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5 . The ffect of an expansion in lending on the proceduces for t p 
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Hhat was the role of the Division Chiefs an· Area Department Ma"1 gers, 
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~i1 ilar to those carried out by Shoa·b. 

7. Is it desir ble to contin e indefi ite y he post presently held by Deni 
~icket or could that function be assumed by a Vice President of Finance 

) 

Y.~: 

~~ . 
/' ... 



- 2 -

&. Wo it no t be wise to evelop an ptimal organizational struc ure ~n 
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:r so, wher s oul it be pl c d in the organiz tion. 
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Cargi~l to P o ·ects . 

~2 . I prepara ion for the appoin m nt of a Vice P i ent o min·s ~ut~o , 
would it be helpful to ask McKinsey and Company to prepare a statement of t e 
functions of the Vice President for Administ r tio a d an o t ine of e 
structure and functions of the Administration Departments . 

13. Would it be wise to establish a Rural D velopment Projects Departm nt 
(o October 4, Demuth was ask d to con ider this questio ). 

14. Examine the complaints of Gov rnors that unreasonab e d lays occur i the 
processing of projects. Are such complaints justified and, if so, what be 

on to speed up the process. 

15 . Ex ract and comment upon the organizational recommend t ons of EscotL i 
and Ed Mason . 

16 . If the positions presently held by Sho ib and Denis Rickett w re to b 
~ abolished, how should contact w· th Part I and Part II Directors b rn a :oe • 

17. What should be the long-run coverage, content and organizational 
for our Operations Evaluation Program. 

How should the Paris and Tokyo offices be supervised . 

ructur 

19. What should be the function of the Development Services Depar ment af er 
Dick D muth retires. 
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24. Compare the organization structure of the Bank with that of four or fiv 
o~: ~ orga izations similar in function and size of prof ssional staff. 
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Non-organiz ational issues requiring 

1 . Evaluation of the Horowitz plan. 

2. Examination of alternative approaches to the 4th Replenishment of IDA. 

3. D v lopment of a new policy for the contracting of civil works. 

4. Would the addition of Merrill Lynch to our underwriting syndicate so expand 
the retail and secondary market of those syndica es as to either reduce the cost 
o increase the effectiveness of our bond sales. 

5. Consider how best to integrate the UNDP's country program activities with 
t.e Bank 's Economic Mission Reports and Country Programs~ (See UNDP mernorand m 
C. B. 12/4, dated September 24, 1971, and prepared for consideration by t e IACB.) 

6. Consider what should be the proper relationship between Bank Resident Missions 
and UNDP Resident Missions. Could the Bank s rve as economic advisor to the lliDP 
Resident Representative; in some cases, would it be possible for the Bank an 
~· e UNDP to be served by joint representative. 

7. S udy e ch of the non-organizationa r commen ations of Escott id n Ed 
:--: .... so , including the possibility of higher lending rates for such countries as 
~land , New Zealand and Israel; a shorter maturity, for example, 25 years, for 

ID ; a blending policy based on categorization of countries in interest ra e 
cl sses . 
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Extracts from Edwin Reischauer' s Book, "The U.S. and Japan" 

The slim margin of profit from this reexport trade must be sufficient to 
pay for all the imports Japan must have to support her own people. To do this , 
Japan's export trade must be huge. But where is she to find her markets in a 
divided world and in a Far East disrupted by revolutions and bitterly determined 
not to trade with her? ' 

Japan's precipitous mountains make beautiful scenery but leave little space 
for her farmers. In fact, even today only about 16 per cent of the land is 
cultivated. No country, not even the teeming lands of India, China, or · Java, 
equals Japan's record of almost 1900 members of the purely agricultural popula
tion to each square mile of cultivated land. 

She lacks the materials to feed her machines, and in this lack lies the 
great question mark regarding the future of Japanese industry and of Japan 
herself . 

Japan is lavishly supplied with men, but her sources of power, though 
sufficient to have enabled her to become a first-class industrial nation, are 
far from abundant. 

Oil is a vital deficiency in the Japanese economy, and it must be supplied 
from abroad. 

Cheap hydroelectric power, over half of which is applied directly to 
industrial purposes, has come to provide about one-quarter of her total power 
supplies. 

Next to men and the power resources of coal and water, wood is probably 
Japan's greatest natural resource. 

Industrialization in Japan, --· however, has not brought significantly higher 
wages to the Japanese worker or put more food upon his table. 

') 

This is the strong emphasis on personal relationships between employer and 
employee in Japan. 

Nowhere in the world, before the appearance of the totalitarian governments, 
has such a large percentage of national industrial power been controlled by so few 
people, and possibly nowhere else has industrialization been achieved so rapidly. 

The chief factor which lay behind the development of the zaibatsu system 
~ was the paucity of private capital in Japan at the beginning of the modern period. 

The big four among the zaibatsu have always been Mitsui, Mitsubishi, 
Sumitomo, and Yasuda, and among these the first two are the greatest of all and 
really form a class by themselves. 

The zaibatsu system may have had a vital role in building up Japanese 
industry, but it has also left a legacy of major political and social ills. 
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The inexorable laws of economic necessity have forced the Japanese to 
choose one of two diametrically opposed courses to secure the trade .they must 
have. Either they must fight for empire, or else they must be champions of 
peace, world order, and more international trade. 

One obvious influence of isolation on Japan has been the creation ~f a 
highly homogeneous race of people there and, what is more important, a very 
homogeneous culture. 

What is important is that there have been no significant additions of 
blood to the Japanese race for well over a thousand years. 

Their culture, though repeatedly enriched by foreign borrowings, has 
also had time to become extremely homogeneous, particularly during the two 
centuries of T~ugawa isolation. 

In Japan, however, the very paucity of such influences at most times 
meant that, whenever close contacts were feasible, there was likely to be 
heavy, almost frantic borrowing from abroad. The first such period was 
from the beginning of the seventh century through the first half of the ninth, 
when the still very backward and primitive Japanese state, in an amazing 
display of energy and ambition, attempted to model itself after the T'ang 
dynasty of China, which at that time was unquestionably the richest, strongest, 
and, in many ways, the most advanced state in the world. 

The Japanese, however, are unique in having kept alive a distinction 
between what is considered to have been natively Japanese before the seventh 
century and what resulted from the contacts with China from that time on. 

In any case, the Japanese show a national self-consciousness and a sense 
of inferiority which, while not altogether unknown in a self-assertive America 
just emerging from a position of cultural inferiority to Europe, is far · more 
ingrained and compulsive with the Japanese than with us. 

All this stands in sharp contrast to the Chinese, who, except for a small 
group of strongly Westernized apologists, have until recently tended to remain 
blandly secure in their knowledge of China's long superiority over all her 
neighbors and content to let the outside barbarians discover China's virtues 
for themselves. 

Thus, the Chinese, with their easy-going assumption of superiority, have 
appeared to the rest of the world relaxed and genial, whereas the Japanese, 
fearful of the scorn of the outside world and eager for its plaudits, have 

~ made others vaguely ill at ease by their self-consciousness and definitely 
annoyed by their insistent demand for appreciation. 

The emotional drive toward self-expression appears to be, if anything, 
greater amon·g the Japanese than with us, but at the same time the Japanese 
have developed a counter-force of social conformity which is far stronger than 
anything with whiCh we are familiar. 
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But any close study of the Japanese will reveal that the Japanese are an 
emotiona l people o~ at least a people whose emotions are so pent up ·by other 
forces as to have more explosive powers than we would consider normal. 

The peoples of East Asia have consistently given a greater place in t heir 
highe r culture to direct emotive response to outside stimuli and have shown 
far less interest than we in systems of logic. 

The Japanese are not the phlegmatic conservatives they appear to be but 
a people given to fads and enthusiasms. 

Thr oughout their history the Japanese have shown an enthusiasm f or beaut y 
in all its forms which is almost unique. An inordinate passion for the beauties 
of nature has filled their literature since earliest times and is an important 
part of Japanese character today. 

From the top to the bottom of their society, they exhibit a high ar tistic 
appreciation for wnat is in their own tradition and uniformly good taste in a 
myriad of intimate details of their daily life. 

Japanese poetry is always emotive, rather than didactic, impressionistic, 
r a t her than expository. 

Although their tradition of painting still stands, for the most part, litt l e 
a f fected by Occidental artistic traditions, Japanese music is on the verge of rout 
before our music. 

Have stressed the purely emotional aspects of religion more than we have . 

Shinto, the religion of the primitive Japanese and the backbone of Japanese 
re l igion today, is in essence a nature cult. Its typical cult deities are natural 
phenomena which by their superb beauty or their mysterious power create a sense of 
awe in the breast of the onlooker. 

So-called State Shinto was created during the last few decades and, to meet 
the objections of Buddhists and Christians, was defined as being nonreligious. 

The Japanese of the seventh century was attracted by the magnificent r itual 
of Buddhism, its glorious art, the worldly wisdom of its continental missionaries 
and of the Japanese monks who had studied abroad, and the power of the many 
dieties it had.acquired on its long journey to Japan. 

The old, familiar deities of Japan, it was explained, were merely the loca l 
manifestations of the universal Buddhist deities. The two were not at all i n com
patible but existed simply on two different levels -- the local and famil i ar, the 
universal and supreme -- and, ever since, most Japanese have considered themselves 
to be both Shintoist and Buddhist without any sense of incongruity or conflict. 

in 
But/this great Buddhist awakening of medieval Japan, everything that was 

stressed was diametrically opposed to the teachings of early Indian Buddhism. 
Nirvana had become a beautifu~ paradise, a glorious afterlife, which compensated 
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for the pain of the life on earth. And the way to paradise was no lonely road 
of self-denial and mortification of the flesh. 

Emphasizing meditation and the sudden flash of intuitive knowledge which 
transcends all rational perception, the Zen practitioners sought to achieve a 
oneness with nature, an understanding of the basic principle of the universe, 
through intuitive understanding of one of its humble natural manifestations. 

Thus, religion in Japan, whether Shinto or Buddhist in form, is largely 
aesthetic in expression. A code of ethics and a system of philosophy are 
secondary, or perhaps entirely irrelevant. 

In a great variety of ways, the Japanese show themselves to be a strongly 
emotional people, but what strikes the foreign observer first is not at all their 
emotionalism but rather the heavy cloak of conformity which so covers the surface 
of Japanese society as to all but conceal the lines of emotion below. 

Perhaps in a heavily crowded land such as Japan has been since the seventeenth 
century, established patterns of conduct must be more rigidly observed than in 
lands where people live with more room about them and a wilderness to conquer. 

It is significant that, with the advent of Tokugawa stability, the Japanese 
suddenly took a much greater interest in Confucianism than ever before. 

Confucianism, the way of life taught by the Chinese sage and his desciples 
more than two millenniums ago, emphasized etiquette and ceremony. 

Confucianism emphasized the "five relationships," which were those between 
ruler and ruled, husband and wife, father and son, elder brother and younger 
brother, and friend and friend. 

In the West we have tended to build up a universalistic ethic which equates 
all individuals in their relationship to God or to society. In the Far East, 
all relationships tend to be specific. Proper ethical conduct cannot be general
ized but depends upon the particular relationship between the two individuals 
involved. 

The Japanese are sticklers for etiquette. Each situation calls for an exactly 
correct act or a precisely prescribed phrase. 

The Japanese who ventures out beyond the boundaries of his rule book is more 
completely lost than those of us who live by more generalized precepts and fewer 
exact rules. When he enters another culture, he is baffled by the vagueness 

~ of its rules of conduct. 

But whether or not natural disasters have forced the Japanese to show greater 
flexibility in their conduct, there can be no doubt that their situational ethics 
has often permitted them to reverse their attitudes suddenly when convinced that 
the situation required a new approach. 

They obviously have a substitute for our Western religious sanctions and our 
sense of guilt as means of preventing individual infractions of ethical codes. 
This substitute is a sense of shame before society. 
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This emphasis on the judgment of society makes the individual Japanese 
a very self-conscious person. 

They are far more rank-conscious than we in America, but are afraid of 
promotions by merit, preferring to stick wherever possible to the less 
competitive system of promotion by age. 

No one should be shown to be in error, because to look silly or to be 
wrong is too damaging to the personality in a society which stresses the 
avoidance of error or ridicule as we stress the avoidance of sin. 

A business call in Japan will normally start and close with polite conversa
tion which serves as a sugar. coating for the unpleasant necessity .of making a 
request and possibly being refused. And one never makes a simple refusal in 
Japan. There must always be an excuse, however transparent, to make it appear 
to be not unwillingness to comply but rather a reluctant bowing to fate. B~t the 
best loved strategern is the go-between -- that is the use of a third party or, 
often enough, two third parties to bargain and make arrangements in behalf of the 
principals, so that the latter will not be forced to lose 11 face" or be impolite 
to each other. This is how marriages are arranged, how most embarrassing or 
important requests are made, and how many business deals are transacted. 

But "face" is not merely keeping up appearances and avoiding embarrassment. 
As we use the word in English, it is exclusively a matter of outward appearances. 
But in Japan it also means self-respect. Maintaining "face 11 to oneself is far 
more important than maintaining "face" before others. 

The man who undergoes indignities with composure gains 11 face ." The man who 
loses his temper also loses "face, 11 no matter how justified his anger or effective 
his tongue or fists. 

The language itself reflects their heavy consciousness of indebtedness. 

Self-respect in Japan calls for "sincerity." But "sincerity11 is by no means 
to be associated with frankness, as it is in the United States. Frankness to the 
Japanese often appears to be nothing more than rudeness. "Sincerity 11 to them 
means knowing what is expected of one, or rather what one should expect of oneself 
to maintain self-respect, and then having the strength of will to do it. It means 
being to "big" to act improperly, no matter what the other man does. 

In theory the individual does not even exist as an individual but only as a 
member of certain larger groupings -- family, school, community, or nation. There 
are no individuals but only sons and fathers, students and teachers, citizens and 
officials, subjects and rulers. 

Nor is the judgment of society merely a tabulation of individual preferences. 
The Japanese whenever possible avoids individual decisions and individual responsi
bility. Group decisions and group responsibility seem to him the way to achieve 
group interests. 
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Ever since earliest times, however, the basic principle of the . Ch i nese 
wri ting system has been that each word, or, in cases of polysyllabic words, 
each syllable of a word, should be represented by a separate character. 

This means that several thousand symbols are required to write Chinese, 
as opposed to our twenty-six letters, and because of their very number many 
of t hese symbols must be extremely complex. 

Such a complicated writing system has inevitably had a profound in f luence 
on Chinese culture. It has been a serious limiting factor, making the recording 
and transmission of knowledge and ideas harder than in India or the West. 

There has been less room in Chinese education for reasoning or the exercise 
of judgment. 

Knowledge and wisdom have become essentially the accumulation of facts from 
books and teachers, not a dual process of study and thought. 

Th e scribe or even the schol ar has been a relatively humble member of our 
civilization, but in China the social and political ideal for more than two 
thous and years has been rule by the best educated. 

The very difficulty of writing has given great prestige and authori ty to 
t hat which is written and also to the few who are literate. 

The deciphering of even the simplest Japanese sentence takes on some of 
the aspects of solving a puzzle. The net result is probably the most diff i cult 
writing system which is still in use anywhere in the world. 

The important point in all this is that education in Japan, as in Chi na, 
requires a tremendous amount of memory work, which seems to have had the s ame 
resul t in Japan of strengthening the authority of tradition and the emphasis on 
obedience. 

The emphasis on obedience to authority is very similar in China and Japan, 
but the nature of authority in the two lands is not. 

The Chinese ideal has been that superior persons, regardless of origin, 
would distinguish themselves and rise to the top. 

Th e Japanese have been much more like the post-Classic Europeans in t heir 
at t i tude toward authority. They have a strong aristocratic tradition and have 

~ a l ways looked upon heredity as the basic source for authority. 

The Japanese has a much clearer sense of belonging to a class than does the 
America. The eta, or so-called "outcasts," have enjoyed full legal equali ty 
wi t h other Japanese for many decades, but social discrimination against them 
s t ill remains severe. 

Al though the achievement of a position of leadership in Japan today depends, 
as with us and the Chinese, primarily on the ability of the individual to prove 
supe riority, authority in Japan continues to retain much of the absolutism which 
it naturally had when heredity was the only criterion. 
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With obedience to authority so stressed throughout Japanese society, a 
primary problem is that of hierarchy among the different types of authori y. 

Each person, each thing, fits into an accepted order of prestige and 
power. 

A committee without its chairman, a delegation without its chief makes 
the Japanese uneasy and unhappy. 

There are many different types of hierarchy in Japan, but perhaps the 
mos fundamental are those of age and sex. 

In the course of the last several hundred years, probably under the influence 
of Chinese concepts, women have been pushed down to a position of legal and social 
inferiority to men. 

The Japanese, however, entered the past century of rapid Westernization with 
a concept of law far more like that of Europe than was Chinese legal theory and 
a belief in the supremacy of the political unit which resembled that of the 
mo ern West and contrasted sharply with the family-centered social and po tica 
concepts of China. 

As in China, connection with the government, either through direct service 
or through official recognition of this sort, carries with it particular prestige . 

Thus , millions of Japanese have been willing to accept any changes we vlished 
o make in Japan so long as we did not do away with the Imperial system. They 

have been indifferent to constituti onal changes which deprived the Emperor of 
all power but have insisted that at least a purely figurehead Emperor remain as 
the theoretical apex of Japan's hierarchic system. 

The more divergent the sources of authority became in Japan, the more the 
Japanese felt the need for a single and unquestioned symbol of authority. 

More important than external conformity to avoid ridicule and shame is the 
inner force of will power to bolster self-respect. Self-discipline parallels · 
obedience as a fundamental force shaping Japanese character. 

Artistic adornments, instead of choking every corner and dripping from 
all the walls, are limited to afuw carefully selected items, placed in a special 
alcove where they can really be seen and their beauty enjoyed. 

There is no harsher word of criticism in the Japanese artistic lexicon 
than "showy" and no higher praise than jimi, which might be translated "restrained," 
"sober," or merely "plain." 

The Japanese have a fundamental suspicion and dislike of ostentatiousness 
and even of wealth. 

The genro system was typically Japanese -- a product of the Japanese respect 
for age and dislike of the estentatious display of power or of positions involving 
individual responsibility. Time after time in Japanese history, the real leaders 
have been a group of men behind the figurehead ruler or possibly behind a whole 
series of figureheads. 
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However emancipated, intellectually and socially, the better educated 
residents of the cities might be, the mass of Japanese tenant farmers and day 
laborers unconsciously continued in the old paths of quiet obedience and 
deference to authority, and the vast weight of tradition still stood firmly 
in the way of democratic growth. Perhaps even more important was the mounting 
strength of the new forces of authority and conformity which Westernization 
itself had fQstered -- the highly centralized economic empires of the zaibatsu, 
the huge and omnipresent civil bureaucracy, the all-seeing, all-knowing police, 
and, worst of all, the closely knit and fanatical corps of army officers. 

The army, without changing its basic views but merely by increasing its 
intransigence, started the whole kaleidoscopic regrouping of forces to form an 
entirely new pattern. Secure in its virtual independence of the civil government 
and emboldened by the growing economic crisis in the world and the success of 
totalitarian ideas in Europe, the army began to knock the props from under demo
cratic government by "direct action." 

The strongly democratic lands of the West all show a rapid and apparently 
irresistible drift toward greater governmental controls over individual freedom 
of action , while each totalitarian regime ostentatiously maintains a show of 
democratic electoral procedures and is vociferous about its democratic aims . 
The point of conflict is different, but the nature of the conflict is basically 
the same. The two forces of democracy and totalitarianism are inevitable con
comitants of machine production and universal education, and their harmonious 
reconciliation is no easy matter. 

The impossibility of maintaining cleanliness and neatness during the war and 
postwar years was almost as injurious to morale, for the Japanese value perfection 
in physical detail as much as in ethical codes. 

If the Japanese do manage to solve their many economic problems and make 
their country a stable and respected member of the family of nations, it will be 
primarily because there is something to their belief that will power is stronger 
than matter. 

This was the renunciation "forever" of war and "the right of belligerency" 
and the corollary promise never to maintain "land, sea, and air forces, as well 
as other war potential," which were made Article Nine of the new Japanese 
Constitution. 

The most revolutionary doctrine in the new Constitution is that sovereignty 
lies with the people and not with the Emperor. 

~ A more important practical innovation in the new Constitution than the 
changed locus of sovereignty is the clear shift of power from the executive organs, 
formerly under the Emperor, to the Diet, elected by the people. 

For almost a thousand years no Japanese Emperor has actually ruled. 

The concept of the "Imperial will," the myth of Imperial sacredness, the 
burning devotion of the average subject to the Imperial symbol, all could have 
survived as easily without an actual Emperor on the throne. We had far more 
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chance of reducing these attitudes to safe proportions -- of changing mys tical 
devotion to simple affectation and respect -- with an Emperor on the scene toward 
whom t he Japanese could develop new attitudes. 

Tests also show that many children soon after leaving school lose their 
ability to read or write except at the most elementary level. 

The most drastic proposal, which was supported by certain occupation author i 
tie s , was to abandon the use of Chinese characters and the na t ive phonetic syll abaries 
in favor of the use of the Latin alphabet, known in Japan as Romaji or "the Roman 
letter s ." This would probably be in the long run the best solution, because spoken 
J apanese can be written perfectly with only seventeen letters and one or two dia
crit ical marks, and in this form could be mastered by the Japanese child in as 
many months as it now takes years. 

Many deeply ingrained habits of conduct must be changed before Japanese women 
achieve full social equality with men, but some of these habits are visibly changing. 

From all parts of the country, both urban and rural, come reports of a rapid 
sh i ft i n the whole concept of marriage from a family-dominated match to a mat ter 
of pe rsonal choice on the part of the two principals. 

The end result in many cases was that the stocks gravitated into t he h ands of 
the banks, which ever since have exercised an inordinate degree of control ove r 
Japanes e industry. 

The land reform program we sponsored encompassed every piece of agr icul t ural 
property owned by absentee landlords, no matter how small, and in most parts of 
Japan it affected most other holdings of more than two and a half acres. Absent ee 
l andlords were forced to sell all their land to the government and in most parts 
of Japan all non-cultivating landlords living in the local community had t o s e l l 
the land they owned above two and a half acres. The lands thus acquired were t hen 
res ol d to the former tenants who had operated them. Cultivating landlords were 
per mitted to keep two and a half acres of tenant-operated land together with t he 
area t hey and their families cultivated, which was presumed to be no more t han 
about seven and a half acres. Thus, in most of Japan even farmers could not own 
more than about ten acres of agricultural land and other persons in rural communi
ties no more than two and a half acres. 

The remainder, perhaps a quarter of the number of tenants before the war , 
had their rents reduced by law to approximately half of what they had been, wi th 
r ent ceilings established at 25 per cent of the value of the crop on rice paddies 
and 15 per cent on dry fields. 

Viewed in this light our efforts in Japan had very limited and also ve ry 
r ealistic objectives -- to readjust the balance so that in the fu.t"ure t he peaceful 
and democratic forces within Japanese society would gradually win out over t he 
mi litaristic and authoritarian forces, reversing the history of the 1930's when 
the balance turned in favor of the latter. 

For industrial growth the qualities the Japanese have, that is the capaci ty 
f or hard work, high levels of education and technical competence, and the ability 

~ : to maintain political and fiscal stability, are vastly more important than t he 
possession of raw materials. 
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They have allowed investment in the public sector of the economy -- in roads, 
harbor facilities, schools and social services -- to lag behind, while devoting 
their efforts to building up industrial capacity. 

It is a fact of the greatest significance that the fastest growing economy 
in Asia -- possibly in the whole world -- has been an essentially free enterprise 
system. At the same time, the Japanese have shown remarkable skill at integration 
within industry and cooperation between industry and government. 

Japan remains very much at the mercy of world trade, itself a pawn of interna
tional politics. 

Among the great social changes of the postwar years has been the increase 
in social mobility. 

Japan ranks only after the United States and Israel in the percentage of 
its youth that seeks higher education. 

The different age groups in any modern country show decided differences in 
their attitudes toward many things, but the contrasts in Japan are far greater 
than in the United States or most European countries. 

Japan today lacks any central core of ethics or any system of guiding ideals . 
The Japanese religions of Buddhism and Shintoism offer the modern Japanese little 
solid religious basis for their ethics or ideals; the feudal and Confucian ethics 
of the past have decayed. 

In other words, neither religion, nor ethical principles, nor political and 
social ideals serve as the great unifying forces they do in many other lands. The 
keystone appears to be missing in the intellectual or spiritual arch, and this 
lack in turn.gives a certain instability to the whole structure of modern Japan. 

No clear consensus developed, however, as to how Japan could best use its new 
found economic strength and influence in the cause of world peace. In fact, it is 
on this point that the Japanese since the war have remained most seriously divided. 

When the war brought the militarists down in ruin and the occupation authori
ties lifted the lid on all thought and political movements, the bulk of the intellec
tuals, as well as the newly reorganizing labor unionists, flocked to Marxism as the 
seemingly obvious alternative to the discredited past. 

The conservatives, as a politically organized group, derive directly from the 
two major prewar parliamentary parties, which amalgamated as the Liberal Democratic 
Party in late 1955. They have been traditionally strongest in rural Japan, where 

~ many conservative politicians have maintained virtually impregnable constituencies. 
They have also traditionally been closely allied with the business community, 
particularly big business. 

The leftists draw their strength primarily from those social groups which 
even before the war felt themselves alienated from society or left out of leader
ship, in other words, the city intellectuals and white-collar workers and 
urban labor, particularly the part that is organized. Even today many of these 
people feel themselves estranged from the dominant political leadership, which 
to them seems an alliance between big business and the bureaucracy, backed by · 

uninformed rural voters and dominatecl by former bureaucrats who were part of the 
discredited prewar and wartime system. 
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In the two decades since the end of the war there has been a general tendency 
for the leftist vote to increase and the conservative vote to shrink correspondingly. 
The rate of shift has on the whole been so steady and apparently so little related 
to current political issues as to suggest more a sociological than a political 
change. 

Neither the conservatives nor the leftists are closely unified groups. 

In the November 1963 elections the Communists won 4 per cent of the' popular 
vote, the Socialists, who ideologically spread all the way from fellow travelers of 
the Communists to former Right Socialists, won about 29 per cent, and the Democratic 
Socialists 7 per cent. 

The question of whether Japan should align itself with the United States and 
the free world, or with the Communists, or should maintain strict neutralism 
between the two, has been the most divisive issue in Japanese politics ever since 
the end of the war. 

In a world in which some countries have not abandoned the use of military 
power in one form or another to subvert or subject other nations and in which 
the newly rising countries are for the most part finding the achievement of 
prosperity and democracy a hard and dubious road, it is indeed encouraging that 
As i a's one major modernized nation, after som~ decades of conflict between the 
forces of totalitarianism and democracy, seems to have firmly chosen the latter 
and to have ranged itself uncompromisingly on the side of peace through interna
tional la'tv and order. 

One other hope that Japan gives Asia is in the field of culture. In the 
early days of Japan's Westernization, the native culture seemed at times in 
danger of being swamped by foreign imports, and many Japanese have ever since 
feared that Japan will lose its cultural identity. Today, however, with the 
supposed process of Westernization far more advanced, Japan shows its cultural 
id~ntity as clearly as ever, and much of Japan's traditional culture, such as 
music, dance, drama, literature, and the fine arts, has regained its old vigor. 

The experience of modern Japan suggests that the common concept that the 
whole world is becoming Westernized is not correct. 

We, in particular, who are less dependent on this flow of trade, must 
always bear in mind that it is not only mutually beneficial, but is one of the 
chief factors that makes Japan the healthy country it is, capable of playing 
a significant role in the achievement of world peace and prosperity. 
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I. -~-INTRODUCTI~· . 

1. One of the main objectives of the first five-year lending program 
for the Bank Group was a doubling of IBRD/IDA lending in the period FY69-73 

J 

compared with FY64-68. When the program was presented at the 1968 Ann~l Meeting, 
I indicated that such a doubling of volume appeared amply justified by the needs 
of the Bank's borrowers, by a prudent assessment of their creditworthiness, and 
by the prospects that contributions to IDA and proceeds of borrowing operations 
by the IBRD would be sufficient to finance the envisaged volume of lending. 

2. For the period beyond FY73, we have made, until now, the arbitrary 
assumption that annual IBRD commitments would level off at $2.1 billion. With 
only 18 months of the first five-year period remaining, the time has come to 
begin to . formulate plans for the next five-year period,FY74-78,in more realistic 
terms. The purpose of this paper is to: 

a. Outline the broad objectives of a lending program for the five
year period FY74-78 and the rationale underlying it. 

b. Explore the consequences of the proposed volume of lending on 
the Bank's financial structure and borrowing requirements. 

3. The study concludes that [check all figures and rephrase .to more 
accurately reflect the argument in Sections II and III]: 

a. If GNP in the developing countries is to grow in accordance 
with the objectives of the Second Development Decade (6% per annum in 
real terms), not only must their exports expand at a rate in excess of 
7% per annum, but public and private aid to them must increase by at 
least 5% per annum (7% per annum in current prices) • 

b. An increase of 57. per annum in foreign aid, during a period when 
the annual growth of GNP in the developed countries is expected to average 
4.5%, will require aid as · a percent of GNP to rise only modestly, from 

.74% in 1970 to .87% in 1980. Assuming that Official Development Assistance 
and other public and private aid flows increase prop~rtionately, ODA which 
amounted to .38% of GNP in 1970 would total .45% in 1980, substantially 
less than the .7% called for both by the UN Resolution and by the Pearson 
Commission, but somewhat more than the commitments made to date by the 
members of the Development Assistance Committee. 

c. With ODA amounting to substantially less than .7% of GNP at the 
end of the decade, and total aid increasing by approximately 5% per annum, 
IBRD, ~ubject to the constraints of creditworthiness and capital avail
ability, should program new lending commitments at such a level as to 
permit disbursements, net of amortization payments, to rise by at least 
5% per annum. 
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d. An increase in Bank disburse~ents, net of amortization, of 

5% per annum would require New Lending Commitments and Gross and Net 

Borrowing during the period FY74-78 in the amounts shown below (see 

attached tables for more detail) : 

1/ 
IBRD Lending and Borrowing FY74-78 

(in millions of dollars and current prices) 

New Gross Net 

Lending Dis- Amort. Dis- Gross Net 
Borrow. Borrow. 

FY · Commit. burs e. Receipts~/ burse. 

698 
69 1,399 762 298 464 1,224 

329 443 735 299 
70 1 ,580. 772 

319 636 1,368 819 
71 1,921 955 

383 827 1,259 653 
72 1,800 1,210 

437 967 1,455 730 
73 2,000 1,404 

475 1,151 1,739 973 

Ave. 
Ave. 
Ave. 

74 2,200 1,626 
75 2,400 1,851 553 1,298 2,174 1,248 

76 2,600 1,998 609 1,389 2,331 1,074 

77 2,800 2,208 681 1,527 2,549 1,244 

7901/ 1~591 2,814 1,415 
78 3,000 2,381 

64-68 859 679 169 510 490 200 

69-73 1,740 1,021 354 667 1,209 639 

74-78 2,600 2,013 622 1,391 2,321 1,191 

\ 

e. Detailed projections of the debt servicing capacity of the 
major Bank borrowers indicate that, in total, they are creditworthy for 
Bank lending in these amounts. 

f. Analyses of the major credit markets show that their growth can 
be expected to support borrowing by the Bank in excess of the sums listed 
above, ~s.suming modest increases in "uncalled subscriptions to Bank 
shares. The borrowing requirements, while large in absolute terms are 
small in relation to GNP, national savings, and new bond issues in ~he 
capital markets. 

J 

!/ Excludes loans to IFC. 

f:_/ Even if new loan conunitments leveled off at $2,100 after FY74, as was 
arbitrarily assumed in earlier papers, amortization payments would rise 
rapidly to $2,000 in FY90. 

]_/ In addition to "Amortization Recepits," "Interest Receipts" in FY78 would 
amount .to $1,042. 
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g. Therefore, the figures for IBRD Lending and Borrowing, as 
summarized in ~ above, appear acceptable for use in planning the future 
scale of Bank operations. They will need to be revised from time to time 
so as to reflect the accumulating knowledge of developing countries' 
problems, policies and prospe~~s; the availability of ·capital to the Bank; 
and Member Governments' evolving views of-the proper objecrtves of the Bank. 

II. THE REQUIREMENT FOR BANK LENDING FY74-78 

4. For the Second Development Decade (DD II) there is international agreement 
that the developing countries should be supported in their efforts to accelerate 
their average annual rate of growth of gross product to at least 6%. This agree
ment provides a foundation for estimates of the external capital requirements of 
the developing countries. The Bank's lending program for FY74-78 will be con
sidered within the framework of these capital requirements. 

5. On the supply side, the DD II Strategy endorses the target of 1% of GNP 
forthe economically advanced countries for the total net flow of financial resources 
from them to developing countries, and proposes a target of 0.7% of GNP for the 
official development assistance component, though this was not accepted by all 
developed countries. The Strategy also specifies that: rThe volume of resources 
made available through multilateral institutions for financial and technical 
assistance will be increased to the fullest extent possible and techniques will 
be evolved to enable them to fulfill their role in the most effective manner ... 
The Pearson Commission was more specific in recommending that: "Aid-providers 
should increase grants and capital subscriptions for multilateral development 
finance to a m~n~mum of 20 percent of the total flow of official develQpment 
assistance by 1975." \ 

6. The factors influencing the appropriate scale of Bank Group lending 
operations are complex-- creditworthiness of borrowing countries, the Bank's own 
ability to borrow, the types of lending permitted by the Articles of Agreement 
and the policies agreed by the Board, the rate at which the Bank Group can expand 
its operations without losing efficiency, the division of responsibility bet't.;een 
IBRD and the regional development banks; and, for IDA operations, the willingness 
of Part I Member Countries to provide concessional finance through this particular 
channel. 

7. These considerations set an upper limit to the expansion of Bank lending, 
though one which is hard to judge precisely and to quantify in advance. There are 
strong reasons why the Bank should aim to continue to eA~and its activities as fast 
as it prudently can. If developing countries cannot borrow from the Bank as much 
~s they could use with benefit to their development, after allowance for payment ~ 

of service on the loans, the pressure on them is increased to have recourse to 
other types of borrowing, often on less favorable terms, which threaten debt 
servicing difficulties endangering the momentum of development·. 

8. Part A of this section considers how the balance . of payments (and hence 
the requirements for external capital) of thirty countries selected as major 
potential b'orrowers from the Bank, might evolve over the decade consistently with 
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achievement of the DD II Target. It also considers how Bank lending might 
relate to other capital flows in meeting the requirements. Part B considers 
the creditworthiness implications of the levels of Bank lending projected in 
Part A, and leads to Conclusions in Part C. 

II-A. CAPITAL REQUIREMENTS AND -THE ROLE OF THE BANK 

9. AS a basis for estimating the requirements for Bank lending in the 
remainder of the decade, projections have been made of the balance on current 
account for thirty developing countries and of the means of financing the current 
account deficits. The projections cover countries accounting, as of June 30, 1971, 
for over 807. of the total population of Part II Member Countries and 86% of effec
tive Bank loans to such countries. By per capita GNP group, the coverage is: 

Per Capita GNP 

Above $300 

$101 to $300 

- $100 or under 

Countries Covered by Study 

Argentina, Chile, Colombia, 
Iran, Israel, Malaysia, 
Mexico, Peru, Spain, Turkey, 
Venezuela, Yugoslavia 

Brazil, Ceylon, Republic 
of China, Kenya, Korea, 
Morocco, Philippines, 
Thailand, Tunisia, Uganda, 
Zambia 

Democratic Republic of Congo, 
Ethiopia, India, Indonesia, 
Nigeria, Pakistan, Tanzania 

% of Total for All Part II 
Countries in Income Group 
Population Bank Loans Outstanding 

June 1971 

84 89 

61 
\ 

72 
\ 

87 94 

Major omissions in terms of population are UAR, Sudan, Algeria, Ghana, Burma, 
Afghanistan and Nepal. The projections do not cover a considerable number of small 
low-income countries in Africa and elsewhere, many of which are likely to receive 
IDA credits rather than Bank loans. 

10. The projections are similar to those which underly the Bank's recent 
Study of the External Debt of Developing Countries. They are consistent with the 
DD II Strategy in the sense that the rates of product growth for the thirty · 
countries average about 6%, as shown in the table below: 

,., Growth of GDP (% per annum) In Countries Covered By The Study 

Per Capita GNP, 1968 1960-69 1970-80 

Above $300 6.0% 6.27. 
$101 to . $300 6.1 6.6 
$100 or under 4.0 5.9 

All Countries Covered 5.5 6.2 

f. 
I 
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11. The individual country projections take account of both import 
requirements and debt service requirements. On average for the thirty countries, 
it is reckoned that, in order to increase their product by 6.2% per annum in real 
terms, they would need to increase the volume of their exports by 7.1% per annum 
between 1970 and 1980 (as compared with "somewhat less than 7%" for all develop
ing countries as envisaged in the ~D II Strategy and X% for the~hirty countries 
during the 1970's). 

12. Following from the projections made for the recent External Debt 
Study, further work has been done to incorporate explicit assumptions as to 
future rates of inflation and their effects on the burden of external debt. 
It is assumed that prices in Part I countries will rise at an average annual 
rate of 3.5% (GNP deflator) - fractionally faster than in the decade of the 
'sixties as a whole, though slower than the rate since 1968. Prices of exports 
from developed countries are likely to continue to rise at a slower rate, and so 
import prices for the thirty developing countries are projected as rising at 
some 2% per annum. Finally, it is estimated that in these circumstances over
all export prices of the thirty countries would increase on average at roughly 
1.5% per annum, so that there would be some overall deterioration of the terms 
of trade (during the 1960's prices of bo th exports and imports rose approxi
mately 2% per annum). 

13. Taking into account these price assumptions, the projected annual 
rate of increase of the value ·of imports of goods and services of the thirty 
countries over the 'seventies is estimated at 9.3%. By comparison, the value 
of exports from the thirty countries is projected as increasing at 9.7% per 
annum. Although this rate of growth of export earnings is higher than that 
projected for the value of imports, the projected resource gap for the _thirty 
countries would increase, since the higher rate of growth of exports is ' calcu
lated from a lower base figure (c.f. Table 1). The projected resource gaps 
for the various countries, which grow at average rates of X% in real terms 
and X% in current prices, are by no means uniform: they show strong increase 
of the resource gaps in relation to their GNP for nine of the thirty countries, 
notably for several of the African countries, a strong decrease for another 
nine, and little change for the remaining twelve. 

14. The projections taken together tend to confirm the view embodied in 
the agreed Strategy for DD II - that the developing countries should be able to 
increase their product growth rates over those achieved in the past decade, but 
that this will depend not only on suitable policies in the countries themselves 
but also on an increasing net transfer of external resources, the counterpart 
to the projected increase of the resource gap. 

15. The future role of the Bank in meeting the requirement for the resource 
transfer has to be considered in relation to the prospects for transfers of funds 
from other sources. The basic question is how much of the real income of the 
developed countries will they be prepared to make available in assistance to the 
developing countries, and how much of this assistance should be channelled through 
the Bank. 
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16. In considering the prospects for the flow of external resources, it 
has been assumed that GNP of Part I countries will increase over the decade 
at almost 4.5% per annum in real terms, 8% per annum at current prices, allow
ing for the assumed rate of price increase. On these assumptions, GNP of Part I 
countries would increase from some $2,000 billion in 1970 to $4,000 billion (at 
current prices) in 1980. The increase in real-terms would-be about 50%, or 
$1,000 billion at 1970 prices.!/ 

17. To arrive at the implications of the resource gap as projected for 
external borrowing, it has been necessary to take account of the prospective 
evolution of other capital account items which differ greatly from country to 
country. The projections assume that emigrants' . remittances --important in 
several countries -- and other private transfers will increase roughly in line 
with other economic magnitudes. They also assume continuation of net private 
direct investment (including reinvestment of profits) in several of the countries, 
with corresponding increase of profits accruing to foreigners. Allowance is also 
made for some increase in the countries' reserves. 

18. The implication of the projections for the prospective growth of debt 
service liabilities depends crucially on the assumed balance between assistance 
on concessional terms and borrowing on commercial or near-commercial terms. 
Assistance on concessional terms is divided between three ·items in Table 1: 
"Official grants and grant-like flows," "IDA," and part of the item, "Other 
medium- and long-term loans." The assumption for the thirty countries is that 
these concessional flows grow in total at an annual rate of 5.9% between 1972 
and 1980, net of amortization, compared to X% in the 1960's. Although the 
thirty countries exclude many of the developing countries which have hitherto 
received relatively large amounts of official development assistance p~r head 
of population ,2/ the assumptions on the growth of official flows may be· con- · 
servative when-compared with the expectation of an 8% rate of growth of G~T in 
Part I countries at current prices. If Official Development Assistance, bilateral 
and through multilateral channels, were to rise to 0.7% of GNP of the developed 
countries, as proposed in the DD II Strategy, and in the Pearson Report, the 
thirty countries would receive about $18 billion, net of amortization, in 1980, 
as compared with a roughly comparable total of $7.7 billion built into the 
projections. If ODA does in fact increase so fast, this would enable some of 
the countries to raise their development targets. 

!/ Even though GNP per capita per annum, in real terms, is projected to increase 
during the decade of the '70's at 6% in the LDC's vs. 4.5% in the developed 
countries, the income gap will increase: 

GNP Per Capita 
'68 '80 

LDC $-175 $245 
DC 1,964 3,280 

~/ With 80% of the total population of all developing countries, the thirty 
countries received under 60% of net official bilateral flows from DAC 
member countries in 1967-1969. 
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Table la 

Exports of goods and non-factor services 
~port~ of eoods nnd non-factor sorvices 

Resource balance 

Interest payrr.ents (not) 
Profits on direct investment (r.ct) 
~~~~~r~·~n~fers <·nd ~o;orkcrs rer.Uttanccs 

Balance on current account 

- 7 -

~UM.:t.RY .BALMICE OF PA'ptEtiTS FOR 0 
c rm; nmrn comiTRIES coHniNEu--

It 

;)) LL/,L~ 

Millions of Dollars at Current PrieM \ An.oual !Lte of Incrcaoe ~l 
Actual l'rojoctcd Pr_ojcctca Projected 1 ?Ge- 1 9 ·1~- 1 ~·ro-
~ 1972 1976 . 1900. 19'(2 l.2I£ 1200 

32~755 
36,822 

-4,067 
= 
-1,653 
-2,344 
+1 ,562 

)0,877 
~ 

-5,867 
~ 

-2,169 
-3,141 
+2,71 5 

-8,462 

13,853 
~ 

-7,659 
===:---

-),662 
-4,435 
+3,U30 

106,945 
, 15,38?. 

-8,444 
= 

-5,199 
-6,110 
~ 

-15,116 

, .6 
11.4 

9.6 

7.0 
7.6 

14.8 

9.8 
9.5 

6.9 

14.0 
9.0 
9.0 

9-7 
9.1 

2.5 

12.2 
8.) 
8.1 

6.1 
- •J' .! •. r ~;;;·:rr.n d·i;~ct invcstrr.ent (net) 

-6,502 

+1.548 
+ 529 

-11,926 

+2 '714 
+ 186 

6.8 

7.9 
-6.0 

9.0 

6.6 
Official grar.ts and grant-like flows 

Y~di~~ and lo~-term loans 
World B:lnk 

Gross ciisburserr~nts 
Amortization 

: ·(Net lendind.1 
I D.\ 
Gr~ss disbursements 
Amortization 
-tr;et lendinei· 

Other modi~ a~d long-term loans 
Gross disbursements 
:rnortization . r • 

{1\et ler..di ng} • 
·(r-'t;.) r:--~, ? . 

Reserve chan~e and capitA~ , 
(- indicates increasa in net~~s~~ 

/'-L.~) 
t-:emorandt:..~ Items 

. l·:eciillr.l c.r.d .iO:-.g-term debt at end-year 
Debt service on medium and lon&-term debt 

Arr.ortization 
Interest 
Total 

Gross disbursements 
J.r.lorti~ation 

-:{IIet le r•?-i:nu-1 . ~ • j_. 
Pr1 va te ·: ·.: :, · · •· ! ! · ~ ; :.... / <./) 

Gross disburse~cnts 

+ 52h 
-~ 
~· 337? 

+ 260 

-=--1-· 26of 

+611912 
-2,6i3 

~~~?f.,_ -[1= 

31,050 

2,800 
n.a. 
n.a. 

n.~. 

n.a. 

:t 
• L. 

n•"f• 
n.a.. 

{ 

.Al1\ortizc.tion 
"'(Net lendi!"liY 

-r.rr-t Lrl~ .. N7.J.LI~ L_ vv . ·- --; f, 3{9 

+2 '102 
+ 391 

+1 I 164 
~- -~_g~ 
A.+ 8w~ 

+ 323 
3 

(+ 320) 

+9,299 
-3,822 

( -t5 ,477) 

- 687 

55,864 

4,129 
_!....t2.99 

o, 128 

+1 J 738 
- )00 

(+1 ,238) 

+ 665 
14 

(+ . 651) 

+13,983 
-6,126 

(+7,857) 

- 720 

89,657 

6,640 
._..h.QlK. 
10,262 

+8,435 
.:..~~..J.L' 
t.4Sm 

-t5 ,548 
.• ::.1.J..2l 
~ 

+3,680 
+ 186 

+2,284 
- 822 

( +1 ,462) 

+1 '1 36 
27 . 

(+1,109) 

+19 ,576 
-10,184 
(+9,392) 

- 713 

134,024 

11,033 
5,890 

16,923 

22.0 
12.9 
26.6 

5.6 

5-4 

7.5 
10.0 
).9 

6.7 

10.2 
n.a. 
n.a. 

n.a. 
n.a. 
n.a. 

n.a • 
n.a. 
n.a. 

-11.1 

10.) 
13.2 
9.5 

19.8 

19.4 

10.1 
12.) 
9.4 

1.2 

12 •. 6 

12.6 
16.2 
1).8 

8.8 
12.2 
1.2 

14.0 
12.8 
15.7 

1.9 
o.o 

7.1 
13.2 
4.2 

8.8 
13.6 
4.6 

-o.2 

10.6 

13.5 
· .1 2 .e 

13.3 

7.6 
13.5 
.4.0 

10.6 
13.6 
5-9 

~: 1968 figures based upo~ D:F Balance of Fayt4ents Yearbook dr.ta adjusted for undorreporting of reinvested profits 
and clu.ssification differences ;.:ith respect to official and. pr:i vato transfers. futa on "i!'lterest payments (r.at.) 11 

for 1968 include some other forms of invest&nent inccro .-whGre cietail not, available.iu eem~'btJ t;::x6I~ 

]) Jr-r ~ /f.::IVG~ 
~ J t-....i;.c_J !);;i L )).t..£1 

· r"-.,.,.-LA....t /J .-rt -'\_ "/ tJ 2 

' . 

X y 



~ . 

- 8 -

19. For the purposes of the projections, IDA net disbursements to the 
thirty countries have been assumed to increase at some 17% per annum (current 
prices), reflecting in part increased disbursements arising from commitments 
already made. On this basis, IDA disbursements would increase from under 7% 
of total net official flows to the thirty countries in 1972 to 14% in 1980. 
The underlying assumption is that a~_ somewhat _ g1:eater part of total ODA will 
be provided through multilateral channels, including IDA (X% in the 1970's 
vs. X% in the 1960's). For this exercise, it has been assumed that IDA 
credits will continue to be limited to countries with annual per capita 
income of not more than $300. The assumptions on IDA availability affect 
the projections for fourteen out of the thirty countries. 

20. The assumed level of assistance on concessional terms leaves a 
balance to be filled by other medium- and long-term borrowing -- essentially 
export credits and Bank loans -- of $2.2 billion net of amortization in 1972, 
rising to $4.4 billion in 1980, a rate of increase of 9% per annum (current 
prices). 

21. The very rapid growth of disbursements arlslng out of commitments now 
in the pipeline (which will raise the Bank's share of net disbursements of grants 
and medium- and long-term loans from X% prior to 1968 to 12% in 1972) is not 
assumed to continue. Projected Bank disbursements to the .thirty countries rise 
from $524 million gross ($337 million net) in 1968 to $1,164 million gross ($860 
million net) in 1972 and to $2,284 million gross ($1,462 million net) in 1980. 
The share of the Bank in total grants and medium- and long-term loans, net, to 
the thirty countries would remain at about 12% between 1972 and the end of the 
decade. The projected rate of increase of Bank lending to the thirty countries, 
net of amortization, amounts to 4.2% per annum, 1972 to 1980 at constant prices.l/ 
This is fractionally less than the assumed rate of growth of real product of the 
developed countries, which are the main source of the resources transfetred by 
the Bank, and fractionally less than the rate of growth of the resource gap of 
the thirty developing countries. 

22. This would leave $1.3 billion net in 1972 to be provided by export 
credits and other private medium- and long-term loa.ns, rising to $3 billion 
in 1980. Assumed rates of increase (net) are some 16% per annum in 1972 to 
1976, falling to 5.9% in 1976-1980. By comparison, net medium- and long-term 
export credits to all developing countries increased by 16.5% per annum between 
the averages of 1960-62 and 1968-70. 

23. The question on export credits is whether the expansion might not slow 
down rather more than has been projected ·for the period up to 1976. With the 
increases of bilateral ODA, IDA credits and Bank lending foreshadowed in the 
projections, developing countries should be prepared to limit their use of 
high-interest and short-term credit. The recent rapid increase of export 

ll Price increase for goods and services financed by the Bank is assumed to 
be 2.5% per annum, compared ·with 2% for all goods imported by developing 
countries because-----. 
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credits has led to a situation in tvhich prog!'essively higher proportions of 
certain categories of imports of the developing countries have been covered 
by export credits: gross export credits cannot continue indefinitely to grow 
more rapidly than the trade \•lhich they finance. Horeover; the developed 
countries may well begin to t~ke an increas-in-gly critical look-at the value 
to them of eve r-grm·ling amounts of export-credit, particularly as the debt 
burdens of the developing countries continue to increase. The Bank has 
already indicated in the Debt Study that, within the limits of its establ{shed 
lending standards, it will give special consideration to countries which are 
willing to improve their crediDvorthiness by restraining their dependence on 
short- and medium-term borrowing for long-term investment purposes. Since 
IBRD loans will thus, at least in part, substitute for loans on more onerous 
terms, the projected increase of Bank lending to the thirty countries may 
appear sometvhat cautious, rather than the reverse. 

24. Assuming that some 20% of Bank lending will go to countries other 
than the thirty examined in detail for this paper, the future development of 
total Bank lending, consistent with the projections set out in Table 1, would 
be as shown belotv: 

EXPANSION OF B.k~K LENDING TO DEVELOPING COUNTRIES BASED ON TABLE 1 
(in millions of dollars) 

Net Net 
Fiscal Year Commitments Disbursements Lending Transfer 

1971 1,921 915 596 263 

1975 (projected) 2,400 1, 761 1,278 671-\ 

1980 (projected) 3,400 2,653 1,715 527 

Even with the fairly rapid increase of commitments as shown, the net transfer 
from the Bank would begin to decline, in real terms, before the end of the decade, 
after reaching a peak in FY 1977. However, the net transfer figures are not a 
proper measure of the Bank's contribution to development. If countries are 
making good use of loans, they receive net benefit from them even though they 
have to pay interest, so that an increase in the amount of loans outstanding, 
through continued net lending, sh~uld indicate an increase in the benefits 
received by the borrowing countries. 

II-B. CREDIT\.JORTHINESS IMPLICATIONS 

~ 25. The question has to be considered whether Bank lending on such a scale 
would be justified when account is taken of the debt servicing capacity of the 
borrowers. 

26. ~e study on the External Debt of Deve loping Countries class i fied 
developing countries into groups according to their debt servicing capacity. 

Al. Countries which have accumulated such large amounts of debt in 
the past, and whose development is likely to be such a prolonged 
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process, that they are likely to encounter serious and protracted 
debt servicing difficulties unless large amounts of external 
assistance are made ava:i.lable to them. The Debt Study named India, 
Pakistan, Ceylon and Ghana as being countries of this kind. 

A2. Countries which, 'm~le their· existing debt-burdens are relatively 
light, are poor and face difficult development tasks, so that 
continuation and acceleration of their development is likely to 
remain highly dependent on sizeable net inflows of external 
resources -- many countries of tropical Africa, for example. 

B. Countries which have undertaken a significant amount of short-term 
borrowing, at high cost, in the past and therefore are vulnerable 
to temporary debt servicing difficulties resulting from unexpected 
fluctuations in foreign exch~nge availabil~ t ics. Tne Debt Study 
named, as members of this . group, Iran, the Ivory Coast, Korea, 
the Philippines, Tunisia, Turkey and Yugoslavia, together with 
several Latin American countries. 

C. Countries 'tvhich, as in the past, should be able to avoid significant 
debt servicing difficulties. The Debt Study instances the Republic 
of China, Malaysia and Mexico. 

The Bank should not lend, or len·d only modest amounts, to the first two groups; 
the major borrowers from the Bank 'tvould be countries in groups B and C. 

27. The present analysis of possible risks is similar to that described 
in the External Debt Study. As in the previous study, the a11alysis is .based on 
proj ~ctions designed to represent the structural characteristics of the \various 
economies ~~d reasonable expectations about the nature and effects of domestic 
policies. The projections used are essentially similar to those which underlie 
the External Debt Study. More explicit attention has, however, been paid to 
the effects of assumptions as to price inflation and changes in the terms of 
trade of .the developing countries. 

28. In ~tl~ly2ing possible risks to the Bank of lending on the scale 
envisaged, it has been necessary to start from an assumption on the distribution 
of Bank loar.s among countries. The assumed distribution, while reflecting the 
present vie~vs of needs and possibi.lities in the various countries, is, of course, 
highly tentative and is bound to change with the passage of time. 

29. If the thirty countries were to borro'tv on the pattern envisaged, then, 
on plausible assumptions as to the terms of the various categories of borrowing 
and with the projected increases of export earnings, their collective debt 
service ratio would rise from 12% in 1972 to 15.8% in 1980. In the base p2riod, 
five of the thirty countries show debt service ratios in excess of 20%. Th ese 
would be joir.ed by four more by 1980. The projections indicate significant 
declines of the debt service ratios for three countries. 
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30. However, both the evidence of past experience and theoretical re~soning 
show that the debt service ratio~ by itself, is not an adequate indicator of 
the degree of risk of serious debt servicing difficulties. The analysis has 
taken account of a numher of indicators of both the long-term relationship 
between development and debt and the liquidity problems w~ich may arise from 
time to time in the process of dey~lo?rr.ent. 

31. This further examination has tended to confirm the conclusions of the 
External Debt Study. For no country do the projections make acute debt servic
ing difficulties appear inescapable, given suitable polic~es on the part of the 
debtor countries themselves and providers of external capital. However, it is 
impossible to form a categorical judgment that a particular country will or will 
not get into serious debt servicing difficulties at some time in the future. A 
country with apparently favorable prospects may nevertheless follow policies at 
some stage which lead to depletion of reserves and accumulation of massive short
term debts. On the other hand, a country for which the projections suggest the 

-possibility of future difficulties may adopt policies which enable it to meet 
its debt servicing obligations. 

32. For some countries the projections suggest relatively slm-1 growth 
of export earnings available to pay for needed imports and/or of national 
savings available for the finance of investment after allm·rance for interest 
and profits payable to foreigners. However, these are mostly countries with 
per capita income of less than $300 and which are assumed to ·continue to receive 
IDA credits throughout the projection period with little .or no financing from the 
Ba.."lk. 

33. ·rn so~~ countries, debt servicing difficulties have arisen or might 
arise L, the future not so much from a large debt in relation to the siz~ of 
the country and stage of development of the economy, or even from. slugg'ish 
economic growth, but from short-term liquidity difficulties due in part to. high 
amortization li~bilities on external debt incurred on short maturities. For 
some count~ies, amortization liabilities arising from relatively short-term 
debt are so great that they have to borr~-1 large amounts, gross, in order to 
obtain a relatively. limited net transfer. Such coUntries are vulnerable to 
sudden and unexpected shortfalls in foreign exchange availability or to sudden 
increases in imports. This may be considered a liquidity problem, rather than 
a more de~p-seated problem of over-indebtedness, in the sense that such a 
country ca~ avoid serious difficulties provided that there is flexibility in 
the c;:mounts which it can borrow at: a commercial rate of interest: it is ,.;ell 
able to me~t its external debt service liabilities over time, provided that 
there are adequate facilities for rolling over amortization of the shorter-term 
debts by new borro'tving. 

~ 34. In practice, countries in this situation can encounter difficulties 
due to the fact that possibilities of borrowing free foreign exchange are 
limited: available medium- and long-term external loans largely take the form 
of project loans, commonly limited to the direct, external costs of specific, 
approved projects and of eh~ort credits availc;:ble for certain types of goods only. 
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This makes for d..:. f ficulty in matching up the amount of external borrowing 
needed to avoid acute, temporary balance of paym,:_;·.:1 ts difficulties and the 
required composition of imports. If preS-'::. t lending practices remain l:lnchanged, 
this kind of difficulty will become more .:.. :..t~ te. for some countries: with in
creasing industrialization and grm~th in c~ :·.::2s_tic product :Lon of_capital goods 
in some developing countries, the foreig:.1 exchange component of their invest
ment progrzms is likely to decline and an increasing part of their import . 
requirements will take the form of raw and semi-processed materials and fuels. 
As a crude indication of the prospective growth of this type of problem, for 
Dvelve of the thi~ty countries, projected m~dium- and long-term loan disburse
ments (gross) exceed 25% of projected imports in 1980, 'tvhereas this percentage 
is exceeded by only five countries in the base period. Avoida~ce of debt 
servicing difficulties in some countries and at some times will depend on the 
flexibility with which external lenders are prepared to provide loans which 
match the required composition of imports of the borrowing countries. 

35~ Increasing availability of external capital, on suitable terms and 
conditions, is n o :: a sufficient condition for the acceleration of economic 
and social developm2nt in the developing countries, but it is a necessary 
condition. The less the availability of long-term loans, the greater will be 
the pressure on developing countries to have r 'ecourse to short-term loans, 
the greater 't-7ill be the pressure on developing countries to have recourse to 
short-term cor~;nercial credit, with consequent risks of severe balance of 
payments problems. 

36. Continued increase of Bank loans, together with continued increase 
of IDA credits and other assistance on ccncessional terms as the GNP of the 
developed countries continues to rise, should tend to reduce the risks ·,of 
acute debt servicing difficulties. However, increased availability of iong
term loa~s will not in itself guarantee that developing countries will not 
try to increase their total borrmving still further by recourse to hard, 
short-term credit. Continued expansion of Bank lending should depend on 
cooperation with the borrc'tving countries, \·Jhereby they on their side refrain 
from taking on excessive amounts of debt on inappropriate terms. 

37. In analyzing the financial risks to the Bank 'tvhich might be asso
ciated with continuing e}~ansion of lending, two additional factors have 
been t2ken into account. These are illustrated in Table 2. 

38. Horizont ally, Table. 2 classifies the countries according to the 
percentage of their projected 1980 debt service which is payable to the Bank . 
The figures depend, of course, on the assureptions which had to be made as 
to the distribution between countries of Bank loans and loans from other 
so,urces. 

39. The f i~~ures in the boxes in Table 2 shm-1 the percentage sh are of 
thesG countries in total projected debt mo1e d to the Bcmk by the thirty 
countries in 1980 .l/ 

l:_/ Al ~cHin~ fo r Ba::1k loans outstanding in 19 80 to coun tries not covered by t his 
. Study, the f igu~es in the table somewh at exzggera te the shares of the v~rious 
grou?S in total debt to the Bank. On the other hand, countries accounting 

~ z for the remaining debt to the Bank in 1980 may be somewhat similarly distri
buted between the various categ~ries. 
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The t ~b le distinguishes be t1;.reen countries \m i ch heve received IDA credits 
in recent years and those \vhich have not (although the possibility is .-1ot 
excluded that some countries in the latter category might receive IDA 
credits in the future). To many countries, including many · of the countri~s 
\-lhich have not been explicitly covered in this- study, Bar.k Group-lend ing 
will be lnrgely or \molly in the form of ID.\ c:redi ts (provided that suffi
cient funds are available). The amount of Bank loans to these countries, , 
over and ~bovc IDA credits, will be graduated according to judgreents of the 
ability of these countries to derive benefit from loans at the Bank rate of 
interest ~nd to service such loans without undue strain. A large part of 
Bank lending has goae and is expected to continue to go, on the other hand, 
to middle-L'1co:·Je countries \>lh ich have not been considered eligible to receive 
IDA credits. On the assumptions underlying the projections, three-quarters 
of debt owed to the Bank in 1980 by the thirty countries \-lould be owed by 
countries which have not received IDA credits in recent years, only a quarter 
by countries which have received IDA credits in recent years. 

40. Taking the countries which have not received IDA credits in recent 
years, the projections suggested the distinct possibility of future debt 
servicing difficulties in three of these countries. However, that does not mean 
that these ~hree countries to1ill in fact run into serious debt servicing diffi
culties. Their balance of paymen ts may develop more favorably than the projec
tions assuse, they may see the need to cut back their development targets if 
necess c.ry in the face of balance of payrr:cn ts problems or they may receive more 
assistance on concessional terms than has been assumed. 

41. Given the continued rapid increases in external debt of deve~oping 
countries 'tvhich must be e}..-pected) it is clear that other countries, too., might 
run in to acute debt servicing difficulties. Hov1ever, there is nothing in the 
analysis 'db i ch leads to the c'onclusion that widespread, acute debt servicing 
difficulties are inevitable. Much will depend on the policies followed by the 
developing countries themselves. }iuch will also depend on the volume, ter~s 

and conditions of external capital available to them. 

42. Sums already lent by the Bank are, of course, at risk if the original 
credi t:·.-:orr.hiness judgment justifying the loans should be falsified by. events. 
Hm·Jev...:!r, in considering the amounts of future lending, the Bank can and will 
take acco~nt of any changes in its assessment of the risk of serious debt 
servici~g difficultues in particuiar countries, in the light of changing 
circumstances or appreciations. Moreover, debt servicing difficulties develop 
over time, thus giving opportunities for cooperative action by debtors and 
creditors to take remedial action before they become acute. 

II-C. CONCLUSIONS 

4 3. The Bank's analysis of the problems and prospects of the v~rious 
dev.::.:lo;dn ;; countries confirms that achievement of the DD II developme:nt 
tar (~..:: t s \-:~:.1 dep~nd not only on the efforts and policies of the developing 
cou~tries · themselves but on an increased flow of external capital on suitable 
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terms and conditio~s, made possible by the continued increase which may be 
eA~ected in the GNP of the developed countries. 

44. Bcnk loans involve careful consideration of the developmental value, 
a"1d app:-opriate design, of the proJects and _ o~rations financecL... and have the 
advantnge to the borrm.·l'-!r' of being rep.:1yable over a longer period tha:1 is 
generally available in the case of corrr.2rci~l credit. The increased avai~
ability of B2~k loans should help developing countries, which wish to nru<e 
use of this opportunity, to avoid liquidity problems which may arise if too 
much of their borrmving is on short repaynent terms. 

45. Of the various factors affecting the appropriate scale of the Bank's 
operations, the present paper concentrates on the question of whether further 
substantial increase of the Bank's lending in the 'seventies t·Iould be likely 
to lead to serious creditworthiness problems tvhich \vould in turn adversely 
affect the Bank's 0\.vn ability to borrm·l. 

46. On the assmr.ption that cc.pital flotv-s to developing countries, 
including loans on concessional terr.1S, tvill continue to increase with 
continued growth of the GNP of the develop~d countries, there is nothing in 
the present r..nalysis v1hich leads to the conclusion that widespread, acute 
debt servicing difficulties are inevitable. The Study on the External Debt 
of Dcv2loping Countries suggested that: "To avoid debt servicing problems 
is clearly in the interest of both debtor end creditor countries." It 
emphasized the need for the developing countries to make efficient use of 
avail~ble resources, to pursue policies designed to increase savings and to 
adopt [.Lpprv?::'iate foreign trade nnd exchange rate policies. It put equal 
en~hasis on the trade and aid polici2s of the developed .countries and t~e 
part which might be played by international institutions, including the ' 
World Bank. 

47. Avoidance of debt servlclng difficulties in so~e countries ~d at 
sorr.e tir.1es t..rill depend on the f lexib ili ty tvi th uh ich external lenders are · 
prepared to provid~ assistance suited to the needs of the case in its amounts, 
tt;rms :::.:1d conditions. Some countries runy h.:1ve difficulty in borrmving enough 
so long as loans are tied to the provision of the direct iffiport content of 
specifi c projects znd certain limited categories of goods covered by ~edium
and long-term export credit. There \-Jill be a need for the Bank and othe~s 
to keep under revi w their policies on financing local costs and providing 
program loc:ns. 

48. The greater the availability of external loans on suitable terms 
and co~ditio~s, the less will be the pressure on developing countries to h~ve 
excessive recourse to short-term com~2rcial credit, with consequent risks 
of severe balance of payments difficulties, and the greater the incentive 
to avo~d actions which might jeopardize their share in the future flow of 
extern3l lo~ns o~ favorable terms. 

49 . T~2 analysis in this paper scggcsts thct the Bank could best 
contribute ~o the promotion of acceler~ted development and the avoic~nce of 
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severe debt servicing difficulties by being prepared to cpntinc_e to increase 
its oun ler.diGg. Hm.;rever, the success of this policy depends on suitable 
policies both by the borrowers and by other lenders . It will be neces$ary 
to rer.~ain c :1 t:he alert in order to be able to -take action -in good time, in 
coopera t ion \·li th the countries concerned, to h-ead off any -impending debt 
servicing di ff iculties tvhich could, in their turn, adversely affect the 
Bank's own f in ancial situation and ability to borrow. Specifically, contipued 
expansion o f Bank lending should dep end on cooperation with the borrowing 
countri es, tvhereby they on their side refrain from taking on excessive amounts 
of debt 0 1 inappropriate terms. 

50. The next Section will analyze 
commitment level of around y$2~.--tr billion 

~$-3-.--4-~billion by -198d. ~ y, -/ 

'I") 7~· -. 
_"), ji 

the Bank's ability to finance a 
in FY 19~, rising progressively to 

1 



CONFIDENTIAL 

1968 
IBRD BALANCE SHEET AND INCOME STATEMENT 
Cash and Securities 1167 
Receivable from Delayed Deliveries 234 
Receivable from Loans£/- Part I 1456 

- Part II 6030 
- I FC I 00 
- Total 7586 

Receivable from Subscribed Capital 479 
Land & Buildings Net of Depree. Res. 29 
Accruals, Prepayments & Other Assets _112 

TOTAL ASSETS 9620 

Due to IDA 43 
Undisbursed L?ans 
Funded Debt .£ 
Miscellaneous Liabilities 
Capital & - Special Reserves 
Reserves - Retained Earnings~/ 

- Paid-in Capital 
- Tot a I 

TOTAL LIABILITIES & CAPITAL 

2371 
3524 

59 
291 

1038 
2294 
3623 
9620 

Income from - Securities 66 
- Loans: Part I '=.! 84 

Part II 200 
Total """""'284 

Other Income 7 
Less: Administrative Expenses 34 

Interest on Borrowings 151 
Financial Expenses 2 
Net Losses on Devaluation 23 

NET INCOME 147 

IBRD SOURCES AND APPLICATION 
Net Income 147 
Less: Transfer to IDA~/ 10 

Net Income Retained -rJl 
Receipts of Capital Subscriptions 29 
Repaid to IBRD on Loans - Part I ~/ 68 

- Part I I 168 
- Total 236' 

Borrowing by IBRD 735 
Less : Debt Retirement 514 

Net Borrowing -z2f 
Exchange Adjustment on Funded Debt -6 
Receipts from Sale of Loans il 65 
Increase in Misc. Liabilities 6 
Payments to IDA Over (-) or 

Under (+) Transfer to IDA -49 
TOTAL SOURCES 639 

Disbursement on Loans 772 
Exchange Adjustment on Loans -7 
Real Estate Investment 5 
Increase in Accrued & Prepaid Exp. __ 7 

TOTAL APPLICATION 777 

Cash, Securities & Delayed Deliveries: 
End Balance 1401 

IDA BALANCE SHEET AND INCOME STATEMENT 
Securities 52 
Unrestricted Subscriptions 346 
Receivable from IBRD 43 
Receivable from Credits 1788 
Restricted Subscr. & Other Assets 234 

TOTAL ASSETS 2463 

Undisbursed Credits 446 
Loans from Switzerland 12 
Transfers from IBRD 210 
Accumulated Net Income 21 
Paid Subscriptions & Supplements 1773 

TOTAL LIABILITIES 2463 

Income from - Securities 3 
- Credits 9 

Less : Administrative Expenses 5 
NET INCOME 7 

Disbursements 319 
Repaid to IDA on Credits 

MEMORANDUM ITEMS 
Commitments - IBRD 2/ 

- IDA 
- Total 

Net Transfer - IBRD .b/ 
to Part I I - IDA 

Total 

847 
107 
954 

147 
311 
458 

ld. IBRD & IDA: TWENTY-FIVE YEAR PROJECTIONS 
($ mi II ions) 

1969 

1707 
141 

1562 
6975 

100 
8637 

462 
34 

163 
1 II 44 

92 
3007 
4222 

89 
292 

II 35 
2307 
3734 

11144 

88 
91 

224 
315 

8 
41 

195 
3 

172 

172 
75 

---g=j 
30 
87 

211 
298 

1224 
526 

b9S" 

52 
30 

+49 
1254 

762 
2 
5 

38 
807 

1848 

78 
324 
92 

2170 
235 

2899 

572 
12 

285 
32 

1998 
2899 

3 
11 
4 

10 

256 

1399 
385 

1784 

127 
245 
372 

1970 

2049 
43 

1285 
8394 

200 
9879 

432 
37 

198 
12638 

163 
3905 
4612 

100 
292 

1250 
2316 
3858 

12638 

149 
92 

253 
"""""345 

11 
45 

242 
4 

-2 
216 

216 
100 

1fb 
39 

109 
220 
329 
735 
436 
299 
90 

195 
11 

+71 
1150 

772 
96 

3 
35 

906 

2092 

172 
725 
163 

2773 
229 

4062 

1032 
I J 

385 
39 

2594 
4o62 

10 
13 
16 
7 

143 

1580 
606 

2186 

154 
130 
284 

1971 1972 

254t 2588 
17 II 

1276 . 1203 
9856 11249 

200 260 
11332 T27T2 

458 521 
37 37 

211 230 
14602 IGlOO 

240 284 
4741 . 5319 
5441 6094 

137 137 
292 292 

1364 1444 
2387 2530 
4043 4266 

l46oz J6Joo 

187 181 
74 

367 
383 44T 

7 7 
56 64 

305 370 
4 5 

-2 
2T4 

214 
100 

lT4 
45 

3i9 
1368 
~ 
8T9 

10 
27 
37 

190 
110 

-so 
80 
71 

312 
383 

1259 
606 
653 

24 

+77 +44 
T448 . 1264 

955 1210 
8 

11 21 
974 1231 

2566 2599 

243 
872 
240 

3340 
233 

4928 

1364 
12 

485 
46 

3021 
4928 

14 
14 
21 
7 

235 

1921 
584 

2505 

258 
221 
479 

294 
1362 
284 

4268 
256 

6464 

1959 
45 

595 
47 

3819 
b464 

14 
16 
29 

1 

335 
2 

1800 
930 

2730 

385 
317 
702 

1973 

2525 
84 

1151 
12817 

T4lli 
482 

37 
256 

17709 

328 
6032 
6824 

156 
292 

1535 
2542 
4369 

17709 
168 
78 

435 
5i3 

10 
78 

417 
5 

191 

191 
100 

9T 
51 
77 

360 
43'7 
1455 
725 
730 

68 
19 

+44 
1440 

1404 

2609 

345 
1776 
328 

5194 
239 

7882 

2470 
45 

695 
53 

4619 
7882 

19 
19 
32 
6 

419 
4 

2000 
930 

2930 

455 
396 
851 

1974 

2577 
125 

1111 
14539 
__fWL 
16100 

437 
37 

280 
19556 

379 
6725 
7797 

176 
292 

1646 
2542 
4480 

19556 
166 
81 

523 
604 

10 
88 

475 
6 

211 
100 

-11-1 
45 
77 

398 
475 
1739 
766 
973 

68 
20 

+51 
1743 

1626 

2702 

410 
2066 

379 
6117 

232 
9204 

2864 
45 

795 
61 

5439 
9204 

23 
22 
37 
8 

536 
7 

2200 
930 

3130 · 

562 
507 

1069 

1975 

2774 
125 

1020 
16437 
__.52Q. 

17977 
433 

364 
21650 

437 
7354 
9045 

200 
292 

1781 
2542 
If6T5 

21650 

170 
83 

618 
701 

10 
94 

546 
7 

235 

235 
100 

-m 
4 

111 
442 
553 

2174 
926 

i248 

50 
24 

+58 
2072 

1851 

2899 

457 
2647 
437 

7456 
269 

11266 

3550 
90 

895 
71 

6660 
11266 

26 
27 
43 
10 

664 
11 

2400 
1350 
3750 
668 
626 

1294 

1976 

2725 
158 
933 

18453 
..._...5U 
19953 

433 
37 

329 
23636 

510 
8016 

10119 
222 
292 

1936 
2542 
4770 

23636 

171 
83 

724 
807 

16 
99 

633 
7 

255 

255 
100 

155 

109 
500 

669 
2331 
1257 
1074 

75 
22 

+73 
2008 

1998 

25 
2023 

2883 

464 
3098 
510 

8793 
252 

13117 

4078 
90 

995 
82 

7872 
13117 

28 
32 
49 
11 

822 
13 

2600 
1350 
3950 

651 
...111.. 
1428 

1977 

2755 
192 
843 

20605 
___f&ll 
22048 

433 
37 

_ill 
25825 

610 
8658 

11363 
247 
292 

2114 
2542 
"4948 

25825 

170 
81 

841 
922 

14 
106 
716 

7 

278 

278 
100 

178 

107 
574 

b8T 
2549 
1305 
1244 

75 
25 

+100 
2303 

2208 

30 
2238 

2947 

466 
3424 
610 

10141 
233 

14874 

4512 
90 

1095 
93 

9084 
14874 

28 
39 
54 
13 

930 
16 

2800 
1364 
4t64 

672 
875 

1547 

1978 

2903 
233 
759 

22844 
___6.29. 
24232 

433 
37 

____ill 
28330 

710 
9325 

12778 
274 
292 

2310 
2542 
5T44 

28330 

176 
80 

962 
""iOl+2 

15 
112 
817 

8 

296 

296 
100 

1§6 

111 
679 
790 

2814 
1399 
T4T5 

75 
27 

+100 
2603 

2383 

32 
2415 

3136 

506 
3991 
710 

11938 
280 

17425 

5229 
159 

1195 
108 

10734 
17425 

29 
46 
60 
15 

1098 
19 

3000 
1815 
4815 

622 
1033 
1655 

1979 

3061 
250 
67f1 

25193 
__& 
26508 

433 
37 

420 
30710 

810 
10029 
14211 

299 
292 

2528 
2542 
5362 

30710 

186 
77 

1091 
Ti68 

14 
118 
924 

9 

318 

318 
100 

2T8 

119 
770 

889 
3153 
1720 
1433 

75 
25 

+100 
2740 

2537 

29 
2566 

3311 

544 
4447 
810 

13733 
262 

19796 

5830 
158 

1295 
129 

12384 
19796 

31 
55 
65 
21 

1214 
20 

3200 
1815 
5015 

565 
1139 
1704 

1980 

3268 
267 
580 

27626 
~ 
28855 

433 
37 

453 
33313 

827 
10753 
15802 

329 
292 

2768 
2542 
s6oz 

33313 

198 
72 

1226 
1298 

14 
124 

1037 
9 

340 

340 
100 

240 

127 
881 

TOo8 
3275 
1684 
1591 

75 
30 

+17 
2961 

2705 

33 
2738 

3535 

584 
4814 
827 

15524 
245 

21994 

6251 
158 

1395 
156 

14034 
21994 

34 
64 
71 
27 

1396 
25 

3400 
1816 
5216 

489 
..!lQZ. 
.ill.§ 

1981 

3322 
278 
491 

30034 
620 

31145 
433 

37 
489 

35704 

808 
11330 
17331 

361 
292 

3041 
2542 
5875 

35704 

204 
67 

1365 
1432 

14 
128 

1139 
11 

373 
100 
273 

122 
1015 
Ti37 
3525 
1996 
1529 

75 
32 

-19 
3027 

2926 

3600 

665 
5391 
808 

17715 
306 

24885 

6928 
233 

1495 
195 

16034 
24885 

37 
75 
73 
39 

1542 
30 

3502 
2220 
5722 

407 
1437 
1844 

1982 

3333 
267 
429 

32408 
__ID. 
33424 

433 
37 

520 
38014 

842 
11827 
18780 

390 
292 

3340 
2542 
6J71+ 

38014 

208 
63 

1509 
1572 

15 
132 

1252 
12 

399 
100 
299 

102 
1152 
T2'5I; 
3476 
2027 
1449 

75 
29 

+34 
3140 

3109 

31 
3140 

3600 

709 
5834 
842 

19889 
295 

27569 

7460 
233 

1595 
247 

18034 
27569 

41 
86 
75 
52 

1689 
46 

3607 
2220 
5827 

319 
1557 
1876 

1983 

3348 
252 
378 

34732 
_m. 
35660 

433 

s4~ 
40278 

897 
12236 
20226 

419 
292 

3665 
2542 
6499 

40278 

209 
60 

1653 
T7IT 

15 
136 

1364 
13 

425 

425 
100 
325 

96 
1308 
T4o4 
3449 
2003 
1446 

75 
29 

+55 
3335 

3306 

29 
3335 

3600 

746 
6124 
897 

22052 
281 

30100 

7829 
232 

1695 
310 

20034 
30100 

44 
98 
78 
~ 

1853 
58 

3715 
2222 
5937 
222 

1697 
1919 

1984 

3318 
282 
337 

37004 
____2_lQ 
37851 

433 
37 

582 
42502 

808 
12617 
21784 

450 
292 

4008 
2542 
6842 

42502 

208 
59 

1796 
1855 

15 
140 

1485 
11 

443 
l 00 

""""343 

88 
1473 
T56T 
3919 
2361 
1558 

75 
31 

-89 
3479 
3446 

33 
3479 

3600 

849 
6584 
808 

24491 
353 

33085 

8352 
313 

1795 
391 

22234 
33085 

48 
113 
80 
81 

1986 
72 

3829 
2510 
6337 

58 
1801 
1859 

1985 

3309 
291 
301 

39216 
467 

39984 
433 

37 
613 

44666 

827 
13038 
23126 

477 
292 

4363 
2542 
7197 

44666 

207 
55 

1938 
1993 

12 
144 

1601 
12 

455 
l 00 
355 

16~l 
1733 
3722 
2380 
1342 

75 
27 

+19 
3552 
352\ 

31 
3552 

3600 

847 
6985 
827 

26907 
344 

35910 

8781 
312 

1895 
488 

24434 
35910 

49 
129 
82 
96 

2081 
93 

3942 
2510 
6452 

-136 
1859 
1723 

1986 

3310 
290 
268 

41380 
421 

42069 
433 

37 
643 
~ 

900 
13452 
24339 

505 
292 

4751 
2542 
7585 

46782 

207 
50 

2075 
2125 

13 
148 

1696 
13 

~ 

488 
100 
~ 

87 
1813 
1900 
3712 
2499 
i2i3 

75 
14 

+73 
3675 

3645 

30 
3675 

3600 

873 
7205 
900 

29321 
330 

38629 

9090 
311 

1995 
600 

26633 
38629 

52 
144 
85 

111 

2215 
111 

4060 
2524 
6584 

-318 
1960 
J642 

1987 

3311 
289 
236 

43466 
377 

44079 
433 

37 
670 

48819 

844 
13867 
25574 

530 
292 

5170 
2542 
8004 

48819 

207 
44 

2206 
2250 

15 
152 

1787 
14 

~ 

519 
100 

4i9 

89 
2008 
2097 
3730 
2496 
1235 

75 
25 

-56 
3794 

3767 

27 
3794 

3600 

1021 
7567 
844 

32015 
407 

41854 

9598 
400 

2095 
727 

29034 
41854 

57 
160 
87 

130 

2318 
131 

4182 
2825 
7007 
-522 
2027 
1505 

1988 

3312 
288 
211 

45528 
320 

46059 
433 

37 
696 

50825 

836 
14280 
26697 

553 
292 

5619 
2542 
8453 

50825 

207 
39 

2334 
2373 

17 
156 

1877 
15 

~ 

549 
100 
449 

85 
2167 
2252 
3799 
2676 
Ti23 

75 
23 

-8 
3914 

3888 

3600 

970 
8003 
836 

34686 
394 

44889 

9990 
399 

2195 
871 

31434 
44889 

57 
177 
90 

144 

2433 
154 

4307 
2825 
7132 

-689 
2102 
1413 

1989 

3308 
292 
187 

47544 
264 

47995 
433 

37 
721 

52786 

900 
14716 
27660 

572 
292 

6103 
2542 
8937 

52786 

207 
34 

2458 
2492 

19 
161 

1956 
16 

~ 

584 
100 
484 

87 
2338 
2425 
3790 
2827 
963 

75 
19 

+64 
4030 

4006 

25 
4030 

3600 

996 
8217 

900 
37340 

381 
47834 

10275 
397 

2295 
1033 

33834 
47834 

59 
194 
93 

16o 

2544 
176 

4436 
2830 
7266 

1990 

3299 
301 
174 

49506 
214 

49894 
433 

74~ 
54709 

896 
15160 
28605 

591 
292 

6623 
2542 
~457 

5 709 

207 
29 

2578 
2607 

21 
166 

2031 
17 

620 

620 
100 
520 

71 
2524 
2595 
3822 
2876 
945 

75 
19 

-4 
4150 

4126 

24 
4150 

3600 

1202 
8497 
876 

40306 
465 

51346 

10810 
491 

2395 
1216 

36434 
51346 

66 
212 
95 

183 

2635 
204 

4569 
3170 
7739 

1991 

3307 
293 
170 

51466 
_!ll 
51807 

433 
37 

766 
56643 

864 
15616 
29542 

610 
292 

7177 
2542 

TOOTT 
56643 

207 
25 

2694 
2719 

23 
171 

2105 
19 

654 

654 
100 
554 

55 
2663 
2718 
3719 
2781 
937 

75 
19 

-32 
4272 

4250 

22 
4272 

3600 

1236 
8885 
844 

43238 
447 

54650 

11221 
489 

2495 
1411 

39034 
5465o 

63 
231 
98 

196 

2759 
238 

4706 
l!lQ 
ID§_ 

1992 

3277 
323 
167 

53418 
~ 
53713 

433 
37 

790 
58573 = 

920 
16086 
30349 

625 
292 

7758 
2542 

10592 
58573 

206 
22 

2809 
2831 

25 
176 

2185 
20 

681 
I 00 

SST 

53 
2814 
2867 
3982 
3175 
8'07 

75 
16 

+56 
4401 

4377 

23 
44oJ 

3600 

1129 
9284 

900 
46121 

435 
57869 

II 529 
485 

2595 
1626 

41634 
57869 

66 
250 
101 
215 

2862 
286 

4848 
llli 
_MT7_7 

-863 -1050 -1180 -1321 
2174 2219 2290 2326 
1 311 1169 1 l 1 0 l 005 

1993 

3215 
385 
165 

54634 
___2Q 
55589 

433 
37 

815 
60474 

920 
16570 
31135 

640 
292 

8374 
2542 

11208 
60474 

203 
19 

2923 
2942 

28 
181 

2254 
21 

716 
100 

616 

48 
~ 
~ 
4127 
3341 
786 

75 
15 

4534 

4509 

25 
4534 

3600 

1439 
9488 

900 
49355 

531 
61713 

12129 
587 

2695 
1868 

44434 
61713 

77 
270 
104 
243 

2959 
~27 

4993 
3560 
8553 

1994 

31"96 
4o4 
162 

57241 
_§Q 
57463 

433 
37 

839 
62372 

870 
17069 
31922 

655 
292 

9021 
2542 

11855 
62372 = 

200 
16 

3032 
3048 

30 
186 

2325 
23 

747 

747 
100 
647 

40 
1J.2.l! 
3194 
3913 
3126 
787 

75 
15 

-50 
4669 

4644 

3600 

1587 
9831 
850 

52544 
504 

65316 

12583 
583 

2795 
2121 

47234 
65316 

71 
289 
107 
253 

3106 
371 

5143 
3560 
8703 

1995 

3227 
373 
160 

59156 
_jJ_ 
59353 

433 
37 

861 
64284 

920 
17583 
32574 

669 
292 

9703 
2542 

12537 
64284 

201 
13 

3142 
3155 

32 
192 

2389 
24 

~ 

782 
100 
682 

32 
21.2i 
3331 
3363 
2711 
652 

75 
14 

+50 
4805 

4783 

21 
4805 

3600 

1273 
10458 

900 
55682 

491 
68804 

12902 
578 

2895 
2395 

50034 
68804 

74 
311 
Ill 
274 

3242 
423 

1996 

3232 
368 
159 

6115 
20 

61294 
433 

37 
881 

66245 

944 
18112 
33255 

683 
292 

10417 
2542 

13251 
66245 

202 
11 

3252 
3263 

35 
198 

2463 
26 

814 . 

814 
100 

7T4 

27 
~ 
3440 
3485 
2804 
68T 

75 
14 

+24 
4g48 

4927 

21 
4g48 

·3600 

1690 
10528 

924 
59208 

582 
72932 

13529 
693 

2995 
2681 

53034 
72932 

67 
332 
114 
285 

3373 
475 

5297 5456 
3561 4000 
8858 . 9456 

-1483 -1619 -1732 -1813 
2362 2446 2508 2566 
879 827 zz6 _]21 

~/ Projections assume 
- Level of commitments to countries 

as shown in Memorandum Items 
(Expanded Lending Program for FY72-8Q; 
from FY81 on, commitments are assumed 
to increase by 3% p.a.). 

- After FY72, transfers to IDA out of 
IBRD Net Income of $100 million p.a., 
disbursed last. · 
Over the period FY72-80 total of cash, 
securities and delayed deliveries is 
at the "desired" level, as defined in 
the Liquidity study; from FY81 on, it 
is held constant at $3.5 billion; 
borrowing requirements thus derived 
are assumed met by relievers of 
Central Bank 2 Year issues, Bundesbank, 
and Bank of Japan, with 50% of re
mainder non-US long term (12 year 
maturity), 25% US long term (26 year 
maturity with sinking fund beginning 
after 13 years -one-third of this 
borrowing for delayed delivery), and 
25% US medium term (5 year maturity). 

- Starting in FY73 borrowing costs are 
assumed to be 7.7~/o for US 26 Year 
issues, 7.3~/o for non-US 12 Year 
issues, 6.875% for Bundesbank, Bank 
of Japan and US 5 Year issues and 
6.5~/o for Central Bank, 2 Year issues. 

- Lending rate 7.2~/o . 
- Rate on new security investments 6.25% 

from FY73 on. 
- Administrative expenses projected on 

the basis of staff requirements, 
assuming a rate of inflation of 2.5% p.a. 

£1 Amounts receivable from loans include un
disbursed portions. Loans guaranteed b~ IDA 
Part I countries are included in the Part I 
category. 

c/ IBRD Funded Debt includes delayed deliveries. 
~/ Transfers to IDA out of IBRD Net Income have 

been charged to IBRD Retained Earnings, and 
added to IDA's resources, in the year of 
authorization, i.e., the year following that 
in which the income was earned. 

~/ Loans guaranteed by Part I countries, and 
from IBRD to IFC are included in the Part 
category. 

il Sales out of Part I I loan portfolio are 
assumed to be $10 mi 11 ion p.a. in FY73-75 
and $30 mill ion p.a. thereafter. 

~/ IBRD commitments shown here are to countries, 
i.e., excluding loan to IFC of $100 million 
in FY1970 and $570 million over the period 
FY?-2-80. 

~/ Net transfer indicates disbursements net 
of repayments and interest or service 
charges paid to both the Bank and third 
parties. Transactions relating to IBRD 
loans guaranteed by Part I countries are 
included. 

Revised 
p & B 
9/13/71 
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CONFIDENTIAL EXPANDED LENDING PROGRAM 
IBRD: LIQUIDITY AND BORROWING REQUIREMENTS FY1972-80 !/ 

($ millions) 

FY 
l~ZI 1~z2 l~n 1~74 l~Z~ l~z6 1~zz l~z8 1~2~ 1~80 1~z2-8o 1281 1282 1283 

Total Application 1297 1486 1699 1917 2050 2238 2415 2566 2821 18489 
Plus: Gross Borrowing 1259 1455 1739 2174 2331 2549 28l4 3153 3275 20749 3525 3476 3449 
Less: Total Sources illQ 1496 .!.m 2114 2034 2302 2604 2741 $ -~ 

Cash Requirement 1226 1445 1646 1977 2347 2485 2625 2978 3051 19780 3525 3476 3449 
Disbursement Contingency 48 141 215 250 262 278 272 216 152 1834 142 137 135 
Government Bor~lng 

Cont 1 ngency ~ ~ ~ ~ ...l!.Q. ~ _ill 148 ..J.ll ~ ....!12 ..1li ..ill 
Adjusted Cash Requirement 1330 1652 1945 2341 2719 2877 3018 3342 3355 22579 3802 3752 3725 
Less: Government Bor~lng ...ill ..M1 ~ .!1.l! .!.!Q1 1141 .!.1QZ ill1 llli ~ .!.ill lill 1473 

Gross Market Bor~ing 
Requirement 767 990 1107 1203 1616 1736 1811 1865 1839 12934 2449 2361 2252 

"Cal"culated" Cash ~ 
Securities End Year~/ 2566 1605 1963 2278 . 2582 2706 2758 3077 3325 3535 3535 3600 3600 3600 

Change In Holdings of 
Cash ~ Securities -961 358 315 304 124 52 319 248 210 969 69 

Gross Market Bor~lng 
Requirement _]j]_ _2iQ ~ .!ill. 1616 .!.lli llli 1865 !ill ~ 

Adjusted Gross Market 
Borrowing Requirement -194 1348 1422 1507 1740 1788 2130 2113 2049 13903 

Gross Market Borrowing 
Rephased 800 1000 1200 14oO 1600 1800 2000 2040 2063 13903 

"Desired" Cash~ Securities 
End Year 2566 2599 2609 2702 2899 2883 2947 3136 3311 3535 

"Advanced Borrowing" !/ 994 646 424 317 177 189 59 -14 

Gross Market Borrowing 
Rephased 800 1000 1200 1400 1600 1800 2000 2040 2063 13903 

Plus: Government Borrowing ....2§1 662 ..!J! .!1.l! .!.!Q1 .!ill .!.1QZ ill1 llli ....2ill 
Total Gross Borrowing 1363 1662 2038 2538 2703 2941 3207 3517 3579 23548 
Less: Government Borrowing 

Contingency ~ ~ ~ ..ill ...l!.Q. ..ill _ill 148 ..J.ll ~ 
Borrowing Objective 21 1307 1596 1954 2424 2593 2827 3086 3369 3427 22583 
Less: Disbursement 

Contingency ~ ..ill ..1.!i ....ill 262 _m ..111 ...ill. ..lli ~ 
Projected Bor~ing 21 1252 1455 1Z32 21Z4 2331 2542 _ 2814 3153 3275 20Z42 

!I Based on and consistent with cash flow projections as shown in "IBRD: Sources and Application of Funds through FY1980" 
dated 9/13/71. 

~/ "Calculated" Cash and Securities End Year is derived by taking 50% of Gross Market Borrowing Requirement over the 
following three years. 

c/ "Advance Borrowing" Is the difference between "Desired" and "Calculated" Cash and Securities. 
~/ "Projected Bor~lng" Is Identical to "Gross Borrowing" In cash flow projections shown in "IBRD: Sources and Application 

of Funds through FY198011 dated 9/13/71. "Borrowing Objective" Is equal t.o "Projected Borrowing" plus "Disbursement Con
tingency", and shows the maximum amount of borrowing necessary if year after year, and starting In FY72 disbursements of 
new commitments speed up due to both an acceleration of disbursements of project loans and the commitment of program 
loans. 

p & B 
9/13/71 
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October 5, 1971 

D r r. rislnan: 

I was delighted to rec iv from you 

copy of the boo , ' 'Chavan and th Tro b led 

cad • u Th nk you for your thou t fuln ss 

in s ndi it to me. 

With best r gards, 

Sincer ly, 

ob rt s . eN ra 

r. T. V. nhi Krishn n 
Somaiy Public tiona rivate, Ltd. 

6 ank of a~oda . uilding 
Parli ment Str t 

ew lhi- 1, Indi 

i' 



October 5, 1971 

Dear Mr. Holme: 

Mr. McNam ra h a gr d to e you in id
October, nd an appoint ent h s been t up for 
you t 12:00 noon on Mond y, October 18. 

I f this time is inconveni nt or if th re 1 
some oth r ttme hen you are in Washington on 
other bu iness, plea e let us know and will 
reschedul • 

In ny vent, e would appreciate your 
confirming to 202-477-2001. 

Sincer ly, 

Mr. How rd K. Hol e 
66 Irving Street 
New aven, Conn. 06511 

( 1ls ~ Margaret S. Stroud 
Secretary to r. Me ar 



1. Funds provided IDA ::Et::I:::o:: :::lenishment were fully ~~~t~,~~~~ 
planned, by June 30, 1971. Because the Third Replenishment had not been ratified 
by the U.S. Congress by that date, as of July 1, 1971 IDA was without further com
mitment authority. The IDA lending program, planned at $930 million for FY '71, 
would have com~ to a complete halt had not steps been taken to obtain emergency 
relief. 

2. In April, 1971, anticipating that the situation would develop as it did, 
McNamara obtained Secretary Connally's approval of the following statement which 
Mcramara transmitted to the Bank's Executive Directors: 

"At the present time there appears to be virtually no chance that the 
necessary IDA legislation will have been passed by the U.S. Congress by 
June 30th. I have, however, discussed the matter with the Secretary of 
the United States Treasury who has assured me: 

(a) that President Nixon continues to attach the greatest importance 
to the replenishment of IDA at the agreed level and will use his influence 
to the full to secure the passage of the legislation -- the Administration 
expects passage not later than December 31st, 1971; 

(b) that, in the meantime, the U.S. Administration would strongly 
welcome any steps which other Part I countries are able to take to ensure 
that IDA is nO>t left without further commitment authority by July 1st next." 

3. The Governments of Australia, Canada, Denmark, Finland, the Federal 
Republic of Germany, Japan, Kuwait, the Netherlands, Norway, Sweden, the United 
Kingdom, and Yugoslavia have already acceded, or stated their intention to accede, 
to McNamara s request that they make advance contributions of a portion of their 
Third Replenishment pledges. As a result of these actions and the acceleratio 
of the transfer of $110 million of Bank profits to IDA, it is expected that IDA 
·:rill have sufficient funds to conti ue operations through December 31 of this 
year . 

4. If by December 31, 1971 the Congress has not ratified the Third eplenis -
ment a reement, IDA's operations will stop. The development programs of such ajor 
countries as Indonesia and ... ndia, to which DA is such a major contri tor, ~.;ill 
be severely penalized and there will be a serious danger that the Third Repleni h
ment agreement, in the negotiation of which the U.S. was such an interested party, 
will be torn apart. If that were to occur, the U.S. would have lost one of the 
major means by which it shares the burden of development aid with other ations 
(60% of the resources of IDA are contributed by countries other than the U.S.). 
Furthe ore, the resident has repeatedly emphasized that a shift toward support 
of multilateral aid, with greater participation by other nations, is a major 
e~ement of his ew foreign policy -- the termination of IDA operations would be 
a severe blow to achievement of that objective. 

Octob~r 5, 1971 



l·:.ic.~igan Depnrt .tant of Trensut"Y 
Co:ti>Ot".:l tioa Divis ion 
: ' . r • Dratver 1.,.. 

Ls.nsing, )1ichi;snn '89;)4 

Gentlemen: 

.n ,.....1(~ ... , ~· 

i. 1) \) J 0 

Octo!Je.r !~, lS.71 

:ncloscd is a CO?Y of a re~ort file~ vith you ~rs 

wee\. . Hr .. ~·lc.~am.ara no~., recalls fh.at : e failed to enclose 

the filing fee check .. 1'1 ere fore, ~1c i.s rcfilin:3 t··1e 

report, along with t1 e check . 

Enclosures 

Sit ccrc~ly p 

(>Unn) Polly Yates 
Secretary to 
!·Ir. ~eN umar a 



Rt:CONS 1 RUCTION AND DEVi:.LOPMI::r 1 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION INTERNATIONAL FINANCE 

CORPORATION 

September 28, 1971 

Marko: 

Mr. McNamara has asked that this magazine 
be ordered for our office, please. 

f4 &c/wx_____ 
P~ Stroud . 

PL.EASE ENTER MY SUBSCRIPTION TO POL-ITICS TODAY FOR 1 YEAR. 

0 CHECK ENCL.OSED. $30 0 PURCHASE ORDER ENCL.OSED. $36 

O BIL.L. ME. $36 0 BIL.L. MY ORGANIZATION· $36 

NAME--------------------------

POSITION _______________________________________________ ____ 

ORGANIZATION ----------------------------------------

ADDRESS~s~t~re~e~t--------------------------------------

city state z ip 

I would like to read about: 

T AV 



THE CRISIS IN IDA 

1. Funds provided IDA by the Second Replenishment were fully committed, as 
planned, by June 30, 1971. Because the Third Replenishment had not been ratified 
by the U.S. Congress by that date, as of July 1, 1971 IDA was without further com
mitment authority. The IDA lending program, planned at $930 million for FY '71, 
would have come to a complete halt had not steps been taken to obtain emergency 
relief. 

2. In April, 1971, anticipating that the situation would develop as it did, 
McNamara obtained Secretary Connally's approval of the following statement which 
McNamara transmitted to the Bank's Executive Directors: 

"At the present time there appears to be virtually no chance that the 
necessary IDA legislation will have been passed by the U.S. Congress by 
June 30th. I have, however, discussed the matter with the Secretary of 
the United States Treasury who has assured me: 

(a) that President Nixon continues to attach the greatest importance 
to the replenishment of IDA at the agreed level and will use his influence 
to the full to secure the passage of the legislation -- the Administration 
expects passage not later than December 31st, 1971; 

(b) that, in the meantime, the U.S. Administration would strongly 
welcome any steps which other Part I countries are able to take to ensure 
that IDA is not left without further commitment authority by July 1st next." 

3. The Governments of Canada, Denmark, Finland, Japan, Kuwait and the United 
Kingdom have already acceded to McNamara's request that they make advance contribu
tions of a portion of their Third Replenishment pledges. The Governments of Germany, 
Norway, The Netherlands and Sweden are expected to act favorably on his request 
within the next sixty days. As a result of these actions and the acceleration of 
the transfer of $110 million of Bank profits to IDA, it is expected that IDA will 
have sufficient funds to continue operations through December 31 of this year. 

4. If by December 31, 1971 the Congress has not ratified the Third Replenish
ment agreement, IDA's operations will stop. The development programs of such major 
countries as Indonesia and India, to which IDA is such a major contributor, will 
be severely penalized and there will be a serious danger that the Third Replenish
ment agreement, in the negotiation of which the U.S. was such an interested party, 
will be torn apart. The President has repeatedly emphasized that a shift toward 
support of multilateral aid, with greater participation by other nations, is a 
major element of his new foreign policy -- the termination of IDA operations would 
be a severe blow to achievement of that objective. 

5. Therefore, McNamara asks that Secretary Connally: 

a. In his remarks next week to the Governors of the Bank and Fund, 
repeat the President's support of the Third Replenishment agreement and 
his intention to secure ratification of that agreement by December 31, 
1971. 

b. Urge Congressman Patman to arrange for the Third Replenishment bill 
to be reported out of the House Banking and Currency Committee (Congressman 
Gonzalez's Subcommittee reported favorably on the bill to the full committee 
some weeks ago). 

c. Telephone Senator Fulbright to urge that he initiate hearings on the 
Third Replenishment legislation in the Senate Foreign Relations Committee. 

September 21, 1971 
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Septemb r 13, 1971 

Board of Regents 
Univereity of California 
Berkeley, C lif. 94720 

Gentlem n: 

Mr. Robert S. McNamara has asked me to 

,send you the nelosed check in the ount of 

$3,333.00 which repres nts hi third nd la t 

install ent of his pledge to the Rog r Heyns 

Memorial. 

Enclosure 

Your truly, 

(Miss) Margaret s. Stroud 
Secretary to Mr. McNemar 



August 12, 1971 

De r B rv ,_ : 

I fe r P ul Doty y hav been or pecific 
than I intend d hi to be in co 1tting to eet 
ith the n xt prin. • Nothia would give 

ore pleasure than to do so. However, my t~ vel 
plans re so dep ndent upon the convenience of the 
politic 1 leaders with whom I e t th t it is dif-
ficult for to accept sp cific epeakin n 
ents everal month in advance. May I therefore 

r consid r th matter later thi y r when I can 
predict vith ore accuracy hen I ill be out of 
the country? 

Xany than s for the invit tion. 

With best i he , 

Dr. arvey Brooks 
President 
American Academy of 

Arts and Sciences 
280 Newton Str t 
Boston, -tass. 02146 

Sincerely, 

Robert S. MeL~ am r 
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