible
with the preservation of political stability.

Indeed, in a democratic environment, consumption cannot be much reduced
from existing low levels, and the additional work required for investment must,
to some -extent, be rewarded by additional tangible goods, In the first stages of
development, at least, these additional rewards can only come from abroad, Even
merely to maintain the former standards of consumption, increased foreign exchange
resources would be necessary, as some of the exports, that used to pay for con-
sumption goods could no longer be maintained, while some of the domestic supplies

as a result of the shift towards equipment, would disappear,

}/ Or from the necessary increase in output of consumption goods,
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Foreign loans, earmarked entirely for purchases of "producers' goods"
are clearly insufficient in bridging the gap between claims and resources in the
early development period. Only very ambitious bhorrowers and very confident lenders
could, it seems, overlook this fact,

The effects of a loan in the traditional sense, freely convertible
usablg anywhere and for any purpose are quite different., Domestic savings, in
the recipient country, are supplemented by the countervalue of the foreign ex-
change borrowed. Part of the money earned in development work may enable its hold-
er to purchase abroad. The incomes distributed are thus real incomes, not nominal
receipts to be later annihilated by shortages, taxation, and/or inflation. No
excessive dra@n is put on growing capital markets by government borrowing., '"Non=-
essential" consumer zoods will, no doubt, be imported along with equipment, but
they cannot, it seems be really considered non-essential if they provide the only
tangible incentive to work in a politically stable environment, In conclusion,
it seems that some proportion of the loan (say 20%) could advantageously be allowed
for purchases of consumption goods,

Apart from their general anti-inflationary effects, foreign loans spent
in local currency appear useful in many specific instances, Stabilization loans
are one case in point. Loans for promoting immigration, solving at the same time
the internal prcblem of investments in housing, and the external problem of re-
mittances may also usefully take this fo;m. In any case, end use supervision of
such a loan will offer a view of the over-all import programme of the country,
and not only a detailed but limited supervision of expenditure in foreign ex~
change, up to the amount of the loan,

Loans of foreign currency to finance local currency expenditure are a
combination of currency loans, and free foreign exchange loans. They appear thus

as a flexible means to solve development problems of many countries, the proportion
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to be spent on equipment being fixed at different levels, according to the dom-
estic situation in the country concerned,

Loans in Local Currency Only

It certainly seems odd for a government to be in need of foreign help
to obtain its own currency. This, however, may be the case in underdeveloped
countries where available savings are small, and where governmental ability ‘o
enforce a difficult fiscal policy is questionable. Two procedures can be envis-
aged for IBRD loans,

é) Loans from the members' 187 subscription in its own currency.

b) Loans issued internally by the governments concerned with an

IBRD guarantee,
In the first case the influx of money released from hitherto idle IBRD balances
will, of course, have quantitatively the same inflationary effect as a creation
of new money. In the second case, on the contrary, genuine savings, where they
exist may be tapped. The main advantages, if any, of both types of loan seem to
be psychological and political. They may.free a politically weak government from
the necessity to waze a ficht for increased taxation resources. They may psycho-
logically help to avoid the effects of open inflation, or of unsuccessful borrow-
ing. Further, from the point of view of the domestic investor, the fact that the
Bank will share his interest, followins and to some extent influencing the finan-
cial policies of his Government, should not prove indifferent, and should allow
for reduced interest rates,

\ b " 5 -t n

\j_ W © 0 4 MarA=ne A v ' &dq

%3



A DRAFT NOTE

oN

THE FUNCTIONS OF GOVERNMENT IN NATIONAL DEVELOPMENT POLICY

(Prepared by the Secretariat)

This Draft Note is Btrictlj;' provisional and does not

express the views either of the Secretariat or of any organ
of the U.N. It is also subject to further review and amend-
ment in the Department of Economic Affairs. It is presented

to the Sub~-Commission merely as a Draft Working Paper.



-1-

SUMMARY AND ISSUES RAISED

(1) The attached Paper is in the nature of a Background Paper fcr the Sub-
Commission on Economic Development. Its purpose is to throw up specific
points for discussion which may clarify the place of government policies

in economic development and lead to recomendations on the subject. The
paper does not represent either the considered view of the U,N. Secretariat
nor does it even claim to be a statement of policy on the subject. All it
attempts to do is to put before the Sub-Commission a tentative formulation
of some of the main issues as they appear to the Secretariat at present.

(2) Tt will be noted that this Paper has been made as general as possible.
Each individuasl country has its specific problems, and even among those
which are common to all or many, emphasis varies considerably from country
to country. This paper attempts a synthetic study; no individual country
is apecifically discussed. In view of the great diversity of conditions

in different countries, the discussion of development problems as affecting
individual countries or groups of countries must be taken up after the
general ground has been covered.

(3) The main issues which arise from the discussion in the Paper are
summarised below:-

I, Ignorance of resources - natural end others is stressed as a retarding
factor in development. The issue is raised as to: What is the proper
place of government policy in making known and analysing the developmental
prospects of the various types of rescurces, and what are the possibilities
of internmational cooperation in this field? (Para. 3).

I1 The view is expressed that the patient laying of foundations from the
very beginning ia just as important as the launching of spectacular plens
and projecte., Is there danger that the lese spectacular aspects of
development policy be neglected? (Para. L4).

III, How can a development country be knit together into a closely
integreted national exchange economy? The development of traneport
communications by governments could play an essential part in this process.
Governmental policy in the field of power provision is also instrumental
in creating a climate and determining the lines of economic development.
The issues raised and how much of the resources and attention of national
governments should go into these fields, and which is the most suitable
combination of types of transport and power facilities? (Para. 5)

IV. Deficiencies of capital and know-how are among the main bottle-~necks
in industrial development. Several lines of policy are open to governments
in breaking them, The issues arising are: In what proportions should the
required capital be provided from domestic and foreign sources? What are
the relative advantages of government end private borrowing? What forms of
organisation of technical advice are suitable for develcpment countries?
(Para, 6.) ' 5
V. The idea of "balance" in development has many aspects - diversification,
industrialisation. sstablishment of key industries. Issues raised include:
Which are the "key" industries which development countries need? Should it



o B

be a general rule for development countries to avoid monoculture? To what
extent is the exhaustion of natural resources defensible? How far is a
country Jjustified in subduing other considerations to the pursuit of a
system which offers a broad front to economic progress? What is the role
of government in resolving these issues? (Para. 7).

VI 1In the final resort, success or failure of development policies hinges
on the productivity of the new branches of production and projects. What
can governments do to safeguard and improve productivity? What standards
of measurement are appropriate? Which is the right stage of technique at
which development countries should come in? (Para. 8).

VII Economic development is apt to create peculiar balance of payments
difficulties and the set of possible government measures to cope with them
is described. This raises the issues of: What is the right commercial
policy for a development country? What is the position of development
countries under the I,T.0. Charter? Which is a typical sequence of balance
of payments situations through which a country passes in the course of
economic development? (Para. 9).

VIII. Development will create a potentially inflationary condition. Various
alternative remedies are considered. This raises the issue of vwhat
constitute? & proper monetary and fiscal policy for a development country?
(Para, 10),

IX, A desire for economic independence is universal among development
countries., The sources of this desire are analysed. Issues raised are:

In such desire necessarily harmful to international trade? What can be done
by international measures to make economic interdependence appear less risky
in the eyes of development countries? (Para. 11).

X. Governmental development programmes vary in scope, methods of preparation,
degree of detail, relationship of means and ends, and "status" of the
published targets. Various cross-classifications of development programmes
are attempted - Issues arising: Is there any poesibility of international
standardisation of forms and methods of publication of development programmes?
Is there any general technical advice which could be given on the methods of
preparation of such development programmes? (Para. 12).

XI. How far the state should itself be the executive organ in the execution
of the development projects is partly a question of principle and political
philosophy. Various arguments, specially applicable to development countries
are further considered which affect the choice of state versus private enter-
prise. Issues raised are: Can state operation of plants in development
countries prevent the growth of private power positions? What are the
alternative pricing policies for state-operated plents, and what are their
economic effects on development? (Para. 13).
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FUNCTIONS OF GOVERNMENT IN NATTIONAL DEVELOPMENT POLICY

l. The present situation may be described as a state of acute awareness on
the part of undeveloped countries focussed in their national governments,

of their under-privileged position and an urgent desire at least to attempt
development programmes under government auspices, This state is made up of
the ingredients of improved knowledge of other countries' conditions,
improved knowledge of their own condition, a sharpened social conscience,
experiences of wars and depressions, the groping towards new forms of inter-
national co-operation, the abandornment or weakening of laissez-faire
philosophies, the spread of rationalist and activist attitudes, and finally
new developments in economic thought. In this paper, however, we shall not
try to trace the growth of this awareness but shall assume that awareness

of backwardness has become focussed in a national government with an activist
desire for improvement.

2. What then are the lines of policy open to such ‘a government? The
various measures which could be taken and are in fact taken are of infinite
variety. They can however, be grouped into classes or categories of
measures as follows:

&. Survey and intelligence.,

b. The laying of foundations for econonic development.

¢. The creation of an economic elimate suitable for development.

d. The breaking down of bottlenecks and specific impediments
to economic development.

e. The provision of economic balance.
f. Improvements in productivity.
g. Protection of balance of payments,

h, The creation of a monetary framework for the orderly progress
of development,

i. Reduction of economic dependence.

J. The publication, under government auspices, of a development
programme consisting of an inter-related set of target figures.

k. Execution by the government itself of a more or less comprehensive

and more or less co-ordinated system of measures for the development
of their national economy.

There are other ways of classifying government policy in the field of
development, All that is claimed for this classification is that it may
provide a convenient list of headings for a brief separate analysis of the
different types of government measures,
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3. Survey and Intelligences; It is inherent in the condition of undeveloped
countries that there should be a considerable element of ignormance of the
available resources. Such lack of knowledge can be traced to two sources:
(a) lack of a suitable organization for collecting and collating information,
and (b) eonditions which meke the collection of information specially ' L
difficult. Under (a) we may note that the organization of current economic
statistics, is a very late development and one which has presented in the
past and is still presenting considerable organizational difficulties even
in the advanced industrial countries, It is, therefore, neither surprising
nor discreditable that there should be serious gaps in the avsilable infor-
mation on the resources of development countries. It also stands to reason
that the undeveloped countries have generally a less tight system of state
administration and that the collection of economic intelligence in all
countries has usually been - at least at its start - a by-product of state
adninistration,

Under (b), among the conditions which make the collection of information
specially difficult we mey notice: a lack of literacy among the population
in many development countries which mekes form filling more difficult or
impossible, a population which is often widely scattered over a sparsely
populated large area, lack of development of transport system which meke
some regions difficult of access even for the purpose of collecting infor-
mation, the cost of large-scale census inquiries etc. All these difficulties
apply more epecifically to the collection of information regarding the human
and capital resources - such as data on occupational grouping of population,
equipment used on farms, availlable skills etc. =~ and less so to the collection
of informestion regarding natural resources - such as mineral resources, water
resources etc, All the same, in many development countries there is very
soant evidence ewven regarding natural resources. o T :

In this field, we may note the presence of a vicious circle at work,
Lack of previous development has made it seem unnecessary to survey and
prospect the available natural and technical rescurces, and the absence of
knowledge of availability of natural resources in turn has tended to retard
development, The improvement of knowledge in this respect is, therefore,
much more than mere stock-taking - essential though this is as a basis for
sound economic plans; surveying of resources may in itself be an active
element in a development programme in so far as it helps to break one of the
vicious circles preventing development. Knowledge of resources will suggest
ways of developing them. Among the resources in development countries,
natural resources evidently play a much larger part relative to humen and
capital resources - specially to the latter - than in advanced countries.
There are no general grounds for assuming that development countries are
less richly endowed ~ in proportion to area - with natural resources than
the more advanced countries, It is true of course, that many of the
industrially advanced countries are so because of important natural resources,
specially of coal. As against that, however, we must set the fact that the
natural resources of the industrial ecountries have for some time past been
subject to much more extensive sxploitation.,

L, Laying the foundations: ZFocunomic development is not something which
proceeds in vacue but it has to rest on certain foundations without which it
will be, at best, an umstable structure. Many of the measures of government
policy which come under this heading are also valuable in themselves (apart
from economic development) and a normal function of modern government, but
at the same time they are also an essential part of any government programme
of economic development, Indeed, since some of these messures seem so much

A1
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a part of the normal business of government there may be a danger that govern-
ments intent on accelerating economic development may neglect this class of
measures since its close relation to economic development may not be
immediately obvious. Among those measures the most important are the improve-
ment of education standards and the spread of literacy, the improvement of
health services, the breaking down or softening of social or religious

customs antagonistic to “echnological development, the establishment of
internal safety, law and order.

Modern agriculture no less than modern industry or services reguire the
availability of alert labor with a basic understanding of machinery. It may
sometimes be possible to provide such a labor force by processes of specific
training on a scale sufficient for the earlier stages of a development
programme. In the long run, however, the only workable method is to have a
current supply of the type of intelligent labor required avaeileble nsturally
as it were, as a normal product of the educational system of the country.
Even more important is educational progress in respect of the supply of
technicians and engineers required, Even where initial development can be
started with the help of foreign technicians, & supply of national
technicians is usually an essential condition for taking up and cerrying on
the original impetus. Even where the specific training of professional
people, specially technicians, may be done at foreign universities or
institutions, the supply of suitable candidates for such foreign training may
8till raise problems of educational improvement within the country itself.
At the very highest level of scientific research and discovery we may assume
that in general development countries - except perhape for the unprogrammed
"flash of genius" - will more depend on free access to progress in the more
advanced countries than on developing their own facilities., To this last
statement there is, however, an important exception in that the adaptation of
techniques developed in the more advanced countries to the peculiar climatic,
labor transport and capital conditions obtaining in development countries
will usually be neglected in those advanced countries, and may be a useful
field for governmental activity by development countries in the field of
higher education and research (and also, we may note in passing, a useful
field for international action).

The improvement of health services is also essential for the raising of
productivity and development of industries in many countries. There is a
well-known vicious cirele at work. Low health is due to the absence of proper
nutrition wvhich in turn may be due to the absence of agricultural machinery
which in turn may be due to low productivity of labor preventing the
accumulation of capital which in turn may be due to poor health. The breaking
of such vicious circles by the development of health services may in the end
be a more productive contribution towerds industrial development than the
direct promotion of specific projects. The improvement of nutritional know-
ledge, including the suppression of narcotics is another essential require-
ment for industrial development in a number of development countries.,

The devieing and maintaining of a proper legal system is also of great

importance for the economic development of a country, To mention a few
important examples, systems of land tenure and inheritance laws have an
important bearing on agricultural developments, property rights in sub-soils
and mineral deposits determine the amount of surveying and prospecting for
natural resources going on. The maintenance of lawful and orderly conditions
is an essential pre-cvondition for the influx of foreign caepital, and by
reducing the risk of investment and keeping the rate of interest low it aslso
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has a direct bearing on the rate of industrial development. Well-ordered
labour relations also bear directly on productivity.

In all these respects, government has (and always had, even under lalssez~
faire philosophies) an essential part to play in a field where there are no
other agencies at work. We may repeat that the fulfillment of their essential
duties in laying the foundations of economic developments may be a more useful
service than the formulation of specific development projects. The danger is
that the patient laying of foundations may be neglected as being less
spectacular than the formulation of plans and the launching of projects.

5. The next group of measures were listed under the heading of creating an
economic climate suitable for development. As the classical economiste
explained (stating a truth which is still very important to development
countries), productivity depends on division of labour, and division of labour
in turn depends on the existence and size of an exchange market. Many
development countries lack the primary requirement of an integrated exchange
market covering their whole rational territory or at least important regions
of it and knit together by trensport and communication services. We may
distinguish three separate features to explain the absence of a sufficiently
large exchange market; the discussion of development problems has often been
confused by not distinguishing them clearly.,

(a) Since many development countries are primarily agricultural a high
proportion of the national output by-passes the exchange market and is home-
consumed on farms. This is a natural phenomenon which applies to agriculture
in the industrialized countries as well, It is, however, arguable that the
absence of market facilities leads to an excessive development of subsistence
farming and that in some cases developments in the direction of cash farming
would increase agricultural productivity. The absence of cash farming is
also sometimes related to the lack of development of an agricultural credit
system, or to high rates of interest charged for agricultursl credits.

(b) The monstary system may be so ill developed or so strongly dietrusted
that whatever exchange takes place is largely on a barter basis. Barter
exchange is demonstrably inefficient and tends to limit the total volume of
exchange transactions taking place. Hence the development of a trustworthy
and universally accepted monetary medium is a Purther essential step towards
the creation of a sufficiently large exchange market,

(¢) Lack of transport and communications prevents economic transactions
between the different parts of the country or region, and more particularly
between towms and countryside. The main remedy for this deficiency clearly
is the improvement of transport and communications which in some countries
may probably be defined as a primary requirement for further economic
development,

If the creation of a unified national exchange market represents an
essential part of the economic climate of development it will be seen from the
preceeding analysis that it requires much more than Just the improvement of
transport facilities. The latter is, however, an integral part of development,
and the goverrnment role in the development of transport may be characterized as
follows: '

& Capital expenditure per person employed in transport services tende to
be specially heavy, higher even than in manufacturing industry. Thus
transport development tends to absorb a heavy preportion of develop
mental capital expenditure, specially in the early stages. E
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b. Transport development under governmental auspices has an advantage
over uncontrolled private development in that it can avoid wasteful
competition, and create a co-ordinated system of air, rail, road
and water communications.

c. Developmental transport improvement can be creative and anticipatory
and not of a strictly commercial nature. Commercial transport
improvement caters for an already existing demand; creative transport
improvement is one which is not only based on a future anticipated
higher level of demand but which by the transport development itself
creates a demand for these services, as a result of new economic
transactions teking place., This is essentially a governmental task
since to private enterprise anything going beyond commercial transport
improvement is extremely risky although some advanced countries
provide examples of private creative transport development.

Apart from the creation of exchange markets, the other ingredient of a
sultable ecomonic climate for economic development is the provision of power,
Just as the classical economists stressed the exchange market as the starting
point of development, so they will know that economic development did, in fact,
start in countries with a favoursble power basis, At the time this mainly
meant the possession of coal resources, Now, however, the provision of power
is no longer tied to domestic coal resources, Not only have some countries
managed to achieve high degrees of economic development entirely on imported
coal - Sweden and Switzerland are useful examples - but also oil and water have
become prominent as important sources of power. The development of water
resources in particular holds important prospects for development countries as
a source of power. The provision of power facilities = especially of hydro-
electric power - shares with transport the characteristic of high capital
intensity, A large initial capital investment is required, and this, together
with the unpredictability of demand, the possibility of "creative investment",
and the key nature of these installations in economic life all combine to
maeke this a likely field for governmental activities..

The provision of power shares with the provision of transport facilities
the feature that its beneficial effects are widely diffused throughout the
whole economic and social structure, and not confined to purely industrial
development. The provision of electricity on farms mekes possible the
introduction of farm machinery and raises the whole level of rural life,
electricity, through the introduction of wireless sets, is an important part
of educational progress, it mekes possible an improvement in health standards
etc. There is also of course, a mutual relationship between the provision of
transport and power. The development of power resources open up new transport
facilities and vice-versa, These two measures have the dual advantage that
their effects are diffused, and also that they are non-specific, i,e. they do
not commit the developing country to any specific type of project or line of
development, This last is a great advantage specially in the early stages of
development, :

Development of water power displays a further special feature in that it
is often best undertaken not as an isolated measure but as part of amulti-
purpose scheme which also includes improvements in irrigation, navigation,
flood control and other subsidiary purposes. To illustrate the close inter~
relation between the different aspects of development it may be mentioned that
in some cases - specially in the Middle Fast -~ the development of irrigation
hes ereated serious new health problems,
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6. The next group of developmental measures may be defined as the breaking
down of bottlenecks. The specific bottlenecks holding up development = ag
distinet from general obstacles = are varied between the different countries
but there are some which are of almost universal application. Among such we
may mention a lack of capital, and a lack of technical knowledge. In both
these field, governments have opportunities for assistance.

The provision of capital may take place elther from abroad or domestically
through a reduction in home consumption. Where the second method is chosen,
the government of a development country will have to provide for the requisite
reduction of home consumption by methods of fiscal policy combined with wage
end for profits controls, prohibitions on luxury expenditure etc. This, how-
ever, is the more negative aspect. In general, it will also be incumbent on
the government to see that the resources thus diverted from consumy:ion are
actually invested in capitel goods, This involves, first of all e full
employment policy to make sure that the resources set free are not wasted in
unemployment; but secondly, in the conditions obtaining in development
countries, it also oftem involves the actual provision by the governument of
facilities for the domestic production or importetion of capital goods. Here
again, measures of normal fiscal policy may be sufficient to tilt the balance
from consumption goods industries to cepital goods industries, but in other
cases the govermnment will have to provide the physical facilities directly.

In many other cases, the capital will have to be provided from abroed,
partly because home consumption is so low that it cannot be further restricted,
partly because the technical know-how required for the production of capital
goods does not exist inside the country, and partly because the scale of
requirement may be too small to serve as the basis for an efficient home
industry. 1In such cases the role of government consists in the following
measures, concurrently or alternatively: (a) to achieve an export surplus
or in other ways acquire sufficient foreign exchange to import the capital
goods required, (b) to limit other less essential requirements of foreign
exchange in order to import capital goods, (¢) to negotiate and arrange for
foreign credits, either with international bodies or foreign governments or
corporations, (d) to facilitate contact between private national borrowers and
lending agencies abroad, (e) to create conditions of domestic stability
making it attractive for foreign investors to lend. The main measures which
the government could take to attract foreign capital could again be sub-
divided Into creation of general security of foreign capital, specific
guarantees for capital borrowed and direct borrowing by governmentsl agencies.

The advantages of govermment borrowing as distinet from private borrowing
are: (a) Certain agencies, specially lending governments, are precluded,
either constitutionally or practically, from making loans to borrowing agencies
other than governments or government controlled institutions,

(b) Government borrowing takes place in larger blocks than private loans.
Governments therefore, have access to sources of large-scale financing which
might not be accessible to a multiplicity of emaller firms in development
countries. Government functions in this field may best be defined as achieving
the economies of pooling in borrowing; these economies mey be important.

(¢) Government debts are backed by the additional security of the
country's revenue and general economic prospects. Thus, they often carry a-
lower rate of interest than private debts. b -

g A
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(d) There is also the additional factor that government-controlled and
financed development is less risky if it proceeds as a balanced development
scheme where each part tends to support the other. Isolated private projects
are more liable to failure and, therefore, more expensive to finance.

(e) Governments mey be able to obtain better terms by introducing
political factors into the loan negotiations. Other countries mey be specially
interested in raw material supplies or for other reasons - political or
economic - want to promote the economic prosperity of the developing country.
In such cases a govermnment may be able to obtain loens at better than strictly
economiec terms,

These factors taken together represent a powerful set of reasons why
goverrments in development countries have tended to play an active part in the
provieion of foreign capital for their countries. An additional reason is seen
in the fact that foreign capital movements are an important factor in -
countries® balances of payments - in development countries more so than in
more advanced countries - and for this reason govermments, specially if they
maintain exchange restrictions in any form, inevitably have to take an interest
in foreign borrowing,

The second major bottleneck in economic development, apart from the
deficiency of eapital, may be seen in a deficiency of knowledge and initiative,
both entrepreneurial and technical. In both these fields government policy
has been active, In the entrepreneurial field the government can either
stimulate or else replace private initiative. Stimulation of private
initiative may take the form of taxation privileges (including tariff
privileges), the rendering of free or cheap services to enterprise by govern-
ment agencies (such as preferential transport rates, or free prospecting and
surveying by government departments, cheap power, market surveys, etc,),
government loans or credits, government guarantees against losses etc, A
survey of actual measures of stimulation in development countries would reveal
a great variety of different measures. A government can replace private enter-
prise (which may or may not exist) by direct government enterprise through
civil servants in government departments, by the creation of special
entrepreneurial government agencies, by co-operation in mixed corporations,
etc. Here again we find an almost infinite number of varieties; their detailed
enumeration would be beyond the scope of a general paper,

In the technical field, the governmment can arrange for foreign technical
advice, for the admission of foreign technical missions, for the immigration
of technicians and skilled workers; it can create a technical staff wifhin
the civil service which in turn can either be directly employed in govern-
ment enterprise or else can be loaned or their advice be made available to
private enterprise, The government can promote the dissemenation of technical
knowledge partly as part of its general educational programme, partly by
8pecific measures, such as model farms, a patent information service for
business men etc,

T. The next government function in development nolicy has been defined as the
provision of balance in develovment, This idea of balance has tended to

become somewhat vague in discussion for lack of a close definition; but it is
important enough in actual policy to merit closer consideration. The promotion
of balance in develovment has come to mean a number of things;

- b
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(a) In many development countries there is a feeling that excessive reliance
on agriculture and primary production should be "balanced" by the development
of manufacturing industries and services. From this point of view, agricultur-
al progress is held to hold out less useful prospects than industrialization.
The fear of excessive reliance on agriculture and primary production in turn
contains a number of ingredients: lower productivity of agriculture, absence
of economies of scale, importance of industry for security and defense, the
advantages of an urban civilization, the instability of agricultural prices,
the exhaustion of agricultural and mineral resources - all these and others
are inextricably mixedcwith the idea of balance in development.

(b) Balanced development may mean the avoidance of mono-culture, i.e.
excessivé dependence on one single product. Such excessive dependence
especially in exports is evidently very risky, especially where the single
product represents an exhaustible natural resource. The social instabiliby of
mono-cultural development countries is sometimes mitigated by the prevalence
of subsistence farming. From the point of view of the development country,
however, this is getting the worst of both worlds: a large sector of
gubsistence farming at a low level without an exchange market on the one hand,
and mono-cultural exploitation of an exhaustible resource for export purposes
on the other. A diversified exchange economy seems naturally, under these
conditions, preferable to the governments of development countries. It should
be stressed, however, that where the export of an exhaustible natural resource
leads to an export surplus which is used for the import of capital goods for
the permenent development of the country the "depletion" is somewhat daceptive
and more technical than economic in nature. Mono-cultural

exploitation of exhaustible resources can be the right policy for development
countries. It all depends on the utilization of the proceeds from the exports.
By the time the resource is exhausted it may also be technically obsolete,

and the development country which has exported its natural resources and
invested the proceeds in machinery and other permanent assets may be able to
get the best of both worlds. On the whole, we must recognize the desire for
diversification as a justifiable and reasonable trend in development policies.

(c) Balance may mean the establishment and development of certain key
industries which tend to exert a kind of radiation through-out the economic
structure and which tend to open up a widely developed system. A good example
of such a key industry are the steel and basic engineering trades. Countries
increasingly feel that without such key industries the economic structure is
lop-sided. The desire to establish such key industries is universal. The
means employed are largely in the field of commercial policy, i.e. the granting
of protective tariffs or the non-profit operation of such industries under
government auspices.

The desire on the part of development countries for "balance" cannot be
properly understood unless we realize the specific advantages of such a course
for development countries. A desire for diversification - specially regional
diversification - is indeed also noticeable among some of the older industrial
countries. The reasons for such a desire, mainly the avoidance of undue risks
and undue extremes of depression, apply to all countries alike., But on top of
this development countries have specific reasons to attach importance to
diversity. A country with a diversified structure offers as it were a larger
surface to technological progress; it is less likely to be by-passed. Also,
each new occupation and in perticular each new industry provides a new "growing
point" for technical progress and the spread of new skills and improvements, in
& way in which a mere extension of existing industries or occupations would not.
Since accessibility to technological progress and the epreading of skill are

{l &}
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among the two key problems of development countries, stress on balance and
diversification is fully understendeble. It is not as is often thouvght, a
case of confused thinking but it lies at the very core of the problem of
economic development.

There is no other agency in the field which could consider it as its job
to promote balance and civersification; this automatically devolves on the
governments of the development countries.

8. Next among the categories of government measures is protection and main-
tenance of productivity. This is a vital part of any development policy.
Industries and also agriculture in development countries struggle with specific
difficulties not felt to the same degree by the more advanced countries, The
stimilating atmosphere of automatic progress and extensive education is -
lacking, the scale of production is often small, the health and vigor of the
worker often inferior, access to external facilities difficult, experience and
standards of comparison lacking, competition often reduced by protective
tariffs and other restrictions, etc. For all these reesons, the price of
development is eternal vigilance. It is much less possible than in the more
advanced countries to let productivity look after itself, Development of
unproductive industires would be a hot-house growth which could only be mein-
tained to the disadvantage of the developing country itself and the world
commmity as a whole.

The role of custodians of productivity naturally falls to governments
where there is no other candidate. In discharge of this role governments have
taken a variety of measures: they send missions abroad or encourage visits by
their technicians to study new methods abroad; they try to improve the
accounting and performance measurements standards at home: they run model
farms to demonstrate new technical methods; they tend to encourage the improve-
ment in capital equipment by granting fiscal and commercial advantsges; they
select the location of new plants so as to lead to maximum efficiency in a
national pattern; they taper off or reduce tariff protection so as to encourage
efficiency as the scale of production grows; some of them in their development
targets prescribe rates of output which in relation to aveilable lebor and
equipment can only be achieved by improved productivity.

On the other hand, it seems safe to say that there is a danger of a
tendency to neglect this particular aspect of government policy., - Productivity
is a difficult thing to measure; international comparisons of productivity are
even more difficult to undertake with any degree of precision; deficiencies in
productivity can always be covered up or excused on the grounds of the vouth-
fulness of the industry; it will always be more spectacular to devote one's
energies to the construction of entirely new plants and projects than to the
improvement of the productivity of existing ones,

Special problems arise in development countries in attempts to raise
productivity by the introduction of new machinery. On the one hand, there is
a well founded desire in development countries to offset the other manifold
advantages of the more advanced countries by at least avoiding the 0ld and
antiquated equipment cheracteristic of some of them, and of some plants in all
of them. On the other hand, the very latest stage of technology may well be
of & somewhat untried experimental character, and whereas an advenced industrie
al country can afford to take experimental risks with new techniques, a devel=
opment country cannot. In the normal case, for a poor country each new dave%hJ
opment or improvement of an existing one is a unique and precious thing and no
risks can be taken with it, Thus the governments of development countries must
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steer a middle course calling for a considerable degree of skill in recommend-
ing and introducing techniques of production which permit their country to
reap all possible advantages from its youth as an industrial producer, and yet
&t the same time avoid excessive risks,

It may also often pay a development country to utilize second hand
machinery cheaply acquired from industrialized countries. There are economic
arguments for believing that economic progress in industrialized countries
results in large scale premature scrapping of machinery and equipment which is
still perfectly serviceable and capable of yielding good returns specially when
acquired at scrap value. A firm in an industrial country fregquently cannot
afford to operate such machinery since it cannot afford to fall behind in the
technological race compared with its competitors. In a development country
such considerations often do not apply. There seems no reason why second-hand
machinery which has been discarded in industrial countries should not be use-
fully employed to the benefit of development countries.

9. The protection of balances of payments of development countries also raises
specific problems of governmental policy. In the course of industrial devel-
opment the balance of payments will tend to become unfavourable, and only part
of the gap may be covered by current new credits. ZEconcmic development in its
early stages imposes a strain on the balance of payments in the following ways:

(a) Development tends to reduce exports of food and agricultural products by
raising average levels of consumption, and also by increasing the urban
population and diminishing the agricultural population.

(b) Development reduces the export of primary materials since a higher
proportion will be retained for domestic use., This is an especially important
factor since many development programmes are specifically based on the
utilisation of domestic raw meterials.

(¢) Intense development within the country, with a high proportion of output
consisting of capital goods rather than immediately consumable goods, tends to
raise price levels inside the country, and thus to hamper exports. A
disequilibrium arising in this way would certainly be classified as a
"fundemental disequilibrium" in the sense of the International Monetary Fund
Agreement which would qualify a member country to depreciate its currency, but
the depreciation of currency will not alwaye be a remedy for balance of pey-
ments difficulties.

(d) Industrial development carries with it a demand for increased imports of
raw materials,

(e) The improved standerds of living and a higher level of industrial wages -
compared with agricultural levels - carries with it an increased demand for
imported consumption goods, epecially of a semi-luxury kind.

(£f) The mew developments at early stages will often be of a heavily capital
intensive nature requiring large amounts both of domestic labour and of imports
ed machinery without immediate return. This applies specially to transport and
power.

(g) Since economic development will often depend on a constant flow of foreign
credits the developing country - which will typically be a debtor country -
may also have to resume or increase payments on previous debts which had beén”
partially or wholly in abeyance.

£
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From all these various directione, the balance of payments will be under
considerable strain. The output of the newly developing industries will not
usually be directly exportable, and even where general development of such
services as transport, power, etc. may gradually be expected to lead to the to
the development of exporting industries, this will usually be a long range
process.

. Governmental measures. in protection of the balance of payments may take
the following forms:

(a) The development programme may be so adjusted as to give priority to
industries replacing previously imported goods, The danger of such measures
is that they may unbalance and twist the development programme, that they may
lead to the development of low-productivity industries, and that they may tend
to restrict the total volume of world trade.

(b) Priority within the development programme may be given to industries
producing immediately exportable goods, The previous objection against (a)
would also apply in this case, except that there is no restrictive effect on
world trade. There is also the danger that concern with immediate balance of
payments difficulties will interfere with the patient laying of foundations
and development of a suitable economic climate which in the long run mey be a
more rewarding approach to development.

(c) Strict domestic price control mey be introduced and domestic consumption
reduced by heavy taxation or by rationing in an attempt to cope with balance
of payments difficulties. This will impose a heavy burden on the administra-
tive machinery at a moment when it is already heavily taxzed by a development
programme, in under-developed countries where in many cases the administrative
machinery is weak to begin with, and in an economic structure where measures
of control, taxation, and retioning are extremely difficult to administer,

(d) Currency mey be depreciated. As has been mentioned before, this will
normally be permitted under IMF rules but it may not be sufficient to restore
the balance of payments., Also it may undermine confidence in the monetary
field within the developing country and thus do more harm than good. Currency
depreciation will also increase the real debt burden on the develepment
country,.

(e) The government may attempt to improve the terms of trade, i.e. obtain bet-
ter prices for its exporte and obtain its imports at lower pricee. . Since devel-
opment countries are primarily exporters of primary products exposed to keen
international competition, their main hope of obtaining better prices for their
exports will normally lie in the promotion of intermational commodity agree-
ments such as are provided for in the ITO Charter. The main method of obtain-
ing imports at low prices would be by the pooling of import orders and by the
placing of long=-term bulk contracts,

(f) The government may try to increase the total quantity of exports or to
diminish the total quantity of imports by measures of commercial policy such

as tariffs, import quotas, etc. Such measures, of a non-discriminatory
character, have been permitted to countries in balance of payments difficulties
by the ITO Draft Charter. It is specially note worthy that under the ITO Draft
Charter development countries may discriminate, in imposing import restrictions,
among commodities according to the degree of essentiality; thus they may reduce
the import of luxury goods without at the same time having to cut down on =
macninery., The ITO Draft Charter also would prevent the Organization from*
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calling in question the development policies which have given rise to the
balance of payments difficulties., Each eountry would remain free to carry
through its own autonomous development pelicy. In cases of currencies declared
"scarce" under the IMF Charter, development countries would also be permitted
to alleviate their balance of payments pesition by switching imports to other
countries,

(g) The government may try to cover the gap in the balance of payments by
securing additional credits. Since the balance of payments difficulty of the
development country will usually be of a chronic nature, resort to the IMF will
not usually be appropriate., The main agencies for development countries would
seem to be the International Bank, direct loans from other governments, loans
from banks in other countries, the floating of securities in capital markets
abroad, and finally direct credits from manufacturers abroad., The interests
of development countries in general may be defined by saying that whatever
credits are obtained should be as freely spendable anywhere and on anything

as possible; but that if any tied loans can be obtained over and above the
freely spendable amount this evidently would clearly add to the import
potential of the development country,

10, The next group of tasks by governments in development countries has been
defined as the prevention of inflation. The domestic effect of economic
development is a tendency toward the development of an inflationary condition.,
The propensity to save is very low in mest of these development countries
because of their low standard of living unless their propensity to save is
increased by a very unequal distribution of income and high private profits,
This, however, would go against the social philosophy and intentions of many
development countries, and in any case there seems to be scmething contradica
tory about reducing international inequalities in standards of living at the
expense of creating or accentuating internsl inequalities within the develop-
ment countries. The resulting internal inequalities could of course be curbed
by heavy taxation. In this case the high propensity to save is really
achieved by fiscal methods but many development countries lack the fiscal
system required for heavy taxation of higher incomes. If internal inequalities
are allowed to develop without effective taxation there is a risk of a heavy
demand for imported luxury goods. In that case not only would internal
inequalities have failed to increase the propemsity to save, but they would
have created balance of payments problems in the bargain. To permit the
accumulation of large profits out of the inflationary position arising in
connection with economic development would also run the risk of an export of
accumlated capital to the often safer and more agreeable conditione of more
advanced countries - again raising awkward balance of payments problems. In
other development countries high incomes might lead to hoarding of currency
and gold. In this case the inflationary pressure is neutralized but there is
a danger of a paralyzing effect on further development if profits are hoarded
in gold instead of being invested or depesited in banks; hoarded currency and
gold will also hang like a Sword of Damocles over the development country
threatening ite economic stability.

An inflationary position may also be awkward in creating a shortage of
industrial consumption goods whieh in turn will make the agricultursl
population reluctant to sell and deliver food in the open market. In this case
economic development may end in & food shortage and the suspension of the
ordinary system of monetary exchange.
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Effective methods of rationing and allocation may be the best methods of
producing the savings required but in the conditions of meny development coun=-
tries this may be beyond the capacity of the administrative machinery. The
mein choice in that case seems to be between heavy taxation - which mey take
the indirect form of high prices being charged for the state-owned or controll-
od output of newly developed industries = or controlled inflation as a method
of enforcing the requisiie savings.

11. The next item listed among our main categories of development measures
related to the reduction of economic dependence, This desire is universal
among development countries, In it, for purposes of discusslion and anal;sis
it may be useful to distinguish the following:

(a) Many development countries are in the process of emerging from a state of
colonial or semi-colonial dependence. Their whole policies are acutely
influenced by this experience of dependence, and their development progremmes
are collored by this,

(b) Many development cuntries have had past experience of wide-spread foreign
ownership of their most important economic assets, and of the outflux of
profits and interest payments which is characteristic of the position of &
debtor country.

(¢) The two world wars have brought home to development countries the dangers
and riske of dependence on imports for vital commodities. It is one of the
threats to international specialization that its benefits in the form of
increased productivity of labour all round are diffused and difficult to
measure, whereas its drawbacks in times of emergency are obvious and dramatic.
Thus development countries tend to read the history of the last war as an
argument in favour of diminished economic dependence, even though from a
different point of view it could also be read as a triumph of international
division of labour over more self-sufficient economic systems.,

(@) The great depression of the early 1930's diminished the importing
capacity of the more advanced countries very sharply. Moreover, it turned the
terms of trade very heavily against most development countries. Also, low-
priced exports from the industrialized countries, often below full average
cost, tended to nip in the bud the incipient development of industries in
development countries; at the same time advanced countries tended to resort to
stimulation of their own agricultural and other primary producers. It was
thus in many ways that the depression tended to rub in the dangers of economic
inter-dependence for development countries and their governments.

(e) Development countries often feel that they are in an inferior bargaining
position. The machinery and other manufactured goods which they require can
usually only be obtained from a few mejor sources of supply; on the other hand,
the agricultural and primary products which they export - and also the simpler
manufactured products, if any - can often be obtained from many other sources,
and they are liable to competition from substitutes (natural or synthetic).
Profit margines on specialized capital goods are often higher because of
imperfections of competitions, and there is also greater danger of monopolistic
control of output and prices of those articles which development countries re-
quire as imports. Possibly the provisions in the coming ITO Charter providing
for commodity control agreements for primary products and the prevention of
restricted business practices in others will go some way to meet the problems .
of development countries in this respect. £e
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(£) Development countries feel that dependence on foreign trade - which means
for them specialization on primery products and simple manufactures - removes
them from an important sphere of dynamic technieal progress. Another way of
putting this would be to say that development countries feel that international
specialization based on present comparative costs relatively to more advanced
countries is not a desirable economic course for them to steer because it
neglects the possibility (or as many development countries think the certainty)
of dynamic changes in the comparative cost position once & more self-contained
balanced economic structure has been created, |

(g) Foreign trade is naturally less subject to internal plenning control than
domestic production. For this reason there is an almost inevitable tendency,
as attempts at plenned development spread, to shift emphasis from foreign
trade, which is more unpredictable, to domestic production. From the point of
view of the development country, the fact that domestic production is easier
to control than foreign trade may seem a genuine argument in favour of less
dependence.

Thus the desire for less dependence has many sources and many aspects,
It ies worth pointing out that this desire is not necessarily disruptive to
international trade. On the contrary it may contain the elements of a sounder
and more permanent international division of labour, Development countries,
on the whole, like to feel somewhat less dependent on foreign trade; but this
is not the same thing as saying that they want to diminish the amount of
foreign trade which they actually carry on. You can still want to have as
‘much as possible of a good thing while at the same time guarding against the
possibility of having to do without it. It is a vproblem for intermational
policy to reconcile these two trends.

12, Next we have listed the publication, under government auspices, of devel-
opment programmes consisting of an inter-releted set of target figures. Thia
stage in development policy is reached by most but not all development coun=
tries. Usually such a programme when published is referred to as a "plan",

Neither in the preparation of such a plan nor its method of publication,
nor in its scope do we find anything like international uniformity. A plan
may be prepared by the various government departments, or else the fundamental
data required may be gathered from private sources or private professional
organizations, or else a separate planning commission or a public corporation
charged with drawing up a development plan may collect the necessary data. The
data required and collected may be very detailed and analyzed with the help of
up-to-date statistical techniques. At the other extreme, the drawing up of a
plan may take place entirely on the basis of guess work, intuition or
qualitative information. It is worth noting thet the consistency of a plan
can be no greater than the consistency of the individual data from which the
plen has been prepared, Thus if the original data are unevenly prepared or
defined for the different sectors of a plan, the resulting plan itself is like-
ly to be uneven as between its different parts.,

Methods of publication may vary from detailed economic descriptions
containing something like a grand conspectus of national resources and
prospects to informal statements scattered over many different administrative
circulars or publications., Statements in parliaments, law decrees, or the
publication of statistical tables without descriptive text are other vehicles
of publication.,

e 73
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As for scope, this may vary from figures for individual plants or branches
of industry to ones containing all the intermal production, trade and foreign
trade, fiscal and general financial policy, prices and balances of payments.

In general development plans tend to be confined to internal production. On
most of the other factors, especially on prices, assumptions are mede but these
are not an integral part of the plan, Foreign trade is usually thought of as
too unpredictable and tco far removed from the control of the planning
authority to be included, but assumptions regarding the course of foreign
trade are often implied in internal plans, though not always coneciously.

The status of these figures once drawn up also varies widely between
countries, The targets at which they aim run the whole gamut from what mey be
frankly described as wishful thinking - aims demonstrably impossible to attain
in the period stated - to targets which represent the optimum possible in the
event in that frictionless sequence which simply does not happen in economic
life (and even less so in the precarious conditions of development countries)
to what may be accomplished with a reasonesble degree of efficiency and a
reasonable amount of good luck, to what may be regarded as a realistic Fforecast
of the probable course of events down to a sort of series of minimum targets
any deficiency below which would spell a serious economic outlook. Any
economic development plan will f£ind its place somewhere along this scale of a
development plan barometer. It is to be noted that the publication of almost
impossibly ambitious development targets is not necessarily a bad thing.
Governments may feel that such targets act as a spur so that even if the
targets are not reached actual performance is higher than it otherwise would
have been. And after all it is performance which matters, not the fulfillment
of target figures. As against that, the non-fulfillment of target figures will
be a blow to the prestige of governments although it is open to government to
side-step or soften this blow by using non-fulfillment as an occasion for
public exhortation, or - less desirably - to cover up non-fulfillment of
targets. Another method of getting the benefit of targete without loss of
prestige is to keep the plans flexible, i.e. to raise the targets high to begin
with but to reduce them if fulfillment seems impossibly difficult. Tt will be
seen that the relationship between development targets and perforzance is one
of great complexity which calls for the application of diplomatic psychology.

Similarly the status of target figures varies regarding the closeness of
their relationship to actual performance. Tergets may be published as a sort
of "shopping list" by the government to other agencies - mainly private enter-
prise and farmers - leaving the onus of fulfillment and the selection of means
towards fulfillment very largely to their devices and ingenuity. Next in the
list come targets which have a purely statistical eignificance, i.e. they eserve
as comparative standards agaeinst which actual performance can be measured.

Such plans or targets serve a similar function as staendard costing and standarad
budgeting techniques in private enterprise. Other targets may be of the nature
of a mandatory duty of government departments, organizations and even of private
individuals concerned in the execution of the plans. 1In such cases a deficienc;
from the target figures may be viewed as a sericus offense unless a valid
excuse is present, Evidently the real economic significance of target figures
depends very highly on where they stand in this scale.

Finally, we may draw a distinction - although this is related to the one
discussed in the previous section - between economic development plans vwhich
(a) confine themselves to stating the goals to be obtained, and (b) plans which
at the same time try to provide for the means by which the goals are to be &
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obtained. The second type of plan would indicate such things as the provision
of labour for the different types of projects and different fields of the
development programme, the allocation of state resources for different projects,
the responsibility of different governmment departments in the various fields,
the amounts and types of foreign machinery to be made available for different
projects, the new plants to be constructed for implementing production
programmes, etc. Plans under (a) without indication of means of fulfillment
tend to be somewhat "in the air" (unless of course the means for their fulfill-
ment is separately determined in administrative discussions, circulars or
separate documents; in such cases the development plan itself ought to be
studied in conjunction with those other documents or such other information

as is available on means of fulfillment),

Development plans will also be sub-divided into those which indicate the
goals to be obtained - with or without indication of the means of attainment -
and plans which also indicate the stages by which the goals are to be attained,
either in point of time or in point of priority of execution. Again, as in the
previous case, the prescription of stages of execution may be either contained
in the same document or pronouncement as the original development plan, or
else it may be contained in separate documents or administrative instructions
issued separately from the plan,

13. We have now reached the last item in our list of government measures:

the execution by the government itself of a more or less comprehensive and
more or less co-ordinated system of measures for the development of the
national economy. The degree in which governments themselves are the main
executive agencies - in addition to the measures discussed - will of course
depend very closely on the prevailing political philosophy. Some countries
meke it a matter of principle that the state should displace private enter-
prise, and this evidently applies to the development programme as well, other
countries meke it a matter of principle that the state should not compete with
private enterprise, and their development programmes tend to reflect this
general view. Quite apart, however, from these questions of principle = which
it would not be useful to discuss within the framework of this paper - they are
a number of more specific reasons vhy governments often do not confine them-
selves to the range of measures in the field of development previously
discussed = wide as those are but why they should also become executive
agencles for development projects. Seme have already been mentioned inci-
dentally in the course of the discussion: here we can confine ourselves to
consider the following;

(2) Under government operation, the factor of private profits is eliminated.
This is important for developuent countries because the rate of profits,
in view of capital scarcity and greater risks, is often high or excessive
in relation to more advanced countries. The scarce supply of domestic
enterprise is also probably a factor in the high rates of profits, There
is also the point that high private profits in a development country,
superimposed upon generally low standards of living, produce a high degree
of economic inequality, and they are also liable to embarrass the balance
of payments position by creating a demand for luxury imports. Moreover,
in many development countries the fiseal system may not be sufficiently
well developed to curb private profits by methode of taxation. In view of
all this, state operation may often seem the easier way out, as a matter
of expediency and not of principle.
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(e)

(a)

(e)
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Government produced output may be sold at a profit., In such a case, the
excess in price charged for government output over cost of production is

in the nature of indirect taxation in hidden form., Since in many develop-
ment countries the possibilities of imposing and collecting direct taxation
are often poor, since this may apply even to openly imposed indirect
taxation, government operation combined with sale of government output at

a profit may be adopted as the easiest way, in the circumstances, of
solving the budgetary problem.

Alternatively, pricing policy in the sale of government output may be
based on sales below cost price, i.e. at a loss. In this case, government
operation partakes of the nature of subsidies. Such a policy may serve
partly economic purposes, specially where capital goods are sold below
cost in order to stimulate economic development, and partly social
purposes specially where consumption goods are sold below cost to low
income groups. In either case, government operation of plants may be said
to serve the purpose of stimulating selected branches of the economic
system according to the general development programme. On the other hand,
government operation at a loss intensifies the inflationary pressure to
which a country in rapid process of development is liable to be subject.

Apart from general operation at a loss, state operation can apply the
weapon of price discrimination, charging different prices to different
types of consumers and customers, and thereby discouraging development
in some fields while intensifying it in others. Thus state operation
of plants may be adopted in development countries because of the
possibility which it opens of regulating the rate of development in the
different branches of the national economy by discriminatory price
policies,

Finally, state operation in development countries may serve the specific
purpose of preventing the building up of private power positione
dominating the economic system. It must be realized that in a development
country where the number of large-scale plants and the total volume of
capital employed are both small, command over econcmic resources gives a
very much more prominent position in economic life (possibly also
indirectly in political life) than in an advanced country. Also, in a
development country the number of plants and the number of branches of
industry is likely to be so small that effective competition as a curb on
economic power is not operative.

Many development countries are groplng for new forms of organization,
somewhere in between full state operation and private enterprise. The
public corporation, with varying degrees and types of state participation
is a wide-spread solution for this problem, specially in Latin America.
The analysis of the relationship between the State and private initiative
within development countries is an important study, but it would require
& separate paper to do.

et o
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IMPLEMENTATION OF LOGAL CURRENCY LOANS TO
OMICALLY IE ED COUNTRIE

Definition
It seems that the only "local currency loans" which could be considered by the
International Bank are the project loans in local currency secured by foreign

exchange. This results from the following:

a. Direct loans in local currency:
These loans are either (1) made on the basis of the 18% participation to
the IBRD, or (2) made out of local funds raised by the IBRD in the local
markets, In the first case, a loan would be no more than the creation
of so much paper money and furthermore, the 18% participation would usuvally
represent a trifling amount compared with the local currency requirements
of a development program. The second form of financing could only mean
that local capital can only be acquired if a US$ guarantee is given.
There would be a premium on defaults.
b. Loans in local currency secured by foreign exchange:
1) Loans unrelated to projects.
These loans could be utilized, for instance, by a Government to
cover a budgetary deficit or by a private company to cover the
service of an outstanding debt. It is doubtful that such a loan
could be undertaken by the Bank under the Articles of Agreement.
2) Loans in local currencj related to a project which may or may not be
partially financed directly in foreign exchange for expenditures to
be made on equipment.
The theory of such a loan is that foreign exchange provides an adequate
backing for the local currency issued against it, insofar as its sale
to the public will promote imports of consumers goods equal in value to
the emission of new currency. After the completion of the project,
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and thus after the period of in-flow of foreign exchange, it is expected
that the value of the goods produced by the newly created project will
be equal or superior to the value of the new currency in circulation.
Inflation will thus be averted.

Implementation of project loans in local currency secured by foreign exchange.

It is evident that if (1) the total cost of the new projects is carefully
calculated, (2) the value of the total future production per year is clearly
determined, and (3) the timing of the process is carefully studied and followed,
there can be no inflation, if the amount of local cﬁrrency issued against the
total value of the project is absorbed exactly by the total value of the new
production. To achieve this perfect match, however, the lender would have to
assume a considerable amount of control over the overall economic policy of the
borrovers

If, for instance, the additional imports financed by the foreign exchange
loaned are not of an essential nature (i.e. which can be consumed by the °
workers on the new construction project) the equilibrium will be shifted with
a consequent immediate increase in certain internal prices.

If the Central Bank reacts traditionally to the induced pressures for
higher wages or stable profits, a secondary inflation will start.

In order to avoid these effects, a strict control must be set on imports,
the disposition of imports and central Banking policies, This example is only
one of the many which could be imagined.

The same necessity for céemplicated supervision would appear if the Bank
attempted to follow the end use of the funds lent to the country.

The above suggests that the supervision and control of local currency
loans secured by foreign exchange ie extremely difficult if it is to be effec-
tive. It may involve far-reaching measures of intermal control.

An additional point to be considered (and this can be apvlied also to

normal >reign currency loans on specific projects) is the "locus Standi" of

| {
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the Bank's right to control a nation's economy, for to all practical purposes,
it is such a control which is implied.

In practice this will be reduced to a matter of quantities and proportions
and any control will in effect depend entirely on the size of the loans the
Banlk wi{l be able to make and their impact on the nation's economy. It would
be really a case of "wishful thinking" to believe that the Bank can exert a
control on the economic and financial policies, present and future, of 2
country with a foreign trade volume of about US$ 600 million by means of a

loan of USy 20 million.

Conclusion

We have seen above that the prerequisites of success in a project loan in
local currency éecured by foreign exchange are stringent security provisions
of economic, financial, technical and administrative character vhich will be
studied in another paper. As it seems that the Bank will be unable to obtain
all the security provisions which would be desirable, the question is to know
whether a project loan in local currency is less attractive to the investors in
the Bank than a project loan in foreign exchange. The answer seems to be that
as long as a specific project is involved, the investors will be satisfied as
they will feel that the Bank can follow the proceeds and deposits of the funds

in a traditionally satisfactory manner..

March 23, 1948



NOTE

The necessity for complete supervision of a nation's economy, in
the case of a direct foreign exchange project loan is as great as in the
case of local currency loan secured by foreign exchange.

This will be easily demonstrated if it is noted that when for
instance hydroelectric power projects are undertaken, the local construction
expenditures involved amount usually to 13 times the value of the equipment
needed.

If local currency is issued to meet the construction costs, or if
local capital is displaced, the situation created can be thus more dangerous,
from an economic standpoint than the one created by a project loan in local
currency secured by foreign exchanges

In the foreign exchange field, it may be that the additional
exchange made available to the country by the financing of a project will
be utilized on non-essential imports. In such case, the project loan in
foreign exchange, although carried successfully to completion, could impair
the economic situation of the country, insofar as the expenditure could have
been financed out of normal foreign exchange receipts.

Nithbut a strict control on the disposition of the forelgn exchange
available to the country, after the granting of a loan, the IBRD will never
be certain that it will have achieved its aim, i,e. the improvement of the
conditions in the borrower country.

It is, therefore, doubtful that a distinction should be made be-
tween project loans in foreign exchange and project loans in local currency

gsecured in foreign exchange.

Je Torfs
3/23/48
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America

The Moral and Political Prob-
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Backward Countries
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Foreign Exchange Expenditure or
Local Currency Expenditure also?
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America
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Research
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Preliminary draft discussed by
Committee February 25, 1948. To
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Draft completed and circulated
to Committee,

Draft to be ready February 27.

Draft to be ready February 26,
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COMMITTEE ON DEVELOPMENT POLICY
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Note by the Chairman

It is proposed that the original agenda of the Committee be consid-

erably abridged, but that the following papers should nevertheless be completed

as soon as is practicable:

1)

2
3)

The moral and political problems of international
participation in the development of backward coun-
tries.

Survey of economic problems of Development Countries.,
Should the Bank finance only foreign exchange expendi-

ture or local currency expenditure also?

After discussion and revision by the Committee, these papers, -to-

gether with the papers on The Bank's Policy in Underdevel oped Countries and

Capital Formation in Latin America, might form an ensemble which could usefully

be discussed by the Bank at a higher level,

A meeting of the Committee will be held in Room Lll, in the Loan De-

partment at 2:30 PM on ''ednesday, February 25,

a)
b)

c)

AGENDA

The Bank's Policy in Underdeveloped Countries

Capital Formation in Latin America

Consider the above proposal, and in the event of

its adoption by the Committee, set final dates for

the completion of drafts of the three papers still
ocutstanding.

Consider whether the Committee shall undertake any addi-

tional rvork on an ad hoc basis - particularly in regard
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to Latin American problems.
lMembers of the Committee are requested to notify the Secretary,
Mr. Skillings, not later than 5:30 PM today tTuesday) if the proposed time of
the next meeting is inconvenient so that another time may be fixed to meet the

general convenience.



INTERNATIC L BANK FOR RECONSTRUCTION A DEVELOPMENT

OFFICE MEMORANDUM

TO: w.A.BVﬂé ' DATE:  2/16/Li8

FROM: J. M. Penton

SUBJECT: Development Committee

The major contribution to the work of the Committee on Development
Policy to date has come from the Loan Department. A perusal of the papers
suggests strongly that they are too long, contain too many generalities, and
overlap one another. I shall therefore endeavor to have them rewritten in
such a way as to gear their contents more closely to the activities of the
Bank. The aim will be to amalgamate them, so far as possible, to form a short
section of a final report.

The sections, when ready, could be discussed by the Policy Committee
when it has finished discussing Latin America. They could then be rewritten
in final shape to take account of the ideas of the Policy Committee,

When the latter discusses Development Committee papers, I should be

grateful if an additional representative of the Loan Department could be pres-
ent to assist in the final editing of the sections,

LT . .
“/
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INTERNATION' BANK FOR RECONSTRUCTION ANI EVELOPMENT

OFFCE MEMORANDUM

TO: Henry W. Riley DATE: February 11, 1948
FROM: R. F. Skillings, Secretary /?35
Development Policy Committee
SUBJECT: Agenda for Meeting, Wednesday, February 11, 19L8

There will be a meeting of the Committee on Development Policy

today, at 3:00 P¥, in Mr. Penton's office (Room L1lL).

The following papers will be discussed at this meeting:

Agenda No, Title
I7-D-2 "The Debt Default Problem in Under- /

developed Countries"

II-E ~ "How can the Bank Secure Active Coopera-
tion of Private Investors, both Local and
Foreign, in Development Projects?"

11-G mpctivities of Other Inter—gOVernmehtal
Organizations Interested in Economic De-
velopment"

"The Position of the IBRD in the Formulation
and Implementation of Development Programs"
I111-B, =C, =D (Also Supplementary Agenda 2)
"The IBRD's Relationship to Covernments
Undertaking Development"

P P P~

Supplementary 3 "The Effect of Marshall Plan on Latin Amer
ican Development" g
I am attaching rough drafts of three of these papers for your use.
Unfortunately, the copies of the drafts of the others have been exhausted,

but more will be available when second drafts are made.

- -
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Harold W. Larsen
Eesearch Department

Decorsmpsm®

February 16, 1948 p |

Development Loans gnd Inflation

The dangers of inflation created by a development loan are very
similar to those which in sgricultursl and rev material exporting countries
have emerged from high export values and reetricted import volumes in recent
years.

If the development loan is "free", and exnendable in any menner de=
sired by the borrowing Government, the paraliel may be very close. To the
extent thet loan proceeds are transferred into domestic currency and used to
finance enhanced Government developmental expenditures, the inflationary ef-
fects in the short-run are identical in aggregate result with the effect of
incressed exvort values of equel size. Both crecte new money incomes and en-
large the monetary circulation pro rata, inducing a movement towards "full
employment", Both become inflstionsry when this monetary increase can no
longer be matched by incresse of aveilable consumer zocds, the most quickly
verieble supply of which is in both cases imports, for which, up to a point,
foreign exchange is aveilable, in the one case from exports, in the other
from the original development loan,

But, at the present time, there is an overall shortsge of aveil=
atle imports, the only country of immediate suppiy being the United States;
vhich has led to wide-spread "doller shortages". Heuce inflation, due to
high war and postewar exvort incomes coupled with physical import shortages,
has emerged in wany food ond raw material supplying countries,

This is a pattern which may well re-emerge from international de~

velopmentel lending. It is unlikely that any great proportion of such officisl

L. 81



lending will be "free", available directly for domestic dcvclopment expenditures.
The grester part, it is expected, will be linked to specific development pro-
Jects, and granted to enable the borrower to finance foreign purchase of ne-
cessary capltel equipment, Loans of this nature do not directly permit greater
consumer good imports; physical import shortsges (mentioned above) are replaced
by financial restriction., Yet the development progremme, of which the loan is
~a part, will increase domestic money incomes and mcnetary circulation in advsnce
of the increased flow of domestically ovroduced consumer goode resulting from
successful develooment. During the development period, that is, money incomes
are increaced without pro rata increase in [low of consumer goods, whether from
imports or from domestic production. Clearly, therefore, during that veriod
danger of inflation is resl.

Just how serious that danger becomes will depend upon the exact
manner in which the develomment »nrogresmme is administered and financed. Two
aspects may be distinguished; the shorter-period, concerned with the handling
of the development losn itself, and the longer-period, in which consequences
flowirg from the loan merge into the effect of the whole development vrogramme.

Consideration of the short-period cgntrea upon the menner in which
domestic financial transactions on account of import of developmentsl canital
equipment (originally purchased from loan proceeds) are handled. One possi-
bility is that such capital equipment remsins throughout in Government ovmer-
ehip, so that no subsgequent domestic financial transactione occur, and hence
no short-period inflatiocrery dangers arise. Another poseibility, at the
cther end of the inflationary scale, is thet such imported cavital ecuipment
ie resold by Government to private operatcrs, the nroceeds when received
by Government being used for current officisl expenditure. Here the effect
is wholly iuflationary, to the extent of the cgpital velue of the equipment

sold, and is closely perallel to the effect of an ecuivelent increase of ; Egg



export proceeds with no increase of available consumer zood imvorts.

Direct irfletionary pressure from this ceuse would disapoear if
the procceds of sale of imported capital ecuipment were "sterilised" by
Government, that is, withheld entirely from further domestic circulstion.
It is suggested that such receipts should be paid into a "Develorment
Capital Account, Foreign Section", and not disbursed in any form domesti-
cally, cither as current expenditure or expenditure upon domestic capital
account. So held, it constitutes a fund of local currency, availeble for
the domestic fiscal burdén of foreign debt service and redemntion, minim-
ising current domestic budgetary coste on this account. Final service and
redemption depends, of course, upon international balsnce of payment con-
ditions rather than upon domestic Ludgetary considerations: nevertheless,
proper treatment in Government accounts would later minimise consequential
budgetary disturbences such as have in the past led to infiation in many
countries%f

Even granted successful sterilisation of vroceeds of szle of
imported capital equipment, however, matters are probably not at an end
even in the short period. They would be only if purchasers of capital
eguipment were able to finance purchase wholly from genuine domestic savings,
whether their own or through issue of stock, It is more probsble that some
part at least of necessary funds would be obtained by advances from banks,
repfeaenting a new addition to monetary cirenlation., Suggested "sterilisation'

would prevent this incresse becoming cumulative, but the once-over conseguences

1] The argument may be encountered that a local currency fund so originated
should properly be availeble for development purposes in supplement of
domestic savings, by analogy with UWRRA prectice in come ccuniries with
relief supplies. The essential point here, however, is that the foreign
exchange correcponding to the fund has already been spent in accuisition
of imported ceavital ecquipment, and is in consecuence no longer available
to susiain domestic consumption during development.



remain. In the non~government banking sector, advances have incressed,
while commercial bank cash reserves have decreased, since the cheques
drawn against those advsnces were cleared against commercisl bank holdings
with the Central Bank, The commercial banking vosition is thus less
liguid, at a time when the vublic's genuine monetary requirements are prob-
ably increasing, in part under necessity of at some time repaying the
original advences, in the main for finence of incressed finsncisl and come
mercisl trensactions consecuential upon the progress of development.

Thue complete "sterilisation" of original capital proceeds may
in fact be too drastic, unless accompsnied by an official banking policy
designed to permit growth of domestic monetary circulstion in step with
growth of volume of domestic financisl transactions,

This merges into the longer-term problem, thet of avoiding in~
flation during a period of economic development. Such a development period
necessarily involves domestic expenditures, which may be considersble in
aggregate, in formation of domestic capital equipment. An example would
be local wage disbursements on account of construction of a dsm. Such
expenditures increase immediately spendable domestic money incomes, but
there is no immediately iuncreased flow of consumer goods, since development
takes time, and imports of consumer goods not increassble (international de-
velopment loans being taken up in the form of imported canital eouipment).
Thus economic development involves a lag between increase of money incomes
and increase of avallable consumer goods, during which special inflationary
dangers exist,

Normally, recipients do not spend the whole of income, but save
some part. If the part so saved is for the developing country as a whole,
equal to domestic development expenditure, income expended in consumer goods

(income not saved) would remain ecual to consumer gocds aveileble, and no -

84



inflation emerge in the transition period. Voluntary domestic sevings, that
is, would ecual domestic capitel formation. But by definition under-developed
countries are poor countries, and the rate of capital formation desirable

for their economic development is most probably in excess of voluntary domestic
saving. Hence, if the programme is to go through, domestic savings must be
"forced", either by fiscel policy (increasing current taxee to cover expen=
diture on capitel account), or by inflation (reducing the real. value of money
incomes), or by a combinztion of the two.

If one policy be used alone./tﬁe exclusion of the other, development
iteelf may break down, particularly if the gap between necessary sesving and
voluntary ssving be wide. Penal taxation rates may kill privafe initiative
and incentives. Runaway inflation would destroy the basis of orderly economic
action. Scome combination of the two may be the most workable compromise,
keeping both taxation incresse and inflation within limits.

But thcre may, in fact, be no accentable or practicable limite
unless the original development programme called for a rate of domestic
capital formation not too greatly in excess of domestic voluntary saving;
or, if that saving be very low, some portion of international development
loans be made "free", in supvort of domestic saving, and imvorted consumer

goods are available.
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TORIULATION AND

LPLEIBITATICH OF DEVELORIEIT PROGRAIIS

Purposes of In accordance with Article 1 of the Articles of Agreement, the
the IERD
basic nurnoses of the IBRD with respect to Development countries arej
1. to encoursge the develcpment of nroductive facilities and re-
gources in less—developed countries;
2. to promote priveate foreign investment, provided that such money
is not available and cannot be obtained by llember Governments on
reagonable terms;
3. to raise the standard of living =nd conditions of labor in Ilember :
Governments by raising nroduction and by promoting long-range |
- balaniced grovwth of international trade;
L, to arrange that loans are mnde so thot the most useful and urgent
projects will he dealt 'rith first; and
5. to conduct omerntions with due re ard to the effect of internation-
2l investment on buginess conditions in the territories of ilembers.
Interpreting the Sank's Articles with specific reference to
underdeveloped countries, it might be stated that the 3Sank has two
primary responsibilities: (1) assisting to create an environment of
fiscal and economic stability within the member governments so that
private capital can operate to increase productivity, and (2) lending
its ovn funds vhich 'ill supplement such capital.
Basic The IBRD, in accordance with its »nolicy, must raise the funds it
Objectives
of IRRD 1»nds from the investment maricets in the world, In itself, it is not
lﬂiifuuignmmcmgb eator of money. It is merely an instrument through vhich its
s — ~"~——~—ﬂ;:;]:s can top the investment markets. Zecause of this limitation
bl S T | A
COPY 1 upon [the Zank's abilit to ovtain funds, it must be recognized that
ol S _ b Thak eassol Findon ail 25 ibe development réquirements of all
COPY 8




The Bank
should not,
initialiy,
stimulate
loan re-
quests.

Procedure
of Members
in Apply-
ing for
loans .
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nations. The Bank cannot even finance all of the development re-
quirements of any one nation at any time, The Bank should spearhead
an attack of capital. However, the Bank will not achieve the purpose
for which it was established unless private capital ﬁill follow to
supplement and fulfill the capital needs of the Member Governments
over an extended period of time, Such private capital must be both
local and foreign, Therefore, in all lending operations, the Bank
must keep in mind not only that the projects financed are sound and
productive, but that the creation of fiscal and econcmic stability
within the Member Governments should be a primary, basic and immedi-
ate objective in order to secure its own loans, permit it to con-
tinue to railse money in the investment markets, and create an
environment into which private capital will feel free to come,

The burden of requesting financing from the IBRD rests upon the
Member Governments. At least in its initial stages, the Bank cannot
advise Members as to specific development programs, After the Bank's
credit becomes established and after the Bank's personnel become
more experienced, it may be possible to encourage the Bank's Members
to request loans and even indicate the type of loans in which the
Bank is interested. However, at the moment, it is suggested that
the B nk undertake no positive action, except that it should be
of assistance to Members by suggesting independent consultants who
might assist them with their development programs, provided that
the Members request such assistance.

All Member Governments should be notified by the President of
the IBRD that if they desire a loan, they should indicate such desire
to the Bank through the Washington Embassies, Executive Directors,

or by letter from the Ministries of Finance or Central Banks,.
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Action of -~ An indication that a loan is desired should be the signal for the
IBRD upon
notification Lien and Research Departments of the Zank to bring up-to-date major
of a ilember's
desire for a studies, statistical series and commoditv and finished material
loan.
studies affecting the country involved. Also, the Loan Department

should ascertain, informally the mnture of the loan contemplated.

Bank missions As soon as possible after the initial loan inquiry, the Bank
to ilember
countries. should send a mission to the country to confer with the leaders of

the Government. This mission should be headed by a representative

of the Loan Department and should have the following responsibilities:

1. to explain the functions and procedure of the Zank. Officials of
the Covernment should have a comnlete understanding of the RBank's
limitations, ability nnd powvers.

2. to piece-out the Zanz's existing background information and present
such supnlementary requirements or data as may be necessary.

3. to develop a "modus operandi" for negotiations from this point
onvard, It should be the nurpose of the mission to create the
beginning of a continuous relationship with the country. The
mission should explain the 2enlt's nrocedure and should arrange
for renresentatives of the country to come to the Bank for dis-
cussions as soon as the background information and nroject de-

tails are complate.

Requirements Before a loan ammlication is transmitted to "ashington, the
needed by Bank

before con~ llember Government should be notified that the following information
sideration of

a formal is desireds;

loan appli-

cation, 1, A dirgnosis of the principal fiscnl and economic nroblems

facing the country. Such disgnosis should deal with such fis~
cal matters os the budget, foreisn exchange position, Government
debt, flow of currency, ~nd basic economic nroblems.

2. A nrogram designed to remedy thege problems. If such a program



- o

cannot be created due to lack of technical skill, the 3ank should
stand ready to assist the country in obtaining necessary experts.
These experts should be pnrivate individusls who can be engaged by
the Government, The “ank should not undertnke to draft separate
programs of fiscal reform, It should merely indicate desirable
objectives, such as a stable budget, sound exchange rates, a
settlement of the external debt (see special paper on debt default),
etec.

Development 3. An overall integrated development program, in order to determine

e vhat the develonment recuirements of the country mey be and vhich

srojects are considered by the CGovernment to be the most useful and
urgent. If a single project is requestéd by a Government, such
project should be honored only in the firgt loan and even then
only if it is particularly uéeful and urgent, For the consider-
ation of additional lonns, a development program should be estab-
lished, Such prd:ram should include an analysis of the country's
development possibilities. Tor exarmle, the development of the
major resources should be evaluated in terms of comparative costs
and potential markets. Any snecific nrojects vhich the Government
has ready for financing should be listed in order of priority and
should include a detailed description of the »rojects, the costs
in both foreign and local exchange, the availability of local
capital, the nature of the administrative orgonizations designed
to undertalze the nroject, the nlans for the distribution of the
finished »roducts, and the imnact ~hich the project would have
upon the economy. If such a program cannot be undertaken by the
Government due to lacik of technicnl personnel, the Bank should

assist by suggosting independent experts, if so requested.
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4, The Government should also furnish a financial program showring
the financisl resources available to the Goverament for financing
development *rithin the country while still retaining a sound and
stable fiscal system. 1In this respect, the Government should
show the amount of money available for development in the budget,
the sources of obtaining additional money, if Dborrowing is con—
templated, and the estimated amount of local private capital that
night be obtained to assist in finencing the projects requested.

Upon receipt and investigation of the fisecal and economic
information, the Bank should determine vhether a locn of any kind can b
be made to the ilember Governments. If conditions exist which would
prevent an immediate loan, the ilember should be so informed. If a
loan can be made, providing nrojects are found worthy, the 3ank should
inform the llember as to security and representations that will be re-
quired. Agreement rith the country should be reached on =11 of these
points, together with a program of fiscal reform, if necessary.

If the Zank and the Illember Government are in accord as to the
security and representations, and other basic considerations of a loan,
and if the Bank has aporoved a loan to such countrv, subject to the
availability of good projects, the various developmental projects
should be revieved.

Frojects to be financed should be those which have the greatest
evmmletive lapact woon the ~conomy of the country, and which will tend
to most effectively reduce the existing fiscal and economic problems.
The projects “hich ar~ear to e the best from this point of view,
should then be analyzed as to their cost and the financial drain upon
the available local resources of the countrv. Horeoﬁer. such projects

should also be analyzed frcm the point of view of world or area needs.
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In choosing projects vhich vill be financed, every effort should
be mnde to ohtain local nrivate capital, in order to relieve the strain
upon the Government budget and in order to provide financially-inter-
ested manogement, as well as to stimulnte local capital development.
3efore any »nroject is ap roved, it is essential that the RBank satisfy
itself that the project is not only useful, urgent and productive, but
that it is well engineered, markets for the nroducts are available and
management is available and able to execute the plans, This may in-
volve the necessity of obtaining foreign engineers, technicians and
managers. It may even involve the necessity of obtaining foreign
financial prrticipation and, in certain instances, on a basis vhich
will be satisfactory both to the llember Government and to the partici-
pating foreign interest. The IBRD should visit, if possible, all
projects and snould obtain its ovm engineering advice wherever it
apnears to be required,

he I3RD should finsnce projects designed to industrialize under—
developed countries whenever such projects met the requirements stated
above,

In all of its loan activities, the Bank chould not be interested
in merely one larze loan. It should work t§ establish a relaticnship
vhereby the lending functions of the 3nnk can be extended over a long
period of time. Small loans for specific nrojects should be made
from time to time as the Government develons fiscal stobility, as it
becomes evident that such lonns can be absorbed without a too great
a strain upon the nation’s economy, as the nrojects themselves come
to fruition, and as the Sank's om resources are able to provide the
money. Development of a sound neture can only occur over an extended

period. Project loans are also indirectly balance of payments loans;
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thus it is important that continuous flor of canital be injected

into the llember Governments during their developmental phase, Atten~
tion is also invited to the fact that if a countrr realizes that
additional loans may be made from vear to wear, it will provide the
strongest possible incentive to renay these loans previously made

and to continue the process of achieving fiscal and economic stabili=
tye

In any loan mnde by the 2onk to a ilember Government, it is im—
portant that an agency be created or amointed which will be the
actual recinient of the loan and which, in turn, +ill relend the
money for the various projects agreed upon., This agency should act
as a portfolio manager for the IERD, As loans are made by this agency,
adequate security should be denosited with such agency and provisions
for periodic revorting on the loans should be made. This will place
the basic burden of "hHolicing" the loan clearly upon a local agency
of IBRD—=thus eliminating the chnrge of threatening a member's sov—
ereignty. It will also provide a vehicle through +hich the IBRD can
act over an extended period,.

It is of particular importance that representatives of IZRD
maintain a continuous contact writh lleriber Governments, Renresentatives
of the Bank should visit countries reguesting loans or to vhom loans
have been made frequently., Through this contact, it should be possible
for the Bank to molice its loans, assist its llembers in achieving
fiscal stability and assuring that the nroject loans are being made

for wellwdefined nurposes,

G.H. Clee
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I.

The IBRD's Relationship to Governments Undertaking Development

The Need for Action -

Questions which would be comic if they were not indicative of the
most abysmal ignorance regarding the Bank have been pﬁt by important public
men abroad to visiting officials of the Bank, Nany governments and officials
are actively considering ways and means of launching development schemes in
their countries, but it is clear that they frequently lack technical advice as
to how to set about it, Vhen schemes are first mooted, for instance, they are
often on a dangerously grandiose scale and could not possibly be absorbed by
the country except over a prolonged period of time, Very little attention is
paid to priorities and programs are insufficiently studied and frequently
changed at short notice, linisters and officials in these countries often
realize that the International Bank should be able to help them but they have
only the vaguest idea of how they should go about obtaining its aid., These
facts clearly demonstrate the need for the Bank to take the initiative and
acquaint the world with its aims, how it intends to work towards these aims,
and in general, the economic and financial factors which underlie its work in
the field of development,

ithat is most required to enhance the prestige of the Bank is that
governments and others should be brought to look upon it not only as a po-
tential source of funds, but also as a source of specialized economic and
financial advice,

On the other side, an attempt should be made to cause investors to
regard the Bank as a trustworthy source of information about conditions in
countries to which investment is being directed, so that in time the Bank may
have a chance to act as a regulator of the flow of investment to certain
countries. In this way, the volume of investment might be kept at a level

appropriate to the needs of any particular country or area - thus avoiding
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the disastrous consequences which are apt to flow from unsound and misplaced

loans,

Fields of Action =

There are, broadly speaking, four main headings under which the

Bank might take the initiative:

A

B.

Ce

The Bank's Structure and Organization -~ A factual understanding of

how the Bank is set up is the most rudimentary starting point for the
Bank's work. len holding important public positions in some of the
member countries have visited the Bank and asked for information of
this nature, In some cases they have been glad to receive simple
publicity pamphlets such as "What the International Bank lleans to
You," This shows that an effort should be made to spread information
more widely as to how the Bank functions,

Limitations on the Bank's Potential Action - It is as important that

member countries understand what the Bank cannot do as that they
know what it can do, A great deal of future disillusionment can be
avoided if too brilliant and alluring a picture of the Bank's pos-
sibilities is not now painted.

The Type of Program which should be -submitted §g_the Bank - There

appears to be a widespread impression that the less advanced countries
only need to obtain a grant of U, S, dollars to be able to realize

in a few years their dreams of economic prosperity. This is untrue,
aot only in relation to the activities of the Bank whose resources

can never be adequate to deal with more than a fraction of the

world's potential development, but also because of the physical,
economic, and social barriers to unreasonably rapid development,
Furthermore there will arise in almost every case the problem of at-

taching the correct priority to the various projects from the point
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D.

Methods

of view of obtaining a maximum contribution to the productivity and
foreign exchange resources of the country in return for the capital
outlay, A thorough examination should be made by the countries them.-
selves of every means whereby they can help themselves and thus avoid
assuming an unnecessarily large debt burden, Consideration of these
factors should take place preferably before these countries turn to
the Bank with a request for finance, but in any case, the attention
of their governments should be directed to this side of the matter
by the Bank at a very early stage, so that awéreness of the above
mentioned factors can be reflected in the programs,

Internal Reform and Policy - A sound groundwork of economic, fiscal

and social reform is often required before a development scheme can
be launched, This may entail the preparation of legislation. Re-
lated questions such as local investment to cover the part of the
program not financed with foreign exchange, and the availability in
the country of trained technicians may also need consideration, The
necessity for examination of such matters might appropriately be made
clear in material or discussions which the Bank sponsors in order to
provide a fuller understanding of the economic framework in which it

operates.

A. General Educational Campaigns - The most obvious means of spreading in-

formation on the Bank and its activities would be an educational campaign

directed not only in generalterms to the more or less well-informed

business and banking circles in member countries, but also aimed in an

appropriate manner more directly at linisters, civil servants, central

bankers, and other prominent people, The technique has already been

developed to some extent, A variety of published material can be used,
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Some sort of question and answer pamphlet about what the Bank is setting
out to do, such as is at present under consideration by the Public Re-
lations Department, would be of value., It has further been suggested
that material should be prepared giving a detailed description of how
the Bank studies a loan application, emphasizing the care with which all
phases of the applicant's economy are examined. This would bring home
to governments and officials the importance of their turning to the Bank
for advice at the inception of their planning, It would also help to
persuade them to produce the required information more readily when
making a loan application and to consider more realistically the size
and priorities of their plans in relation to the capacity of their
countries to carry them out, as well as to the possibilities of obtain-
ing the necessary internal finance. The question and answer pamphlet
and the description of the Bank's treatment of loan applications would
be useful, also, for wider circulation not only in the potential borrow-
ing countries, but also in financial and investment circles in the U.S.A.
and elsewhere, All material of this sort for circulation should be
translated into several languages,

Other International Crganizations - As far as possible, the Bank should

cooperate with other international organizations in the promotion of ec-
onomic development, The aims of all the international agencies working
in the development field are excellent but it appears unlikely that most
of them will often be of use to the Bank in connection with its own
problems., Nevertheless it is clearly necessary for the Bank to remain
in close contact with some of the U.N. specialized agencies if only to
prevent misunderstanding on interpretation of its aims, A perusal of
the recent report of the U.N. Sub-commission on Develnrment. seems to

confirm this view,
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Missions and Yersonal Contacts - By far the most effective means of

acquainting leading figures in underdeveloped countries with the Bank's
development policies is through personal contact by members of the staff
of the Bank traveling abroad, It must be recognized, however, that this
means is limited by the size of the Bank's staff and by the large number
of countries wishing to undertake development, as well as the number

and diversity of the problems confronting them, The Bank may never

have a large enough staff of experts to permit them to spend lengthy
annual periods in a large number of countries and cover the whole ground,
It is however important that member countries in Latin America, for
instance, should not feel cut off from the Bank, This would partly be
obviated by having members of the staff who would permanently be located
as the Bank's representatives in an area, Their presence could be sup-
plemented by periodical visits of the staff in Washington., In the long
run it will in any case probably be found desirable for one member of

the staff to remain in fairly constant contact with a particular coun-
try's representatives from the inception of the preliminary conversations
right up to the conclusion of the loan negotiations and thereafter, as
necessity may arise, in order to maintain that confidence which in prace
tice is not always accorded to a succession of strangers,

The question of security for the Bank's loans will be dealt with
in another paper, but it is obvious that this is a matter of peculiar
delicacy when dealing with sovereign governments, Even where a loan is
made to a private corporation, it will still have to be repaid in foreign
exchange, dealings in which have by now in the majority of cases been
placed under strict governmental control, Repayment is in any case
guaranteed by the member government concerned, This means that in some

cases the Bank's best hope of obtaining repayment will lie in a tactful
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supervision of the borrowing country's policy through almost daily con-

tacts with officials and ministers on the spot, This would enable the

Bank to receive notice of any impending crisis likely to impair the

country's capacity to service the laon as far ahead as possible so as
to permit of corrective action being taken in time to avoid default,

Research Department Studies - The Research Department of the Bank might

be of the greatest help if it were able to make thorough economic and
financial studies, Such studies should not only be cf world-wide trends
concerning industries, commodities, population, etc., but also of the
importance of those trends in relation to the problems and potentialities
of different areas and of the individual countries which compose those
areas, Publication of such works when completed by the Research Depart-
ment would do a great deal to increase the Bank's stature in the eyes

of governmental and educational bodies all over the world and would

serve to make it clear that there is an advisory side to the Bank's
functions, which is as important in many respects as its lending
operations,

Directors and Alternate Directors - Another useful way of spreading in-

formation about the Bank's role is to utilize as much as possible the
Bank's Directors, lany of them are appointed to represent several governe
ments besides that of their own country, and it is possible that they are
not able to devote an equal amount of attention to each. They are,
nevertheless, in frequent direct contact with the governments which they
represent, and from time to time they should pay visits to these countries,
One of their most useful functions is to explain the Bank's policies to
their governments, and to this end they should be provided with material
suited to the Bank!s purpose, including the educational publications

described above,
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F. Cooperation of Major Stockholding Governments - The Bank is a cooperative

institution whose members have én interest in using its facilities to
obtain finance and also in contributing to its general success. The
cooperation of its major stockholding governments might, therefore, be
enlisted in the spreading of information about the Bank through their
embassies and legations in the underdeveloped countries, Commercial
and Financial Attaches occupy ideal positions from which to do this,
and every eflfort should be made to ensure that they are kept informed
by their governments of the Bank's policies and activities, and that
they receive instructions to pass the information on to those with whom
they come into contacte. In this way they will help to stimulate in- -
terest in the Bank, Furthermore, members of the Bank's staff, when
traveling abroad, should make a point of meeting the diplomatic staff,
as well as the financial and economic representatives of the United
States, United Kingdom, French, and other governments in order to
awaken their interest in the Bank, Through the agency of governments,
embassies might also be provided with a suitable supply of the Bank's
publicity material,

Embassies could also be of zreat assistance to the Bank in helping
to keep governments on the right lines once a development plan has ac-
tually been begun, GCovernments are frequently unstable, and, when they
fall, their successors do not always carry on along generally agreed
lines, There may be 2 risk, therefore, that action which has been
undertaken at the instigation of the Bank may be discontinued suddenly
or else that a disruptive change of plan may take place for political
reasons, Concerted pressure on the part of the principal embassies as
well as representatives of the Bank might help to prevent such a course

of events., It is, in any case, a delicate question to decide just how



far the Bank should go in keeping a watchful eye on a country's economy
once a loan has been given, and the cooperation of embassy staffs could

greatly ease the difficulties,
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At the meeting which took place on Friday, February 6, it wae agreed
that the following additional papers should be prepared for early discussions

1. Trend of recent economic development
in Latin America, How has it been financed?
2, Policy for the Bank in latin America.

3. Effeet of Marshall Plan on Latin

Ameriecan development,
4o Private capital lending,

5. Should the Bank make local currency

loans?

6. Sumnary of conditions necessary to
prevent loans from being inflationary,

7. Mobilization of domestic savings,
8. What security should the Bank require

for 1ite loans?
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distribution to the other members of the Committee, It is hoped that the Com=

mittee may meet on Wednesday mext (February 11) to discuss the first group of

papers,
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Item II~E of Agengg

HOW CAY THE BANK SECURE ACTIVE COOPERATION OF PRIVATE I:WESTORS,
BOTH LOCAL AiD FORZIGY, I DEVILOPIE.T PROJECTS?

1. Introduction

The Bank has been intended as an agency that, through its
own activities, would encourage and promote private foreign in-
vestment in member couptries, the vsge of its own funds being con~
ceived principally as a supplement to private investment when
private capital is not available on reasonable terms. It there—
fore seems pertinent that the Bank should be more active in pro-
moting orivate foreign investment, especially in view of the
practical problem in the immediate future posed by the limited
capital funds of the Bank itself and the uncertainty regarding
future borrowing.

Before attermting to answer any specific questions it might
be useful to set out an important aspect of the problem faced by
foreign vprivate investors generally. Specific obstacles to pri-
vate invéstments are dealt with later.

A first sten is to ask who are the private investors of
today. Private capital may be provided (a) out of earnings and
reserves of existing enterprises with investments abroad, or (b)
enternrises as yet without substantial interests in other coun-
tries. (c) It may consist also of individusl savings borrowed
directly from the capital market by either of the types of entere.
prige just mentioned, or subscribed asg additional stock to the
latter. (d) The capital may be provided by "new" investors, presum-
ably the so-called venture capital. (e) Finally, one may think too

of the substantial supnlies of capital funds reaching the market



indirectly, via different institutions; whether they are available
for subscription to capital stock of new nrivate enternrises in
development countries, or whether they can only be used via Inter—
national Zank bond issues or other fixed yield investments is a
question to be determined.

But, broadly speaking, one thinks of two kinds of private
investors (vherever they get the funds from): one is the already
established enterprise and the other is the newly-created rigle
taking enternrise or venture. 3Both these kinds of investors
have three potential fields of investment (again sweaking broadly):
rawv material and foodstuffs production, public utilities, and manu-
facturing and services.

The main problem facing orivate capital in the raw materialg

and foodstuffs field is that "world markets" no longer exist for
such products in the 19th century sense of the term. It is no
longer possible, by and large, to go into the development of oil,
minerals, cereals, fibers, fruits, or other foods hoping to compete
freely in world marlets. Today it seems to be necessary to ensure
sone sort of carefully prepared tie-~up with the consumer of the
products, whether foreign or national, if any foreign investment is
to be made at all in the development of natural resources. In spite
of the present attempts at liberalizing international trade and
creating conditions of wider competition, the praspect seems to be
that, either for monetary or.for general policy reasons, new invest-—
ments to nroduce natural rescurces would require some previoug
agreement as to the market for the nroducts. This leads, in

many cases, to the consumers theméelves making the investment or

participating in it, for example, steel mill interests investing
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in the development of iron ore deposits. In other cases
it may mean that a field of activity is already more or less
monopolized or subJect to market arrangements so that inde-
pendent producers may not enter into it with any prospect
of success unless they became absorbed by the larger enter-
prise. This could conceivably occur in the development of
certain minerals, petroleum, etc. If private, independent
venture capital is thus excluded and the additional investments
in a development country must be carried out substantially by
the already existing companies, there is no assurance that the
latter's policy will be one of expansion unless they can obtain
for the future very favorable conditions from the borrowing coun-
tries. Their attitude toward new investment is very much colored
by their past experience, when (a) they were accustomed to obtain
extraordinary concessions and more or less behaved as they thought
fit in return for a small royalty payment or a grudgingly-paid
tax, and (b) they started fighting a losing battle against nation-
alistic economic policies, which have ranged all the way from
regulations about proportions of foreign employees to national-
ization of the sub-sﬁil and even of the investments themselves,

But even where the linking of the proposed investments to the
consuming markets is not an important consideration, there is the
additional problem that in most cases it would be necessary to link
the development of raw materials to national economic policies.
The latter are not always very consistent. There may be no actual
development program, but there is bound to be at least a "national
economic consciougness" involving at least a feeling that in any
foreign investments in primary product development there is nearly

always a danger that the foreign capital might behave in ways
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detrimental to the country. At best such foreign capital would

have to conform to a new type of concession or franchise, to regula-
tions concerning ownership of resources, or concerning participation
with local capital, regulations concerming labor, stipulations as

to meeting the needs of the domestic market, tax provisions, etc.
which might easily be discouraging.

All this is not intended to mean that no private foreign in-
vestment at all is possible in those filelds. But certainly there is
a general problem of fairly great importance, and it will be a dif-
ficult one to solve since it will not depend exclusively on what the
borrowing country may do to attract the foreign capital, but also on
the policies of the already established foreign enterprises.

Regarding the field of public utilities, where the market is

nearly always local, the deterrent to private foreign investments

would seem to be mainly the possibility of transferring earnings out

of the country and the fesr of having earnings\limited by leglslation,
coupled with the fear of eventual nationalization. It 1s not an easy
field to enter, the sums of capital required may be unduly large and
the periods of construction long; the returns on the investment are,
furthermore, not likely to be as large as in other fields. Furthermore,
some of the equipment required seems likely to become searce during

the next four years at least.

Investment of private capital in manufacturing industries and in

gservices offers a more open field. It can takg the form both of the
setting up of subsidiaries by established companies or of new indivi-
dual enterprises. The latter have the advantage that the owners of
the capital provided frequently become residents of the borrowing
country. But even subsidiary manufacturing concerns, it is true

to say, have given relatively little cause of complaint or friction
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with the national govermments., liost of them comply readily
with the laws of the countries, do not demand special priv-
ileges, usually pay high wages and, if anything, are concerned
mostly with securing fair treatment in general and assurance of
transferring earnings out of the country in particular. The
problems for this field of investment seem to be that such type
of investment is largely a matter of whether raw materials, power
and transportation facilities are locally available, whether the
domestic market is wide enough to make the enterprise economical
and whether legal and other arrangements, including participation
with local capital where required, can be fairly easily made. The
experience of the last decade or so would seem to indicate that
there are, broadly speaking, two attitudes among potential inves-
tors in manufacturing: those who, in addition to complying with
the laws and policies of the countries in which they invest, also
take pride in contributing something to the development of the
country, and those who consider the proposition merely as something
in which to invest money and get a return, regardless of anything
else, The latter are the type who have shied away and who are
vocal in complaining in advance of unfair treatment, exclusively
onerous conditions and so forth., Whether they can be persuaded
to change their attitude remains to be seen.

To complete the general picture it should be mentioned that
a problem affecting all fields of investment is the fear of dis-
crimination against foreign capital, a subject dealt with sepa-
rately later on, Similarly, uncertainty regarding the return on
investments affects every field. It should be possible for the
Bank to help to create conditions which would guarantee a better

economic outlook in general.
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2. Should the Bank Encourage and Assist a Development
Program by Financing a Portlon ol 1t and the Rest
Being Provided by Private Lending?

The answer to this question depends first, on what
is meant by "program," secondly, on what kind of private lending
is envisaged, and thirdly, on what type of country one is
thinking of.

To take the last point first, it may be possible to
distinguish three broad types of development countries:

a, Predominantly primary producing countries, small in
population and resources, with a very low standard of
living, generally very undeveloped and even
culturally backward,

b, Countries that, while still relying largely on the
production of primary products, have reached a mod-
erate stage of development including transportation,
textile, metallurgical, chemical, and other industries,
processing of raw materials, etc., but still with a
low average standard of living and,

c. Countries which, although still classified as develop=~
ment countries and producers of primary products, have
a highly productive agriculture, a considerable amount
of industry, an abundance of local savings and, in
general, a higher average standard of living.

The reason for classifying countries in this manner is
that the types of economic programs in each one are likely to be
quite different. The first group is likely to have no program at
all, even to the extent that there may be no national policy, and
no idea of how to go about developing the country, The second is
likely to have some sort of a national economic policy but a very

uncoordinated program insofar as a program exists at all; at best
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it may be an actual consciousness of the peed for carrying
out some of the basic development work such as road=building,
improving port facilities and waterways, generating power and
so on, but with little idea of what the task may require in
terms of real and financial resources and of its significance
in terms of alternative means of action. It is only the third
group of countries which probably has anything that can be
called a satisfactory development program in the sense that the
responsible social groups and the government know what can be
achieved and how,.

This poses a serious problem for the Bank. If the
less-developed countries do not even have a satisfactory pro-
gram, how far should the Bank go, let aloné in financing a portion
of it, but actually in assisting them to formulate a program? This
is a subject which is to be dealt with in a separate paper but it
may be said here that if no program exists and the Bank, directly or
indirectly, does nothing about it, the Bank would not have
much influence in encouraging private foreign capital.

The problem is perhaps even more complicated by the fact
that some of the countries we have in mind, especially the small,
very undeveloped countries, seem to be typically countries where
develepment has to be undertaken very substantially by the Govern=-
ment rather than by private capital or, at any rate, under Govern-
ment sponsorship. Two interesting examples of this are Guatemala
and the Philippines, where a tendency toward Government enterprise
or sponsorship seems to be very strong, If, however, it is felt
that the Bank should not wait until a development program be

formulated, with or without its help, the possibility of financing
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individual projects of basic necessity, as distinct from a "program",
might be explored further,

In the second and third groups of countries, where the
difficulty of the existence of a development program is at least
partly overcome, the Bank could undertake to finance parts of the
program in order to encourage private lending to finance the rest
of it insofar as the program has room for private capital. But
what sort of private lending.do we mean? Do we contemplate the
investment of risk capital, or additional investments by existing
enterprises, or the purchase of bond issues? In view of what has
been said about the general outlook for different fields of in=
vestment, it hardly seems very likely that private lending of the
risk-capital type or even of the established-enterprise type could
go into anything but manufacturing and service industries. Invest=
ment in bond issues, on the other hand, might be possible if there
were adequate guarantees given, perhaps by the Bank itself, If the
prospects of private capital going in are not very hopeful, and
if a development program as such aims at only the basic needs, it
would appear that the proportion that the Bank might have to
finance would be relatively large.

This ties up with the thought that the Bank's action is -
to serve as an encouragement to private capital investment and
to private lending in the sense of a sort of insurance that basic
development will lead to conditions favorable for private capital
activities, it would then seem that the Bank would have to partici-
pate quite largely in determining the type of development program to

be acopted including its qualitative aspects, such as a certain degree
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of direction or control over the kinds of capital formation.
To put it in other words, it is only if the Bank steps in in
a big way that it can have much appreciable effect in encour-

aging private capital investment.

Given this background, the Bank's action on a number
of specific points might help to promote private investments.
Such action could include(these points are capable of further
elaboration):

(a) To create the proper atmosphere for the borrowing

country among private investors,

(b) To promote, encourage and even finance the study
of investment possibilities and projects in the
borrowing country,

(c) Tc "sell" the program and the specific projects to
potential investors,

(d) To aid in removing any unreasonable obstacles to

foreign investments, and

(e) To provide appropriate guarantees where necessary.

There are a number of other complications relating to
the precise type of project particularly appropriate for the Bank.
Public utilities have been mentioned as a possible appropriate
kind of project, assuming that this would cover power, railways,
tramways, airlines and transportation in general, port develop-
ments, gas, telephones, municipal water-works and drainage,
irrigation schemes, etc, The question arises: would it be

- sufficient from the point of view of private capital that such
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kinds of projects be undertaken, or would private capital be better
satisfied if the Bank undertook additionally or alternatively to help .
finance some of the other bottlenecks of economic development which
may include the production of agricultural machinery, petroleum devel-
opment and refining, road-building, colonization schemes, foqd supply
projects, and so on? From the standpoint of the Bank, some would
have the disadvantage of not requiring very heavy foreign excliange
outlays (the possibility of financing part of the local currency
expenditure is to be discussed in another paper). Another problem

is created by the fact that the probable yield on some public utilities
is too low to cover the interest on the Bank's loans. There are also
problems connected with the fact that some public utilities require

at least a participation of foreign private capital in view of the
requisite technical knowledge which usually accompanies it. And
there are questions of management of public utilities in which there
may be very little local experience, It may well be possible to

work out arrangements for having private capital participate tech-
nically but not financially, or of bringing together local private
capital into the schemes with foreign private capital. The question
arises, too, as to whether borrowing countries have banking or other

institutions capable of channeling the flow of local savings.



3. Should the Bank undertake to guarantee private foreign
capital investments in development projects?

(This point open for discussion)

L. What have been the most important obstacles to private
foreign investment in various countries? Cen these
obstacles be removed through international agreement or
otherwise?

Obstacles to private foreign investment may be economic or
non-economic in nature. By economic is meant the conditions regarding
raw materials, market, transportation, labor supply, etc. that make
possible and profitable a new investment. Those facing the investor
in an undeveloped country are no different in nature from those facing
him in a developed country.

A distinction seems to arise, however, with regard to
non-economic sbstacles, An enumeration of the chief of these follows:

a. Lack of equality in access to law and fear of

arbitrary behavior by the administrative authorities. The elimina~-
tion of this obstacle is reasonable, although it is to be doubted
whether investors' proteste are likely tn be sicecessful should they
be directed against existing constitutional provisions in the
borrowing country.

b, Double taxation, Means are being studied to prevent it.

c. TFear of discriminatory taxation. Vhile it appears to

exist in some cou ntries, it is sometimes merely the result of the
fact that some specific activity that is taxed more than others is
mononolized by foreign capital.

d, Comoulsory reinvestment of profits,

e. Compulsory participation with local capital, A variant

of this is compulsory 51% majority of local capital.

f. Rigid provisions regarding percentages of local and
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foreign employees, technicians, directors, etc,

g Fear of nationalization.

h, Restrictions on ownership of land, mineral deposits, etc.

i, Restrictions on the transfer of profits,

Apart from the pressure brought to bear on certain countries
by foreign Governments or by business groups, which has no doubt resulted
in the reduction or elimination of some of these obstacles, there has
been no concerted attack on the obstacles. However, some countries are
known to accord foreign capital satisfactory treatment, and others have
gone a long way to eliminate any suspicion of discriminatory practices,

Judging by the efforts of the last year or two, the attempt
to remove these obstacles by international agreement has not met with much
success, Such international agreement has taken the form of a proposed
"investment code", The League of Nations published a report by a special
joint committee which met in 1945, This report, although it does not
suggest an outline of an investment code, does nevertheless survey the
problem and make recommendations as to ideals to be achieved, behavior to
be observed by foreign investors, minimum conditions to be offered by
borrowing countries and relations between capital~-exporting and capital=-
importing countries,

Subsequently the Economic and Social Council of the U,N.
suggested that a study of an investment code be taken up by its Subcommission
on Economic Development, The first meeting of the latter was held in
December, 1947, but that subject was dropped from the agenda, although
reference was made to it with special emphasis on the protection of the
capital-receiving countries.

Meanwhile, the I,T,0. Preparatory Committee at the London

conference in November, 1946, proposed a technique of consultation under

which the ITO could attempt to seek redress for the investors in cases in
which the latter considered that a particular mational policy was igguiﬁggs
L]
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This line of approach was considered to be weak, however, and it
was abandened.

The next stage was the Geneva Conference of 1947 to draft
the I.T.O0. charter, The United States delegation tried to obtain a
more definitive statement on the rights of investors, namely that
there should be equal treatment, except when announced publicly to the

contrary, provided there were most favored treatment and just compen-

sation in cases of nationalization. A further suggestion was made that v -

the Government of the investee country should file, in each case, a
statement with the I.T.0. setting forth conditions, requirements or
restrictions of the country, applicable to the opportunity for making
investments and to the treatment of existing and future investments.
It was still felt, also, that the I,T.0. should take the initlative
in the matter of an investment code. A complementary aspect was that
the conference envisaged the creation of a Committee on Economic
Development and Investment,

The United States proposals at Geneva were initially
well received but later objected to and were watered down by the
United States delegation itself. Some of the objections were techni-
cal, and others were of a political nature. The wording adopted at
Geneva was introduced again at Havana where the United States dele-
gation has reduced the proposed provisions to providing mere consul-
tation., There seems no prospect of getting a text which would give
jnvestors generally enforceable rights.

The conclusion seems to be that, given the apparently
conflicting interests between the developed and the undeveloped

countries, it is not possible to obtain agreement to an effective
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investment code setting forth genersl obligations as to the treatment
of foreign capital. It is notable that even a country like Australia,
which is said not to have discriminated against foreign capital, is
reluctant to undertake genergl international commitments, This would
seem to indicate that the general investment code procedure has been,
up to now, weighted heavily on the side of the investor countries in
its demands upon the borrowing countries. Unless the whole approach
is brought down to a level nearer the interests of the capital-import-
ing countries, no definite commitment seems obtainable,

A specific proposal has been made by a close observer of
the subject over the last two years, namely, that of filing "invest-
ment agreements" with some international organization, be it the I,T.O.
or the IBRD. An outline of this proposal is given below for purposes
of discussion,

It may well be, however, that the first and most important
thing to do, at any rate from the point of view of this Bank, is to
make a careful survey among investors (both individuals and corporations),
as well as in business and financial circles of the United States, to
ascertain what precisely are the obstacles which at present (as
distinet from 5 or 10 years ago) are holding back foreign investment in
undeveloped countries, or in particular areas or particular countries,
The so-called obstacles to private foreign investments seem to have
- been taken a good deal for granted. Potential investors are often
apt to generalize on the basis of one particular experience or as a
result of having approached investment in a particular country start-
ing out on the wrong foot., There would appear to be a considerable

amount of mis-information and misunderstanding among potential in-



vestors, for example, as to taxation, participation with local
capital, 51% rule, ete, It would be very advisable for the Bank,
therefore, to poll opinion among the investor public,

Whether or not such a poll were to reveal results dif-
fering substantially from what is now teren for granted, it should,
at any rate, indicate the lines along which the Bank could act among
the lenders and investors themselves, The need is keenly felt for some
organization to persuade the sometimes recalcitrant investors to change
their attitude by pointing out to them the cases in which their fears
are unjustified and helping them realize the constructive forces at
work in borrowing countries,

It would seem that any success in that direction would
help a great deal towards eventual adoption of an investment code or
some intermediate transitional scheme such as that of "investment
agreement filing",

This system envisages "foreign investment agreements" to
which the .Government of a borrowing or investee country is a party
or in which it has an interest. The agreement would lay down the
conditions, restrictions and general regulations to which the partic-
ular investment is subjected, and the Government could file it with
an internationasl organization such as the I.T.0. or possibly the IBRD,

Some disadvantages are recognized such as:

a, It could not apply to past investments, nor to cases
whéré the Government is ﬁét ; party;

b, It would permit Covernments to discriminate,

¢, It would lead to pressure by investors on their own

Government to bring pressure in turn on the Covernment in
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the investee country to enter into an agreement with
the investors,

On the other hand, such a system would have advantages:

as That, in return for the contractual system of conditionms,
restrictions, ete,, binding the Government and the investor,
the Government would have a guid pro guo in the form of a
definite and tangible investment,

b. That the case could be heard by an independent arbiter.,

As regards having the system handled by the I.T.O., there
is this in its favor:

a. The I.T.0., in view of its other functions, is better
adapted than other Agencies,

b. It would be an aid to the I.T.0.'s economic development
activities,

¢. In the I,T.0, there is likely to be only one vote per
member, and

d. There are less conflicting interests in the IiT.O.

Among the disadvantages in having the I.T.0. handling
it are:

a. The larre number of other functions of the organization
which may be more important or urgent, and
b. A delay in setting the I,T.O0. up.

A possible suggestion wouid then be that the Bank
participate actively in the matter., The Bank (or the Fund) might call
a conference on the subject of the trestment of foreign capital and
the possibility of filing investment agreements. Three main questions

would have to be answered first:
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a, Could, and should the Bank take over the filing functionm,
b. Would there be a conflict of interests between arbitration
on this matter and the loan functions of the Bank, and

¢. Vould sanctions be necessary?

In conclusion, the proposal for filing investment agreements
is not specifically recommended in this paper, either in general or for
the B:-nk, but it is hoped that the Committee will discuss it and that
any other alternative methods of achieving similar results will be

brought up and outlined for consideration by the Committee.



February 5, 1948

Committee oq_pe?elogmant Policy

Summary of Mr, Luxford¥s Memo on Enforcement of "Foreign Investment
Agreements",

Mr, Luxford proposes "investment agreements" (to which a Government
is a perty) as part of measures to safeguard foreign investments from un-
reasonable Governmental action,

He makes a brief review of recent developments in connection with
the subject of a foreign investment code:

1, The Economic and Social Council of the UN instructed its
Subcommission on Economic Development, in February 1947, to study the need
for an international investment code. Mr. Luxford concludes that, especially
since the emphasis in the Subcommission has subsequently been on protecting
the country receiving the investments, the prospect of an effective investment
code is very remote in this line of approach.

2, The I.T.0., Preparatory Committee, at the London Conference of
November 1946, proposed a technique for consultation for cases in which the
investor believed he had been injured. The possibility of I.T.0. sanctions
was envisaged., However, the chances of this approach are also week,

3¢ The next stage was the Geneva Conference of 1947 to draft the
I.Te0o charter, The United States delegation tried to obtain a more definitive
statement on the rights of investors, namely that there should be equal treat—
ment, except when announced publicly to the contrary, provided there were most
favored treatmenty and just compensation in cases of nationalization., A
further suggestion was made that the Government of the investee country should
file, in each case, a statement with the I,T.0, setting forth conditions,
requirements or restrictions of the country, applicable to the opportunity for
making investments and to the treatment of existing and future investments,
It was still felt, also, that the I.T0, should take the initiative in the
matter of an investment code., A complementary aspeet wes that the conference
envisaged the creation of a Committee on Economic Development and Investment.

The United States proposasls at Geneva were initially well received
but later objected to and were watered down by the United States delegation
itself, Some of the objections were technical, and others were of a political
nature, The wording adopted at Geneva was introduced again at Havana where
the United States delegation has reduced the proposed revisions to providing
mere consultation, There seems no prospect of getting a text which would give
investors generally enforceable rights.

££.90 >

Mr. Luxford believes that the general a;pliznkizgk procedure is not
feasible, The reluctance do undertake a general international commitment comes
even from a country like Australia, which has not discriminated against foreign
capital, Instead of that, Mr, Luxford proposes a system whereby any member of
the I.T.0. may file with the latter "any foreign investment agreement to which
it is a party or in which it has an interest", thereby permitting any complaints
to be heard by the T.T.0.



There are some disadvantages to this propossl which he, himself,
recognizes:

a. - It could not apply to past investments, nor to cases where the
Government is not a party,

be It would permit Governments to discriminate,

¢. It would lead to pressure by investors on their own Government
to bring pressure in turn on the Government in the investee country to enter
into an agreement with the investors.

On the other hsnd, such a system would have advantages:
a, That, in return for the contractusl system of conditions,

restrictions, etc., binding the Government and the investor, the Government
would have a quid pro quo in the form of a definite and tangible investment,

b. That the case could be heard by an independent arbiter,

¢. Thet the I,T.0, is to be empowered in any case to employ sanctions,

d, That there would be flexibility in interpretation.

s

It uL- recommended then that a beginning be made with this filing
procedure on a voluntary basis and that its scope be enlarged laters; Both
the Bank snd the Fund could help to get members to give a broader application
to the procedure in time, especially if the Bank were to enter the guarantee

field; and in some cases in connection with debt settlement programs., The
procedure is essentially to be understood as a stimulus to investment,.

As regards having the system hendled by the I.T.O., there is this
in its favor:

a. The I,T.0s, in view of its other functions, is better adapted
than other Agencies,

be It would be an aid to the I.T.O.'s economic development activities,
c. 1In the I.T.0, there is likely to be only one vote per member,and

d. There are less conflicting interests in the I.T.0.

aAmong the disadvantages in having the I.T.O0. handling it are:

2, The large number of other functions of the organization which may
be more important or urgent, and

be A delay in setting the I.T.0. up.

A possible suggestion would then be that the Bank participate
actively in the matter. The Bank (or the Fund) might call a conference on the
subject of the treatment of foreign capital and the possibility of filing
investment agreements. Three main questions will have to be answered first:
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a. Could, and should the Bank take over the filing function,

be Would there be a conflict of interests between arbitration
on this matter and the loan functions of the Bank, and

co Would sanctions be necessary?

yLUs js



Victor L. Urquidi February 5, 1948
.John M. Penton

Development Policy Committee

Mr. Garner is ous that the Development Committee should press on
urgently with its work )fith a view to the formulation of the Bank's poliecy to-
wards Latin Amriu.x Latin American problems require more urgent attention
than those of other development areas of the world, and our objective should
be ultimately to provide Mr. MeCloy with the basis of a statement which he could
take with him to the Conference at Bogota.

This will necessitate the calling of a meeting of the Development Com-
mittee early next week and a review of the agenda in order to see what papers
can be produced, if only in rough form, speedily and in such a form as to stim-
ulate thought on Latin Mmerica. Before convening the full Development Committee,
however, I should like to have a talk with the Loan Department's Development
Committee, and, consequently, I hope that it will be possible to lrrmgu a meet-
ing tomorrow (Friday). I would suggest 11:00 AM, but if this time is unsuit-
able to anyone, perhaps he would get in touch with Miss Pahl with a view to fix
ing another time for the meeting which would be convenient to all concerned,

ce: Messrs, Clee
Skillings
Console



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

January 30, 1948

Mr, Demuth:

Mr, Rist reouested that I
send to you, on his behalf, two
copies of the asttached memoran-
dum on "Industrialisation and
Economic Development".

-

Harold Larsen,

Economic Policy
Studies Staff,
Research Department,

Attachments 2



Industrislisation and Economic Devel opment

"Industrialisation" may mean either the economic development of
"backward" countries, or a proportionate growth within a country (itself
at any stage of economic evolution) of industrial factory production, as
contrasted, for example, with agricultursl production. Industry may be
classified as either primary, (broadly speaking, sgricultursl and pastor-
2l) secondary (factory output of manufactured commodities) snd tertiary
(non-commodity output such as transport, electric power distribution, and
direct personal services). Using this classification, "industrislisation"
in the broad sense embraces both increased efficiency of primary production
and simultaneous emergence probably of secondary and certainly of tertiary
industry. In its narrower sense, it may mean only a proportionate growth
of secondary industry.

That is, in its wider meaning of economic development, "indus-
triaslisation" does not necessarily and in every case involve any great
growth of secondary or factory industry. It denotes a change in the methods
and perhaps range of production, potentially embracing the whole scale of

productive activity, a change brought about by introduction of more modern
L et

technicues using increasing capital eouipment and able to draw more fully

~on netive npatural.resources. "Industrialisation" in this sense is thus

equivelent to capitalisation, production becoming more "mechanised" an

sty

less manual, Historically, the result of such capitalisation has been con-
R R

eiderable increase of output and national income., And in certain conditions
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"industrialisation" may have this result without any emergence of heavy in—
dustry proper, without the appearance of new Pittsburghs or Birminghams in
"beckward" coﬁntries. Essential capitalisation mey, that is, be principally
in the field of power distribution, transport and communication (tertiary
industry or "public utilities"), and in agriculture.

The economic development of New Zealand illustrates the process,
end suggests the circumstances under which it may usefully be stimulated to
the neglect in official programmes of industrial factory production, namely,
conditions of under population and the existence of good export merkets for
agricultural products.

Without export merkets for agricultursl products, the output of
which would be increased by capitalisation of agriculture, that output can
neither be disposed of profitably nor permit (throuch international trade)
increased consumption by the locel population of manufactured products.
"Industrialisation" in the narrower sense becomes necessery to provide a
growlng rznge of consumption goods corresponding to increased national income,

At the same time, increased output in the industrial sector, both
factory and public utility, generates new incomes for producers concerned,
enabling them to teke up increased or improved farm products, such as foods.
In this sense, growth of domestic industry can provide some substitute for
agricultural exports, enabling and finelly necessitating improved agricule
tural methods. Rural and industrial consumer demsnd tlms becomes mutuslly
and cumulatively stimulating, suggesting a promising line of economic de=
velopment for "backward" countries lacking export markets.

Under conditions of "over-population" it mey be vitally necessary



in the capitalisation of agriculture to move people off the land into other
and useful employment. Whgre a high proportion of population is supported
on land under conditions of rural poverty, much of this votential labour-
pover is, properly spesking, unemployed; thet is, it is ﬁaking no contri-
bution at all to national output. Any degree of mechanisation of agriculture,
even so slight as the introduction of modern plows or improved live-stock,
will, under these conditions, necessitate a reduction of rurasl population
to permit increase of agricultursl output. Such reduction in turn involves
the provision of alternative occupations for those displsced. Some may be
absorbed into transport construction and services and the like, but it is to
be expected, in these conditions, that growth of domestic factory industry
would be desirable and justified. Part of such growth might, of course, be
represented by capitalised "factory" methods of processing food productse

It should be noticed that, in addition to the whole problem of
appropriate directions of capital investment, this occupational transfer
of povulation in hesvily populated "backward" countries rsises extremely
difficult problems of personnel education and technical training. Farm
vorkers, knowing only treditional rural methode cennot be turned in any short
period into skilled factory workers, end if their training, and more parti-
culerly that of their children, be inadequate or neglected, industrial plant
provided by international investment programmes may be of little real utility
to anyone. The physical existence of a factory does not guarantee output.
This in turn suggests that in "backward" countries of high rural population,
such industry as is stimulated in the earlier stages of economic development

should be simple, reouiring the minimum of specialised industrial skills,



Such industries are most likely, at first, to be those producing
simple consumption goods, and to be "light" industries, employing small
amounts of specialised capital equipment per worker. It may be possible to
build upon traditional craft skills in introducing some mechanised technicues,
and so0 avoid the dilemma of an over-wide "technical gap" in labour abilities,
Should the development programme include distribution of electric power, adw
ditional capital investment for the mechanisation of such 1ight consumption
good industries would not necessarily be heavy, and may well be within the
reach of local initiative. And the immediate short-run result, being a re~
latively ocuick increase in simple consumption goods, may itself cumulatively
stimulate development, both by increasing the health and efficiency of the
consuming population, and by providing them with cosh incentives for further
effort as producers. Moreover, once the services of reasonably adecuate pub-
lic utilities were available, in the form of transport facilities, power
distribution, and the like, the scsle of useful capital investment in such
light consumption-good industries would be relatively continuous, that is,
would involve no very large single investment to make increase of output
possible. In economic development, the heavy "all or nothing" investment
is more probably necessary in establishment of adeguate vnublic utility ser=
vices.

It is, however, the heavy factory industries, requiring gsimilar

|
i

\\ large "21l or nothing" investment, that representatives of "backward" areas
{1
E% usually claim as essentially necessary for even their early economic develop-
1} ment. For the reasons already outlined, it is doubtful if this claim is
|

economically sound, Such heavy industries, normally utilising a very high

=



i oproportion of capital ecuipment to value of output, represent s diversion
{ of capital investment (always in any one period a finite meximum smount)

from directions more likely to result in an over-all economic development

in the early stages, such as provision of trensport facilities end power,

. | which provide the basic capitalisation of an integrated regional or na~-

. | tional economy. They would demand of both management and labour technical

| | know-how and skill of a depth and range unlikely to be available. And,
| |

| since the product of heavy industry is not usually finished consumption

S

goods, ite develovment provides little demonstration to the bulk of the

population of the direct advantages to them of further economic develop=

=

ment.

In the early stages of develovwment, the proper source of heavy

industrial output, itself largely of the nature of canitsl equipment, use=~

% ful not for direct consumption but for further production, is the advanced
; 1 industrial countries, which are geared to its economical production, Ine

g % deed, it is partly for the rcason that efficient capital equipment is only,

i 1 or best, afailable overseas, and partly because export earnings of foreign

% i exchange are usually insufficient to finance its current acouisition in

i ! the gusntities recuired for development purposes, that internationsl invest=
1 iment is called for to make a reasonable rate of economic development possible

{ Guring the relevant future.

|

It is clear, nevertheless, that in highly vpooulated "backward"
countries "industrialisation" in the sense of economic development may
| well involve an appropriate rate of growth of both factory and public
utility industries, but the rising national income which results from such
development does not griginate in factory industry ss such; it stems from

the more efficient use of labour in all activities which become adecquately
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T.capitaliaed, that is, "mechanised". It is the problem of "surplus" rural
E population, and perhaps of inadequate export markets, which necessitates
some growth of "industrialisation" in the narrower sense.
If economic considerations are to prevail, therefore, a case must
be made in each case taken separately for the establishment of factory in-
. dustries as part of economic development. The "backward" countries whether
over- or under-populated are "backward" essentially because they do not yet
use modern methods of trensport and power, modern tyves of capital equipment
and technical methods, not only or even importantly because they lack factory
industry. Their desire for the early establishment of such industry in full
panoply probably arises partly from mistaken interpretation of the economic
strength of advanced countries, and principelly from intrusion of considera~
tions of political and national prestige. Yet Britain, for example, derived
little power or prestige from the possession of idle cotton capacity in Lan-

cashire in the 1930's.



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

TO: R. H. Demuth DATE: January 27, 1948
FROM: Victor L. Urquidi J/}’V’
SUBJECT: Committee on Development Policy:

Technical Training and Education

In addition to the Resolution of the UNESCO creating an
Internationel Institute of the Hylean Amazon, I find a number
of other Resolutions passed at the recent Mexico City confer-
ence which have a bearing on economic development, especially
with regard to technical training and education, I am listing
these in the attached memo, The main purpose of this note,
however, is to suggest that it might be useful for the work of
the Development Committee to have fuller information on tech-
nical and vocational training problems of under-developed coun-
tries from:

a. The Unesco, Division of Education, and
b, The Internationsl Labor Office.

VLU: js
attach.
ccs Messrs. Penton
Clee
Consolo



Resolutions of the 1947 UNESCO conference relevant to the
work of the Development Committee, especially
to_technical training and education

"l.l.1. The Director-General is instructed, following the
contacts already made with the Economic and Social Council

of the United Nations and the Economic Commission in

Europe and the Far East, to approach the appropriate organs
of the United Nations and the Specialised Agencies in order
to ensure that in the development of reconstruction plans,
proper attention shall be paid to the needs of reconstruction
in the educational, scientific and cultural fields.

"1.,6., Meeting Technical Needs. In order to promote the im-
plementation of the recommendations made in the first report
of the Commission on Technical Needs (2C/2), the Director—
General is instructed:

"1.6.4. To obtain the advice of a group of financial experts on
the feasibility and methods of creating an intermational loan
for cultural reconstruction, and of making arrangements whereby
countries in need of foreign currency for culturel reconstruc=-
tion might receive the currency they need and in return pro-
vide facilities in their own currencies for professional and
cultural visits to their own countries; to present a report,

if possible to the first session of the Executive Board in
1948, and to take such further steps as may be authorised by
the Executive Board.

"2.1l. Exchange of Persons.

"2.1l.1. Unesco will in 1948 continue a programme for the Ex-
change of Persons.

"2,1.2. The Director-General is instructed:

"2,1.2.1., To request the co-operation of Member States in the
preparation of reports on the activities of governmental and
non=-governmental organisations affecting the international
movement of persong. These reports should include data on the
number, character, availability and sponsorship of fellow=-
ships and other types of assistance -
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currently offered or proposed for study, research, teaching,
training and observation abroad together with informstion on
fellowship awards, fields and countries of study,

"2.1.2,2, To collect, compile, analyse and publish this and
other relevant material and determine the effectiveness of
existing programmes for the interchange of persons in terms of
Unesco's general objectives,

"2.1.2.3. To disseminate the results of this work to Member and
Non-Member States and to those private agencies and individuals
which may be interested in such information.

"2.1.2.4e To stimulate the establishment of additional governmental
and private fellowships and travel grants, suggesting to donors
appropriate conditions and standards of award.

¥2.1.2.5. To administer in collaboration with national commissions

or appropriate bodies in the Member States the fellowships already
authorised out of Unesco's 1947 funds, and in addition ten new
fellowships (or the equivalent expenditure for travel grants) to be
awarded in exceptional cases where Unesco's purposes are clearly in-
volved and where no other funds are available; and also to collaborate,
when requested by donors, in the administration of those fellowships
already offered or which may be offered by governments, voluntary
organizations or individuals.

"2.1.2.6.1. To study in collaboration with the relevant organs of the
UN, the barriers which impede the interchange of persons between and
among nations, thereby impeding the free flow of ideas between peoples,
Speclal attention should be given to barriers due to the shortage or
lack of transport facilities, the difficulties of currency exchange,
and the restrictive laws and regulations of Member States.

"2.1.2.6.2, To take such measures as are appropriate and practicable to
remove these barriers,

"241.2+7. To study the possibility of encouraging the interchange of
persons through bilateral or multilateral conventions among Member States.

"2.1.2,8, To recommend to the Member States concerned appropriate steps
for the co-ordination of the movement of young persons between countries
in certain parts of the world, where such co-ordination is needed,

"2.1.2.9, To observe the following conditions in carrying ont the Pro-
gremme of Interchange of Persons:

"2¢1e249¢1s That the Director-General's efforts be specially concerned
with mature persons, such as research workers, technicians, teachers,
professors, artists, government officers, experts, leaders in adult
education and industrial and agricultural workers.

"2¢1e249.2, That, in the administration of fellowships, the Director-
General maintain the closest collaboration with the Economiec and Social
Council, the World Health Organization, other specialised Agencies of
the United Nations and Member States to ensure that overlapping is
avoided and conformity of operations and finance is developed,
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"2.1.2,9.3. That, in encouraging the establishment of fellowships
and travel grants, as well as in the recruitment of fellows, the

Director-General give special attention to the needs of the war-

devastated countries,

"3,4. Fundemental Education. The Director-General is instructed:

"3.4.1s To encourage Member States to fulfil the obligations of
establishing a minimum Fundamental Education for all their people,
in conformity with the spirit of Article I, paragraph 2 (b) of
Unesco's Constitution; among these obligations would be the estab-
lishment, within the shortest possible time, of universal free and
compulsory primary education and the essential minimum educeation for
adults,

"3.4.11. Pilot Projects. To co-operate with Member States in estab-
lishing or assisting, with adequate staff, "Pilot Projects" in Funda~-
mental Education.

"3.4¢11.1. To continue to develop the Pilot Projects approved in 1947

in China and East Africa, and to develop, within the East African Pilot
Project, as a comparative experiment with the Nyasaland enterprise,
Unesco's participation in the Tanganyika agricultural development scheme
under the British Oversess Food Corporation,

"3¢4.11.2.1, Subject to the subsequent provisions of this resolution, to
explore all appropriate means to assist the finanecing of the "Pilot
Project® in Haiti, to which Unesco is committed.

"34412. Associated Projects. With the co-operation of Member States,
to link up as Associated Projects, within Unesco's network, important
enterprises in Fundemental Education in all parts of the world. In an
Associated Project the responsible authorities will appoint their own
liaison officer with Unesco, send to Unesco general and technical reports
on its progress and receive in return relevant documents and material
distributed by Unesco. Personal contact will be esteblished with as many
as possible of the Associated Projects by occasional visits of a Unesco
travelling Expert Consultant or of other members of Unesco's staff or
Panel of Experts.

"3.15. Science in General Education, The Director-General is instructed

to invite Member States to submit to Unesco general statements on the role
of science in general education in their communities.

"3.17. Yocational Guidance and Technical Education. The Director-General

is instructed:

"3.17.1. To collaborate with the International Labour Office in its study
and development of vocational guidance.

"3.17.2. To recommend to all States that they orient technical education
at all stages toward the achievement of the objectives of Unesco.

"3.17.3. To give priority in the progrsmme of technical educestion to the

needs of those countries which, possessing natural resources, lack the
means to utilise them,
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"5,6. Social Implications of Science. The Director-General is

instructed:

"5,6.1. To prepare, in co-operation with appropriate international
organisations, a summary report on work for the popularisation of
science being carried on by existing national organisations; and to
circulate this report to all Member States in order to encourage the
establishment of organisations for popularising science in those
countries not possessing such organisations.

"5.,6.5, To bring to the attention of the Secretary-General of the
United Nations the importance of a wide understanding of the social
implications of scientific developments.

"5.,6.6. To promote basic research on the social implications of science
as shown in recent and earlier history, by seeking to obtain funds for
at least three fellowships for representatives of diverse nations within
the general programme approved for fellowships,

"6.1, Field Science Co-operation Offices. The Director-General is
instructed:

"6.1.1. To maintain Field Science Co-operation Offices in the Middle East,
the Far Fast, and Latin Americe and to establish an Office in South Asia

in 1948, as undertakings of the highest priority within the Natural Sciences
programme, In this connection the Director-General shall give due regard
to the following considerations:

"6,1.2., The effort and budget of the Latin American Field Science Co-
operation Office in 1948 shall be concentrated on specific liaison tasks
and shall be closely co-ordinated with the Hylean Amazon project.,

"6,2. Latin American Conference. The Director-General is instructed to
convene a Panel of Experts in Latin America to advise Unesco as to the

best way in which the development of science in Latin America may be
assisted in the future; provided that the governments and other Specialized
Agencies of the United Nations concerned are prepared to pay the expenses
of the meeting and that Unesco's only expenditure shall be for the atten-
dance of its own representative and, if necessary, that of an exceptional
expert not nominated by his govermnment.

6.3, Hylean Amazon Institute. The Director-General is instructed to take
steps to bring into being in 1948 an International Institute of the Hylean
Amezon, To that end he shell:

"6.3.1. Forthwith call a meeting of the Council, congisting of representa-
tives of the nations and international orgenisations named in the report
of the meeting of the Commission at Belem in 1947, together with represen-
tatives of any other country or international organisation that may express
itself as interested.

"6.3.2. Use his best efforts to assure that the Executive Committee and
the Survey Staff proposed in the report of the Belem Commission are set
into motion as soon thereafter as possible,

"6.3.3. In carrying out the above instructions, 6.3.1. and 6.3,2,, observe
the following conditions:
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"6.3.3.1. Unesco's role in the setting up of the Institute is to
initiate and to stimulate, Without any financial commitment beyond
1948, Unesco shall in 19/8 make available the sums necessary for the
meeting contemplated in 6.3.1. and shall provide the temporary sur-
vey staff contemplated in 6,32.2.,, and shall make available the ser—
vices of the Field Science Co-operation Office in Latin America, as
provided in 6,1.2, above.

"6.3.3.2. Consult with interested governments and organisstions con-
cerning the future financing and administration of the Institute and
present his recommendations to the Executive Board prior to the Third
Session of the Genersl Conference.

"6,6, Co-operation with Non-governmental Organisations. The Director-

General is instructed:

"6,6.1. To further international scientific co-operation by means of
grants-in-aid and other similar forms of assistance to international
scientific and technological organisations, unions and societies.

"6.6.,2, To assist in the international orgenisation of scientists en-
geged in the applied field of engineering, agriculture and medicine,
provided that in the latter fields the necessary close co-operation with
the Food and Agriculture Organisation and the World Health Organisation
respectively be maintained,

"8.6.3. To provide to scientific bodies within nations appropriate finan-
ciel and other aid for carrying out scientific work of international
significance along the lines of Unesco's aims, after consultation with

the relevant Government or National Commission or co-operating body, with
the International Council of Scientific Unions and with the appropriate
specialised union, subject to regulations adopted by the Genersl Conference.

"6.9. Protection of Nature. The Director-General is instructed:
"6.9.1. To accept the invitation of the Economic and Social Council of
the United Nations to participate in the preparations for, and the delib~

erations of, the forthcoming Scientific Conference on the Conservation
and Utilisation of Natural Resources,"

VLU: js



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPME

-.January 27, 1948

Mr. Demuth, Rm. 1023

Attached is your study on Item II-G of the
agenda which I have had copied and circulated
to the Committee in preparation for discussion
at an early meeting. I have also had circu-
lated recently the following papers of interest
to the Committee:

(1) Two documents from FAO on agricultural
development and on the need for con-
certed action to increase world food
supplies.

(2) An analysis by the Research Department
of the Bank of the Report of the United
States Railway Mission to Mexico, 1942-L6.

(3) The report to Mr. McCloy by Mr. Illanes
after his recent trip in Latin America.

(4) 12 statement by Mr. Martin of the Exim-
bank before the Inter-American FEconomic
and Social Council.

4
R. F. Skillings
Secretary, Committee on
Development policy
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1. The United Nations and its Subsidiary Organs

The United Nations is charged with responsibility, under Article 55 of
its Charter, w-ﬁ-h promot;g "higher standards of living, full employment,
and conditions of economic and social progress and develooment." Chapter X
of the Charter establishes the Economic and Sociai Council, giving it specific

powers to set up commissions in the economic field, and "such other commissions

as may be required for the verformance of its functions,"

A. Economic and Social Council

From the beginning of its activities the Economic and Social Council has
stressed economic develovment, At its first meeting in London in January 1946,
the Council adopted & resolution establishing an Economic and Employment
Commission charged to advise the Council, among other things, on problems
of economic develooment, including particularly those relating to less=-
developed areas. Further, the Commission was directed at thet time to
establish a Sub-Commission on Economic Development to advise the Commission
"on the long-term develovment of nroduction snd consumption throughout.the
World", with particular emphasis on the "methods of increasing production,
productivity and levels of consumption in the lesc-develoved regions of the
World", and "the effects of industrialization snd technological change on world
economic conditions,"

Puring the Third Session of the REeonomic and Socizl Council held in
December 1946, the Council decided to modify the terms of reference of the
Economic and Employment Commission regarding the Sub-Commission on Economic

Development, requesting it to instruct such Sub-Commission "to study and advise

e -

on the nrinciples and problems of long term ecbnomic development with particular



attention to the inadequately develoved parts of the World."

The Fourth Session of the EZconomic and Social Council, held in March lo47,
considered at length various aspects of economic development, At this Session,
while considering the instructions of the Economic and Employment Commission
- to its Sub-Commission on Economic Development, the Covneil requested the
Commission to investigate and report the most eppropriate form of international
action for faciliteting the better utilization of world resources in order to
promote adequate economic develovment in under-develoved areas. Likewise the
Council expressed the view that it would be appronriate for the Internationsl
Trede Organization to assume the functions relating to economic develooment
cset forth in its draft charter.

During the course of the Fourth Session of the Council, it established
an Economic Commission for Eurove, with headouarters in Geneva, and an Economie
Commission for Asia snd the Far East, with headouarters in Shanghai, The terms
of referaznce of each Commigsion stress economic develovpment by directing it
to hmake or sponsor investigations and studies of development,' The activities
of those Commissions will be discussed later in this Revort.

The concept of regional economic commissions to carry out the resvonsibilities
of the Economic and Social Council seems likely to spread. An ad hoc committee
appointed by the Council has already recommended the establishment of an
Economic Commigsion for Latin America, and this recommendetion will be con=
sidered by the Council at its forthcoming session in Februery. At that session,
too, the Council will consider the esteblishment of an Economic Commigsion for
the Middle East.

B. Economic and Employment Commisgion

The Economic and Employment Commission held its firet session in Januery
1947, At that session the Commission considered the following items on ite

L
~agenda rela‘bg to economic develonment:



a) Consideration of its vossible activities in the/F{eld of
}Eébnomicéﬂé;elopment. and the relation of those activities to the activities
of the Specialized Agencies and of the various Commissions snd Sub-Commissions
esteblished by ECOSOC.
b) Considerstion oflﬁﬁrveys of the,EEonomic Pévelovment of,Zéss—
/Dévelopedyﬁreas.
¢) Considerstion of Bffective Ways and Jéane for.fﬁrnishingﬁigéhnical
,3ﬂ#ice to Member Governments,
d) Considerstion of a,beposal to_Bétablieh an,}ﬂ%ernational,@Gﬁe
Relating to,Fbreign.Iﬁvestmeﬁts.

On the above questions the Commission arrived at the following conclusions:

The Commission concluded that "responsibility for the actusl cerrying out
©Of develooment activities rests with the governments and veorles of the countries
or areas concerned, who may seek assistance from' whatever source they deem
expedient," The Commission stated that "the initiative for the preparation of
concrete plans and programmes for the economic develovment of eny country or
area/,:s in all cases the exclusive prerogative of the governments or veovles
of the country or area concerned.'

On the matter of technicel assistance the Commission concluded "that
countries desiring technical assistance should themselves verform as much of
the work as mossible in advance, including the vrevaration of preliminary
studies in such detail as is possible.”

The Commission agreed to instruct its Sub-Commission on Economic Development
to meke a study, in cooperation with the other Commissions of the United Nations
and the Specialized Agencies concerned, of the need for an internstional code
relating to foreign investment, and of the need for snd methods of internstional

incorporation of private business firme conducting business overations on an



international or a world scale.

C. Sub-Commigsion on Bcomomic Development

The Sub-Commission on Economic Development met for ithe first time in
November 1G47.

The terms of reference of the Sub-Commiscion on Economic Development were,
among othere, "to study and advise the Commission on the nrineciples and problems
of long-term economic development, with particular attention to the inadequately
developed varts of the world, having the objectives of (1) promoting the fullest
and most effective utilization of natural resources, labor and capital; (2)
raising the level of consumpntion; and (3) studying the effects of industrislizetion
and chenges of a technological order unon the world economic situation,"

The Sub=Commission adovted the following list of topics for discussion:

1, Principles and vroblems of development.
2. International action in the field of development,
a. Finence end investment. |
b. Foreign exchange, balance of vayments and terms of trade.
c, Capital goode and export prices.
d. Technical assistance.
e. Technical education.
f. Role of United Nations sgencies in nromoting international
action in the field of develovment.
3. Short period problems,
4. Future work and research nrojects.

Considerable time was devoted to the problem of formulating precisely
the concent of development, the conditions which had retarded develovment in
the past, and the constituents of a sound policy of economic develonment in
the future. The Sub-Commission stated thet while the vace of develonment in
each country would be conditioned by several factors, such as the availability

of rew materials etc., the entire vattern had to be thought of largely in terms

of industrialization. This brousht about a long discussion among the members



of the Sub-Commission since several advocated the »nrincinle Qf diversification
in production, both industrisl and non-industrial, as the basic pattern for
effective economic develovment, The members of the Sub-Commission were also

at odds on the question of orivate investment as a means to promote economic
develorment; most members of the Sub-Commission thought that emphasis should
be placed on the dangers of nrivate investment on the economy of less develoved
countries; vhile others were of the opninion that it was important to stress the
need for vrivate capital for development.

The Sub-Commigsion agreed to postrone until a future date the vreperation
of the study on an Investment Code, and on the international incorvoration of
private business firms, overating on an international scsale.

The conelusions reached by the Sub-Commission on these and other matters
related to economic develomment are found in the revort of the First Session,
which has been circulated within the Bank,

D, Regzional Commissions,

The terms of reference of the various regional commissions thus far created
by the Economic and Social Council stress develovment in less develoved areas;
each regional commission has been authorized to "make or svonsor such investi-
gations and studies of economic and technological problems and develonment as
the Commission deems approvriate."

The Economic Commission for Burope has held three sessions. Due to the
special circumstances now nrevalent in Burone, it has been forced to devote
all its time to problems of reconstruction of war devastated areas and to the
restoration to normalcy of the multitude of services which have remained idle
since the termination of the War,

The Economic Commission for Asia and the Far East hes met twice and has
considered, in an exploratory manner, the »roblems related to development in

thet area of the World. Thus far, only recommendations of a general character



have been adopted. The most important ones, adopted at the recent meeting of
the Commission in Baguio, Philivnines, may be summarized as follows:

a, The Executive Secretary of the Commission was authorized to enter
into immediate negotiations with F,A,0, and to recuest F,A,0, to formulate
a food oroduction program for 1948-49 for the countries within the scone
of the Commission.

b. The Executive Secretary was directed to nremare at the earliest
vossible time a revort on existing plans for promoting industry and develon-
ment in each,ﬂﬁ%ion of the region. To thie end, he was instructed to set
up a working party of experts which would formulate definite nropossls on
develooment for the Commission,

c. The Secretariat was requested to publish a comnrehensive annual
survey on economic conditions and nroblems of the area.

It should be noted that the Sub-Commission on Econcmic Develonment
recommended that the Economic Commission for Asia and the Far East and other
regional economic commissions make a study of the magnitude and variety of the
short-term reaquirements of underdeveloned countries, and thet the governments
of se#é countries should consult with one another and with others on their
immedizte requirements and on the extent to which they could be met by mutual
economic agreements,

E. Internstional Monetary Fund

The activities of the International Monetary Fund in connection with the
maintenance of stable exchange rates, the regulation of exchenge control practices
by members and the promotion of conditions suitable for multilateral tradfgg,
although not specifically directed towards develovment or confined to less-
developed areas, do nonetheless constitute a material contribution to develonment,
In narticular, less-develoved countries have been giyen technipal assistance by

Fund missione in connection with their currency, banking snd other monetary



problems, the solutién of which is a prerequisite to sound develovment., The
right of access tb the Fund’s resources by any member of the Fund, if necesgsary
to meet a temvorary disequilibrium in that member’s belance of neyments, is,
of course, an asset of importance to underdeveloned as to more fully develoved
countries alike,

F, Internstional Trade Organization

The draft Cha?ter of I.T.0, agreed upon in Geneva and now under discussion
at Havana, has many features which directly affect the field of economic
development. The Charter begins with a statement of the nurvoses and objectives
to which members of the I.T.0., will pledge themselves. The most important of
these basic nrinciples, so far as development is concermed, msy be varaphrased
as followgs first, member countries of I.T.O. pledge themgelves individually
and collectively to vromote national and internstional sction for mainteining
a balanced and expanding world economy; and second, two conditions are set forth
as necessary to achieve this objective: there must be industrial and general
economic development, particularly in countries which are relstively undeveloped;
and thefe mist be a flow of capital between countries for productive investment.

Economic development, and the attitude of I,T.0. towards its encouragement
in the so-called underdeveloned countries, has vproven to be one of the most
controversial aspects of the draft Charter. Many countries have regarded
Chapter III, which deals with thie subject, as a key to the effectiveness of
the Cherter as a whole. The general noint at issue at Geneva was this: what
vrotective measures can be used, to vhat extent, and with what degree of con-
sultation with I.T.0,, to promote economic develovment in =n "underdeveloved"
country? A comnromise had to be reached between, on the one hand, the promotion
of economic develovment of undeveloved countries by the use of wvrotective
devices such as quantitative restrictions and, on the okher hand, the reduction

or eliminstion of barriers to world trade which is a fundsmental objective of



the provosed Charter,

Faced with this basic oroblem, the draft Charter offers a compromise,
Chapter III recognizes that protective measures such as auantitative restrictions
"may be required to promote the establighment, develovment, or reconstruction
of varticuler industries or varticular branches of asgriculture, and that in
appropriate circumstances the grant of such assistance in the form of protective
measures may be justified" vrovided orior approvel is obtained by the enacting
member government from I,T.O,

At the I,T.0, Conference now in session in Havena, the Mexicen delegation
presented an emendment to the vronosed charter, suggesting the establishment of
a Committee for Economic Development within the framework of I.T.C. The idea
for such a committee had been originally nroposed at the Prevaratory Committee
in London, but a decision on the matter was not reached at that time and the

vroposal wes not incorporated in the draft charter in Geneva., Uander the terms
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G. ZFood and Aericulture Orgenization

The F.A.0. has as ite vnrincipal functions the collection and distribution
of information concerning sgriculture, nutrition and rural industries, the
furnishing of technical assistance on these matters upon reauest of member
governmente, and, in the case of a limited number of commodities, the
formulation of allocation recommendstions (a funetion until recently verformed

by the International Emergency Food Council),



Three missions have been sent to member govermments (Greece, Poland end
Siam) to work out proposals for the rehabilitation and development of sgriculture,
forestry and rural industries. Missions are now being organized to assist
Hungary in planning increased agricultural production and to help Venezuela
expand the nroduction of oil-bearing seeds.

Technical advice has been given to member governments on meny different
aspects of their food and agriculture problems. For instance, advice has been
given to Near East countries on irrigation and irrigation-drainage vroblems, and
to Peru on the establishment of refrigerators and storsgze facilities for the
catch of the bonito fishermen.

With the establishment of the new World Food Council, F.A.0. hoves to be
able to assist member countries to ﬁevelop specific small projects which will
increase food nroduction., TFor instance, it is vlanned to pin-point some small
nrojects in connection with rice nroduction, such as small vest control stations,
experimental fields and water »rojects.

H, United Nations Educational, Scientific and Cultural Organizetion

In spite of the brevity of its active existence, UNESCO has already begun

operations at most of the voints of its broad front of international education,
science and culture. Although most of the activities of UNESCO are not of an
economic character, many of them do have a bearing on economic development,

Of speclial significance in this connection are the "Fundamental Educstion®
projects of UNESCO by which it is hoped to combat ignorance and illiteracy,
varticularly in underdeveloped areas and smong underprivileged groups. These
projects are intended to include, in addition to a basic curricula for fundsmental
education, education in the princinles of economic development, health, citizen-
ship and international understanding, Pilot projects have been started in Haiti,
China and in British Bast Africa.

Together with the government of Brazil, UNESCO cslled a meeting of an
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international Scientific Commission which met in August, 1947 in Belem, Brazil,
This Commission consisted of the representatives of ten countries, and it
discussed the possible establishment of an Institute of Hylean Research for
the scientific exploration of the Hyleaﬁ Amezon, & vast area stretching from
the Andes to the Atlantie, and ranging over Bragzil, the Guianas, énd parts of
Venezuela, Colombia, Ecuador and Peru, This region, the largest drainage basin
in the world, possesses naturel resources which have been virtuslly unexplored to
dste.

The Generazl Conference of UNESCO held in Mexico City in November last,
aoproved the following reso’ution in relation to the Institute of Hylean Research:

"The Director-General is instructed to take stems to bring into being in 1948 an
International Institute of the Hylean Amazon. To that end he shell:

Forthwith call a meeting of the Council, consisting of renresentatives of the
nations and international organizations named in the revort of the meeting of

the Commission at Belem in 1947, together with representatives of any other
country or internztional organization that may express itself as interested.

Use his best efforts to assure that the Executive Committee snd the Survey :Staff

orovosed in the report of the Belem Commission are set into motion as soon there=
after as possible,

In carrying out the zbove instructions, observe the following conditions:
Unesco’s role in the setting up of the Institute is to initiate and to stimulate.
Without any finsncial commitment beyond 1948, Unesco shall in 1948 mske available
the sums necessary for the meeting contemplated, shall wnrovide the temporary
survey staff and ghall malte svailable the services of the Field Science Co-

- operation Office in Latin America,

Consult with interested governments end organizations concerning the future

financing end administration of the Institute and »nresent his recommendations
to the Executive Board nrior to the Third Session of the General Conference,"

2. . Intersmerican Economic snd Socizl Council

The Interamerican Economic and Social Council was created by a resolution
adonted at the Conference of Americen Renublics held =t Chamultevec, Mexico, in
the Soring of 1944, It superseded the Interamerican Economic Advisory Board
vhich functioned in Washington throughout the war veriod.

The Interamerican Economic and Socizl Council has thus far been ouite
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inactive., However, the Interaﬁerican Conference for the Maintenance of Peace

and Security of the Continent, held in Rio de Janeiro in August 1947, instructed

the Council "to vrepare a draft of a basic agreement on inter-American economic

cooperation" in order that the text be presented to the Ninth Interamericen

Conference which shall take place in Bogota. A special commission of the Council

has prepared such a draft, which is still to be approved by the Council itself.
The provnosed basic sgreement containg the following clauses of interest

to the Bank:

"The American Revwublics reaffirm the objectives of the Internstional Bank for
Reconstruction and Development snd agree to harmonize their efforts so that
the Bank may be an instrument ever more effective for the realization of those
aimg, especially those related to the promotion of their mutual economie
develooment. They declare lilkewise that they will contimie, when snnropriate,
extending credits+between themselves, on short snd long terms, by means of
governmental institutions for the economic develovment and increasse of inter-
national trade, in order to supvlement the flow of orivate investments,

"The American Republics recognize that the lack of national savings, or the
ineffective use of same, has led to inflationary vractices which in the final
instance, may endanger the stability of their rates of exchange and the orderly
development of their economies.

“Therefore the American Republics agree to nromote the develovment of local
capital merkets to provide, from non-in¥lationary sources, the national funds
necessary to cover investment exvenses in nationsl currency. While local capital
markets are not sufficiently developed, the American Republics agree that, in
strictly justified cases, they will cooperate among themselves to the end that
investments referred to in Article 2 of this Point include expenses in national
currency,

"The American Republics declare that the investment of private capital and the
introduction of advanced technicsl experts of other countries is an immortent
factor in their general economic development, and conseouent social Progress.

They likewise declare that such canital and technical exverts should be made
available under reasonable terms and conditions to countries needing them, and
should be utilized for approvriate productive ends, emphasizing esnecially

that investments should ineresse the national income and not gimply displace
national capital funds, Therefore, they nledge themselves to give amnle facilities
and appropriate reciprocal encouragment towards the free flow, investment and
reinvestment of cepital and for the normal trsnsfer of cavital end vrofits. Also,
they obligate themselves %o give eocuitable and non-discriminatory treatment to
foreign capital, excent when such vractice may be contrary to the v»ublic interest.

"The American Republics declare that foreign investments should be made not only
for the legitimate use of the investors, but also to further the sound economic
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development of the receiving country, orotecting thereby the welfare of the

versons dependent on them. Just, equiteble and non-diseriminatory treatment

shall be accorded, with regard to emnloyment and conditions of employment, to

all the versonnel, whether national or foreign, of such enterorisges. The

aforementioned measures will create an atmosphere of vublic opinion which will

facilitate the eauitable and non-discriminatory treatment for those investments, ™
In view of the nrobable creation by the Economic end Social Council of

an Economic Commisesion for Latin America, the future of the Interamerican

Economic and Social Council is uncertain, This matter will probably be

considered at the Ninth Interesmerican Conference to convene in Bogota on

March 30,

For the convenience of the committee a chart showing the Economic and
Social Council of the United Nations and its Gommissions_and Sub-Commissions,

and a chart showing the Specialized Agencies, afe attached hereto.
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BANK AND THEE FUND)
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Mr. V. L. Urquidi, Acting Chairman, C'tee on January 12, 1948
Development Policy

D. Crena de Iongh, Ireasurer

With reference to the Revised Agenda for Committee on
Development Policy, dated December 31, 1947, which you sent me
with your memorandum of January 6, I thought it might be a good
thing if a representative of the Treasurer's Department were
included in the Committee mentioned under Section III -~ Bank

Technique. /

DC/mct

cc Mr. Riley %

e
>
e |7
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COMMITTEE ON DEVELOPMENT POLICY

As a result of the meeting of the Committee on
Development Policy held December 30, further revisions in the
Agenda were agreed upon to accord with the suggestions made
by the wider committee., The Agenda is circulated herewith
together with a tentative list of dates for the completion of

the first draft of some of the papers,

During Mr. Penton's absence, Mr. Urquidi will act as

Chairman of the Committee.

Attachments

CC: IMessrs. Penton
Basch
Clee
Consolo
Demuth
Rosenstein-Rodan
Urquidi



Item Number

Preliminary Study and I-A
I-B (Middle East)

I-B (South America)

II-C

II-E

II-G

III-B and -C

Completion Date

January 15
January 15
January 31
Beginning of February
January 15
January 15

January 31



December 31, 1947

Revised Agenda for Committee on Development Policy

Eosenstein-Rodan

Easch{Ccnsolo

Preliminary Study:

The moral and political problems of
international participation in the
development of backward countries.

I. What should be done?

tries.

ass

1.

24
3.
b
5+
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1.

A. Burvey of economic problems of Development Coun-
Purpose of development programs.
B.s A brief survey of each underdeveloped area set-

ting forth in general terms such basic factors

Population, population trends, labor
suprly and education.

liigration,

Climate, natural resources.

Principal ‘economic activities.
Principal exports and imports.
Efficiency of political and administra-
tive organization.

Internal financial conditions.

Extent and history of recent develop
ment.

Summary of »nrincipal obstacles to

develonment,

C. Income, standard of living and investment in
different areas, with some quantitative estimates

of what development could be done -

Eastern and Southeastern HEurope



Postpone

Research

Urgquidi

asch

Skillings

Research

Loan and Research

Research (prel im-
inary paper)
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D.

k.

II. How it

A,

C.

B 2

2, Middle East

3. The Far East

L, Latin America

5. Colonial Territories

Surplus population nroblems in relation to
development programs.

The problem of promoting adequate technical
training in Develépment Countries having regard
to the activities of other organizations, public
and private, in this field.

Integration -

1. Effect of reconstruction and develop-
ment programs on trade relations be-
tween developed and underdeveloped
countries,

2. Integration of regional development

| prograns.

can be done.

An estimate of how much international investe
ment can be expected on the optimum asstumntion
for the next decade. What proportion of it
might be handled by the International Bank
Analysis of the formation of savings in differ-
ent areas. What could the Bank do to stimulate
the formation of internal savings?

What kind of loans should the Bank make to con-
tribute to the capital formation of underdevel-

oped countries? Possible inflationary effects?
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Should the Bank finance only foreign exchange
expenditure or local currency expenditure also?

D. (1) What is the present foreign funded debt

Research
burden of Development Countries?
(2) What can be done to facilitate the settle-
Clee
ment of defaulted debt?

E. How can the Bank secure active cooperation of
private investors, both local and foreign, in
development projects?

Urquidi and 1. Should the Bank vncourage and assist

Special Committee

a development program by financing a
portion of it, the rest being prc;
vided by private lending? If so, is
there any type of project particularly
appropriate for the Bank, for example
public utilities? What proccdures
should the Bank follow to promote the
interest of private enternrise, local
and foreign, in undertaking develop;
ment financing?

2, Should the Bank undertake to guarantee
private foreign canital investments in
development vnrojects?

3. What have been the most important
obstacles to private foreign invest-
ment in various countries? Can these

obstacles be removed through interw

ﬁf“\.f‘\,ﬂ‘\f“"\f"\.f‘\Mf“\f‘\.f‘\Mﬂﬁﬁf\ﬁf“\ﬁﬁﬁ’-\f—\ﬂﬁf’“\ﬁﬁﬁﬂﬁhﬁﬁnﬁﬁhﬁf\ﬁ Pt an e P Y Y an P e T e

national agreement or otherwise?



F. Possibility of obtaining finerelal and other
assistance from countries other than the 1,5,

ihat steps, if any, czn the Bank t:ike to assist

(

(

(

(

E
Postpone ( in the readjustment of economic nnd finznecial

E relations between Lurope ard Develorment

E Countriesf

( Ge The work of other international agencics in the
Demuth E field of development and the lank's relaticns

E vith these arencies,
Postpone ( He Promnortions énd priorities to be atiributed to

E different arcas or nurposes -

E 1. General

E 2. Bank

III., BREank Teec ue,

Ao ‘/hat arplications, formal and inforrmal, for

Loan development loans has the Bank reeeived and

what is the mechanism for handling such apnlic-
ations?

B. UYhat is the Bark's position in cornection with
assistance by it or other agencics to urderde-

Penton and
Special Committece

veloped countries in (a) formulation of practical
development prograns, (b) the corstructi-n and
management of development projects, 2nd (e)
internal ec~nomic and financial conditions?

What initiative should the Bark take in moulding

its members' development nolicies along cecon-

T P P P— P P— T P~ P S S P P P T

omic lines? Tb what extent should the Bank
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Cs

D

Ee

send missions to underdeveloped countrics in
order (1) to publicize the purposes of the
Zank and (2) to rather information for the
Bank's use?

By what methods should the Bank seek to »ub-
licize achievements in the ficld of develop-
ment with a view to restoring the confidence
of private investient and thus encourage the
resunption of private international lending?
that should be the Pank's method of consider=-
ing loan applientions from underdevelored
courtrics?

that methods of lerding are most anpropriate
for the Bank to usc with underdevoloped

countries?
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December 3%, 1947

Notes on Meeting of Staff Loan Committee on December 29, 1947

Present: Messrs, Garner, Mclain, Hoar, Penton, Rosenstein-Rodan, Clee, Basch,
Consolo, Demuth and Urquidi. i

The purpose of the meeting was to discuss with the Staff Loan Commit-
tee¢ the progress report of December 18 on the Agenda of December 16.

A discussion ensued regarding the procedure of the Committee. MMr..
Garner felt there were two broad categories of questions: (1) factual studies
and (2) policy problems. He felt that many of these were clearly of a kind
which could be dealt with in brief outlines in papers which would brinrg cut the
points for discussion, rather than in long papers. He agreed with the prescnt
procedure of the Committee of having a number of papers drafted in a short
period of time to serve as a basis for discussion.

Mr. Garner stated that the end results of the Committee's work should
be answers to the following questions:

a, What kind of loans should the Bank make to Development Countries,
b, How much money should be loaned to them,

c.. How should the loans be made and

d.l What supplementary activities should the Bank engage in,

The answers to point (a) imply that a study should be made of what are the
development problems which can be solved through Bank and other loans.

It was agreed also to consider the possibility of drawing on the ex-
perience of outside experts and economists for the study of problems of certain
areas, but not before a certain amount of preliminary work had been done in the
Bank.

Mr., Garner added that he would also like the Committee to discuss and
work out specific ideas with regard to Latin America in preparation for Mr.
MeCloy's proposed trip to that part of the world, It was agreed that the
Committee discuss this matter at its next meeting and report to Mr, Garner,

With respect to work by other Agencies, it was stated that the Com-
mittee would soon be able to read and discuss the report of the United Nations
Subeémmission on Economic Development, Mr. Demuth agreed to prepare a draft of
a proposed statement by the Bank to the United Nations in that report.

It was agreed that the study of specific suggestions for a Latin
American loan policy should not lead to the exclusion of the survey of the ecom=-
omic features and problems of the Middle East which had been agreed upon at a
previous meeting as a model of the kind of work corresponding to point I-B of the
Agenda.

. It was agreed that at a forthcoming meeting of the Committee, consider=-
ation would be given to whether a separate paper should be written on the use
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 and development of local savings and means whereby the Bank could encourage such
use, or the subject eould be included in one of the points of ‘the Agenda.

The Agenda wag reviewed by the Staff Loan Committee, A summary of
specific comments and additions brought out by the meeting follows (numbers of
paragraphs correspond to those in Agenda):

FA Clarification of what is meant by "Development Program", Tlhere
appears to pe a distinction between uncoordinated economic problems on the une
hand and "Five-Year Plans" on the other, What is a practical development
program? What is the Bank's position with regard to a "Plan"?

I-B Clarification of the content of item 1, (Population Trends) to
take account of migration, qualitative differences, labor force, etc. Also
addition of item 9, to deal with obstacles to economic development.

I-E This subject should include learping what different Agencies are
doing in the matter of technical training as well as reference to local training
for skilled work, health and educational training, and management; How strong a
position should the Bgnk teke with regard to management and adequate trainiang in
relation to projects financed by the Bank and others and in respect of legislat-
jon on the percentage of Nationals and Foreigners allowed in certain enterprises.
This last peint should be related to II-D-3.

I-F Include immigration and ecolonization problems,

II-B Clarification is required as to whether this point covers the
question of the development of local savings and the local capital market, as
well as the extent to which the Bank should take a position on the control of
capital formation and the proper orientation of investment, Also can the Bank
influence the distribution of income?

II-D-1, This item should cover points such as the combination of B nk
loans with local capital through banks, investment companies, and groups of local
capitelists, and also with foreign equity capitel. In addition, consideration
of what types of projects are best from the point of view of the problem of
management and from e standpoint of credit worthiness, How tan the Bank promote
the interest of both local and foreign enterprise?

II-D-2., Clarification of this item to understand that by guarantees
is meant, not a guarantee of bond issues, but of other types of investment: what
would the procedures be? UWhat are the problems involved? What should the Bank
guarantee?

II-D-3. Inclusion under this item of otber methods of removing
obstacles to private foreign investment in addition to international agreement.

II-E This item should cover both financial and other assistance,

III-B Should include consideration of whether missions should be sent
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to countries before loan applications are received or only after. There was
also the suggestion that there should be consideration of the methods of lending
to Governments, Development Corporations, private compenies, etc., of the extent
to which control should be exercised over the borrowing entities, and of the
methods of obtaining required guarantees.
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NOTE ON FOOD, AGRI”UL;URE AND PUACEFUﬁ DEVELOPWENT IRl S
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The Organization believes that after the present acute stage of the

world food crisis has passed, a sub-acute stage will persist for a number of
years. The reasons for this belief are set out in the attached memorandum, FAO,
therefore, following the recommendation of the Preparatory Commission on orld
Food Proposals and that of the Third Session of the FAO Conference, is drawing
to the attention of the Economic and Social Council the urgent need for cQOpera-
tion between all Governments and all United Nations Agencies to increase food
production, |

The purpose of this note is to suggest that the urgent need to increase
world food production provides an opportunity for the concrete demonstration of
the effectiveness of international action. The type of developmental activities
discussed could also become a starting lever for the general developuent of the
underdeveloped countries which may not be able to be undertaken on a large scale
until Furopean factories can again play their part in the supply of capital goods.

In the present state of the world, increased agricultural production is
an immediate first essential. In the 1iddle East, the Far East and Latin America
much can be achieved at relatively little capital cost, Progress in these regims
will help to improve the world food situation and would not only dovetail with,
but indeed should be an essential forerunner to industrial development which in
many countries must depend upon better fed populations.

How far have the nations collaborating as the United Nations placed them—
selves in a position to assist the underdeveloped countries? They have equipped
themselves (1) to provide for the exchange of information, for advice, and for
some degree of technical aid on food and agriculture through FAC, on labor rela-

tions through ILO, on education through UNESCO, on industrialization, transport,
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etc., through ITO when it is established; (2) to provide through the International
Bank for loans to Governments for specific projects of reconstruction and develop -
ment which can be regarded as relatively good banking risks,

The United Nations thus either have or are in process of providing for
what might be termed the first state, i.e., international advice, and for a last
stage, namely, financially sound investment propositions. It is however doubtful
whether the advisory functions can be effective or the specific projects properly
developed and put forward on a sound banking basis unless an intermediate stage
is developed.

This intermediate stage can take its most useful form at the present
time through many relatively small scale projects for agricultural development,
The need for this can be well illustrated from the standpoint of FAO,

At the request of the government of one of the underdeveloped countries
FAO sends an expert mission to assist that country in the survey of its problems,
The mission makes a report to the government and to FAQ regarding the action which
should be taken in order to increase the efficiency of agricultural production and
distribution and thus to raise the level of mutrition and better the conditions
of the rural population., Such reports will in most cases involve proposals for
action in regard to irrigation and drainage, soil conservation, reforestation,
improvements in marketing facilities, transport, and a number of other subjects.
The mission will recommend that technical experts be engaged for several years to
assist the local authoritdes, that citizens of the country in question should re-
ceive special training at suitable centers outside the country. It will further
recommend that improved implements, fertilizers, and seed be obtained and probably
that a start should be made in the local production of some of these requisites,

. The external funds required would for the next three to four years be of

modest dimensions, They would be needed in order to enzble a country to meet the
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cost of payments for the specific development projects which could not readily
be met from the country's own command of foreign exchange. They might be de-

scribed as "initial agricultural development loans,"

The government receiving a developmental loan would be asked to provide
all internal expenditures from internal sources and to agree to secure the neces-
sary technical assistance through internationally approved channels. The tech-
nicians so engaged would undertake not only the initial surveys but would insure
that both production and distribution were conducted wi th maximum efficiency. In
such ways the age-long obstacles to progress can be broken down and a start made
towards the increase of production capacities upon which all else will cdepend,

Tt vi 11 be clear from the foregoing that what is in contemplation is the
expenditure of relatively small sums in a number of underdeveloped countries on
projects vhich would have an immediate beneficial effect. In addition, the mon-
eys could be used for the necessary detailed surveys for longer-term pro jects
for later submission to the International Bank,

It is suggested that in many of the small underdeveloped countries an
annual loan expenditure of a few million dollars spread over five years could,
unde: proper supervision and applied to the most useful purposes, have a really
significant effect in starting a beneficial trend of development. Dven in large
countries modest sums could also be made to have significant results.

FAO is directed by its Constitution to provide its member nations with
advice and in this phase of international affairs could properly act as "an im-
partial international expert" advising a Government regarding the needs of its
country and the Bank resarding the technical means of meeting such needs,

The whole general purpose of the development loans would be to act as

a starting lever in a determined and nersistent drive to increase the productive

capacity of the underdeveloped countries. The success of sich action would tend
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to make the recipient countries places where private capital could later find

outlets for investment with a minimum of risk.
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Conmittee on Development Policy . Aleeler

Circulated by:
J. 1"« Pentcn, Chairman

Progress Report

The Committee on Development Policy has adopted a plan of work which is
set out on the attached sheet.

This program is admittedly ambitious and much of the worlk vill necessi-
tate a thoroush and somewhat lengthy study of the problems. It was lelt, however,
that as time went on and as the havoc of wer was repaired in Europe, the Rank would
devote an increasing proportion of its resources to the development of less ad=-
vanced countries. !oreover, during the course of the discussions it has become
" clear that, for reasons which are discussed below, the Bank's policy, which it is
the Committee's task to elazborate in connection with underdeveloped areas, will be
largely applicable to the whole range of the Rank's relations with potential bor-
rowers, whether these are classed as "development countries" or not.

The Bank is already receiving loan applications from various Middle
Fastern and Latin American countries so that it is necessary to tackle some ques=-
tions included in the Agenda immediately in order to provide the Loan Department
with guidance in connection with their day-to-day negotiations. Ixamplss ol this
type of problem are: what kind of loans the Bank should make to contribute to the
capital formation of underdeveloped countries; the proper course to be followed by |
the Bank when providing its members with advice on economic questions, and the de- f
sirability of bringing about discussions with would-be borrowers at an early stage
before the presentation of a loan application, so as to ensure that when the appli-
cation is made, it is in a form which the RBank can consider.

It was 2lso thought necessary to define at an early cate the Bank's pol=-
icy with regard to its relations with other international agencies working in the
development field, and there are several other points to which priority will be

accorced.
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Examples of items which the Committee may need further time to study are,
broadly speaking, a survey of underdeveloped arsas such as is suggested in I-B on
the Agenda, quantitative estimates of what can be achieved in the different areas
problems relating to surplus population in underdeveloped comtries, and research
into the potential availability of private investment funds over the next decade,
These questions will require to be dealt with by economists, of which the number
on the staff of the Bank is limited. Consequently, some of these items must be
regarded for the time being as more in the nature of long~term projects rather than
papers which the Commitiee can undertake to produce within a definite and fairly
short reriod of time,

It has been decided to allocatg the responsibility for providin: the
drafts of the various papers for discussion by the Committee to its individual mem-
bers. It was realized, however, that on many of these questions it would be nec-
essary to draw more widely on the accumulated knowledge of the Bank, and for this
reason, it was decided that the individuals responsible for the provision of the
papers should, if they thought it desirable, form sub-committees with a wider mem-
bership among the Bank's staff, in order to assist them in drafting the napers, In
this vay it is hoped that the collective experience and mannower resources of the
Bank will be used to the maximum without compromising the principle that the mem-
bers of the Committee are responsible for ensuring that the various parts of the
Committee!s work are completed.

Some difficulty was experienced by the Committee, not only in defining
the elements of the problem which has been rather loosely classified as "develop-
ment", but also in deciding which areas of the world should be properly classed as
"development areas", For instance, the resources of "'estern Furope will undoubted-
ly be still further developed in the future, but most members of the Committee were

of the opinion that ' estern Furope should be excluded from the areas of the world
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under review by the Committee since it was hoped that the problems of that area
would be dealt with under the Marshall Plan, Southeastern Europe, the Niddle Tast,
Asia and Africa, all seem areas, however, to which the word "develomment" c2n reas-—
onably be anplied, and in many of these areas, particularly the 1"iddle Cast, simi-
lar problems are found in all or most of the component countries, It seemed clear,
however, that there would emerge from the discussions of the Committee a broad line
of policy which the Bank should vursue in its dealings with Development Countries,
and that, if it was decided to exclude only Yestern Burope and the countries of the
North Americen Continent from consideration by the Committee, this policy would ap-
ply to an increasing proportion of the Bank'!s work. loreover, as has already been
stated, in many cases it would be found that the policies evolved for the so-called
"development areas" would not he exclusive and might, in varyins desrees and accord=-
ing to circumstences, be applied to the Bank'!s relations with more advanced coun-

tries as well,

attachment

Distribution:

Mr. Garner

Mr. Hoar

Mrs Hill

M¥r. Rist

¥Mr. lcLain

Fr., Crena de Ionzh

llembers of the Committee
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Agenda for Committee on Development Policy

Preliminary Study: The moral and political problems of inter-

national participation in the development

Rosenstein-Rodan of backward countries.

A

I. What should be done? S T 1fT zA “i1.“Lf-
A, Survey of economic problems of Development Coun-;” //”J.
tries. Purpose of development programs: 4
B. A brief survey of each underdeveloped area setting
| forth in general terms such basic factors as:
1. Population trends. i o/ cAa
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2. Resources.
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Basch/Consolo 3. Income, standard of living and investment.
L. ?rincipal economic activities.
S. Principal exports and imports, 3 -J;kbc\;”
6. Extent and history of recent deﬁélépméﬁi:
7. Efficiency of political and administrative
organization,
8. Internal finanplal condltions. ;
a. 6 folacles LS L Opret
C. Some quantitative estimates of what could be done
in different areas -
1. Eastern and Southeastern FEurope
o 2. Widdle East
Postpone
3. The Far East
L, Latin America
5. Colonial Territories
Research D. Surplus population problems in relation to develop-

ment programs,
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Basch

Skillings

Research

Research (prelim-
inary paper)

Research

Clee

Urquidi EEQ
Special Committee
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11,

E. The problem of promoting adequate technical train-
ing in Development Countries,
F. Integration =
1. Effect of reconstruction and develorment
programs on trade relations between devel-
oped and underdeveloped countries.
2. Integration of regional development pro-

grams.
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How EE can EE done.

A. An estimate of how much international investment
can be exﬁected on the optimum assumption for the
next decade. What proportion of it might be handled
by the International Bank?

B. Vhat kind of loans should the Bank make to contrib-
ute to the capital formation of underdevelcped coun-
tries? Possible inflationary effects? Should the
Bank finance only foreign exchange expenditure or
local currency expenditure also?

C. (1) What is the present debt burden of Nevelopment

Countries?
(2) What can be done to facilitate the settlcment
of defaulted debt?

D. How can the Bank secure active cooperation of pri-

vate investors in development projects?

1, Could the Bank encourage and assist a devel=-

opment program by financing a portion of it,

the rest being provided by private lending?
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If so, is there any type of project partic-
ularly appropriate for the Bank, for ex-

4 f*at ] ample public utilities? Vhat procedures

> o ¥ should the Bank follow to promote the int-
.ﬁf  erest of private enterprise in undertalting
ad - ﬁb”éldevelopment financing?

Urquidi and

Special Committee 2, Should the Bank undertake to guarantee pri-

vate foreign capital investments in devel-
opment projects? f' ;f. :_=,;
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3. What have been the most important obstacles
,/// to private foreign investment in various

countries? Can these obstacles be removed
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through international agreement?
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E. Possibility of obtain%pg assistance from countries

other than the U, Sﬁﬂ/%hat steps, if any, can the
[

Postpone Bank take to assist in the readjustment of economic
and financial relations between Furope and Develop-
ment Countries?

F. The work of other international agencies in the

Demuth field of development and the Bank's relations with
these agencies,

Gs Proportions and priorities to be attributed to dif=-
ferent areas or purposes =

Postpone

1. General
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2, DBank

III. Bank Technique,

Loan ( A, Vhat application&, formal and informal, for
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_development loans has the Bank received and vhat is

the mechanism for handling such applications?

Yhat is the Bank's position in connection with
assistance by it or other agencies to underdevel-
oped countries in (a) formulation of develorment pro
grams, (b) the construction and operation of devel-
opment projects, and (c) internal economic and fin-
ancial conditions? What initiative should the Bank
take in moulding its members' development policies
d ong economic lines? To what extent should the
Bank send missions to underdeveloped countries in
order (1) to publicize the purpcses of the 3ank and
(2) to gather information for the Bank's use?

By what methods should the Bank seek to publicize
achievements in the field of development with a
view to restoring the confidence of private invest-
ment and thus encourage the resumption of private

international lending?



December 16, 1947

Committee on Development Policy

At the Committee's meeting today it was decided to adopt
the Agenda and the allocation of work already submitted, with a fow
minor modifications.

It was agreed that theré should be a further meeting of the
Committee on December 30, at 2:30 P.M., in Room N10, at which the prog-
ress of the preliminary work done on the various items of the Agenca
would be reviewed with a view to setting tentative dates for the com-

pletion of the various parts of the Committee!s program.
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December 16, 1917

Agenda for Committee on Development Policy

Preliminary Study:

The moral and political problems of inter-

national participation in the develonment

(
(
(
(
Rosenstein-Rodan  ( of backward countries.
E I. What should be done?
E A, Survey of economic problems of Development Coun-
E tries. Purpose of development programs.
( B. A brief survey of each underdeveloped area setting
E forth in general terms such basic factors as:
E 1. Population trends.
E 2. Resources.
Basch/Consolo E 3. Income, standard of living and investment,
E 4. Principal economic activities.
E 5. Principal exports and imports,
E 6. Extent and history of recent development.
E 7. Efficiency of political and administrative
E organization,
E 8. Internal financial conditions.
( C. Some quantitative estimates of what could be done
E in different areas -
E 1. Eastern and Southeastern Rurope
E 2. Middle East
Postpone (
( 3. The Far Bast
E b, Latin America
E 5. Colonial Territories
Research D. Surplus population problems in relation to develop-

ment programs,



wle

of defaulted debt?
D. How can the Bank secure active cooperation of pri=-
vate investors in development projects?

Urquidi and 1, Could the Bank encourage and assist a devel-

Special Committee

opment program by financing a portion of it,

( E. The problem of promoting adequate technical trein-
Urquidi (

( ing in Development Countries.,

F. Integration -

( 1., Effect of reconstruction and develorment

(
Basch ( programs on trade relations between devel-

(

( oped and underdeveloped countries.

( 2. Integration of regional development pro-
Skillings (

grams.,
IT, qu it can be done.

( A. An estimate of how much international investment

(

( can be expected on the optimum assumption for the
Research (

E next decade, What proportion of it might be handled

( by the International Bank?

% B. What kind of loans should the Bank make to contrib-

( ute to the capital formation of underdevelcped coun-

(
Research (prelim= ( tries? Possible inflationary effects? Should the
inary paper) (

( Bank finance only foreign exchange expenditure or

(

( local currency expenditure also?

( C. (1) What is the present debt burden of Development
Research (

( Countries?

( (2) What can be done to facilitate the settlement
Clee (

(

(

(

(

(

(

(

(

(

(

the rest being provided by private lending?
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If so, is there any type of project partic-
ularly appropriate for the Bank, for ex-
ample public utilities? Vhat procedures
should the Bank follow to promote the int-
erest of private enterprise in undertaking
development financing?

Urquidi and

Special Commi ttee 2. Should the Bank undertake to guarantee pri-

vate foreign capital investments in devel-
opment projects?

3. What have been the most important obstacles
to private foreign investment in various
countries? Can these obstacles be removed
through international agreement?

E. Possibility of obtaining assistance from countries

other than the U. S. "hat steps, if any, can the

Postpone Bank take to assist in the readjustment of economic
and financial relations between Europe and Develop-
ment Countries?

F. The work of other international agencies in the

Demuth field of development and the Bank's relations with
these agencies,

G, Proportions and priorities to be attributed to dif-
ferent areas or purposes -

Postpone

l. General
2. Bank
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III, Bank Technique,

Loan ( A, Vhat applications, formal and informal, for
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developme;nt loans has the Bank received and vhat is
the mechanism for haridling such applications?

That is the Bank's position in connection with
assistance by it or other agencies to underdevel-
oped countries in (a) formulation of develorment pro
grams, (b) the construction and operation of dcvel-
opment projects, and (c) internal economic and fin-
ancial conditions? 'hat initiative should the Bank
take in moulding its members' development policies
d ong economic lines? To what extent should the
Bank send missions to underdeveloped countries in
order (1) to puﬁlicize the purposes of the Bank and
(2) to gather information for the Bank's use?

By what methods should the Bank seek to publicize
achievements in the field of development with a
viéﬁ to restoring the confidence of private invest-
ment and thus encourage the resumption of private

international lending?



December 15, 1947

Committee on Development Policy

At a meeting of the Sub-Committee to continue study of the Agenda, which
took place on Friday, December 15, the division of work on the Agenda was dis-
cussed, and a redraft of Section I-~D made. The Sub-Committee'!s recommendations
are set out in a revised Agenda, hereto attached, |

It was felt by the Sub-Committee that, in general, primary responsibility
for each item on the Agenda should be given to one person. The person in charge
should, however, be able to enlist the assistance of anyone in the Bank who might
contribute to the examination of the problem at hand, In two cases (II-D é;nd
ITI-B and -C) it was felt that the person in charge should set up a special com-
mittee to study the problem.

Allocation of a few topics was postponed, -~ it being felt that they were
not of immediate urgency, or could not be evaluated until other studies had been
made.

The next meeting of the full Committee will be on Tuesday, December 16,

at 2:30 P.M., in Room 410,
attachment
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OFFHCE MEMORANDUM

TO: Drew Dudley i DATE: 12/15/L7
FROM: John M. Penton
SUBJECT:

The Committee on Development Policy appointed by Mr. Garner is under-
taking a study of the Bank's role in increasing the productive capacity of
underdeveloped countries.

One of the chief questions which arises is that of the Bak's partici-
pation in giving expert economic and/or technical advice to its members in
such fields as the formation of development programs, the moulding of inter-
nal economic and financial policies in order to achieve the best conditions
for development, the construction and operation of development projects, and
the maintenance of overall policies throughout the life of loaxs which will
create the most favorable environment for the loans's success.

The degree of initiative which the Bamk might use, either in making
known its aims and purposes, or in participating in my one of the above activ-
ities should be considered. The scope of Bank missions in the field is also
an important factor, as yet undecided.

It is also desirable to discuss the extent to which the Bamk can pub-
licize any achievements it may have in the development field, with a view to
restoring the confidence of private investment, thus encouraging the resump-
tion of private international lending.

Tt is proposed to hold a discussion on this subject in your office é’,

on Wednesday, December 17, at 2:30 P.M.

OFFICE SERVICES 17-10



INTERNATIO! NK FOR RECONSTRUCTION AN ““ELOPMENT .
’ ?f’( . ey,

OHICE MEMORANDUM

TO: F. D. Stephens DATE: 12/15/L7
FROM: John M, Penton
SUBJECT:

The Committee on Development Policy appointed by Mr. Garner is under-
taking a study of the Bank's role in increasing the productive capacity of
underdeveloped countries.

One of the chief questions which arises is that of the Bank's partici-
pation in giving expert economic and/or technical advice to its members in
such fields as the formation of development programs, the moulding of internal
economic and financial policies in order to achieve the best conditions for
development, the construction and operation of development projects, and the
maintenance of overall policies throughout the life of locans which will cre-
ate the most favorable environment for the loan's success,

The degree of initiative which the Bank might use, either in making
known its aims and purposes, or in participating in any one of the above
activities should be considered. The scope of Bank missions in the field 1s
also an important factor, as yet undecided.

It is also desirable to discuss the extent to which the Bank can publi-
cize any achievements it may have in the development field, with a view to re-
storing the confidence of private investment, thus encouraging the resumption
of private international lending,

It is proposed to hold a discussion on this subject in Mr, Drew Dudley's
office, Room 1111, on Wednesday, December 17, at 2:30 P.M,, and I should be

glad if you could attend,

OFFICE SERYICES 17-10



December 11, 1947

AGENDA FOR COMMITTEE ON DEVELUPIENT POLICY

PREFACE - The moral and political prohlems of international participation in

the development of backward countries,

I. What should EE done?

A. BSurvey of economic problems of Development Countries, Purpose of

development programs,

B. A brief survey of each underdeveloped area setting forth in gen-

eral terms such basic factors as:

%
2.
3.
L.
5e
6.
7.
8.

Population trends.

lesources.

Income, standard of living and investment.

Principal economic activities.

Principal exports and imports,

fxtent and history of recent development programs,
Efficiency of political and administrative organization,

Internal financial conditions,

C. Some quantitative estimates of what could be done in different

areas -

1.
2,
3.
L.
5.

D. Surplus

Fastern and Southeastern Europe
I'iddle Fast

The Far Tast

Latin America

Colonial Territories

opulation problems in relation to development programs,
pop I g

E. The problem of promoting adequate technical training in Develop-

ment Countries,
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F. Integration -
1, Effect of development programs on trade relations between
developed and underdeveloped programs.

2. Integration of regional development programs,

II. How EE can be done.

A, An estimate of how much international investment can be expected
on the optimum assumption for the next decade. ''hat proportion of
it might be handled by the International Bank?

3. IAn analysis of nature and composition of development loans (and
possible inflationary effects),

Ce Should the Bank finance only foreign exchange expenditure or
local currency expenditure also?

D. What is the present debt burden of Development Countries? What
can be done to facilitate the settlement of defaulted debt?

E. *hat are the present obstacles to private lending and what steps
could be taken to remove them and speed up the flow of private
capital?

F. Possibility of obtaining assistance from countries other than the
U. S. 'hat steps, if any, can the Bank take to assist in the re-
adjustment of economic and financial relations between Furope and
Development Countries?

G. The work of other international agencies in the field of development
and the Bank'!s relations with these agencies,

H. Proportions and priorities to be attributed to different areas or
purposes -

l. General

2, Bank



III, Bank Technique,

A,

What arplication}’ formal and informal, for development loans has

the Bank received and what is the mechanism for handling such appli-

cations?

Be 'hat steps should the Bank take to inform countries of its purposes
and aid them in the formulation of their development policy? How
can the Bank influence general financial and economic policy in
countries in which it is interested?

Co By what methods should the Bank seek to publicize its aims and
achievements in the field of development with a view to restoring
the confidence of private investment and thus encourage the resump-
tion of private international lending?

De General policy papers.
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The following is the synthesis of the opimions and observations of
the writer, formed after several years of persomal studies in eeconomically
backverd couvntries and in Washington.

These opinions sand observations have been discussed with and often
suggested by members of the staff of the IBRD, the IMF, the SZximbank,
State Department, and officisls of Belgium, Belgian Congo, Gold Coast,
and latin Americam Governments.

They form = logical pattern and lead to conmclusions which at best are
tentative in nature, for the demonstration of each point would, if handled
on s strictly sclentific basis, absorb the efforts of a staff of skilled
cconomists for st least a year.

Tentative 2s they are, however, it is hoped that the conclusions can
gorve as basis for further discussion with the Bank amd provide a genmersl
pattern for an IBRD policy towards development countries, which peliey
appears to be only in an embryonic stege st this time.

1. Letin Ameriecs, Afrieca, the Middle Zast are areas where developmeat
is needed to bring about the efficient utilization of their resources
for the seke of their inhabitants and for the sake of the world at

large.

2. Development should be in the mature of vrojects of modest size which
are designed to increase directly national produection or efficiemcy.

3. Bligibility for development finameing requires that countries desir-
ing such finaneing have taken or be willing to Sake the steps
necessary to s demonstration of fimameial end political stability
and to an imcresse im the skills and efficiency of their population.

k., Other than US dollar curremey or currencies should be the fimancing
media, where feasidble, and project(s) machinery and equipment should
be obtained from other tham US suppliers.

5. In the short-run, and this is to say until the end of Harshall
finencing, the development countries should receive omnly a small

(=) The countries under consideration are mostly self-governing Latin
Americsn, Africen or Near Lastern couniries, elthough many remsrks
apply as well to Colonial Africa. The economically underdeveloned
countries will henceforth be referred to as L. U. countries.



6.

-

smount of finaneial help. However, they should receive a
of technieal help, =2nd both should be condueive to the establishwent of
sound economie prastices and to the ereation of the solid frasewerk of
small industries, lecal coanital, and skills on the basis of which
farther l=apge sesle development will be able to take place,

in the leong-run, an International Develorment Corverztion could aet
wuwwuuxmmmuwmm
technioians trained to tske over the project(s). "he 150 would
staffed by evverienced oconorists, msinossmen, snd
cruited on a2 world basis, It would (o) procure the ms
and induee nen-U$ smvpliers to vlan their production along the needs
of the development countries and (b) be finsmeed by espital subseribed
by dewelopment areas GCovernments, by their nationsls, by
snd private investors,

i
5

:
f
g



1.

(4) is the development of L. U, couniries necessary?

(B) In vhat reslm of econonie setivity should develop-
nent be undertaieny

l.8. Agriculture
1.b, Aniwsl hasbandry
1.e. Forestry sad forest industries
1.8, Visheries
2. Hatallie and minersl resources
3. Infustey
&,  DPistridution
5. lGdumection
(0) vhat should be the size of development?
(1) Through whom should developsent be undertalent
1.

piffionlties inherant to private financing
(B} pifficuliies inherent %o dollars imvestuent

(0) nRestrietions vleced on certain kind of loans

iix.




Ia order %o arrive at coherent conclusions, we deem it necessary to
etart fron the very tegisning smd to investigate a% first the very premises
of eur reasenisg. Our firet question is thuss

The smewer is affirmetive for twe reagsonst

1. For the sake of the Inhabditents of the countries under considers-
tion devalorwment io ne +« Tor the standard of living of these people is
generally oztremely low. Many of these countries enjoy a demserstic set-~
upg mevertheless, there sre wide differsences in the income of their inhebitante.
Ususlly, = dominant grouwr of rich landowners smd industrislists and their
families, mostly eduented sbromd, rule the cowntry direetly or indireetly.
Pragtically #11 e=pital is concomtrated in their hemde. Thelr oligerchie
growp does not represent more than one-twentieth of the population. About
ninety-five percent of the vepulation is constituted of badly-sdueatied frrmers
or workers enjoying little hygieme, ususlly undernourished, snd unsble to malke
the best of the 1ittle Mmovledge thoy hawe, bdecsuse they sre subnitied to &
soelal framework (like the system of the big Hacienda) which makes it ispoesible,

Theoreticsl messures huve been Leken %o Lmprove the let of this
proletariat, In Uhile, for instance, the socisl legislation ia one of the
most orogressive of the entivs world, However, mo smoumt of legislatlion will
fead the woriers,

A% the root of this problem is an inedenmate produstion, resuliing
from & lack of per eapite efficiensy, snd this in twm iz the rosult of &
lack of education or seiemtific training, This in grest part can only be
surrected through years of edugetisn and & total revision of psyeholegieal
attitudes toward 1ife snd work. Howewver, this is & slow process which will
not 4o in meny coses, for the problem of low stendsrds of living is wrgent,
Although it has existed for & considersble nusber of yoars without erestiag
econsidershle iisruption and chees, it iz takem at present as = velitical
vlatfors by communistic sgitators who threatem to moke the situstion worse,
Inmedizte mefsurses are NOCONIAryY.

2, Por the sake of the world st large mmd especially for the
seke of Surove, development in %, U, countries is necesssry, bessuse the
world is short of vrmetiecally every nossible kind of goods.

1t would he unreslistie, however, o vredicate a policy of develep-
went or the provositlon that everything should bde produced beenuse the world
lacks everything, 7he werld unfortunstely iz met yot in a position to pur-
ehngse twice or three times the smewnt of poods curremtly vroduced, sad this

(a) ‘They heve no sceess $o & quaniity of aahrt-u. vitamins, proteins,
elathing, and housing sufficient to enabdble them to have US ar
#uroveesn 1life exvectaney.



eeonomie esignificance thet i : .
clothing mmd feeding of wost Chinese and Hindus eculd only be Justified
on the basis of cherity, sud the world camnot afford this »t the present
moment.

:
i
i
:
:
3

A large rezion of the world exists, however, vhere the inhablitanis
have potentisl ability o nay in goods for the goods Shey receive. This
wtcf&om&d-&iw-ﬁnﬂwmtmmadmnmm
for its industry. A higher production im &. U, =reas could and should be
attained throungh develonment, thus, were it for the sake of Sthe Suropesns
slone,

Gn the two bnses sbove, the intensification of produection is necessazy,

and cevelooment by definitiom is the technigue conducive to such intonsifi-
eation,

(®)

1.0, Agriguliurs The developuent of agrisulture in wost of the
equatorisl snd subtroviesl parts of the world is 4iffienlt, for it brings
gbout the phenomenon of laterisstion which is no less than the sterilization
of soils. In nrder to aveld laterisation it ie necesssry to assleet cavefully
proper suils and to introduge systems of eroalom gontrel,. This imclles
reforentation, ? plaating of nitrogencus plants, the building of dsme

and levees, ete.(®) 1t is, therofore, s long-range proposition which mst
ve studied very carefully.

mmwmummmswmmm
seor sxgert in such sreas s Argentine or Urugasy.'® ¥he expectation of
high ylelds ver acre oa large scale develepment can, thorefore, easily be
disa-nointed.

sopisl Aifficultise himder the development of sgrieculture even
mere. Yhore the lsnd iz in the hends of big landowners who practieslly
dominate lavge masses of guasi serfs, there is 1ittle incentive for efficlensy:
Mmrurdmmmlnw.mufﬁe&utformmfwhu
mummmmm-rmﬂnmammhuumuum ihe
umuumomuQmmwmmsmmumm
sbsolutely no incentive to try %o obiain better yislds. dany countries like
mmammuwmmmmwmmmm
of land to farmers. Unfortunstely, they hawve gome far in the other direction
mmwtwmnmm-muzuumunmmﬂm
bocomes diffioult. In order to depsrt from both inefficient systems, &

(s) The sroblem has boen suscessfully tackled ia Kive (Cemtral Afries)
snd in Northera and Central eru.
{d) Regloms of the highlands of Irazil f.i. sre alwost evhasusted,



real revolution is necessary. This sither takes time or invelves bloeodshed,
and the latter method orestes sn atmosrhere which is 1ittle conducive to
develoonental endeavors, '

it should be noted hare that the agricultursl system in 5, U,
countries is one of the reasons for the small “espital formamtion®.(2) e
quasi serfs or the very smzll farmers 4o not save, The big landowners do
save, but pe they de mot trust the loeal politicsl and finmencial setup,
they coavert thelr savings belances inte forelgn currencles and kesp them
in the United States or ia Yestern Surepe.

1l.b, _ offers 1ittle more than agriculture in the
way of possibilities develomment, The control of diseases, which
is shsolutely essentisl as provem by the cwrent hoof and mouth disease
evidenie in Mexico, is a custly provosition, snd the selentifie up-keen and
m:ttuunuummtmmmmmuumm
ar Afries,

l.e. Rorsetry sod foress industries n~re better rrosvecta for
fnmediate yield, However, thay imply troduction of selentifie methods
of reforestation, the staniariization of mroduets, and the existense of
considersble “now-how.

231 of this, however, osm be soguired in & fev years. The progress
in the axpleitetion of Parana Pine in Syesil is ia this respect very engcurag-
ing.

1.4, PFisheries sesn to heve oven hetter vrospects them forestry.
The only faotors needed to develop this setivity im . V. countries sre local
and foreign capital, for where fish are abumdant, the gquestion of skill and
¥now-how is wrectically negligible. The econzidersdle growth of Chileen,
Paruvign, =sad Hewlean fish industries prove both voints clesrly.

2. The more intensive exploitation of metallie amd mineral
resources ralses a commletely dAifferent kind of vproblem,

Very large investmenta =must be sade in mining ond vetroleun ex-
ploitations before they ¢on yield sny sizeadle profit. This capital is not
available in the economically underdevelowsd countriss beesuse of the small
smoumt of real savings: therefore, the exploitation of mining snd petroleus
mat be left to foredign esrital, Host backward - are reluctsnt So
let more foreign ompital enter inte these fields, sinos the prefits,
reserves, snd the dividends of the foreign corpor:tioms sre usaslly trans-
ferred abrosd as soon ss they are created., In Chile, for instance, about
25 pereent of the grose sales value of copcer laaves the country. In the
ense of small mining snd cetroleum enterprises, the share of forelsm exchange

(e) The 1ittle smount of resl ®savings® (or wvoluntary refrain from conw
suming) is the sisgle most imvertont feotor which prevents = fast
growth of K, V. sountries,

(b) Brezil snd "hile prectically exslude ‘oreizn inmvestments in petroleum
ﬁ!lm‘
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which remsins in the hends of foreign interests is such laxger. In order
to ebtain s larger "eut® in the fruite of empleitation of thelr own natural
regsources, meny Latin American couatries wiilize methods of taxetlon that
sre extremely disecursging to foreign esvital, or inelst on sharing the
partnership, or in intredueing thelr owm teckaiclsns end sdministrators ia
foreign entersrises, This resulis very often in a steriliszation of the
smmterprises or in » reduction in afficiency.

In mining sad petvoleum se in the ease of sgrioulture, little
espitel 1s formed for losal use. Nost of the savings sre made by Torelgners
which tranefer them abrosd.

W The myth of industrizlization at all costs has pervaded
mm regions like Letin Averies oy the iddle Hast, In certain
cages vhen the condition of the woll 18 =20 bad ns to make agricultural one
deavors mon-productive, a lizited industrislisation is justified, Howewer,
the ore-tion of large indusiries requires considerable amounts of supital,
mow-how, and skills. ¥ost of them are oﬂu l.m in ¥, ¥, ecountries.

wemufacture of jetenropelled rursult vlanes im Argentine, are completely wa-
Justifiable, The erention of o stesl mill in Preril, whieh is neither close
to the iron ore devesits nor the cosl devesits, might mot have any beneficial
effect.

However, o loenl steel mill in Chile at the vroximity of ceel fields,
sitnated 2% the proximity of iron ove deposits, snd elose to o large warket
should not be dismissed as inefficient on the basis of cost ealeulntion alene,
It might wery well be efficient in terss of labor costs, snd the monetary
couts may slter the vieture, because of non-industrial frotors such as
inflationery situstion gr over-walued currency. But ia general large in-
dustries in bochward regions sre expensive, mmmmm
with foreign goods, snd they do not help solwe the world problems at all
insofar as they expend limes of vreduction vhieh are practicqlly the only
m-lmnmﬂnmxmwm”wuhmmu
in the Mature,

Smal)l industries can heve a considerably detter chanee of suscess.
Bmall tertiles mille vhen cotton ia awvailable, small teol factories, meanu~
footures of conned foodstuffs, beer, or eorrer nrplisseces csn be jJustified
snd vroductive; and, furthermore, they csn constitute o strong basis for
eanital formation,

b. Zistribution ‘here mo market faeilities exist or where they
sre extremely elementary, the orgeaizetion of =n effieient distribution
system is sosetimes sueh more helpful than the development of produetion
fteslf. Cooneratives, verehouses, suick-~fressing vlants, samnning plants,
snd packing ssnufsciures can be erganized on the basls of loeal eapital,
but require forelgn techmiesl lmowledge. This i3 @ line vhere such sould
be dome at little exvenditure.
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Sow rallyonds lavelwe large investaents sad extrewely careful
consideration. In B, U, countries, ss everyvhere, the bulliing of new
refilresds s o rishy bdusiness 2t best, end oven lines of old standing
exporience grent Aiffisulties. Howewer, the ersstion of new lines in
mekwerd comtries showld not be slways predicated on the bssle of exist-
ing waffie. Hew lines open wp now regicws, snd the denand for treffic
follows the supply. It is nefortunste that the old free enternrise
m&rﬁ-luﬁiﬁmlm&ﬂ&-mmwmnl&mhw’#ﬁmwu
Afries, Asis, sad Lotin Aserics seens to be revlsced by the fesr of risk
which charpeterise present ‘ay Yestern Buromesa or Ud big investers, for
lerge crofite and lmwense ecowosie improvements eould aceomvsny the creation
of lines between Chile, Bolivia, Zwsril, or across Afries. Owing to the
oresant mentslity, however, on'y the iscrovesent of exizting lines and the
epening of "sure-fire" seetions of reilrosds sen be considersd. Tnis could,
hovever, heve beneficisl effects,

The wuilding of highways ou the other hend seems o be the
faverite menner of wasting money im many 5, U, countrdes. 1t remaine to be
demonstrated that roesd trsmsrort is ehearer than the rail, and thet the
building of highways verallel %0 redlrosd limes vresen® mny scononde
sdvantage whatsosver,

Edveation The smalysis of the four noints sbove indicates
mzmm“wnxxmummnu
vossible and Avgirable in baskwerd comntries, aweept im the desmain of heawy
and sedium-heavy Industry. But 41t is Just s iooortent %o note Shat ia
praetionlly no instonte 1s that developsent voseidle without technicsl
moviedpe, know-how, snd seelsl reforms. 7his lesds %o the sugpestion
that, =2 the seqguisition of nore Mﬁu mael come bafors the utilization

of this Imoviedge, the first step which M&kumt&nvad
be =long the lines of sdueation, ::tzwmmunmsmmuuu
whieh eould beo teken In fover of ¥, © . counsries ie the crestion snd finenow

and the disyetoh of teshnlei:=Is,

ing of schoels, lsborstories, 3& Slon,
sciontiote, obc, on the r;wt.{

(=

Undar Worth Americsm psychelesglesl influence, the lesders of some
bagiwerd oountries sesm often to haw cone %o the conclusion that the one
way to undertake develonment is o0 spend s conaidereble smoumt of money
in megnificent and afben completely uselsss publie works wiich st best
oould be Jusbified if they hed s contrawcpyclical effect. The dulliing of
huge dsms, emormous airfislids, four-lane super highwaye, sad glgentie
bridges will mot solve smy ateaderd of livimg or wroduction problem st
sll, but will reise sonsidersble questions of repaymeut.

(a) The leunehing af smll sesle *sgriewltural® enterrrises suweh as
these orected and srojected by the P.A.0, smell industries enginesrs
could have the doubly benefielal effect of adding te the preoductivity
of ﬁmmummmmwwrmnna
slf=-Tinunoing bdasis.
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As revealed by the analysis of Latin American or Middle Eastern
budgets, the ability of the Governwents to finance developmental expendi-
tures is extresely small, As revealed by the study of the sccumulation of
savings, the ability of private people to finance such expenditures is Just
a5 moderate. However, the foreign and local borrowing already engaged in
for such purposes has created a serious problem of transfer. In most cases
it is extremely difficult to see how any of the E. U. countries will be able
to reimburse what they owe to Lheir creditors out of inecreased production.
However, when sll is said and considered, this is the only way for any country
to redeem its indebtedness in the long~rua.

lNew investments should, therefore, be as small as possible and
give as large a productive yield as possible. The multitudinous unpreductive
public works undertaken or planned by Covernments of economically underdeveloped
countries should be avolded, for even il all undertakings financed with foreign
capital are sound and productive, they will not have any benefiecial effect at
all if the Government and the people of the borrowing countries stop their own
productive expenditures and dedicate everytbhing to non-productive investments.

The above suggests not only the need for a considerable modification
attitude of Latin American Govermments or Governments of E.U. countries,
s the need of a change in the mentality of the technicians hired by
help in their ecomomic mm,utmurutm-umtmm
Certain countries, mich as Venezuela,
to secure the advice and opinion of people
cost and to find inexpensive solutions to

?5ts§£g:
il
a"gf :
il
1]
i
il

;

:

the predictable demand for the next 10 years does not exceed 12,000 k.w.
not necessary to build a complicated dispatehing eystesm and a two-way
railroad line where single track, low-speed, no ballast line can do the job,

in short, development should avoid the spectacular and turn towards
the useful,

(b) Through whom should development be undertaken?

Where development is placed under the direct control and management
of the Government or under a parastatal institution, risks are great that
political comsiderations will iafluence the selection of projects and that
the local Government will, in order to raise the local capital necessary for
its undertakings, create such 2 pressure on private savings and private capital
formation that private endeavors will be practically sto « This seems to
bave cocurred in Nexieo during the execution of the 1 plan, On the other
hand, it would be unrealistic to expect that private interest will be attracted
only to those projects which produce more commodities for the good of the nation
and the good of the entire world. The tendency would be rather toc seek gquick
profits through the comstruction of buildings, purchase of real estate, and
operation of soft or hard drinks factories.

“§
@ p

Furthersore, the quantity of capital which private people in E. U.
countries are able to mobilize i» small, and this makes them poor partners to
an international effort in the direction of the expansion of production,



Most of the time the only private capital able and willing to
participate in podtive and practical development is the foreign capital,
but, unfortunately, with a few exceptions, the psychwlogical effeect of an
expansion of foreign-owned enterprises in backward countries is bad for
reasons expressed above,
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II. The Pinaneing of Developwent |

Various difficulties seem to surround the problem of the finaneing of
development expenditures with foreign capital,

(A) Lifficulties imberent to private finaneing
The long history of defaults, expropriation, and abusive taxation
in meny E. U. countries and the difficulties which the large and sound foreign

interests encounter in their dealings with Govermments and private people alike
in the last 15 years have chsaged considersbly the mature of the nmew capital
penetrating in these countries. At present, the institutional inves the
large firm is reluctant to engage in new investment activities, and often the
Governments of econcmically underdeveloped countries are loathe to welcome in-
vestment from a politieally powerful source, Therefore, only small firms

E

Amongst others, default situations sust be cleared in one way
another. It is important o stres here that the paying sbility of backward
countries is small and that debt settlesents which inwelve too heavy a burden
will not be successful.
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can be submitled should be set once and for 2ll and possibly with the
approval of a supreme body such as the United Nations, These rules should
only be revised through negotiations with all parties.

() Piffievities imherent to dollars investment

1. Latin America suffers at present {rom a considerable dollar
shortage, Its yearly indebtedness to the US smounts to approximetely §2

villien,(s) wiils ite faversble balance with Europe is sbout of the same
sise. IhwﬂtuathMMam«t&Mm
presently from 8 to 10 billion yearly.

wugmm,mmmuummmum It
can be surmised that the dollars which will be awvailable to Z. U. countries

() BSalsnce of trade defielit with US: 1.7 billion V2§ & year.
Capital payments to US: 0.23 ¢ " " w
Balsnce of trade with world - US: (Assumed) 2.3 . " e
Gapital payments to Forld ~ USs Q.26 » LA

(b) The prewar “ecreditor® nations of Furepe have obviously enjoyed for
years a standard of living which was not Justified by local production
alone. They were in fact benefiting of investmeuts made in the pre-
#orld War I "lsperialistic” period,
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mtmm Furthermore, the balance of payment loans have been
z- non-productive, This reluctsnce may be explained for
8) but when it comes to hard economic facts, the effeect and implication
wwammahnmmwwmwmuwmm
development. fhmdh*mdtuuﬁﬂuhmw
mumwottum. not by the
stringent rules for a very small part of its national economy.

mmmmumm-mmammwnw.
On the other hand, a straight development loam would

effective if the country spends the rest of its woney on non-essentials and
dedicates its local capital or foreign exchamge surplus to the execution of
political public works or to the up-keep of & large army.

Two fagtors, therefore, should only be comsidered in the making of
a2 foreign exchange loan, and they are:

1. Is the overall policy of the country directed toward more
production or toward more useless expenditures?

2. Will the production of the country inerease sufficiently to
enable it to service a loan of the sise considered?

(a) mmnmwummmum'wuhm.t



T

11, Development Within the Pramework of & Werld Poliey

(A) As deseribed above, development countries will not suffer from a
shortage of dollars or a shortage of amy other eurremcy in the short-run,

start on a large scale. Some form of financial and technical help may be re-

quired for the creation of this skeleten. It would be advisable that swall
be made, earmarked for very small projects of great strategiec

value which ecould be and should be oquipped with Buropean material,

This condition seems to be essential, sinee f{urther short~run expansion
on the basis of American material would create an inflationary pressure in the
States and at the sase time close a little further the development markets for
Suropesn goods, Marshall Durope cannot survive if it cannot import rew materials
snd export manufactured products. But then comes the problem of avallability of
material. Assuming even that Burope is ready to deliver goods on credit to
Latin America, the ability of Europe to supply encugh materisl in a short peried
of time needs teo ve demonstrated., It is believed that this ability is much
grester than ususlly assumed. This sight be illustrated by the fact that the
yearly exports of Belgium will amount to nearly US§l.8 billiom a year in 15L7
while the exports of the US will suly reach sbout US§lL billion. The difficulty
is thet sost Latin American countries want te receive equipsent teo fast and
that no sffort is made to find sources of supply in Furope. Furthermore,
Suropean producers sell without consideration for the productive yleld of their
sales. They ignore the fact that 10,000 tens of rails sent to India or used
mxmpmy-m-inhnnammmun-ﬂwtmmammsm
of steel utilized in agricultural or mining sections of Venemuela or Peru.



position to finance through the International
ment in ¥. U. countries which again are likely to be in a situation of balance
of payments defieit. Furthermore, US dellar finanmecing if available will be
then susteined by US exports, and this will not
structure of the US. But, the availability of capital and funds will not
itself imply the existence of a situation conducive to harmonious development:
the internal soundness of the countries % be developed is necessary, snd a

i
;
E
%

international institutions during the "larshall Period,"” but then the zrocure-
ment and organisation of the problem still will remain to be solved,

¥e have seen that for various reasons the existing institutions in
charge of development are extresely sensitive to non-economie factors to
which they should be imwune, Furthersore, the procurement of materid and
ekill hsas been adulterated by the dominant position of the US during the
war and by the relative inadequacy of Buropean sales organisation in
development countries.

Therefore, there appesrs the necesszity of the ereation of an inter-
national board, which would be & clearing house for & part of the goods and
commodities produced all over the world, It should be provided with a list
of all the projects and plans of backward countries, study them from the
point of view of pruduction efficiency, and finance the operation of the
transfer of these goods with IBRD or private funds, or on the basis of
commodity exchange.

On the management side, such orgamisation should set up independent
development corporations with the finaneial participation of loeal govern-
ments, private nationals, foreign interests, and international funds. These
would be stalffed with or utilize international experts and would sell their
creations after their successful operation to local interests. The sum total
of the Board and of the instrumentalities ereated by 1t would in faect be an
International Development Uorporation,
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IV. Prereguisites to Development

The above suggests thet no loan can be successful if a set of rules ie
not adopted by the country in which development should take place.

It would, of course, be futile to set stringent laws as prerequisites
to 2 loan, However, the following should be considered:

l. The country should make the best of the opportunities offered
by the Marshall peried, undertake a skeleton framework for large scale de-
velopment to come, and be ready to partieipate %o an International Develop-
ment Corporation,

2. 7The country should clear its default situation.

3. The country should establish s set of clear rules geoverning
foreign investment.

he Sinee much of the capital of nationals of ¥, U. countries is
invested abroad and since local eapital is alwmost always lacking, the
nationals should be obliged either to repatriate their holdings or to in-
vest them in an institution dealing with international investment, for the
purpose of being used in E. U, countries,

5« The country should eliminate from its budget non-productive
items except the minisum required for the smooth adwinistration of the country
and the minimun required to meet its international obligations. Similarly,
eredit restrictions chould be imposed om all non~productive endeavors,

6. The Govermments of the coumtries should at least arrive at the
point where the whole of their ordinary expenditures are covered by ordinary
receipts, They should only borrow from the public or from their central
bank for the execution of produetive and long-range development pro jects,

7. A strict exchange control should awveid flight of capital and
prohibit unnecessary imports. If suech comtrols camnot be imposed for
psychological reasons, devaluation is the only alternative,



December 8, 1947

COMMITTEE ON DEVELOPMENT POLICY

At the first meeting of the Committee, Friday, December 5, it was
decided that each member would submit a 1list of specific toplecs on the
problems of Development Countries, the problems of lending to Develop-
ment Countries, and the problems relating to the Bank's participation in
such lending, These lists will be submitted to the Secretary in Room
40L not later than Tuesday afterncon, December 9,

It is intended that the subjects suggested be the basis for spe~
cial papers which the Committee will sponsor in order to enable it to
prepare a final report. The lists which are submitted will be assembled
by the Chairmen intc a tentative program of work to be discussed at the
next meeting,

Dr. Rosenstein-Rodan will prepare an initial survey of the econ=-
omic prcblems of backward countries.

Mr., Clee will circulate a paper deseribing his Division's method
of procedura in following up a loan application from a Development Coun—
try..

The next meeting of the Committee will be held on Thursday, Decem—
ber 11, at 4:00 P.M., in Roem 410,

Rs Fe Skillings
Secretary

cc: J. M. Penton, Chairman
A, Basch
Ve Checchi
F., Congsolo
R, H, Demuth
W. Hill
A.S.G,. Hoar
M. Madigan
P. Rosenstein-Rodan
V. L, Urquidl
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Mr, A, 8. G. Hoar 5th December, 1947
C. C, Hamilton

REVELOPMENT COMMITTEE

Your note of the lst December in reply to mine of the same
date.
1. I am not convinced, Perhaps the point will be clear if I
move it from the departmental to the inter-departmental plame and con-
sider the prineciple in relation to someone else, e.g., the Loan Director.
Re - The first duty and function of the Loan Director is defined
in the Administrative Manual as the development of loam policy. If, every
time a major aspect of loan policy has to be developed, the matter is taken
out of his hands and put into those of an inter-departmental committee, his
function becomes in effect to develop minor (but not major) aspects of loen
policy. His objections could not be met by pointing out to him that the
Vice President had nominated "appropriately experienced personnel" to sit
on the committee, that his department was represented, and that he was,
therefore, not left in the cold. The fact is that it is his function to
do this job.
3.  The point of principle I am making is that

(a) inter-departmental committees should not be set up to per-
form duties already assigned to a department, and
(b) departmental committees should not be set up to perform
duties already assigned to a division or office.

be In both cases, of course, an advisory committee would often
be desirable and sometimes necessary, but it should be advisory onmly.
(This point has already been established as regards the Staff Loan Committee,)

CCH mow

- W 2 [ 2 -
4 V' A4 sV AV
Culss. errrv,



December 3, 1947

COMEITTEE ON DEVELOrIENT PCLICY

The first meeting of the Committee will be held in

Room No. 410 on Friday, December 5, at L:30 p.m.

Agenda

1. Constitution of the Committce

2. Program and methods of work

3. Any other business

ccs lessrs. J.
v.
G|
F.
R,
P.
‘A..
We
A.
M,

s e
R. F. Skillings
Secretary

M. Penton, Chairman
L. Urquidi

He Clee

Consolo

H. Demuth
Rosenstein~-Rodan
Basch

Hill

S. G. Hoar

Madigan



TO:

FROM:

SUBJECT:

INTERNATIC L BANK FOR RECONSTRUCTION /  DEVELOPMENT

OFFICE MEMORANDUM =~ *

Mr. J. M. Penton
Cheirman of Dewelomment Committee DATE: 2 December 1947
JT/225/emh

. g .c

J. Torfs 5@ _{/;

A%t the occasion of a meeting held by the Working Party on Develon-
ment of the Loan Devartment, the conclusion was reached that in certain
circumstences the Bank should suvervise very closely the execution of
small nilot nrogrems.

This would occur mainly in very smell countries which obviously are
unable to nlan and to carry out successfully develonment nrograms of
their own and which would not object to some form of foreign intervention.

I pointed out that an orgsnization already existed which could sssure
the Bank of exverienced international control of a develooment vrogram and
which could provide correct nlanning and management., This organization is
the Agriculturel Industriel Division of the Food and Agricultural Organiza-
tion of the FAO. Its leader, Mr. Harry Clement, and his team of specialized
engineers demonstirated what could be done successfully in Central American
countries and in China.

Letters from Mr. Clement, biographical data on his team, and descrin-
tive gravnhic records of the achievements of this orgenization are snnexed
herewith.

Mr. Clement recently confirmed that he was resdy to describe his nro-
gram at your best convenience.

He mentioned a new line of endeavor vhich had been entered into by his
team:

In very primitive countries, slaughter houses waste consider-
able amounts of animel glands, the content of which could be
marketed easily at a large profit.

Several countries have avporoached his organization in order
to install locally such material which would be needed for the
process. '
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Mr. A, 8. G. Hoar lat December, 1947
C. C., Hemilton

You will remember that when it was proposed to set up
a departmental committee to study development problems with a view to
working out some broad lines of policy on development loens, I drew
your attention to the fact that assistance to the Loan Directorate in
the development of loan policy was an important part of the duties of
my office, I expressed my doubts as to whether a departmental com-
mittee should be set up to assume duties already assigned to an office,
just as I had previously expressed doubts as to whether an inter-
departmental committee should ever be set up to assume the duties
already assigned to e department., You then explained to me that Davies'
position as Secretary to the committee was not intended to be a "secre-
tarial" one, but rather that of a "rapporteur", and that he would be
expected to make a substantial contribution to the findings of the com-
mittee and do most of its drafting. This seemed to ensure, to some ex-
tent, that a responsibility slready assigned to my office was not en-
tirely handed over to a committee,

This departmental committee has now been dissolved and
has been superseded by an inter-departmental committee to which all the
members of the sarlier committee have been appointed except Davies;
moreover, another member of the staff of the Loan Department has been
added to the new committee, while my office i1s not represented on it,



I am sure that this was an oversight which you will wish
toru.dy,nndIMnmlyutthnfactsdminwrltthmth.pﬂn—
ciple involved is ome which I wish to put on the record,

CCH mow



November 28, 1947

NG

VEMORANDUM FOR: MR. :
MR. HILL

Z\W M
MR. RIST
MR. DEMUTH éé

Confirming discussions, I hereby appoint the following interdepart-
mental Committee on Development Policy. Inasmuch as development of
various types of loan policies is the primary function of the Loan
Department they should provide the chairman. The Committee shall be
as follows:

e
A

et

4&= Penton, Chairman
V. L. Urgquidi

G. H. Clee

F. Consolo

R. H. Demuth

P. Rosenstein-Rodan

A. Basch

I think it will be useful if you will request Madigan to sit in when
appropriate.

I believe it would be most suitable if this committee acts in the
first instance as a programming group to outline the basic problems which
should be considered in the formulation of the development policy and
recommendations as to how such a policy might be worked out. I think this
should include drawing up lists of other organizations and individuals
who have done or are doing substantial work in this field as well as
information regarding the best sources of material. This should lead to
recommendations as to how we should proceed with the study of the various
aspects of the problem.

I think that the committee should also develop a list of the important
subjects into which the problem divides itself and perhaps develop certain
preliminary recommendations regarding them.

I hope that most of the members could give this committee a high
priority so that they would have a preliminary paper ready within a week
or ten days. At that time I think it would be useful to submit this to
the Staff Loan Committee for discussion.

R. L. Garner
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TENTATIVE AGENDA FOR DEVELOPMENT PROBLEMS COMMITTEE

1, HNature of the problems confronting underdeveloped countries:
(a) Are these problems common to all or only to some?
(b) Classification of underdeveloped countries
(e) Types of problems
(1) EZcomomic
(11) Financial
(441) Administrative
(iv) Political
(v) Soecial.
2. The International Bank's role in the solution of problems
(a) Yeparate projects versus integrated development programs
(b) Financial assistance only versus finsncial, technical, and economic
assistance.
3. International policies for development.
(a) Role of INF.
(b) Effect of Marshall Flan
(e) United Nations Economic and Social Couneil, with particular reference
to Subcommission on Economic Development.
(d) Inter-imerican proposals,.
(e) Middle-kasternm proposals.
(f) Other regional proposals.
L. Policy for the International Bank.
(a) Short-term policy, defined to include up to the time of Europe's
 rehabilitation.
(b) Lomg-term policy.

CHD:dh
11/26/L7.



Mr. Victor L. Urquidi November 26, 1947
Ae 5. O. Hoar

%e should now aim at systemstising our thinking on
development problems. To this end I wish to set up a Development
Problems Conmittee, of which I sbould like you to act as Chairmen,
and of which the other loan Department members will be Messrs.
Consolo, Davies, Madigan, Torfs and Welk, Mr, Davies will alse
act as Secretary.

I have already told Mr. Hist that we should value the
participation of a representative of the Research Department on
this Committee. Flease ascertain who this representative is to
be, and invite him to attend your meetings.

The Committee should take as its terms of reference the
foilwinm |

(1) To examine and compare the development problems
of different areas;
(2) To consider the different possible solutioms of
these problems and the Bank's possible role therein;
(3) To make tentative recommendations as to the Bank's
' sht;rt-hn and long-term policy respectively;
(k) To indicate the lines om which further study
should proceed,

CHD:dh
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Siovesber, Those prosent were the Messrs. Urguidi (“helrman), Devies
( oorotary) consolo, -« Tarfs.

The Losmittee docussed the problems relsed Ly developmat
progeass in the different brenches of procduction vis., agriculture,
fovestry, floherics, minerals, and industey, «1th speciel reference to

(a) e degree of technioad as:i: tance, supervisien
and expariment shich might Ye needed in countiies
in different degree: of development;

(b) The extent to which the Dank should encourage
the development of these ddiferent branches of
production in view of Lhe deslirability of premoting
bulanced woonomden.

Loan Depte
CHD: 7



Mr. R. L. Garner, Vice President 25th November 19L7
A.8.G. Hoar, issistant Loan Directar
DEVELOPMENT PROBLEMS COMMITTER

You may be interested to know that the membership of the Loan Department
Committee to consider development problems is as follows:
Messrs. Urquidi (Chairman)
Davies (Secretary)
Consolo

Torfs
lMadigan

'nunuomhnuparmnthanbominﬂudtonppdntlmmtiu
to participate in its deliberationms.

ASCH/ts



Mr. Rist ’ 25th November 1947
A.5,G, Hoar

Development Problems Committee

You may be interested to know that the membership of the Loan Department
Committee to consider development problems is as follows:
Messrs. Urquidi (Chairman)

Davies (Secretary)

Consolo

Torfs

Madigan
As I mentioned during our conversation last week, we should be very pleased
if you would care to 'appoint a representative to participate in the Com-

mittee's deliberations,

The Committee is now ready to get down to brass tacks and I have asked
Urquidi to advise you of the date of a meeting within the next few days.

ASCH/ts
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Mr. John J. McCloy | 2lith November 1947
A.S.0, Hoar

Memorandum by Mr. Rist on Development Policy

I received a copy of Mr, Rist's memorandum on development pelicy of
latin America. I am now engaged in studying it and will give you
some comments as soon as possible.

You will be glad to know that for some time the country divisions in
the Loan Department have been giving close consideration to the subject
of development, They have, in fact, already arrived at some estimates
of development possibilities in Mexico, Chile, Bolivia and Kl Salvador
and have reached certain tentative conclusions as to desirable policiles
and methods of operation.

In consequence of this, we have thought it opportune to set up a com-
mittee composed of representatives of the Asia~Africa Division, the two
Latin American Divisions and Mr, Madigan, to review the problem and to
develop a basic policy relative to development loans. The Research

has also been asked to send a representative to participate
in this comuittee's deliberations.

It is hoped that this committee will shortly be able to produce substan-
tial contributions forjconsideration.

..q_uﬂ—c.-—&.dt_)

GC/ASGH/ts
cc: Mr. Clee, M’W) H" Gainer,



INTERNATIOPM BANK FOR RECONSTRUCTION AN"~ DEVELOPMENT

FFICE MEMORANDUM

TO: A, S. Hoar DATE: November 20, 1947
FROM: Victor Lo Urquidi %\

SUBJECT: Development Committee

The first meeting of this Committee was held yesterday.
Present were: Messrs., Madigan, Consolo, Torfs and myself. The
attached preliminary agenda was considered and accepted in
principle. There was a discussion of the scope of the Committee's
work, It was agreed that meetings would be held at frequent
intervals and that a program of work for the Committee should
be mapped out in such a way that the Committee might conclude
its preliminary activities in a reasonably short period of time,

The Committee considered the advisability of establishing
a broad classification of development countries according to their
relative level of economic advancement in order to bring out the
main differences in the type of problems confronting them,

Consideration was given also to whether Turkey and the
non-self-governing territories should come under the scope of
the Committee,

VLU: js
encls.
cc: Messrs., Hill
Consolo
Torfs
Madigan

Davies

OFFICE SERVICES 17.10



Tentative Agenda for Development Committee

1. XNature of the problems confronting underdeveloped countries.

2. Are these problems common to all or only to some? Classification of under-
developed countries. List of countries.

3. General nature of solutioms.
a+. Bconomic
be TFinancial
¢, Administrative
d. Political
e. Social
4., Scope of International Bank's role.
a. Separate projects versus integral development programs.

(1) Intervention in plans only.
(2) Intervention in general economic activity.

b. Financial assistance only versus finaneisl, technical, and economic
assistance.

c. Basic conditions.

(1) Status of external debt.
(2) Specific obstacles to foreign private capitel investment.

5. International policies for development.
a. Role of IMF,
b Effect of Marshall Plan.

¢. United Nations Economic and Social Council, with particular reference to
Subcommigsion on Economic Development.

d. Inter-American proposals.
e. Middle-Eastern proposals.
f. Other regional proposals.
6. Policy for the International Bank.

a. Short-term policy, defined to include up to the time of Europe's
rehablilitation.

b. Long-term policy.
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Mr. R. L, Garner, Vice President 18th November, 1947
‘- s. G- Hm’ l“’-m‘ m Dmm

We have set up in the Department a committee to consider
development problems, composed of:
Messrs. Urquidi (Mr-n)
Davies (Secretary)
Consolo
Torfs
Madigan,
The committee will hold its first meeting tomorrow and we
hope that its discussions will result in a report which may form

the basis for discussions of the Bank's policy with regard to
loans for development purposes,
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INTERNATIC .L BANK FOR RECONSTRUCTION A. . DEVELOPMENT /

OFFICE MEMORANDUM

TO: Mr. C. H. Davies

' DATE: November 17, 1947
FROM: TVictor L, Urquidi (}7’)/)
SUBJECT: Development Committee
i ————

We are planning a meeting of the Development Committee for tomorrow
at 3130 P.M. to consider the attached agenda.

OFFICE erpVNIictee 17 13
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Hr. Madigan November 17, 1047
Vietor L. Urquidd

Development Committee

A Deparimental Development Committee was set up last week to con-
sider development problems with a view to working out certain
prineiples for setion by the Bank. It is composed of Mr, Consolo,
Mr. Torfs, Mr. Davies, yourself and the undersigned. Ve ave
planning to have a preliminary meeting tomerrow afterncon at

3" PM, %o consider the attached M.
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1.

2.

3.

. S

6.

Hature of the problems confronting underdeveloped countries.

Are these problems common %o all or omly to some? Classification of under-
developed countries. List of countries.

Genersal nature of solutions.

2, Beomomie

b. Finaneial

¢, Administrative

de Political

8. Social

Scope of International Bank's role.

ae Separate orojects versus integral development progranms.

51; Intervention in plans only.
Intervention in general economic activity.

b. Finanecial assistance only versus finaneial, technical, and economiec
assistance.

¢. Basic conditioms.

(1; Status of externsl debt.
Specific obstacles to foreign priwate capital investment.

International policies for development.
a, BRole of IMP,
b. Effect of Marshall Plan.

¢, United Nations Zcomomic and Social Council, with particular reference %o
Subcommission on Economic Development.

d. Inter-American oproposals.
e, Middle~Eastern proposals,
f. Other regional oroposals.
Policy for the International Bank.

a. Short-term policy, defined to include up %o the time of Hurope's
rehabilitation.

b. Long-term policy.
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Tie follewing i the synthesis of the oninions and observetions of

the writer, forsed sfter seversl years of versoncl studies in otonomioally
bugkvnrd countries and in “sshington,

Trese evinions and observations hawe beon Aiseussed with and often

suggestod by mesders of the staff of the 1D, the 1B, the ixisbank,

#tate Davertuent, ad of fieials of Belglum, Selglan Conge, Gold Goust,
sad latis tseriesn Doveranonte,

they fore o leglesl pattern cnd land % conolusions whick ab bost are

tontative La nuters, mmwm«mmmx@, LT handled

an & striotly seleatifie basis, shbeord the afferts of

staff of ekilled

seoncuiats for st lensd 2 yesr,

1.

2e

T

ey

Hevelepasnt should be in the sature of prejests of sodest sire whieh
e deeigned to ineresses divectly national rrodustion er efficlensy,

Pliedbllity for develosment finsneing reguires thet countries desir-
ing sush finemeing heve txlen or be willing $o teke the astepe
aseessny, o & demsnstPalion of flasnelel and volitienl etability
#nd bo an inevesee I8 the sikills and sffisiensy of their pepulation,

Gther than US deller eurrengy or surrencies siiould be the financiag
nodisn, vhers feasible, and vrojest(s) asehinery cnd eoulrsent should
bs obtalined frow other than UL supnilers,

In tha ahorterun, snd thie Lo %o sy until the end of lspshall
flnsneling, the devalopanent swenirise shenld reseive oaly a small

(a)

The sountries vadey acssiderstion ere soatly self--overning latin
rmeyiesn, ifrissn or ¥ear iastern countries, slthough meay ressris
avply as well o Coleaisl sfrisa, The ecsnomieslly wnderdavelopad
sountries 111 henseforth be referred to os 5. U, sountries,



amount of finsnedal help, Nowewsr, they should pecelve a greatl smeunt
of teshnioal help, smé deth should be conducive to the sstadlishoent of
gound eeonosie srectiess and ¢o the erestion of the solld frasswork of
el industries, lsesl sacital, sad okills on the busis of whieh
lerge sesle will be =ble $o tuke plage,

|
|



is

(A} 1s the develessent of M. U, countries neowssary?

(8) 1= wiat reals of soonoxie sotivity sheuld develove
aant be undertahent

lems  Agriouliure

l.b,  Anloel hushendry

1,0, Forestry snd forest isdustries
l.8e  Plehariss

2, Hetallic and minersl rescurees

b 8 WW
By Pietribusion
Se “iueation

() vhat should be the sire of develooment?

{(#) Throwgk vhow sheuld develspment Be undertarent
i. Zhe Sincpeing.ef levelenmsnt

(#) piffioulties isheyent %o srivate finaneing

(B} piffieultion inherant to dellers investmsnt

(2) testrietieons »laced on certain wind «f loans

iil.

(8] lLengeres




1.

In order %o srrive of eoherend ccnalusions, we dees it seoessary %o
start froa the wery beginuing end to investignte st first the very nreuises
af eur yeasoning, Our Firet cusetisn Ls thwss

() 1 the development of 3, 0, countries necessary?

“he sneecy ls affirsetive for Swe ressonsy

1, Tor the sule of the lakaditents of the eountries wnder sunelisre-
tisn develovment is mo?sry.. for the standapd of living of thase seonls i
gonerally artrensly low, iinny of these sowntries enjoy & demoerstio selbe
upy nevertheless, thewe nye wide diffevences in the imooss of thelr inhabitante,
Uwaslly, = demissnt grour of rioh lsadowners aand industrislists and Shalr
familios, mostly sduested shwesd, rale the ccuntey direetly or indireetly.
Frastically all esritel is consentrated in Shelr heade. Thelr oligsrehie
grouy dser mot revrsssnt s0re than onsefwentieth of ¥he sepulstisn, ‘hout
rinety-rive rareent of the pzovulation iz constituted of budly-educated faraers
or workers enjoyise 14t4le hyglens, weuslly uwndernourished, snd wnable S0 moke
the best of the iitile mwweledge they have, begsuse they sre subsitted to n
poelsl fresevork (1ike the syetes of the dig Nselends) whish mkes 1t Lmvossidle,

Theoretionl meesures have bdown talen o Lmsorowe the leot of Hhia
sroleterist, Ia Chils, for isctanee, the seelsl legisliation is ene of the
most crosresrive of the entive world, Fowvewer, no emount of leglulstlon will
foed the worbers, .

At the root of this sreblan is an issdequste crodestion, resulting
from = lagh of per capita officianey, and this in Swwm La the result of a
Jeok of adusation or selantifie Yraining, This in grest rart con ohly
sorrected through resrs of sdusedlon sad o todal vevision of pepohsloplesl
stiitudes toward 1ife and work, HNowver, thie 19 a slov crecess vhiab will
wot &0 in neny cases, for the peebles of lov steadards of liviog Ls urgent,
umummumruummumwmwm«um
sonslderable disrustion =nd chaoe, it is Seleem at sresent as o velitical »
forn by commenistio asgiteters vheo throsten te nake the situation woree,
Ixnedinds monsures P ROCESBLIY.

2. Tor the ashe of the world at leppe snd espeelally for the
suke of Lureve, development in ¥, U, countries ie necensary, botsuse the
warld is short of wrsetieally overy -sesihle kind of geods,

1% would be warsalistie, however, %o -redlonte n selloy of developn-
ment on tha orevesitisa thet sverything should be prodused basvuse the world
1asics averything, ihe world wateortunstely is not yot in - vosition %o rur-
ohase twise or three times the asownt of geodn surreatly vreduped, snd this

(8) They bave no soeass S0 = qusatity of sslories, vitamins, preteins,
slothing, ad housing suffieiont %o snsble tham to have US o
mvopesn 1ife arpectaney,



lcmﬂhdeMMWuﬂ«rlhmh :

sash ag the Asistie peonlas, Fost of the Chinsse amd Rindus sre luprever
mmum;m.ﬁ-nmmumurmmummam
sconomie significsmes that fte velue in emchange is sractisally nil, The
cmwmmmamtm.mmmaazyhmms
umm-«m».mmmm-ﬁmm '
moment,

mmmmmnwuwummmmmmw. This
M-:mumuzwnmtumtmmmmmo
for 1ts industyry, A Bigher predussion is 8. U, spwss sould smd
.mmwmm.m.mnmnmamw
& ™

e the two bases sbowve, the intensifiestion of crodustion is nsessssyy,
and development by definiticn is the leshnicue sendusive o sueh intensifie
aatian,

(§)]

latte mm&#wmamiﬁ.ﬁ#
squnterial sad varts of the world is diffieuls, for it brings
sbout the vhononenos of leterisstion which is as less than the sterilisation
of solls, In erder to svoid leterisstion it is nesesssry to seleet sarafully
»sroper soils snd to introdmes aysiens of syosion eemtrel, This Lwnliles
reforantation, tn’ﬂm of aitrogensus vlents, the bulliing of dexe

aad levios, %0,

: , I% L2, therafore, o long-raage sroposition vhish wmust
e stodisd very ;

-

mmmm«mnnnu.vmmumu
mnﬂw&hu&&mmmumwm;(" The sypeetation of
high mld.:“ ~ap sere on lorge scale develevment osm, thepalors, essily be
dlaastoin

mmunxmmmwawmm
WOLD. m&cmuammutummmmu
mummamm.mhnﬁutmnmmmmg
mmmwmmmummmumtmmmmn:
mummmmﬂrmmm-nmhwmxswm i
muﬁ»omuummaummmumwmn
: toy gislds, Heny countries like
maiumumwaummwmmmwnugmm
- in the ethar dlrecdion
mmmumumnnm

(b) togions of the hishlands of Srasi) f.i, sre slmost eshausted.



roel revolntlon 19 ROSELBFy. This either takss thve or lawslves Bleodshed,
-mmummmmammauutm-mmun

z-chmmmmmw.mlmmh?.&.
n«mumwhwmmm&'mimmz‘ﬁ Vi

_ g affers 11t%le nore nessibilitise of rejid
ngriew The sontwel of Aissmean, which is ebuolutely
WMngmwhmmmm.ummw&m-.

1ette _ LT 4 e better prezvects for
of i mwmam-mmmmwa
aensidarable zaowbow,

411 of this, hevewsr, ous b seruired in & fow yeurs. The wregress
in the exloltation of Pepams Iine in Sresil e in Whis veapsct vory sncenrag-
ing.

The saly feglors mmwnwummwmmm
mmmtm.mmuammmwannm
Imewetiow 39 urestiesily negligivie, Yhe ewnsidersdie grovidh of Ghilass,
w,mmmmmmmmw.

Vary lopge \nvesteonte et be seds In siaimg end vetreluws ene
M-WMMMmﬂnwmmm hin ompitel Lo not
_ soatiy endspbevilooed .




viiloh remsine Lo the hende of forelgn intsrests e musk larvger. In order
to obtadn & larger “gut” in the frelts of exploitetion of thelr owa nstural
PRAGUTSDH

are extremely dissouraging Yo foreign escital, or inslst on sharing the
partnershin, or in introlusing their sws teokniciane :ad sdninistrators in
foreign entorsrises « snd this resuite wery often in & sterilizstion of the
amtercrisns or f2 a redustion of effisliensy,

In mining snd petrsleum as in the ssse of agrisulture, litile
essdial fe Pormed for loesl use, st of the savisge sre made foreli - ners
whiich tropafer them abpasd,

mw “he myth of imdustrislization »% =11 coats bas vervaded
large - : regions like Letinm Americs or the Niddle Last, In certaln
ensas vhen the conditvien of the soll L8 s0 dud xe %o meke sgricultural en-

e, many Latin iwarisen ceuntries Lize mothods of tamatlon thod
e

Enowehow, snd siills. Host of them sre aften lasiking in &, U, countrise,

Industrial endeavors in the direvtion of

menufsoiure of jeteorovelled pursult oslenes in argent are ecupletely wa-

Justifishle, The ovestion of » etesl sill in Srasil, whish is neither slose

:’mtmmmnummmmua.m“smwmm
atte

Yowever, » loosl steel mill iz Shils st the srevisdty of coal fielda,

Suall textiles =ills vhen sotton s avalliable, emsll Sools feoloriss, saute
fratures of sanned foodstuffs, Boery, or oevoer apnlisnses cem be Juetified
spd vrodustive, wad, farthersare, thay oan sonstitute » stvomg desis for
earital forsations

lyy Whers 8o marbet fasillities evist or vhere they
aps erirmsely wenbary, the srgemicstion of sa affielisat 4lstribusion
systan iz somstines sush were helwful tham the developramt of produstion
itaelf, Tosmerstives, wevehousss, suiohefrssring nlants, eamning nlants,



reilrosds 48 o ricky business of besi and even lines of old sbanding
ezcariense grest Airfleulties, m.mmanutmxmm
m.mtﬂnm&autbmmﬂ the basie of axiet-

mmnﬂuammm _ 'Y
uummmu.mammx.nmm Uwing to the
crosent mentslity, hovever, enly the imsrovemea$ of existing lines ond the
oponing of "sure-fire* wwetions of rallrosds omn be considered, Fhi
however, have boneficlsl effeste.

the

The bdalldlng of highways on the other hond seens ke he
favorite maaner of wasting sonay Lo meny 2, U, ccuntries, It ressine S0 b
deoncastrated that rosd trsnsvord ia cheaper than the rail, and that the
bulliding of Mahways perallsl to rallrosd Linws precsent any soononie
sdvantage whatsoaver,

““3 The ssalpuis of the feur veints sbows inilectes
that she development of vraotieslly =11 lisss of seoncale endesvers ie

voseible snd desirable 12 bheskwsrd comntries, exgeprt in the domalsn of heavy
and mediws-hesvy industey, but 1% is Just as fevertant So note thet i
mreotieslly ne instonee is thet develevment -oszidle without teshniexl
¥nowledge, knowe-how, snd soslsl reforms. ¥his leads to the sagrestion
ma.uwmuuunuﬁmmm ecoms before the atilination
of thie kmouledge, the first stes vhiah ehould be ande in develorseat should
be slong the lizes of sfusstien, IS may be that the wout bamafiolal od
which could bo token Lu fawe of B, U, countries the ereation and
w«mu.m-,nwm,mmm«mm-
seientists, ote, on the -

i

-

under Yorth smeriosn pagsholesies) influence, the lesdeys of some
baskwepd countries seen often to hove core %o the sonclusion What the one

Lhesa '
muﬂmmwmm«mmammuﬂw
and to the &ill snd Rnoviadge of thedr veople an &
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