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Mr. President, ladies a~d Gentlemen: 
,. ·~. 

· , I am most grateful to have the opportunity of ta~ing part in this 

debate on development co-operation and I should like to· express my appreci-

ation, Mr. President, of your action in arranging for it to take place. 

It seems to me that this is pre-eminently ·a subject in which the 

Council of E~ro?e should be closely interested and that the present time is 

extremely opportune for such a debate. 

·we have come to the end of the First .Development Decade . and are about 

to move into the Second. There are certainly lessons to be le·arned and im-

provements to be .made in the more effective use of aid. But the degree of 

success that has been achieved already is encouraging. [I agree with what 

Mr. de Seynes and other speakers have said on that point.] 

An attempt has been . made on th'e initiative of the World Bank to sum up 

the experience of the past decade and to draw the morals to which it points. 

Th~s has been done by the Pearson Conu-nission in their admirable report. That 

is another reason why we should be discussing these questions to-day. 

There is a third reason which is of special interest to us who work in 

the World Bank Group. ~egotiations have recently b.egun between donor govern-
..J 

ments for a Third·Replenishment of t~e resources of the Interna~ional Develop-

ment Association. The result. of these negotiations will be an important test 

of the will to co-operate :in giving assistan~e for development. 

You will remember that it is not many months since the Second Replenish-

ment of the Association's resources entered into effect - in July of last year. 
\ 

But that happened only after a prolonged' delay which for a time reduced the 

rate at which the Association could grant new credits to a very low ··level. 

~ · And· ?ecause of the delay we were obliged to rec~gnize that w~ could not carry 

out our original. intention which was to commi't the whole of the Second Replenish-
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ment resources by the end. of Fisc-al .Year 1970, that is by June 30th next. We 
I 

could not have negotiated fresh arrangements by then and we have been obliged i 
! 

I 

to _spread the funds we have over a further year. 

That· means, however, that .it will be all the more imp9rtant that fresh 

resources should be available for commitment punctually when the Second 

_Replenishment funds have been fully committed .- that is to say by July 1st 1971. 

That is why we have starte~ in good time the discussions which we hope 

will ~ead to ·a new agreement. We hope to complete these discussions between · 

governments by the· end of the Suinllier and thus leave· .about a year for action by 

Parliaments in all the contributing · count~·ies. · .: · 

It . is of the highest . importance that the new resources should be provided 

not only i~ good time but also on a substantial scale. The Pearson Commission, 
I 

as yo'u know, recommended that in the Third Replenishment resources should be ! · 

provided for commitment over a five-year period and that the ~ij~~~+ ~ount ·; 

should reach a billion dol1at:s by -1972 and one and a half billion by 1975. 

There is no doubt that I.D.A. and .the developing countries could make· good 

use 'of resources on this sort of scale if they could be provided. 

Why do we lay such stress on the need for a further and substantial 

increase in the resources provided ·for the I.D.A.~ It is because we believe 

that the urgent need to-day is for more .aid on softer terms. Mr. Martin has 

already spoken of the work of · the Development Assistance Committee in stimulating 

. the donor countries no.t only to increase the quantity but also to improve the 

quality ~f their aid. The net total flow of funds to developing countries of 

$12.8 billion in 1968 continued the increasing tr~nd of .,previous years, even 

.· though the rate of increase (of about 40% between the years ' l96l ' and 1968) may · 

seem a little disappointing .when ~ompared with the incr~ase o'f 75% in the gross 

national product of the. D.A.C. countries during the same period so 'that they 
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. ! 
move4 C!-way from rather than towards .the .target· level of 1% of G~ .falling 

from .96% to .77%. · But what was much more disappointing was the change in 

the · composition of that total flow. Official flows increase4 by' ·only 13% 
. . 

and .in consequence declined as a proportion of GNP from .64% in l96l .to .42% 
. : 

in ~l968. 

Official flo~~--, have not only declined as a proportion of total flows, 1 • 

· thei~ composition has changed also. The .proportion of grants has declined' 

from 75% in 1961 to 49% in 1968 while ·that ·of loans has risen • 

·rn short, there has been in the ·last fe~ years a steady movement · aw~y 

from concessionar~ terms i~'the prov~sion of official aid, while at the same 

time there has been a fall in public aid in relation to ~rivate comme~cial 

flows. This has happened at a time when ·interest rates.have reached levels 

never before equalled. 

What . does this mean for the developing countries? It can only have the 

consequenc~ of increasing th~ difficulties which many of them already have in 

meeting t~eir mounting debt service • . The figures, as I ' am sure · you know, are 

striking. In the decade 1957-1967 the accumulated debt of 92 developing 

countries increased fourfold. Debt service has been increasing at the rate 

of 17% per year. ·Their export earnings have not kept pace. They have risen 

at a rate of only 5.% a year. The foreign exchange reserves of thirteen of 

. ' 
the largest developing countr.ies fell by 60% in the same period.· 

This does not mean that there was .an inadequate return on the invest-

ment programs and ·projects in which the funds were invested. There is .no lack 

of such investment opportunities in. the developing coun~ries. To give soft aid 

does not mean to invest in projects with a low yield. ·. It means that either 

the countries are so poor, their income per head, at a $100 or less is so low, 

that they cannot expect to set aside either in the form of public or of private 

saving,:.:::much of the additional income to which the investments 
r 

. . .. : . .• ·! 
. ' . . :· ', ., .. · . . · ... 

lead: · or, even 

----~~~~~----·,--~ l~· ~--------~------~------~ 



; .. 
I. 
l 
I 
I 
I I 

i I 
I 
I 
I 

I 

~·'. 

( . 

; ·· .. ,. 
:-·-.. 

- 4 - ·· ' _.,,. 

· if the.;_ rate of saving is satisfactory as it is. in many -of the developing 

countries, they cannot at all quickly translate 'those savings into increased 

exports or into increased import substitution·. 

That. is why 'it is that if we me~ely _ increase the volume of financial 

flows to these countries without giving them softer terms, we shall impose 

·. indeed we are already imposing- a very considerable strain on the debt 

· servicing capacity of many of them, and an impossible burden on others. The 

inevitable result is only too obvious. We shall have -an increasing number of : 
I 

'debt crises in many of these countries . i~ -' which all debts, privat~ as well as : 

public·, \~ill have to be "rescheduled" ;::to .u.se a polite euphemism. Tha·t is the ' 

consequence· of giving them aid on terms which do not really deserve the name, . 

in wh~ch the grant element is too low, ·the affinity with commercial investment 

too c~ose. Such a development can only p~ bad for the credit standing of these 

countries, and will interfere.with the developm~nt of trade and with the proper 

functioning of private inves~ment whicq ~s so important. 

The interest of exporte~s and ·investors in the donor countries therefore 

will inevitably be damaged if governments fail to · ensure that their development 

assistance is given on sufficiently concessionary ~erms. 

So far I have been arguing for greater amounts of soft aid, of aid that 

is really aid. But, it might be aske~, can that not equally well be given 

through bilateral aid programs '? Why does it follow that there should be a 

large increase in multilateral aid and ·in I.D.A. in particular? I agree that 

that is to some extent a separate issue •.. But I think that there is a very 

strong case, which has been 'recognized both . in the report of the Pearson_ Com-

_mission, and in statements of policy made on behalf of a number of· donor 

governments, for believing that a ·larger share in the total of aid should be 
'.. ~ .' 
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particul~rly well placed to .. keep a .~lose ·: watch on · the performance · of ·;. 
• : - . ' I .• ~ 

. . . . 

· recipient countries, and to · suggest ways in which . .. this ·can . be improved • 
.. ... -. 
' ' . 

This not o~ly leads to the most effective' use .. being ·made of the resources 
.• t. 

provided by th~ international agencies ·· themselves: · it ~ften helps to improve 

the · use made of bilateral' aid as well. ·.: .. It certainly helps to .. avoid friction 

between those who are giving and those .:·who are . rec.eiving aid, ~d to prevent. 

the givers from becoming . unnecessarily ' involved in the internal ;' politi,cal 

controversies of the receivers of .·aid • . · .. But if . the multilateral agencies are ,· 

to play th~s role effectively, they must . have at ··· their .:.disposal ~ a sig~ificant ·-
• I • '

0 

, • •' , ' • : -~ ~- .>:: ' ' 1 ', ~. • ' ' • • : '' '' \ • ' • • 

. ·. ·:; . ', . :" .' -~- ~: 
proportion of the ·total flow of . aid. 

International organizations have a f':lrther advantage •. · ·. They provide an· 
... . . 

agreed basis for sharing the costs of aid. Many governments find it easier 

to justify to their legislatures the giving o~ aid on concessionary terms if 

they do so ·through a multilateral in~titution to which ·other · governme~ts are 
. •. ~~ ' ~ .. 

contributing on the same terms, so that what each 'goyernment cont.ributes will 
:\~ '.; : 

be matched by others · with multiplying effec.t. · · .. · .. 

That this is so has been publicly accepted by a number .of Part · I 
. . . . ' 

Governments. The Italian Minister of the · Treasury,· for example, Signor Colombo, 
. . I 

I 

said in addressing the ~~nual Meeting of the Bank and Fund · last year that his 

country was "convinced that it . was necessary to transfe.r a greater part of the 

aid to. the emerging count-ries through .international organizati.ons". In the 

United States, President Nixon strongly endorsed an exp.ansion in multilateral 

· aid in a message which accompanied his foreign aid proposals to Congress in 

May 1969. Senator Fulbright and other members of the Senate Foreign Relations 

Corr~ittee have ·also made statements suppo-rting a large increase in the multi

.. lateral component of aid. Each of the ' three White ·Pape•rs ·:·on· foreign aid 
t. ~ ~ -

.Published by ~he British ·Government :·.in:. the last ·six years '. haa emphasized the 

·· '· : . :.··· 

· ~· ':. 

. . . 
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great i~portance which that Government attaches to the work of the -inter

national. agencies and the preference' which it has for channelling aid 

through them. · The Swedish Government gives approximately half its ~oreign 

aid t~rough multilateral agencies_.··· The German Government, in commenting 

on the · subs.tantial rise which had taken place in multilateral contributions 

· in 1968, stated that it "w.elcomes this rise in multilateral engagements. since 

· it appreciates the specific contribution to the development effort which ·is 

' made by the multilateral organizations.... In plannirl:g its own assistance 

measures it attributes increased importan.~e to coordination and cooperation 

with multilateral organizations." The Netherlands and Canadian Governments 

have also emphasized the need for an expanded flow of multilateral aid. \ 

Finally you will remember that the Pearson Commission in their report 

recommended that multilateral aid ~hould be expanded 'from its 1968 level of 

10.3% o~ total official development as~istance to at least 20% by 1975. 

I think you will agree that this is an impressive body of testimony 

and shows a very wide consensus in favour of multilateral aid. 'I hop~ · that 

what I have said this morning, and these statements whi~h I have just _quoted, 
' I 

will be enough to convince you, if indeed -you needed _to be convinced, that a 

very substantial increase in the funds placed at the disposal of the Inter-

national Developm~nt Association would be a very sound investment. · 

. , . 

· r I should like to add one further point. I.D.A • . came into being originally 

as the result of .an United States initiative. It has been· supported in the United 

States by both parties. But it draws a very importan_t part of its strength from 

the support which it receives . in Europe. Here ·is a field, I suggest, in which .. .. 
.. 

the countries of ~urope, working together can play a very imp'ortant -part, can 

indeed contribute ~n element of leadership, which will be of the utmost value, 

on a.;. issue which is, I fully believe, as impor.:tant as . ~n~ in world affairs • 

. ,. 
: ' . \ 
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CONSEIL DE L'EUROPE - .COUNCIL OF EUROPE 
DIRECTION DE L'INFORMATION DIRECTORATE OF INFORMATION 

This unofficial summary, dictated by telephone directly on to ~typewriter, 
is prepared exclusively for the convenience of journalasts. 

CONSULTATIVE ASSEMBLY 

of the 

COUNCIL OF EUROPE 

Twenty-first Orcinory Session 
(Third Port) 

TVffiNTY SECOND SITTING 

Tues day 27 J anuary 1970 . 
nt 10 a.m. 

- The Sitting opene d nt 10.05 a .m., with Mr. Revere~ in, 

Presiaent, in the Choir. 

Develo..,"Ement Co-:_g_p_~~ 

- The Orcers of the Day called for the discussion on 

development co-opera tion with statements by: 

~ 1tt. Phili ppe de Seynes, Uncer-Secretary-Generol for Economic 

and Socia l Affa irs of the United Nations Organisa tion; 

- ~IT-. Perez Guerrero, Secretory General of the Unite d Notions 

Conference on Trac e and Development (UNCTAD - CNUCED); 

- Jonkheer Emile van Lennep, Secretary General of the Organisation 

of Economic Co-opera tion on c1 Development (OECD - OODE) 

- Mr. Edoarc: o Iv'l2 rtino, member of the Commission of the European 

Communities. 
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The statements by the ab nve persons were to be followed 

by qestions and answers. 

The~SI~l~ stated that the Assembly had decided about 

one year ago, by moans of on order, t o arrange today' s dEbmte •• 

Its intention had been to provide clear evidence of the in~rtance 

attached by the c ountries represented in the Assembly , and 

their parliaments, t o development problems ot the start of the 

second development decode. 

The deba te would t oke the f nrm of a round table rather 

than an ordinary porli8mentary deba te: 

He welcomed the presence of an exceptional number of · 

observers including the representatives of 15 internat Lonal or 

regional organiso ti ons and of 13 countries not members of the 

C0uncil of Europe~ 

For the first time, a Soviet citizen was attending n 

C0uncil cf Eurnpe mcuting - Mr . Kutakov (although he was present 

as a United Notions representative); 

Before giving the flnor to the first speAker, the President 

reiterated the Assembly• s gratitude to the representatives of 9 

international organisations who had consented to come to Strasbourg 

to deliver addresses before the Assembly. 
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Y.Ir ~J?hilJ-~- dt::_._SEYNES, Under S ecretnry Genera 1 for 

economic nne socia l offnirs of the United Na tions Organisation, 

(full text in French and English available in the Press Room). 

]g'-!-_..fe_J;'_E}~~-RRERQ 9 Secretary General of the United 

Nations Conference on Tra~ e and Development (UNCTAD-CNUCED), said 

tha t the Council of Europe wa s in c~ ee d nn instrument which ma c1e for 

unity, o.nC. thanks to it Europe was lead ing the movement t owar c~s 

international soliuarity, 

But all problems must be npproached on a worlc~-vvide scale. 

He o.dmi tted and regrette c~ th2t UNCTAD still bn c1 shortcomings 

as well as valuable attributes. 

It could not yet be s a i d that a ll c~ eveloping countries hod 

reached the same stanctards, and it was the duty of UNCTAD to be.ar 

that in mind . The development of under-developed countries must 

not merely be n reflex or on automatic action on the part of 

developed countries. 

Developed countries and international organisations must 

strive to reduce the gap between the haves anu the hnve-nots. 

International organisations could certainly do m0re to encourage 

developed countries to make such efforts more willingly. 

The agreement on sugnr would indeed produce results, even 

if it was not perfect. An ngreement on cocoa was being drnwn up. 

In a few days' time there would be n meeting in London on oils 

and fats.· 
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Agreements of this kind on commodities undeniably 

served a useful purpo se~- The settlement of f i na ncial matters 

was alsn 0f vital import a nce. Devel0ping countries depended 

on the Western c ount ries t o t ake a ction of this kind - on 

which their future devel opment hinged; 

The Cnuncil of Eurnpe member c ountries ha d a n important 

task to fulfil in t hi s respect. Tnday's deba te wa s particularly 

encouraging in this connecti on. 

He s uggested i:n cnnclusi nn tha t cons iderations hould be 

given to the possibility of estab lishing a link between the 

varinus s nluti nns offered for the prnblem nf internnti0nal 

liquidity. 

Jonkheer Emile va n LENNEP Secretor y Genera l of the 
----- --· -~ ----- '-- --~ ~~-,-~~-~ ' 

Organisa tion of Bc 0n"nic Cn- opera tinn r.1nd Devel npment (OECD -

0 ("( D l i' ) • V e • D • - f ull text ovailable in Fre nch a nd ~ nglish in the 

press ronm. 

Mr. E_<~!D_?_r_~o _]1i\RTIN0 9 member of the Commi s sinn of the 

Eurnpean Cou:nmi:ties, s2 id t ha t Mr. Vedova t o ' s report wa s a 

first~cldss i ntroducti on t o the deba te. Ai d t o devel npment 

was not o field i n wh ich the Eurnpean :C c on0L1ic Community was 

principally active a s were nther inte r na ti onal orgonisotinns; 

it wa s merely a ~ide a ctivity, a pa rt 0f i ts es sentia l purp ose 

which wa s still, of c nurs e, European integra ti on. It was a ls n 

a n opera ti ona l a ctiv ity, ref lected in 3 set of highly c nncrete 

measures 9 in selecting be t ween these meo~res, practical 

considera tions s eeme-d to outweigh the oretical considere tions. 
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From nn overall point of view the Community's development 

a i d programme w2s the result of a search for balance between 

the responsibilities which e rose from the implementa tion of its 

economic policy with respect to the countries of the third world 

and the clearly defined obligations it hod contracted in the form 

of association with certa in f eveloping countries. 

He then consicered these two aspects of Community policy. 

First, there ho e been,in 1958, the associa tion with wha t 

were then c2 lled oversea s countries and territories. These con-

sisted of 18 countries with almost 60 million inhabitants, nne 

they later became ~he independent states of Africa and Ma dagascar. 

Shortly afterwards nssocintion agreements ha d been concluded with 

Greece and Turkey, whilst tro~ e agreements hod been signed with 

Israel, Iron and the Lebanon. Later, further association agreements 

were concluded: one with Nigeria which hn~ never come into force, 

another with the Ea st African countries which ho d been renewed in 

1969, and t wo other agreements with Tunisia nnd Morocco which had 

been concludec during the previous year. 

Today it could be said that the as s ociation with the African 

states anc~ Ma c~ a gn scar ho d prove d to be completely sntisfnctory and 

that it WGS in complete ha rmony with reGlity since it had survived 

the changes in Africa since 1958. 

When organising tra de, the principle a dopted was to set 

up free tra de area s between the Community one the associated states, 

and this meant the abolition of customs duties and the suppression 

of quotas, a pa rt from ~ few exceptions. 
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Automotic3lly9 however, this lEd tn o preferential 

situntion between partners within the Assaciotinn, as there wos 

no change in customs to~iffs vis-~-vis thi~d countries; 

The new C r;nventi nn , signed in 1969, althr'ugh c 0ntinuing 

to promote trnde between the c~~mmunity and· t.h" AASM, mode 

allowonce for the determination of the Controctinb Parties 

to encourage an exp3nsi on in inter-African trade and regi onol 

co-operati on; the Associated States could thus estcblish cust0ms ! 

unions, free trndc orens , or C 0 nclude ec nn11mic co-operDtion 

agreements either among themselves or with one or more third 

countries. 

These trade provisi nns were nccompon ied in the Yanund~ 

Agreements by finoncial ond technic al a id, the oim nf wh~ch 

was to make it possible to finan ce snciol and ecnnnmic investments, 

infrastructure or production. 

The first Ass nciation perind, 1958 to 1963, - ~cluded on 

investment fund worth 581 millinn dollars: Fin8ncial a id under 

the Second Conventi nn (1964 to 1969) tntolled 800 million dollars; 

By the Associotion Conventio·n signed in July ~969, the t ntal 

W3S 1000 million dollars. 

In a ll, the Eur opean Ec onomic Oomnunity hod set asi de 

over 2.5 thousand mill~0n d0llnrs f or devel op ing c 0untries 

associoted with it, since its fnundo ti ~ n; 
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Mr . I1o.rtino then em:phosise c1 thot the association policy 

wo.s due to the EECts duty to ensure thot European integr~tion 

c.~ic1 not ha rm the growth of certo. in developing countries which 

depended upon the European market for most of their exports. 

The system of associations a lwoys a ime d a t the widest 

possible range of free tra de betwe en EEC an d the associated states. 

But the p~inciple of free trade in such a ssociations 

was a lways governecl.: by consic~erations with respect to c~ evelopment 

needs. 

However extensive its association policy ho~ been in the 

:post, an d wns in the present, the Econ omic Community wos fully 

aware of its far greater responsibilities at world level ~ue to 

the port it played in int ornotiono. l trode. 

Consequently, it had consta ntly sought solutions n~npted 

to o.ll deve loping countri es one~ o. s s ocioted itself fully with the 

steps which ho. c been t a ken a t multilotera l level to speed up the 

economic growth of the thir~ world , 

He then spoke of the incre~ oo in world commoQity prices 

and the introduction of preferential trea tment for semi-finished 

nne finishe d products. 

In view of the Qifficulties encountere d when endeo.vours 

were mo de to control rig orouoly the ex p2ns i on of s upply , n boost 

to production resulting from on exc essive increase in prices might 

lend to overprocuction o.nu therefore to n drop in prices which 

was the very thing that everybody wished to prevent. 
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Arr~ n ge!~lents fnr c nmmndi ty m3rkets were insufficient 

if they did not leod t o a diversificotinn of th8 devel0.ping 

cnuntries' ec nn~mieso It W~ S f nr this reos nn tha t the Community 

h~ d alsn 1 with the oim 0f encnuraging the indu stri .~ liso tinn of 

thG t h ird wnrld, i ndic2ted its keen int ere s t in preferenti al 

tr co tment for dovel nping cnuntries' semis ond wonufo ctures. 

In this woy it wa s providing a gr ea ter boost t o their econnmic 

expansion. In the long term, hnwever, it c nuld scarcely be 

claimed that all t h ird world cnuntries c .-,ulc1 susto in expansion 
the 

('Ver 2 l0ng period, Unless/industria l sect rJ r made a gr0wing 

contributi on . 

-~ ' The c orilmuni ty • asum~tinn was thot the preferentio l 

system wnuld be generally [:pplied t ,, .J. ll industrial manufactures 

a nd semis originating frnm devel nping c nuntries. Preference 

wnuld cnnsist of t he gront nf exemptinn from customs duties. 

All the j~n c 's preliminery proposals , however, had 

been put forwerd s ub j uct tn pn s sible modifico tions f 0llowing 

consultn tions which the Community was bound to hold, pursuant 

to stipula tions written int o the Association Agreements. 

He then sG id tha t since the cre :J ti 0n of the Common Market, 

exports fro:m develnping C 0 untries t n the Conmunity had 

increased a nnually by nnre than 7%, a n increase which wns f a r 

in advance of th8 t fnr the ir expnrts t n other developed c0untries: 

Consequently, the Conm1unity ha d .become the ma in cust 0 mer 

of developing c nuntries since 1961, and at present it acc nunted 

for nver one-third of these cnuntries' exp or t s to developed 

c0untries .-
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During tbot s ame perioc , the Community's exports to 

developing countries hac g one up, but the increase of a bout 3% 

was much lovver thnn tha t for it s imports from those countries. 

This trod e surplus hod enabled developing countries to 

increase their imports from other areas . Thus, the Community ha d 

made an important contribution towards the development of world 

trade and the effort to equip a ll the countries of the third 

world. But that was still not enough, ond nothing would hove 

been achieved os long os so much rema ined to be done. 

1ffi~~VE~QVATO (Ita lian Christian Democrat) 9 r opporteur of 

the Committee on Ec onomic Affa i r s and Development, wished to hove 

more details concerning the programme pla nne d for the next decode. 

There wns t a lk about o. set of intern8tionol laws governing 

inct ividua ls, even a t scientific level, but no deta ils were avail-

able a t legal level. 

What would be the lega l implica tions of undertakings 

which supplier countries or deve lope d countries would be asked to 

enter into ~uring the second development de code~ 

He then said tha t parad oxes were port of life and it was 

all too read ily accepted tha t rich countries should grow richer 

and poor countries poorer. 

Was it possible to speed up the stabilisation of com

modity prices? Did not Mr. Martino think that preferential t a rifs 

might cause serious difficulties in the system worked out by EEC? 
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?_ir~_G_e_n_f_f~r_e.J:. ... ¢Le _ _¥.B} I_T;:~-~· ' sp oke sma n of the Political 

Affairs Committee 7 as ked Mr . de Seynes if he did not t h ink 

tha t the mo in obs t 2cles to a re newed interno t io naldrive we re 

politica l r a t her t hon econ nmic. 

Millions of pounds wer e be ing spent in Africa on 

bilateral a id. He vTrJuld like t n know v.rho t woul d be the 

politica l cnns equence s of such a i d be ing cn ntinued on a vest 

sca le, as a dvoca ted in Grea t Brita in for r ea so ns of efficiency~ 

not f nr politica. l retts ons - which ca lled f or no c omment. 

Wa s it felt in t he U. N. tha t this bilRt er Gl a i d wa s more 

effective? 

As the developed na ti ons were s nme times a ccu s ed of 

trying tn divide up Afr i ca , he ns ked if, when on agreement was 

cnncluded betwee n three Af ri co n c n untr ~Les , <.J.s ha d happened 

recently, the Uni t ed No ti nns trea ted the t hree cnuntries a s a 

single entity or wh ether they cnncl uded s e pa r a te agreements 

with e9 ch. 

He r e colled, i n c onc lus i on , the comments made by U Thetnt, 

Secretory Gener a l of t he United Notion~ on t he 0cc a sio n of his 

visit t o the Cnu ncil nf Europe a f ew y ear s Dgo; there must be no 

return t o Eur ope a n ~rovincia lism, t o a n e a sy way of life; 

~~D.~~ _Gp.AU\~ (Belgian, Li berol) s ni d t h2 t the Europe Ern 

del~gation h8d experienc ed defi nite bitterne ss over the cnntents 

nf the Yanunde C nnventi nn ~ whe n i t vis ited t he Cnnference nrra nged 

by the Latin Americc::tn countries; He w11 ndered \vhethe r t c::t riff 

reducti ons did not presen t a danger - eve n fn r c0untries wh ich 

in principle were s uppos ed t n be nefit. He wr ul d like certa in 

infr rmat i nn on the ma tter. 
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MR_! CA~~JL~LE (French UDR) v1ished to ask the Secretary 

General of OECTI wha t connection there wa s exa ctly between educa tion 

ond development. 

He a lso a skee wh ether it wa s possible to organise volid 

rela tionships between OECD and certa in interna tiona l agencies in 

order to arrange examina tions i n developing countri es to establish 

to whnt extent t heir education systems coulu be organised more 

efficiently to s a tis fy their specific nee ds~ 

r~:m . PITTERlviANN (Aus trian SPO) s a i d thot he hetd proposed 

the setting up of a sor t of inter-European clearing agency com-

p8rable to the interna ti ona l monet a ry fun d and hetving, among other 

things, dr aw i ng rights. 

The growth in inter-European tra de would increa se the 

possibility of offering development o i d . 

He QSked Mr. Guerrero if UNCTATI wa s prepared to des l with 

such n problem. 

~J.EM~ORAD (Itolion Soci a list), referring to p8r o .ll 

of the dr aft Recommenda tion in the Politico l Affa irs Cowaittee's 

report on Enst-West re la tions, as ked whether the Unite d Notions Ci d 

not feel thot a tt empts should be mode to co-or~ innte the economic 

policies of the Eost and the West fo r t he benefit of developing 

countries. 

£1IR . _9JILI1i!_Cl ( Swe c. ish Liber a 1) oske c~ Mr. Guerrero whether 

there wos not o danger of permanent under-nourishment in some deve-

loping countries, c~ue, not to Q l ock of foo d, but to o.n absence of 

storage f a cilities onG shortcomings i n socic l policy. 
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This un.offic.L~a,~, di~tated b~telephone directlr on to a txpewri~er, 
lVl:t'e 1:" I i ' er.ma.n ... sp hnned. th at: fh.1r.~ r1tf ueyneu wpuld 

as prepare exc usavely fOr e con-venaence '0 rournu- s • 

clarify his views fn r the Assembly on the problems of family 

planning in devel oping cnu ntries ~ he also stot Gd tha t he wnuld 

like tn know t he views nf thnse countries t nwards th ose 

onncerned with a ss isting t hem. 

Mr. DEQUAE (Belgian Social Christian) felt tha t the 

trade ba l a nce of c nuntries it wo s wished t n help shnuld be nn 

the credit side. 

It wa s nec essary tn establish a difference, in the 

tariff field 9 betwe en produc t s nrigina tin g f r r m developing 

cnuntries a nd agr icul t ural pr nduc ·s fr om temper a te z0nes; he 

wa s anxi ous to know the views 0f UNCTAD on the forecast that 

the proporti nn by which a gri cultura l pr nducti nn wnuld have t n 

increase by 1985 was 75%o 

.]!J:r_!.- ~Lf-:]'1KINSUP (U. K. , Lab nur) , referring t o the 

report of the Pearson Commission and the J a ckson Rep nrt, 

wondered wha t views were held by Mr. de Seynes concerning 

the administra tive re- 0rgnnisa ti on of multilateral aid, which 
to 

was admitted/be necess~ry. It wa s a vita l pr 0blem for the 

governments:· 

Mr.- L'LURI:TUY (French, UTIR) ask ed Mr: de Seynes whether he 

did not think tho t a certa in flexibility wn uld be more effective 

tha n a percentage l a id down f or ea ch c nunt ry fo r multilateral aid, 

as suggested i n the Pea rs on Repnrt: The re wo s nothing tn prevent 

cert0in countries from exp erienci ng diffic ulties internally, at 

certa in periods: · 

He a sked Mr~- Guerrero whether he th r" ught that a id t o 

developing countrie s s hould be channelled thr nugh reginnal and 

subregiona l groups, or whe t her it was mo~ appropriate for such a id 

t n be ma de directly , in na ti ona l terms: 
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Lo.stly, he nsked Mr . Martino what ho cl become of the pletn 

for n joint committee which was to meet in Brussels in August 

within the framework of co-operation between the Latin-American and 

European parliaments. 

rffi . R_~f:U~R (Swiss Rn dical .Democrat) wns concerned a bout 

the problems of overlapping nnd wishec to see the question of 

preforenticl rntes reviewe Q, since they might become an obstacle 

to reo.l worlu economic expansion. 

liffi ._PERIDIER (French Socialist) thought that nll existing 

bodies.should be merged into n single institution. Why hod no 

country, aport from Frnnce 1 complie d with the 1% quota in fovour 

of developing countries fixe d a t the Nevv Dehli Conference? 

· .£Q1..!-_~~-~9Y,GI.J1 ( Itnlion Christian Democrat) ~ ske d wha t 

could be done to ensure tha t the system of nid for developing 

countries took into account all the needs in the world nnd nlso 

whether the sovereignty of the countries receiving aid anc their 

inCependence were being respected by t he donor countries. 

]~!- RUTSC_HKE (German FDP) n ske c~ vvhether the figure of 

1% frequently quote d during the debate o lso covere d the nee ds for 

private investment. He thought the answer would be no. 

MR~ DE S~YNES, Un c1 er Secretory General for economic and 

social affairs of the United Notions Organisation, answering 

Mr. Ve dovnto's questions on the concept of nn undertaking, soic1 

thot it VJCl S both symbolic a nd pra ctica l. It wns true tha t nn under-

taking di d not have the s ame lega l significance os n treaty, but it 

was more than the mere declnr a tion of intent which hod been normal 

hitherto. 
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It W8S the duty of each to define this cnncopt f or himself .. - The 

only thing that cnuld be defined wa s the 1% principle, regarded 

by develnping cnuntrie s as symbolical of a new policy in their 

favour. 

He wns in entire agree~ent with the view expressed by 

Sir Geoffrey de Freitas; nbstacles tn aiding developing countries 

were indeed political: 

He felt tho t i t was necessary to be both realistic and 

imaginative when it cone tn choosing betwee n bila teral and multi-

lateral aid - the point raised by Mr ,. Fl CJr ney · ~- The members of 

interna tional organis otions, as techn o cra ts~ tended to prefer 

multilateral aid , but did admit tha t the re os--,ns behind certain 

bilateral aid might not be dishonourab le ·~· 1fl1e tvvo foruulao 

needed to be judiciously combined. When it c8me to pre-invest-

ment and technic2l co-operation, howeve r , QUltilateral aid needed 

tn be stepped up; 

An extrene ly complex problem a ros -.; in conne • ti on with 

the co-ordinatinn of a id and development p0licies~· 

It was necessary to give c onsiderDtion to on-the-spot 

aid rna chinery; one quest ion tho t a ro.se wos the ability of the 

administrative steff to prevent economic growth from being caught 

up in a bottleneck; 

He did not wish to offend a ny government, but was snrry 

tn have to s ay that certain cnuntries hsd so far f a iled tn show tha t 

they were rec lly aware of the importance of the prnblem of fertility 

rates and birth control; this wo. s 8 question that c nuld nnt be 

dealt with merely by distributing contro cep~ives, 
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The Uni te cl Notions ' buc~get wc..s not presented ns o com-

prehensive whole, but he understoo( Mr . Jackson's concern. 

Reply ing to Mr . La Logg i a , I/.fr. de Seynes said thc t it vvos 

in~eed important to see tha t ai~ ~as not oisused for political 

motives . 

. ~.tffi. j ·:lAPT ~NQ, member of the Commission of the European 

Communi ties, answering ]/lr. Ve cl_ovoto 's questions, s o i c1 tha t n 

system must be found vvhich woulc~ moke it p oss 1 ble to protect the 

interests of the countries which hocl. signed the Yooun c1 e Convention, 

for they were am ong the poorest. 

In reply to Mr . Rohner, he s o i c~ tha t protocol No.4 to 

the Ya ound e Convention onswere c~ his question. 

He told Mr. ( ~ e Grouw tha t the problem of t orif reductions 

h etd o lrea~y been studie d: there must be o compromise solution. 

Referring to the Arugho Agre ement, Mr . Ma rtino, replying 

to o question by Sir Geoffrey c e Freitas , said that this 

Convention recognised tha t th e three stettes forme d a community. 

It was true tho.t this community vvn s not perfect, but it wos 

l . expanc1ng. 

He told ]/Ir. Pittermnnn thot the creation of on inter-

European clearing agency would inde ed a ct as ~n excellent 

stimulant . 
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He ssid i n conn ectio n v1i th t he joint Latin American/ 

Europe committe~? roferred t o Mr . Flnrnoy , th ~~ t there h2d a lready 

been contacts between the President nf the Inter-American 
BDnk 

Tievelopmentjond the Commission of the ~uropeon Connunities with 

the intention of finding an acceptable solution t o the question 0f 

technical and fin8ncinl ossistnnce; The c ~uncil of Ministers 

and the Cor1mission nf the Communities vvere cui .. rent ly C "~ns idering 

such conta cts, ond wn uld try to rea ch D decision on whether they 

shnuld be put on nn insti tutinnal basis, o s urged by the Eur 0pean 

Parliaments' or whether onnther '0T Orking s rl luti ll n ought to be . 

SI'JUght. 

The debate wDs brnken off . 

The sitting was suspended at 12;55 p . n . 

It will be r usumed at 3o 0 0 p:m. 
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Mr ~ President, Ladies and Gentlemen: 

I am most grateful to have the opportunity of taking part in 
this debate on development co-operation and I should like to express 
my ·appreciation, Mr . President, of your action in arranging for it 
to take place. 

It seems to me that this is pre-eminently a subject fn which 
the Council of Europe shouJd be · closely interested and that the 
present time is extremely opportune for such a debate . 

We have come to the end of the First Development Decade and are 
about to move into the Second. There are certainly lessons to be 
learned and improvements to be made in the mo r e effective use of aid . 
But the degree of success that has been achi e ved already is encour
aging . (I agree with "~R.hat Mr . de Seynes and other speakers have said 
on that point) . 

An attem~-t has b e e·h made on the ini tia.tive of th e World . Bank 
to sum up the experience of the past d e cade and to dra\i\ 7 the morals 
to whi ch it points. This has been done by the Pearson Commission 
in their admirable repo r t. That is another reason why we should 
be discussing these- questi6ns .to-day . 

./. 
~: . 

J 
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Th ere is a third reason which is of special interest 
to us who '-''Ork in the World Bank Group . Negotiations have 
recently begun bet-r:een dono::r· governr-1ents for a Thi :cd Replenish
ment of the res ources of the International Development Associati on . 
The result of the se negotiations will be an important test of the 
~ill to co - operate in giving assist ance for development . 

You will remember. that itt$. riot. many _munths since the Second 
Replenishment of the Associ a tion ' s resources entered into effect 
in July ·of last ye a r • ... . J3:u_4. t.ha~ happ_e:p_ed .. _Qply after a prolonged 
delay which for a time reduced the r a t e ·at 1hich the Association 
could grant ne·~~ credits to a. ve'ry lov level . And b.e cause of the 
delay ~e wer e obliged ·to· ·re c ogni ze-that· we could not carry out our 
o:r iginal intention vrhich V·'as to commit the ,~ , hol e of the Second 
Replenishment resources by the end of Fiscal Year 1970 9 that is by 
June 30th next . We could not have n egotiated fresh arrangements 
by then ar..d vr c have be.en oblige.d . t .o .spread . ... the . funds we have over 
a further year . 

That means-7· however·,- --that ·· it will· ·b-e - al·l· ··the m-oTe important 
that fresh resources should be available for comrr:itment punctually 
v~-hen the Secnnd . .,Rep l enishme:rit . Iund.s h ave be.en .fully .c.ommi tted -
t hat is to say by J uly 1st 1971 . 

Tha t is why ~ e have start ed in good time the discussi ons which 
~ e hope ~ill l e ad to a ne~- agreement . We hope to complete these 
discussions b e t v:een governments by the end of the summ er and thus 
leave about a year for action by Pa rliaments in all the contributi1 
countries . 

It is of the highest impdrt~nb e that the new resources should 
be provided not only in good tim e but also on a substanti a l scale . 
The Pearson Commission 5 a s you . kno~ 7 recommended that -in the 
Third Replenishment resou:r·ces should be provided for commitment 
over a five - year period and that the annual amount should reach 
a billion dollars by 1972 and one and 8 half billion by 1975 . 
There is no doubt that I .DoA . and the developi~g countries could 
make good use of resources on this sort of sc a le if ~hey could be 
provide d ~ 

Why do we lay such st J: ess on tho need fo r a furthe r and · 
substantial .tncrease in the resources provided for the I.IJ.A. I t 
is because '~N e believe that the urgent need to-day is for more ai.d 
on softer terms . Mr . Martin has a lreadY spoken of the work of 
the Development Assistance Committee _in stimulating the donor 
countries not only to increase the quantity but also to improve 
the quality of thei r aid . The net total flow of funds to 
developing countries of $12 . 8 billio4 in 1968 continued the 
increasing trend of previous years ~ even though the rate of 
increase ( of about 40% between the ye a rs 19 ~ 1 and 1968 ) may seem a 
little disappointing ~hen compared with the increase of 75% in the 
gross national product of the DoAoC. countries during the same 
period ·so that they moved ·a v,2.y from r ather than t owards t h e 
target leve l of 1% of GNP falling fro.m • 96% .to ~ 77f; . But v hat 
was much mo r e disappointing w~s the change in the composition of 
that total flov.r . Official flow·s inc:r eas ed by only 13% and in 
con~e quence declined as a profortion of GNP from .6 4% in 1961 to 
. 42% in 19 ~ 8 . . / . 
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Offici a l flows have not only declined as a proportion 
of total flows 9 their composition h as changed also . The 
proportion of grants has declined from 75% in 19' 1 to 49% 
in 19' 8 while that of lo ans has ris en . 

In short, there has been in the last few y ears a 
steady movement a1.vay from concessionary terms in the provision 
of official aid? while at the same time there has be en a fall 
in public aid in relation to privat e commercial flo ws . This 
has happened at a time when interes t rates have r eached l evels 
neve r before equalled . 

Wha t does this mean for the developing countri e s ? It can 
only h a v e the consequence of increas ing the difficulties 
which many of them a lready have in mee ting the i r mounting debt 
servic·e . The figu res , as I am sure you know 9 are striking . 
In the d e cade 1957- 1967 the ac cumula t ed debt of 92 develop i ng 
countri es increas ed fourfold . Debt service has been increasing 
at the rate of 17% per y sar . The i r export earnings have not 
kept pa c e . The y have·risen a t a rat e of only 5% a y ear . The 
f oreign exchange reserves of thi r t een of the largest devel oping 
countri e s fell by 60% in the s ame period . · 

This does not mean tha t there -vvas an inade quat e return 
on the investment programs a nd proj e cts in which the funds vv-e re 
invest e d . The re is no lack of such inves tment opportuni ties i n 
the d ev e loping countri es . To give s oft a id does not mean t o 
invest in projects with a low yi e ld . It means that e ither the 
c ountri e s a re so poor , their income p e r he ad 9 at a $100 or less 
is so lov_c 9 that they c annot expect to · ·set e_side either in the 
form of publi_c or of private saving, much of the a dditional 
income to which the inve stments l ead : or , ev en if the rate of 
sav ing is satisfactory as it is in many of . the developing 
countries , the y cannot at all quickly translate those savings 
into increased exports or into increased impo r t substitution . 

That i s why it is that if v:e merely increase the volume of 
financi a l f l ovrs to the s e countri es without giving them softer 
terms, we shall impose - indeed ve are a lready imposing - a v ery 
cons i derable strain on the debt servicing c apacity of many of 
them, and an impossible burden on others . The inevitabl e result 
is only t oo obvious . We shall have an increa sing number· of 
debt crises in many of these count r i es in which all debts, 
priv ate as vvell as public ) will have to b e "res che duled 1' to use 
a polite euphemism . That i s the conse qu ence of giving them aid 
on t erms which do not really de s erv e the n ame, in which th e 
grant element is too lovv 9 the a ffinity vr i th comm ercial investment 
too close . Such a develo pment can only b e bad for the c.r e di t 
standing of these countries, and will interf ere with the deve lopment 
of trade and vvi th the p roper functioning of private investment \.~rhich 
is so impo r tant . 

The int e r es t of expo r ters an d inves tors iri the dono r 
countries therefore will inevi t c.bly b e damag ed if governments 
fail to en sure that thei r development assi sta nc e is giv en on 
sufficiently concess ionary terms . ./. 
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So fa·r I have been arguing for greater amounts of soft aid~ 
of aid that is really aid , But 9 it might be asked 9 can that not 
equally well ~e given through bilaterail aid programs ? Why does 
it follo\v that there should be a large increase in mul t ~lateral 
aid and in I . D. A. in particular? I agree that that is to some 
extent a separate issue . But I think that the re is a very 
st~ong case, which has been recognized both in the report of 
the Pe e.rson Commission~ and in statements of policy made on 
beh8,lf c5f . a number of donor governments, .for believing that a 
larger share in the total of aid should be channelled through 
multilateral organize"tions . Such organizations are particularly 
vYell placed to keep a close -vvatch on the performance of recipient 
countries, and to suggest ~.r.rays in vv-hich this can be improved. 
This not only lead s to the most effective use being made of · the 
resour ces provided by the int e rnational agencies themselves: 
it'often helps to improve the us e made _of bilateral aid as wel1 . 
It certainly helps to avoid friction b e t ween those who are 
giving and thos e who are receiving aid, and to prevent the givers 
from becoming unnecessarily involved -in the internal political 
conttoversies of the receivers of aid . But if the-multilateral 
agencies are to play this role effectively~ they must have at 
their disposal a significant proportion of the total flow of aid . 

Int ernational organizations have a further advantage . They 
p r ovide an agreed basis for sharing the costs of aid . Many 
governments find it easier to justify to their legislatures 
the giving of aid on conc essionary terms. if they do so through 
a multilateral institution to v,·hich other governments are 
contributing on the sar11e t e rms 9 so that v,ohat each government· 
cont ributes will b e nat:cl1·c·d by others n i th multiplying effect . 

That this is so has· b een publicly accepted by a number of 
Part I Governments . The Italian Minister of · the Treasury·, for 
example., Signor Colombo 9 said in addressing the Annual Meeting 
·of the Bank and Fund last year that his country was "convinced 
that it was n e cessary to transf·er a greater part of the aid to 
the emerging countri es through international organisations" . 
In the United Stat es , President Nixon strongly endorsed an · 
expansion in multilateral aid in a message VThich accompanied 
his foreign aid proposals to Corigress in May 1969 . Senator 
Fulbright and oth er members of th e Senate Fo~e ign Relations 
Committee have also ma.d e .stat ements suppo-rting a large increase 
in the multilateral component of a id . Each of the three White 
Papers on foreign aid pub l ished by the British Government in the 
last six ;years has emphasized the gre2-t importance ·which that 
Government ·attaches to the wor k of the international agE::ncies 
and the prefeyence ~''' hich it has for channelling aid through 
them. The. 'Svre dish Government gives approximately half its 
foreign a id through multilateral agencies . The German Gove;rn
ment 9 in commenti .:.1g on the substantial rise 1Nhich had taken place 
in multilateral cont r ibutions in 1968 9 stated that it ';welcomes 
this rise in multilateral engagements since it appre ciates the 
specific contribution to the developm ent effort -~;hich is made 
by the multilateral organi zations ••• In pla nning its own ./. 
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assistance measure s it a ttributes increas e d importance to 
co - ordination and co-op eration with multilat e r a l organizations . " 
The Ne therlands and Can a di a n Gove rnment s have a lso emphasi z ed 
the n eed for an e xpand ed flow of multila t e r a l a i d . Fina lly you 
will .remember tha t the Pe a r s on Commi ssion in the ir r e po r t 
recommende d tha t multilat e r a l a id should b e expa nd e d from its 
1968 l e v e l of 10 . 3% of total officia l d ev e lopment a ssistanc e 
to a t l e ast 20% by 1975. 

I think you 1Nill a g ree t hat thi s i s an i mpres si V 8 body 
of t es timony an d shows a v ery wi de cons ensus in favour of 
multilateral aid . I hope t h a t Tih a t I have s a id this morning ~ 
and the s e s t a t ement s which I h av e ju ,s t quot ed? will b e enough 
to convinc e you ~ if ind e ed you n eede d to b e convinc ed , that a 
v e ry substantial incre o.s e in the fun d s plac e d a t the disposa l 
of the International Dev e lopment Association would be a very 
sound inve stment . 

I s hould like to add one fu r the r point . I . D. A. c ame into 
b e ing o:I_igina lly as the r esult of an Unit ed Stat e s initi a tive . 
It h a s been support e d in th e Unit ed St a tes by both p arti e s . 
But it draws a v ery imp or t ant p ar t of it s strength from the 
support which it re c e ives i n Eur ope . He r e is a fi e ld , I 
sugge st , in which t he countries of Eur op e 7 working to ge the r , 
c an pla y a v ery imp or t ant part , can indeed cont r ibut e an element 
of l e a dership 1 

1Nhich v\Till b e of t h e utmo s t value 9 on an i s sue 
y,_rhich i s 5 I f u lly b e li e v e 9 as i mport ant as any in v or l d a ff a irs . 
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Mr. Chairman, Ladies and Gentlemen: 

!Y1ay I first say how much I welcome and appreciate this opportunity to talk 
t o you today and to speak here to an audience which is as well informed and as 
w~~l qualified to form a judgement on international economic questions as one can 
fii1.:l anywhere. 

I have chosen as the subject of this talk today "The Role of I.D.A.". 
I.D.A.~ as you know, is the International Development Association which ex
tends long-term credits on concessional terms to the poorest countries tvhich 
h.s:'Je an urgent need for capital but cannot afford to borrow and to service 
de~t on conventional terms. 

I have chosen this subject for ttvo reasons. First of all, because, 
as you no doubt know, discussions have already begun between the countries 
who contribute to I.D.A. on t~hat is known as the Third Replenishment, that is 
to say~ provision of fresh funds tvhen I .D.A. 's present resources have been 
f ully committed as we expect them to be by the end of June 1971. Secondly, 
b~~nuse I believe that an expansion of the role of I.D.A. and the provision of 
a gr eater volume of development finance on concessional terms, administered 
th~augh an international organization, is a central requirement in planning 
tilfl strategy of development assistance for the 70's. 

lt-Je in the World Bank have been glad to see the rene"t-Jed interest which 
!s being felt in these questions, both in this and in other countries, greatly 
st~mulated, no doubt, by the admirable report of the Pearson Commission, the 
Cornmission on International Development. 

t-Je o~1e the setting up of this CommiF-sion in the first place to the 
~Jisdom and foresight of l~r. George Woods, who foresaw the need for such a 
-~~grand assizeH v.1hich would survey past experience in development and draw 
cone lusions for the future. He owe it also to Hr. ~~cNamara lvho took up this 
p~oject \rlith so much enerey and enthusiasm when he became President of the 
Horl d Bank in success].on to Hr. Woods. Finally we owe the greatest debt to 
t he Commissioners and to their Chairman, Mr. Pearson, for the report which 
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they have given us which, as has been rightly said, is likely to rank as one 
of the great public documents of the century. 

Such a revival of interest in problems of development ,,,as perhaps 
overdue. After the rapid expansion of aid programmes in the late SO's 
and early 60 ' s, there followed a period of something like stagnation parti
~ularly in the provision of official development assistance. And this has come 
a~ the very time when the absorptive capacity of the developing countries, that 
i~ to say ~ their need for aid and their ability to make good use of it, were 
increasing. We have been glad t hat the rapid and radical improvement in the 
f:!C : comic position of the United Kingdom has enabled this country to make ? 
practical~ and not merely a theoretical, contribution to this revival of 
i 3 terest in development assistance such as wes foreshadowed in the White Paper on 
P'.:.~ lic expenditure published at the end of last year. 

I am sure that you will all agree that this question of the progress 
~f the less developed countries involving two-thirds of the population of 
L~e world is one of the great issues of our time, a moral as well as a 
political and economic issue. And it is an issue with a very long time 
~otizon which will continue to play a very important part in our economic 
~lRnning for several decades to come. 

In the last fe'tv years there have been other issues in international 
economic cooperation which, for the time being, have attracted more attention. 
T~·~ere was the debate on international liquidity creation leading finally 
tc t he decision to set up Special Drawing Rights. There was the continuing 
c0n~ern with the underlying imbalance of international payments and the need, 
i :1 consequence, to improve what is called t he adjustment process. There has 
been the need, as it has seemed, to find be tter methods to stabilize commodity 
p~ices . And there has been the continuing debate on trade policy and on the 
fDt ure shape of important regional groupings and above all, of course, the 
European grouping. And f i nally, there has been the domestic problem common 
t o ~early every country of achieving greater price stability without too 
6£Sat a sacrifice of economic growth. 

Debate on these issues has seemed, at times, to overshadow the dis
cu.s sion of the specific issue of the finance of development. I say "the 
st:;ec. ific issue" because there is not one of these other questions which is 
JOt of vital concern to the developing countries, so , perhaps this has some
ti~es not been fully recognized in the discussion of t hese questions. We have 
only , for example, to think what has been the effect on their terms of trade 
of continually rising pr ices i n the advanced countries with unstable or falling 
pr i ces for primary products which are so often their staple exports. 

Aeain, the i nterest \olhich the developing countries have in international 
li~uidity creation is obvious and it is not confined merely to the share of 
::n: ~r: liquidity which goes to them. They are vitally interested also in its 
e ·ffect on the economic policies of the advanced countr ies and hence on the 
con t i nued expans i on of world trade. Or take again the adjustment process. 
I t )_s easy to see \vhat has been the effect on t he cap i tal importing countries 
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of the dislocation of capital markets and the unprecedented rise in interest 
rates which has been partly the result of price inflation but partly also, 
perhaps, the result of too much reliance at times on monetary policy as an 
instrument for controlling the level of demand. 

But to come closer to the specific problems of economic development. 
You would, I believe 9 agree that we stand today at a critical turning~ point. 
Immediately behind us lies the first development decade with its successes 
as well as failures, - and I believe that the successes greatly outweigh 
t he failures. Developing countries, as a group, have, as you know, reached 
c.uring that period an average rate of growth in Gross National Product of 
about 5% annually. They thus not only reached the target which was set for 
tte decade~ they also improved substantially on the rate of growth which the 
countries which are now industrialized achieved during a similar period of 
their o~~ development. 

Hany individual developing countries did substantially better than 
this average. The report of the Pearson Commission notes no less than 19 
de·;;eloping countries which achieved a rate of growth in GNP of more than 
6% annually during the period 1960-67. The most encouraging thing about 
this list is that it includes countries of very different sizes and with 
very different backgroun~s both of race and of climate: Taiwan and 
j~= inidad-Tobagoj South Korea and Spain, the Ivory Coast and Iran, Peru 
and Panama, Mauritania and Hexico. 

Of course we all know that these successes are only part of the 
picture. We know that in the first place we cannot altogether rely on 
figures of the rate of increase in Gross National Product as a measure of 
economic development and progress. It is altogether too simple a test. 
We are aware that development is a very complex process. It involves more 
than the provision of capital; more than the giving of technical assistance, 
or of the transfer of technology from rich countries to poor countrieso We 
know that however crucial these economic magnitudes may be, such as national 
output and income per head, they will not by themselves prove to be a 
sufficient condition of real progress, that genuine attempts will be needed, 
for example, to achieve more equal distribution of income to provide greater 
educational opportunities and improved standards of health. As Nr. HcNamara 
said in a speech at Columbia University not long ago, successful development 
efforts are a mixture of social as well as economic progress. 

We know too that while there has been a high average growth in the 
t otal Gross National Product of the developing countries, the growth in 
GNP per head has been very much lower because of the rapidly increasing 
growth in population, now averaging 2o5% a year for the developing countries 
as a group. We know that in some of the larger of those countries gro~th 
in GNP per head is still so slo't-J that it will take not years nor even decades 
but a much longer period than that before they reach the kind of standard of 
living that we enjoy in this country. For them the task is to achieve over, 
say, the next thirty years a really wortltwhile improvement in their present 
standard. 
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Much has been written and said recently about the growth of population. 
Yuu are f&miliar with the fact that in most parts of the world it shows little 
sign of slowing down and that, indeed, in some areas it is still accelerating. 
For developing countries as a group the rate of annual increase rose from 
~ . 2% in the SO's to 2.5% in the 60 9 s 9 much of this increase being due to 
what has happened in south Asia. Even optimistic projections put the popu
l a tion of Asia by the end of this century at approximately 3~ billion, equal, 
t3at is to say, to the present population of the world. llut at least one can 
s~y that there is a growing and a more widespread awaremess of the seriousness 
0f this problem and that, in itself, is encouraging. 

Coupled with the problem of population is the even more urgent and 
critical problem of urban unemployment. Even the most successful plans to 
~e3uce the birthrate cannot t~ke much impact on this problem of unemployment 
bef~re the end of the century because most of those who will join the ranks 
of the unemployed before that time have already been born. Compare the 
si.tuation that confronts us today in the developing countries ~vith the 
deterioration in urban conditions and the rise in urban unemployment in 
1 9th century Britain. At that time the natural grotvth of population 'tvas 
oniy about 1% annually, enormous opportunities for emigration existed and 
i~dustry was much more labour intensive than it is now. Today we see the 
c1uivalent of some 20% of the entire male labour force of the developing 
NC~ld already unemployed~ This is happening at a time when there is a 
major revolution in agricultural methods already underway. This revolution, pro
v:l.ded tLat certain essential conditions are fulfilled, may "t-Jell transform the 
ot<: l ook for the food supplies of the ~vorld and may reduce somew·hat transfer 
o~ ~abour away from agriculture, but it will do little to alleviate the 
problem of population pressure and unemployment in the rural areas. 
1>1oreover ~ the rate of growth in the population today in the developing 
world is a good deal more than double what it was in nineteenth century Bri
t ain. Added to that there are only limited possibilities for migration except 
in Latin America and industry tends to be highly capital intensive. If we 
t a k e all these factors into account~ we begin to see the dimensions of the 
p::-cblem. 

I have dwelt on these difficulties only to show the challenge which 
confronts the developing countries and those who set out to help them. 
~~!'1 A.'I: are the developed countries doing to help to improve this situation? 
I c0uld easily spend all the time that renmins to me in discussing one 
ainzle factor~ say, the trade policies of the developed countries and the 
extent to "ttlhich they help or hinder the efforts of the under-developed 
cu ~.!ntries to develop. But I \vant, instead, to focus attention primarily 
01.1 the financial f1otvs. 

At first sight the performance is impressive. Total financial flows 
to the developing world from the developed countries which are members of 
the L>evelopment Assistance Committee of t he O.E.C.D. have gro"tt.rn from $8.1 
b.~ll ion in 1960 to $12 o 9 billion in 1968 , that is to say, a rise of almost 
60% in eight years. But, tvhen you look more closely at the figures you find 
fi~st that this was a smaller increase than w~s achieved by the developed 

.. 
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countries in their own GNP in that period. So that the resources which they 
pro,rided to developing countries actually declined as a percentage of the 
developed countries GNP from 0.89% to 0.78%. Nore serious than this -
a number of tendencies emerged in this period which, if continued, would 
bo.ve very serious implications for the future. 

There has, for example, been a virtual stagnation in the total flow 
of official assistance since 1961. In that year official assistance reached 
$ ··. 1 billion or about 67% of the total flow. Seven years later in 1968 it 
~ras still only $6.9 billion and had declined to 54% of the total flow. In 
f~ct, in 1968 the percentage was slightly lower than in the year before. 
vn1at is most disquieting is that as a percentage of GNP official assistance 
was substantially greater in 1961 at .64% than in 1968 at o42%. 

No one would question for a minute the benefits conferred on develop
ing countries by private financial flows but a shift, such as we have seen 
in the relative importance of official and private flows, represents a very 
si3nificant hardening in the terms on which foreign capital is made available 
tG the developing countries. 

Even the official flows themselves are becoming harder. The per
c ~ntage of grants in the total fell between 1964 and 1968 from 60% to 
51%. If we calculate \llhat is termed the itgrant elemene' in aid as a 
measure of the terms on tvhich it is given, ~..re find that in that same period 
it. fell from 82% to 75%. 

These figures have, of course, been much influenced by what has 
huppened in the last few years in the foreign aid programme of the United 
States. of the sixteen members of the Development Assistance Committee, 
nine gave a larger share of their GNP in the form of official assistance 
to developing countries in 1968 than they did in 1960. But the other seven 
ir1cluded not only the United States but also France, Germany, Italy and the 
lm:t:=ed Kingdom. There has been, as you kno'tv, some improvement in the terms 
orr ~~hich British official assistance has been provided in recent years but 
i t s volume had changed hardly at all in dollar terms since 1960 until the 
recent statement of the Hinister of Overseas Development. This, therefore, 
r epresented an important new development in this country's aid policy which 
ho).ds out a more encouraging prospect for the future. 

The consequence of this trend towards harder terms in the total 
financial flow to developing countries is that unless something is done 
there is a serious danger that a major problem of indebtedness t..rill emerge 
f or the developing countries. ~fuy should this be so? It is not merely that 
t he more that is lent to the developing countries the larger their extermal 
cebt burden. If, in the future, there is to be a substantial increase in the 
flow of capital to them, their external debt must rise unless the capital 
goes to them in the form of grants. Hhat is relevant is the size of the 
~?.bt service payments and the comparison of those service payments with the 
=nreign exchange earnings of developing coun~ries. First, as regards the 



- 6 -

debt service payments. These depend both on the rate of interest charged 
and on the maturity and grace period for the repayment of the loan. Let 
me give you a simple numerical example. If a country receives a loan each 
year of hl,OOO bearing interest at 5% and repayable over 12 years with a 
g~s.ce period of 2 years in 'tvhich no repayment is due, after only 9 years 
it ~Jill be paying out more in interest and amortization than it receives 
ia ne'tv loans. To discharge its obligations it must reverse the flow of resources 
and begin to export back the capital it has received to the countries from which 
it came. And this process, as is evident, will be even more rapid at the very 
!1j_gh rates of interest prevailing today. 

Of course 9 the point at which the net transfer of capital to developing 
c~untries becomes negative can be deferred if the gross rate of lending to them 
i rL:.:.·eases sufficiently rapidly. In the example I gave you just now the gross 
fle w was constant. The targets of the Development Assistance Co~nittee for capital 
flows are~ as you know, expressed on a net basis. That is to say 9 the donor 
countries are aiming at a transfer of 1% of their Gross National Product over 
and above the repayments of capital that they receive from the developing coun
tr ies9 But the targets are not net flows in the sense of being additional both 
to the repayment of capital and to the receipt of interest. If they were, the 
gross amounts involved would become very large indeed, infact impossibly large. 
Ar:d even this would only put off the day of reckoning for a time. Gross flows of 
l~nding on this scale would mean that the indebtedness of the developing countries 
would be increasing still more rapidly. It would not be long, therefore, before 
t he creditors would see that the developing countries were assuming obligations 
\Jl:dch they would not be able to discharge, failing some sudden and almost 
miraculous upward surge in their export earnings. 

You may ask why we would not assume that their export earnings will grow 
p~ri passu with the loans which are made to them if the money lent is invested, 
aa it should be, in sound projects with a high rate of return. The difficulty 
here is twofold. In the first place, many of these developing countries, 
particularly the larger of them, have so low a level of income per head that it 
is hardly reasonable to expect any appreciable proportion of additions to their 
income to be saved. The marginal savings ratio of some of these countries is 
ir~·~eed higher than one would expect but it is not high enough to provide the 
resources needed to meet an ever-increasing burden of debt service. 

Secondly, even if their marginal rate of saving was high enough so that 
f:-,ere tvas no "resources gap", it cannot be assumed t hat they will be able 
qu:.i.ckly to translate the additional resources derived from their investment into 
ac increase in export earnings or in import substitution. And the process of 
development itself is bound to lead to an increase in the demand for imports~ 
especia11J of capital goods. Almost inevitably, therefore, the rate of increase 
in their net export earnings "tvill lag behind the rate of increase in their debt 
service payments. 
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tve can see that in many countries this i s what is happening. In 1968 the 
t c t al debt service payments of developing countries on official and officially
gua.ratneed private debt amounted to $4 billion. True this is not such a large 
amount when compared lvith the $4 7. 5 billion of external debt of which it is the 
s ervice. But it is a flow which is growing significantly more quickly than are 
t te export earnings of developing countries. In the 60's debt service was growing 
at a rate of 8.2% a year and export earnings at a rate of 6.1%. Already this 
threatens the balance of payments of a number of developing countries. 

In at least six developing countries in 1968 the proportion of their export 
ea rnings represented by debt service on official or officially-guaranteed 
pri vate debt exceeded 20%. In s ome of them there is a possibility that if they 
follow the right policies they will be able to reduce their dependence on external 
capital in the near future. This may be true, for example, of the Argentine and 
Hexico. Other countries are in a les s fortunate position. Since 1961, for 
example ~ the debt service ratio in India has risen from 12.6% to 21.6%. In 
Pakistan the rise has been even more drastic from 5.5% to 18.8%. In both coun
t ries a further increase is likely. 

i1any of the smaller countries of Asia and many of those in Africa and Latin 
A:~erica also are now reaching t he stage where they are able to use productively 
a significantly greater amount of external capital than before. The developed 
c rn.:ntries of the world have agreed amongst themselves to work towards certain 
t argets for capital flows to the developing countries. vfuat I have been 
trying to show t his a f ternoon is t hat unless the terms on which this capital 
i :; provided are on average considerably softer than those l·lhich prevail at 
pr~sent, we shall be storing up trouble for ourselves in the future. We do not 
want to produce a situation in which widespread debt rescheduling becomes 
increasingly probable. If that happened it could only do harm to the credit 
standing of the developing countries and lvould interfere '·Jith the development 
c f international trade and the orderly functioning of private investment. And this 
would have happened because "tve had not taken sufficient care to ensure that the 
t e rms on which governments make development assistance loans were the right terms. 

I know that there are other elements in t he indebtedness of the developing 
countries. Often they are burdened by a large mass of suppliers' credits 
extended to them on excessively short terms. I t is their responsibility to 
avoid t hat, but it is the responsibility of the donor countries to see to it 
that t heir aid is extended in a form which really merits the title of aid and 
is realistic in what it implies about t he possibility of repayment in the 
f•.iture. 

Only if this is done, will t here be a proper rela tionship between public 
aid and private investment. These are not alternative means of development~ 
they are essentially complementary to one another. The developing countries 
cannot progress by means of private investment alone . In real terms they 
need t he infrastructure of public uti lities , housing and transport, which 
caLnot, i n present conditions, be financed by private investment. In financial 
terms they need an adequate f low of capital on suff i ciently lenient terms to 
avoid driving t hem i nto a cr1s1s in which they may have to default on their 
ool i gat i on to exporters and private i nvestors. 
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The interest of exporters and investors in the donor countries will, 
therefore, inevitably be damaged if governments fail to ensure that their 
development assistance is given on sufficiently concessional terms. 

I do not mean to imply that this is a situation which will continue 
in all the developing countries indefinitely. As I have already said, there 
are some remarkable examples already of countries which are in sight of self
sustaining growth. And by self-sustaining gro'tvth I do not mean that they 
will cease to be importers of capital. I mean that they will cease to need 
to import capital on concessional terms and will be able to pay the market 
rate and provide private investors with their normal return. 

Where does I.D.A. fit into all this? I have deliberately spent much 
of my time in reminding you of the background because without that perspective 
it is difficult to bring the foreground into focus. The essence of my 
argument has been thatj while successful development is clearly possible 
for the developing countries, any financial assistance provided by the 
industrialized countries must be on highly concessional terms. 

I.D.A. is now one of the largest providers of concessional aid to 
developing countries. From a level of little more than $100 million in 
annual commitments at the beginning of the 60's, we expect commitments to 
r i se to about $600 million this year. We are still by no means as large 
as the largest bilateral programs, but we are substantially the largest 
multilateral institution providing concessional assistance. 

Most of you will know that negotiations among the developed members 
of I.D.A., the so-called Part I countries, have recently begun to determine 
the amount of resources available to I.D.A. in the period extending from 
mid-1971 to mid-1974. 

Of course the need for concessional aid does not in itself constitute 
a reason for chanelling aid through multilateral institutions, least of all 
for channelling it through one particular agency in a whole complex of multi
lateral organizations. 

But there is, I believe, a very strong case, which has been recognized 
both in the report of the Pearson Commission and in statements of policy 
made on behalf of a number of donor governments, for believing that a larger 
share in the total of aid should be channelled through multilateral organi
zations. Such organizations are particularly well placed to keep a close 
watch on the performance of recipient countries, and to suggest ways in which 
this can be improved. This not only leads to the most effective use being 
made of the resources provided by the international agencies themselves: it 
often helps to improve the use made of bilateral aid as well. It certainly 
helps to avoid friction between those who are giving and those who are 
receiving aid, and to prevent the givers from becoming unnecessarily involved 
in the internal political controversies of the receivers of aid. And if the 
multilateral agencies are to play this role effectively, they must have at 
their disposal a significant proportion of the total flow of aid. 
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International organizations have a further advantage. They provide an 
agreed basis for sharing the costs of aid. Nany governments find it easier 
to justify to their legislature the giving of aid on concessional terms if 
they do so through a multilateral institution to which other governments 
ar~ contributing on the same ter~ms, so that what each government contributes 
will be matched by others with multiplying effect. 

That this is so has been publicly accepted by a number of Part I 
Governments. The Italian }linister of the Treasury, for example, Signor 
CQlombo, said in addressing the Annual Meeting of the Bank and Fund last 
ye:1r that his country was uconvinced that it was necessary to transfer a 
ereater part of the aid to the emerging countries through international 
organizationsn . In the United States, President Nixon strongly endorsed 
an expansion in multilateral aid in a message which accompanied his foreign 
aid proposals to Congress in May 1969, and the report of the Peterson Task 
Force , issued at the beginning of last week, has similarly supported a large 
i ncrease in the multilateral component of aid. Each of the three tVhite Papers 
on foreign aid published by the British Government in the last six years has 
emphasized the great importance which t h is Government attached to the ~vork of 
t :1e international agencies and the preference Hhich it has for channelling 
a id through them. The Swedish Government gives approximately half its foreign 
a~d through multilateral agencies. The German Government, in commenting on 
t he substantial rise whi ch had taken place in multilateral contributions 
in 1968, stated that it nv1elcomes this rise in multilateral engagements 
since it appreciates the specific contribution to the development effort 
w~dch is made by the multilateral organizations ••• " The Dutch and Canadian 
Governments have also emphasized t he need for an expanded flow of multilateral 
aid. Finally you will remember that the Pearson Commission in its report 
recommended that multilateral aid should be expanded from its 1968 level 
of 10.3% of total official developmen t assistance to at least 20% by 1975. 

I think you vlill agree t hat this is an i mpressive body of testimony. 
But 'vhy I.D.A.? I. D.A. itself is a unique institution. Its staff, as 

rr.ost of you know, is identical to that of the World Bank , and includes 
professionals from well over 50 nations. Its experience in financing projects 
tQroughout the world, in virtually every sector of economic activity -
agriculture , education~ i ndustry, ports, power, railways, roads, telecommuni
cations :~ water supply -- is probably unparalleled a nywhere. It works, of course, 
i~ close cooperation with other international a gencies. 

It has the distinction of being critized by some for behaving 
too much like a conventional bank, and by others for behaving too much like 
a charity. The truth is that it is neither a conventional bank nor a charity. 
Rather it is, like the World Bank itself, a hard-headed institution whose 
psramount concern is the development of the world's poorer nations, and I think 
I can claim that the tJorld Bank Group has sho't<m a remarkable readiness and abili t y 
to expand and develop its policy and to broaden their social and economic scope . 

As you know, the Pearson Commission rec.ommended in their Report t hat 
additional resources should be provided for I.D.A. at the rate of $1,000 million 
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a year by 1972, rising to $1~ billion by 1975. The Peterson Commission in 
t heir Report specifically endorses that recommendation. It is too soon to say what 
the outcome of the negotiations for the Third Replenishment of I.D.A. will be. 
~~.at I can say is that if it proves possible to get agreement on an increase 
itt I.D.A. 9 s resources on a scale such as that recommended by these two authorita.:.. 
tive bodies, there can be no doubt that the World Bank Group itself has the ability 
to handle such an increased volume of I.DoA. lending without any fal l ir;.g off in 
t heir present high standard of thoroughness and effic.1.ency ; and that eL'i"lrtlly 
the developing countries urgently need additi onal I. D.A. Credits on s uch a scale 
and could make good use of them. 

As a citizen of the United Kingdom, I am proud that this country has 
b0.cn second only to the United States in the absolute size of its contribution 
t o I.D.A. Britain has from the first played its full part in supporting I.D.A. 
and providing it with the resources it needs. I hope that what I have said 
t eday will convince you that such an attitude · is amply justified. 



TE~~T OF SPEECli GIVE:~· BY SIR DENIS RICKETT, VICE PRESIDENT , INTERNATIONAL BANK 
FOR RECONSTRUCTION AND D~VELOPNENT AT OXFP.J-1 , PLAhl HATCH, EAST GRINSTEAD, 
E~GL4~\D, ON THU RS DAY, JULY 16, 1970 

'" 

Nr. Chai1.:man, Ladi es and Gentlemen : 

I am very glad indee d to have b~en invited to come 

to talk to this sur.1111er school on probl~ms of development, which has been 

organized by OXFA.l.'.f. OXFAH itself should be congratulated on its initiative 

in arranging this course. He need rnore of them. The partnership in develop-

ment which the Pearson Report talked about needs not merely money but under-

standing and ideas. OXFAM has done remarkable service in raising money for 

relief in s mall sums fr~m many people. · It will be doing equally valuable 

service if it can promote greater knowledge and understanding of what the 

problems 6f development really are. 

I have been asked to talk this morning. about the role of IDA. IDA, as 

you. know, is a part of the Horld Bank Group, which consists, first of all, of 

the Bank itself \vhich makes loans to developing countries on relatively hard 

tenns, that is for repayment in 15 or 20 years and with an interest rate v1hich 

is, at present, 7%. The second member of the Group is IDA which makes what are 

usually called soft loans . They are repaid over ·a .period of as , Inuch as 50 years 

and the only interest paid on . them is a service charge of three-quarters of 1%. 

The third rnember of the Group is the International Finance Corporation which 

exists to encourage private investment in developing countries . 

IDA, therefore, is an affiliate of the World Bank which makes loans on 

concessionary terms to poor countries . . The two sides of our lending activities 

are very closely related. IDA has the same President, the same Staff and the 

5ame Board of Directors as the World Bank. The kind of purpose for which it 

nakes credits is the same . It finances development projects . of high priority 

in virtually every sector of economi c activity -- in agriculture, in education, 

industry, ports, pm·1er , raihvays, roads, telecommunications and water supply. 
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I \\ant to underline the point that soft lending does not mean lending for soft 

projects projects which_ \vill not yield the full rate of return. The dis-

tinction between a Bank loan and an IDA credit lies in a difference in the 

creditworthiness and economic strength of the borrower, in the economic position 

and prospects of the country. 
c' 
\fuy is there such a very wide difference in the terms on which Bank loans 

and IDA credits are made available? You might think that if we make an IDA credit 

to a country of $50 million to be invested in a project with a rate of return of, 

say~ 15%~ that the country getting the credit could well afford to pay the Bank's 

rate of interest and to repay the money within a reasonably short period of time. 

The ·ans\ver is that the projects which are financed with IDA money have to _ 

yield the full commercial rate only in the currency and within the economy of 

the country in w·hich the project is carried out. It is the government of the 

country and hence the economy of the country as a whole and its balance of pay-
•..:" 

ments which get the benefit of the soft IDA terms. Every IDA credit is a two-

stage process. IDA lends to the government of the country on very easy terms, 

the government relends the money at the full going rate of interest in the local 

market. ., 
Soft terms of lending are needed to provide resources for .countries whic~ 

are so poor and \vhose balance of payments is so weak that they cannot afford to 

borro\v money on hard terms. In technical parlance they have both a resources gap 

&id a foreign exchange gap. In the poorest countries ~- countries with an average 

income per head of, say, $100 a ye.ar -- the amount which we can expect their 

people to save out of any addition to the national income, is very small. Most 

of it must be expected to go into making some small addition to the very low level 

of consunption. Even in a country where the marginal rate of saving is quite high, 

• they cannot quickly translate the additional .resources derived from investment 

into an increase in export earnings or in import substitution. It is essentially 

{ 
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for countries such as these that aid is n~eded. 

Let us consider for a moment what is the meaning of the term "aid" and 

why there should be a need for aid at all. We all recognize that aid means 

assistance for development . It is not simply a process ~f the international 

redistribution of income, by \vhich the "have" countries help the "have-nots" 

to raise their consumption. It is indeed . intended to do this in the long

rua but the immediate purpose is to make possible a higher rate of investment 

and hence of economic development. 

The economic development of the poor countries cannot be financed 

simply by the normal process of private investment. Private investment has 

an cxtrewely important part to play in that process. We have only to look 

back at the history of the industrial revolution and its spread throughout so 

much of the world in the nineteenth century to see that a very great deal can 

be achieved by it. 

But it differs from aid -in · two ways. First of all it is intended to 

go to those countries where the yield is ·highest arl~ those ~re not likely to 

be the poorest countries unless there is some new discovery of minerals or of 

oil which suddenly transforws their economic prospects. 

Secondly, the period of time within · w·hich the developing country can be. , 

expected to ~epay the loan and the amount of interest it can pay on it must be 

different. Development assistance, therefore, must be either an outright grant 

or a loan into the terms of which there enters a high degree of grant element. 

In other \vords, the quality of aid is as important as the quantity. 

I hope that this will help to make plain the reason \vhy the need for aid 

for capital on soft terms is increasing as a proportion of the total flow and 

not declining. It is not only that the terms of new borrmving have become 

progressively harder. It is also because the cumulative burden of debt and of 

debt service is, in many countries, running further and further ahead of export 
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earnings. 

Tnis problem had been foreseen for some time past. That is why, for 

exam?le, in 1960 under the leadership of Mr. Black, the then President of the 

Horld Bank, the members of the Bank decided to set up the IDA. That is why 

also concessional lending is now regard~d in all international discussion as 

the most essential element in the flmv of funds from developed to developing 

countries. 

Let us examine, therefore, what the developed countries are doing to 

n:eet the need for more and better a1.d. At first sight the record is impressive. 

Total net financial flo~s (that is to say gross disbursements minus amortization 

of principal) to the developing \vorld from the countries that are members of the 

Development Assis~ance Committee of ' the OECD have grmm from about $6.1 billion 

in 1956 to over $13.2 billion in 1969, which represents a compound rate of growth 

of about 6% per annum. But, \vhen you look more closely at the figures you find 

first that this was a smaller increase t~an was · achieved by the developed 

countries in their mvn Gi\P in that period, so that the resources which they are 

providing are actually declining as a percentage of their GNP. And there are 

other trends ">vhich are still more disquieting. 

Preliminary estimates for 1969 indicate that for the first time since 

1961 there was virtually no increase in total flows compared with the previous 

year. Within this total flow, there has . been a virtual stagnation since 1961 

in the flow of official assistance. In that year, official assistance reached 

$6.1 billion or about 67% of the total flow. In 1968 it was still only $6.9 

billion and had declined to 54% of the total flmv. Hhat is most disquieting 

is that as a percentage of GNP official assistance was substantially greater 

in 1961 at .64% than in 1968 at .42%. The 1969 percentage is likely to be 

confirmed as even lower at .4%. Tnis may seem a rather small decline in the 

ratio of these flo\vS to DAC ~ountries' G1T, until you translate the percentage 
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into absolute amounts . Even if you go bc.ck no further than 1964, when the 

official assistance represented .49 % of t he G~~ of the developeci countries, 

you can see that if even that lcvel had been maintained up to now, almost 

$3.7 billion would have been added to net official flows between 1964 and 

1970. 

That is the price development has had to pay as the richer countries 

as a \vhole have failed to maintain any real momentum in their assistance. 

No one would question for a minute the benefits conferred on develop

ing countries by private. financial flovlS but a shift, such as we have seen 

in t he relative importance of official and private flows, represents a very · 

s ignificant hardening in the terms on \vhich foreign capital is made available 

to the developing countries. 

Even the official flo\vs themselves are becoming harder. Tqe _percentage _ 

of grants in the total fell betv1een 1964 and 1968 from 60% to 51%. If we 

calculate \.vhat is termed the "grant element" in aid as a measure of the terms 

on \.;hich it is given we find that in that same period it fell from 82% to 75%. 

The single largest factor contributing to this decline has been the 

progressive reduction of loans repayable in local currencies extended by the 

United States, and these transactions are due ,to be entirely discontinued 

by the end of 1971. 

These figures have, in fact, been much influenced by \vhat has happened 

in the last few years in the foreign aid progranu~e of the United States. Of 

the sixteen members of the Development Assistance Committee, nine gave a larger 

share of their GNP in the fo1TI of official assistance to developing countries 

in 1968 than they did in 1960. But the other seven included not only the United 

States but also France, Germany, Italy and the United Kingdom. There has bean, 

as you knm.;r , some i mprovement in the terms on \vhich British official assistance 

has been provided i n recent years but until recently its volume had changed 
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hardly at all in dollar terms since 1960. 

The consequence of this trend -towards harder terms in the total 

financial flo\v to developing countries is that unless something is done 

there is a serious danger that a major problem of indebtedness will emerge 

for the developing countries. \~1y should this be so? It is not merely 

that the more that is lent to the developing countries the larger their 

external debt burden. If, in the future, there is to be a substantial 

increase in the flow of capital to them, their external debt must rise unless 

the capital goes to them in the form of grants. What is relevant is the size 

_ of the debt service payments and the comparison of those service payments 

with the foreign exchange earnings of developing countries. First, as 

regards the debt service payments. · ~hese obviously- depend both on the rate 

of interest charged and on the maturity and grace period for the repayment 

of the lo?.n. Let me give you a simple numerical example -. If a country 

receives a loan each year of fl,OOO bearing interest at 5% and repayable over 

12 years with a grace period of 2 years in which no repayment is due, after 

only 9 years it will be paying out more in interest and amortization than it 

receives in ne\v loans. To discharge its obligations it must reverse the flow 

of resources and begin to export back the capital it has received to the \ 

; ~ 

countries from which it came. And this process, as is evident, will be even 

more rapid at the very ,high rates of interest prevailing today. _ 

Of course, the point at which the net transfer of capi.tal to developing 

countries becomes negative _;_ th?t is . to say that the amount received in ne\v 

le~ding is less than the amount paid back in amoritzation and interest -- this 

point can be deferred if the gross -rate of lending to them increases sufficiently 

rapidly~ In the example I gave you just now, -the gross flow was constant. The 

targets of the Development Assistance Committee for -capital flows are, as you 

know, expressed on a net basis. That is to s-ay, the donor countries are aiming 
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at a transfer of 1% of. their Gross National Product over and above the repay-

mcnts of capital that they receive from the developing countries. But the 

targets are not net flow~ in the sense of being additional both to the repay-

nent of capital and to the receipt of interest. If they were, the gross 

amounts involved would become very large indeed, in fact impossibly large. 

luid even this would only put. off the day of reckoning for a time. Gross flmvs 

of lending on this scale would mean that the indebtedness of the developing 

countries would be increasing still more rapidly. It would not be long, 

therefore, before the creditors would see that the developi~g countries were 

assuming obligations \vhich they would not be able to discharge, failing some 

sudden and almost miraculous upward surge in their export earnings. The only 

answer to this problem is that the terms of lending should be softer. Other-

wise the rate of increase in the net export earnings of the developing countries 

will lag behi~d the rate of increase in their debt service payments. 

He can see that in many co':lntries, this is what is happening. The 

outstanding e_xternal publ_ic debt of the developing countries at the end of 1968 
J . . . 

amounted to about $53.4 billion. This was more than $5 .. 5 billion above the level 

reached at the end of the previous year, and once ~ore confirms a constant upward 

trend. In fact, the total debt outstanding has been doubling every five years 
i. 

since 1955. Total debt service including both amortization of principal and 

pa)~Lents of interest, has been growing almost as rapidly. The debt service 

figure of alnost $4.7 billion for 1968 was 12% over the 1967 figure. During 

the course of the '60's the growth rate of both outstanding debt and debt 
\ 

service has been about twice the. rate of growth of export earnings of the debtor 

countries, and almost three times that of their combined gross domestic product. 

In at least six developing countries in 196~ the proportion of their 

export earnings represented by debt service on official or officially-guaranteed 

private debt exceeded 20%. In some of them there is a possibility that if they 

... . __ q . 

..._ ... _. 
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follow the right policies they will be able to reduce their dependence on 

external capital in the nea r future. This ~ay be true, for example, of the 

_Argentine and Hexico. Other countries are in a less fortunate position. 

Since 1961, for example, the debt service ratio in India has risen from 12.6% 

to 21:6%. In Pakistan the rise has bef,:!n even more dramatic from 5.5% to 

18.8%. In both countries a further increas~ is likely. 

MCJ.""1Y of the smaller countries of Asia and many of those in Africa and 

Latin America also are nmv- reaching the stage where they are able to use 

productively a ·significantly greater amount o.f external capital than before. 

The developed count~ies of the vmrld have agreed amongst themselves to 'tvork 

tO\vards certain targets for capital flmvs to the developing countries. vThat 

I have been trying to show this afternoon is that unless the terms on 'tvhich 

tbis capital is provided are on _average considerably softer than those which 

prevail &t present, we shall be storing up trouble for ourselves in the future. 

We do not ~ant to produc~ a situa~ion in which widespread debt rescheduling 

becomes increasingly probable. If that happened, it could only do harm to the 

credit stan4ing of the developing count!ies and would interfere with the 

developnent of international trade and the orderly functioning of private 

investment. And this 'tvould have happened because 'tve had not taken sufficient 

care to ensure that the terms on 'tvhich governments make development assistance 

loans were the right terms. 

I knmv that there are other elements in the indebtedness of the 

developing countries. Often they are burdened by a large mass of suppliers' 

credits extended to theill on excessively short terms. It is primarily their 

responsibility to avoid that, but it is the responsibility of the donor countries 

also. They oust see to it that their aid is extended in a form which rea~ly 

merits the title of aid and is realistic in wF~t it implies about the possibility 

of repayment in the future . 
./ 
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Only if this i s done , w~ll there be a p r oper rel a tionship be tween 

public c:.id .and private investment . These a re not alte r native me ans of 

development, t hey a re essent i ally coillp l emen tary to one another. The 

developing countries cannot progr ess by means of private investment alone. 

In r ec:.l terms t hey need t he inf rastruc;.ture of public .utilities, housing 

and tra·:1sport, 'l;·lhich canno t , in pres ent conditions, be financed by private 

inves t~2nt. In financia l terms they nee d an adequate flow of capital on 

suf fici ent ly l eni ent terms to avoid dr iving them into a crisis in which they 

n1&y h c:.ve to de f ault on the i r obligation to exporters and private investors. 

The interest of ?xporte rs and investors in the donor countries will, 

t be r efore , inev i tably be damage d if gove rnments fail to ensure that their 

C. e:v2lcp:<1ent assistance is given on Stiff iciently concessional terms. 

I Go not mean o i mply that t h i s is a-situation vn1ich will _continue in 

all t he dev~loping countries indefinitely. As I have already said, there are 

some r e:-,wl·kable examples already of c0untries which . are in sight of self

sustair.ing growth. And by · s e lf-sustaining grmvth I do not mean that they will 

cease to be i mporters of capital. I Dean that they will cease to need to import 

capital on concessional terms and wi ll be able to pay the market rate and provide 

private inves t ors \vith their normal r~t urn. 

1\.!ere does IDA fit into all t his? I have ~eliberately spent much of my 

time in reminding you of the backgrou~d because without that perspective it is 

dif f icul t to bring the foreground in t0 focus. The essence of my argument has 

been that, \vhile successful developme~ t is clearly possible for the developing 

coun t r ies) any financial assistahce p~ovided by the industrialized countries 

must be on highly conces sional terms. 

IDA is no"iv one of the largest p~oviders of concessional aid to develop

i ng countries. Fr ·om a leve l of littl more than $100 million in annual conullit

r.len.ts at t he beg i nning of the '60's, "i\ 2 e x-pect commitments to rise to about 
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$600 ~illion in the fiscal year ending June 30th 1970. We are still by no means 

as la~ge as the largest bilateral programmes, but we are substantially the 

largest multilateral institution providing concessional assistance. 

Of course the need for concessional aid does not in itself constitute 

a reason for channelling aid through multilateral institutions, least of all 

for chaunelling it through one particular agency .in a whole complex of multi-

lateral organizations. Bilateral aid on soft terms is badly needed also. 

But there is, I believe, a very strong case, which has been recognized 

both in the report of the Pearson Commission and in statements of policy made 

on behalf of a number of donor governments, for believing that a larger share 

in the total of aid· should be channelled through multilateral organizations. 

Such organizations are particularly _well placed to keep a close watch on the 

performance o~ recipient countries, and to suggest ways in which this can be 

improved. This not only leads to the most effective use being made of the 

resources ·provided by the intern~~ional agencies themselves: it often helps 

to improve the use made of bilateral aid as well. It certainly helps to avoid 

friction between those who are giving and those who are receiving aid, and to 

prevent the givers from becoming unnecessarily involved in the internal political 
. \) 

controversies of the receivers of aid. Bu~ if the multilateral agencies are to 
. : 

play this role effectively, they must have at their disposal a significant pro-

portion of the total flow of aid. 

International organizations have a further advantage. They provide an 

agreed basis for sharing the costs of aid. Many governments find it easier to 

justify to their legislature the giving of .aid on concessional terms if they do 

so through a multilateral institution to which other governments are contri-

buting on the same terms, so that \vhat each government contributes will be matched 

by others \vi th multiplying effect. 
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But why IDA? IDA itself is a unique institution. Its Staff, as I have 

zlready said, is identical to that of the World Bank, and includes professionals 

from .well over 50 nations. Its experience in financing projects throughout the 

wo~ld, in virtually every sector of economic acti~ity is probably unparalleled 

anywhere. It works, of course, in close cooperation with other international 

agencies. 

It has the distinction of being criticized by some for behaving too much 

like a codventional bank, and by others ~or behaving too much like a charity. 

The truth is that it is neithe~ a conventional bank nor a charity. Rather it is, 

like the Horld Bank itself, a highly-sk~lled institution whose paramount concern 

is the development of the world's poorer nations and I think I can claim that the 

Horld Bank Group has .shmvn a remarkable readiness and ability to expand and 

develop its_policies and to broaden their social and economic scope. 

As you know, the Pearson Commission reco~nended in their report that 

additional res~urces should be .PrQvided for IDA at the rate of $1,000 million 

a year by 1972, rising to $1-1/2 billion by 1975. The Peterson Commission 

in their report specifically endorsed that recommenda.tion. During the past 

six months He have .been engaged in a series of discussions with the eighteen 

countries \vho provide most of the money for IDA, about a further "r~plenishmen~'', 

a three-year plan to provide additional funds when our present funds are fully 

co~uitted by the middle of next year. 

I am glad to say that those· negotiations have been very successful. 

shall not have fully achieved the Pearson and the Peterson targets: but we 

have made very good progress tmvard them. 

I am glad that this is so. IDA needs the money _. The developing countries 

.need the noney, and they need it on the sort of terms on which IDA can give it 

them. 
lr 
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As a citizen of the United Kingdom, I am proud that this country has 

be2n second only to the United States in the size of its contribution to IDA. 

Brita:Ln has , fr01n the first, played its full part in supporting IDA and pro

vidir:g it '\vith the resources it needs. I hope that \vhat X have said today 

will cor:vince you that such an attitude is amply justified. 

* * * * * * * * * * 
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·Mr. Ch&irnan, I should be taking a Very narrow and parochial view if I were 

to imply that provided I.D.A. gets its replenishment of, say, $800 n1illion 

a year, for.three years,then everything 'rrll be all right in the developing 

worl d. I'm afraid that's far from true. 

Aid for developn1ent is constantly being attacked, from all sides and 

for different reasons. I a1n sure that you will have heard a great deal 

about this in previous s essions of this conference - for example from 

Lady Jackson when she spoke to you about the Columbia Conference on the 

Pearson Report. We have on the one side the conservative critics of aid 

- particularly in the United States Congress - w·ho think that aid puts an 

unreasonable burden on the U.S. taxpayer, that there are other more urgent 

problems to be dealt with at home, and that aid is largely wasted and does 

not produce any w·orth,,thile results. 

We have, on the other side, the radical critics of aid. Quite a 

few peopl~ in the developed world are attacking aid on the ground that it is 

making poor nations more and more _dependent on rich nations- and that it is 

meant to do so. 

This is a ne'v trend but it seems to be growing. We heard this said 

by some of those attending the Columbia University Conference on the Pearson 

Report. It was .said more recently and forcibly by students in Heidelberg 
~ 

when Development Ministers were meeting there. It was said at the World Food - - ---

Congress at the Hague. · 

Of course, a lot of this criticism was not worked out in terms of 

economic .argument: it was a political attitude, a mood, an expression of 

discontent with all that is wrong in the world today. 

The sad thing is that these two kinds of criticism interact with 

one another. The opponents of aid in Congress will certainly seize on the 

criticisms of aid coming from the left and from the younger generation. 
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I do not profes s to be able to give you the ans·wers to these varying 

c~it i cis~s : a~d I will not try to deal with them now. I will only say 

that to m2 it seems vital if the whole process of development assistance is 

to have a chance to succeed> to go on succeeding, is that it should be carried 

out in the right . way, and on the_ right terms. It is in that sense that what 

I nave beea saying this morning about the role of I.D.A. and the vital need for 

r:~ore sid and for more soft lending is relevant _t o these much \vider general 

issues vJhich you have been discussing here this week. 

~ ' . -
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First of all I should like to express my thanks to you, Mr. ~hairman, 

and to your Committee for inviting me to come here tonight. I am very pleased 

to be asked to address one of the meetings of this important and influential 

body and to take part in a discussion with you. 

I have suggested as a subject "The Role of the World Bank Group". 

I have done so because that role is expanding rapidly at the present time, 

both in the amounts of its lending and in the range of the activities which 

it is supporting. But I am sure you will want to consider it against the 

wider background of progress in the economic development of the poorer countries. 

Are they making progress? Are they progressing fast enough? What more should 

'' we do to help them? 

The two Bretton Woods Institut~ons, the Fund and the Bank, have just 

completed a quarter century of their existence. If we look back, I think that 

one of the remarkable things about the Second World War was the amount of time 

that was given, both in the United States and in Great Britain, to planning 

for the future which would follow once the war was over. We did that -- or, 

at any rate, we began doing that -- at a time when it was far from certain who 

would win. What was also remarkable was the quality of the work that was done. 

That has been proved not least in the history of these two institutions. 

In the preparatory commission on the Bank, at a meeting in July 1944, 

the late Lord Keynes summed up the purposes of the Bank as follows: "It is 

likely, in my judgment, that the field of reconstruction from the consequences 

of war will mainly occupy the proposed Bank in its early days. But as soon as 

possible and with increasing emp asis as time goes on, there is a second primary 

duty laid upon it, namely to develop the resources and productive capacity of 
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the world with special attention to the less developed countries, to raising 

the standard of life and the conditions of labour everywhere, to make the 

resources of the world more fully available to all mankind, and so to order 

its operations as to promote and maintain equilibrium in the international 

balance of payments of all member countries." 

Lord Keynes drew attention to one of the leading features of the 

Bank, namely its capital structure which would enable all the members to make 

some contributions to the Bank's operations, even though they were not large 

enough and strong enough to play a major role. 

As you know each member of the Bank, when it was set up, agreed to 

make a certain subscription to the Bank's capital. Two per cent of those 

subscriptions was payable in gold or dollars and could be used without 

restriction, 18 per c nt was payable in the currency of the country and could 

be used for lending only with ~s agreement. The remaining 80 per cent was 
\ 

to remain uncalled. In 1959 the capital of the Bank was doubled but the 

whole of the addition to the capital was to remain uncalled. The uncalled 

capital, therefore, now represents 90 per cent of the total with 1 per cent 

payable in gold, and 9 per cent in the currency of the member. This large 

fund of uncalled capital has fulfilled an extremely important function. It 

constitutes a joint and several guarantee by all the members which can be 

called upon to enable the Bank to meet its obligations. When, therefore, the 

Bank requires to raise funds in the capital m~rkets, it does so in effect on 

the full faith and credit of all the member governments and it is this, above 

all, which gives to World Bank bonds such an extremely high credit standing. 

The World Bank, in its turn, lends the money to borrowers in the developing 

countries -- either to the governments themselves or to borrowers guaranteed 

by them. Thus, the World Bank acts as a cooperative institution which enables 



Yage J 

developing countries to borrow money raised from the capital markets on terms 

which they could never hope to secure on their own individual credit. 

This, as you can see, is very different from the ordinary type of 

investment banking business. To take an example, at the present time the 

Bank's lending rate is 7-1/4 per cent. The marginal cost of the funds which 

the Bank is itself raising in the market is appreciably higher, say of the 

order of 8 per cent or even more according to the source from which we borrow 

and the type of borrowing. 

Clearly we would not be lending at 7-1/4 per cent if our object were 

merely to maximize our profits. We do, in fact, make substantial profits 

they are 25 per cent higher this year than in the year before but that is 

not the object for which the member governments agreed to set up the Bank. 

It was to provide long-term development capital to developing countries on 

terms which they could afford to meet. 

At this point it would be relevant to say something about the second 

member of the World Bank Group, the International Development Association. 

This is an affiliate of the Bank which was set up on an American initiative in 

1960. Its purpose is to meet the needs -- or some of the needs -- for develop

ment capital of those countries which are too poor, or whose balance of payments 

is too weak, to enable them to meet the debt service of loans even on the slightly 

concessional terms which the World Bank can offer 7-1/4 per cent (at present) 

repayable over 20 to 25 years with a grace period of, say, 4 or 5 years. By 

contrast, I.D.A. makes credits repayable over 50 years with a grace period of 

10 years, with no interest other than a service charge of 3/4 of 1 per cent. 

Otherwise the purposes for which the two institutions lend and their 

structure and organization are the same. They have the sam~ President, the 

same staff and the same Board of Directors. They both finance projects of 

high priority in virtually every sector of economic activity -- agriculture, 
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education, industry, ports, power, railways , roads, telecommunications and 

water supply. 

It will, however, be obvious that a body such as I.D.A., which makes 

credits on such highly concessional terms, equivalent in effect to a grant of 

$80 in every $100 which it lends, cannot hope to finance itself by borrowing 

in the capital markets of the world. It needs subscriptions from governments 

which are themselves very close to grants. 

I.D.A. was set up with initial subscriptions of $1 billion, $750 

million of which came from the advanced countries, and $250 million from the 

poorer countries. But, in their case, 10 per cent only was payable in the 

form of convertible currency, the remaining 90 per cent being released as and 

when they become strong enough to do so. Since the initial subscriptions, 

there have been two further additions to I.D.A.'s resources which we called 

the First and Second Replenishments, amounting to $750 millions and $1,200 

millions respectively, or $250 million a year and $400 million a year, each 

for three years. These came entirely from the richer countries. 

This summer we completed negotiations between governments for a 

Third Replenishment, again for three years,. but this time at twice the level, 

namely $800 million a year. This has still to be approved by Parliaments but 

we hope that it will become effective by July 1st of next year. 

I have given you a very quick sketch of the capital structure and 

purpose of the two main organizations of the World Bank Group. There is also 

a third called the International Finance Corporation which exists to foster 

investment in the private sector in developing countries. 

Let me now tell you briefly what the present scale of our operations 

is and how we see them developing over the next few years. 
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When Mr. McNamara became President of the Wo r ld Bank Group in 1968, 

one of his first actions was to formulate a pfive-year program to cover the 

lending and fund raising operations of the Group over the next five years and 

the recruitment of the necessary staff. He went for a big expansion and planned 

for a doubling of the Group's lending activities in the fiscal years 1969-73, 

compared with the previous five years 1964-68. At the time it seemed a bold 

deci sion. Now, after the first two fiscal years of the five have been completed, 

it seems well within reach. At Copenhagen, a few weeks ago, he was able to 

report that total loans, credits, and investments of the Group in fiscal year 

1970 amounted to $2.3 billions, compared to $1.8 billions in 1969, and $1 billion 

in 1968. At the same time our fund raising operations had kept pace with our 

lending activities, so that the Bank's cash and liquid securities stood at 
) 

$2.1 billions, $250 million higher than at the end of fiscal year 1969 and 

$700 million higher than at the end of 1968. Net income at $213 million was at 

a record level. 

If the five-year target for 1969-73 is achieved, the World Bank Group 

will have lent in that period a total of well over $12 billion, which together 

with local financing provided by the borrowers, will have made possible develop- . 

ment projects, all of high priority, costing in the aggregate $30 billion. This 

compares with total Bank Group loans and credits of $13-1/2 billion approximately 
J 

in the first 23 years of its existence. 

We have also been taking steps to broaden the scope of our activities 

not simply to lend more and more but to make our contribution to development 

better and better. The loans must be sound but the purpose must keep pace with 
~ 

the needs of developing countries as they change. In the past few years there 

has been a great expansion first in our lending for agriculture, then in our 

lending for education. In 1969 and 1970, agricultural projects for those two 

years alone were equal to half the number in all the previous years of Bank 
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lending taken together. Similarly, lending for education in those two years 

was greater in amount than in all the previous years of the Bank's history 

taken together. 

This is a trend in the Bank's lending policies which, on every ground, 

should surely be welcomed. In the early post-war years development programs 

placed too much emphasis on large scale industrial projects, and not enough on 

what must, after all, provide the essential foundation for development -- an 

adequate domestic food supply and at least the bare minimum of training of the 

working population. Those two needs must surely come right at the top of the 

list of priorities which go to make up a creditworthy borrower. 

The geographical scope of the Bank's lending has also been broadened. 

Many more small and very poor countries are getting assistance for their develop-

ment than in the past. The Bank is determined also to widen the scope of its 

services to find new ways to help the poorer countries to do things which they 

cannot do for themselves, for example, to develop and apply adequate programs 

of population planning. 

I have given you necessarily a rather broad summary of what the World 

Bank Group is trying to do. I should like now to turn to the larger questions 

which I mentioned at the outset. Are the developing countries making progress? 

Are they making progress fast enough? What more should we do to help them? 

There has been a widespread feeling in the last year or so that we 
J 

have come to a critical point in the business of aid. The First Development 

Decade is over. What are the prospects for the Second? Will there even be a 

Second in any real sense of the term? I believe there will. But what are the 

successes of the First and what are the failures? 

The Pearson Report estimated that in the past ten years developing 

countries as a group had reached an average rate of growth in gross national 

product of about 5 per cent a year. When these things happen, we are apt to 

take them for granted. Surely that was a very remarkable achievement. I doubt 
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whether anyone would have bet much money on its happening when the First Develop

ment Decade started. It is, after all, a rate of growth substantially higher 

than that which the countries that are now industrialized achieved during a 

similar period of their own development. 

Since the figure of 5 per cent is an average, it follows that many 

co?ntries did better. The report of the Pearson Commission noted 19 countries 

whose G.N.P. grew by more than 6 per cent a year in the period 1960-67 -- countries 

of very different sizes and with .very different backgrounds both of race and climate. 

The latest estimates are even more encouraging. The Chairman of the 

Development Assistance Committee of the O.E.C.D., in his Annual Report to be 

published shortly, states that according to the latest available data, the 

global growth rate of the developing countries in 1969 probably exceeded the 

figure of 6 per cent. In other words, the global average is now estimated to be 

1 per cent higher than the figure given in the Pearson Report. 

I am not suggesting that growth in G.N.P. is of itself a satisfactory 

test of development. There is much more to it than that. But it is a necessary 

condition, even if it is not a sufficient condition. 

Much more is needed for real progress -- better standards of health, 

better opportunities for education, a better balance between the towns and the 

country, less inequality in the distribution of income, some advance towards a 

higher level of employment, above all a determined attack on the really frightening 

problem of over-population. 

The growth in population at the present time, as you know, is nulli

fying a large part of the benefits of the growth in national output. The 6 per 

cent growth in G.N.P. overall, becomes only a 3.5 per cent growth in income per 

head. And it will get worse in the future. 
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What is particularly disturbing is that it will get worse even if we 

are as successful as we can expect to be in finding a solution. For example, 

if the developed countries by the year 2,000 can reduce the size of family to 

two children per couple and if the developing countries reach the same goal 

50 years later in 2,050, then even so, the population will continue to increase 

for another 70 years before it stabilizes and, when it does so, 150 years from 
~ 

now, it will have rf ached a level of 15 billion people. There is a danger that 

when we are faced with problems of that scale, we may feel that they are alto-

gether too vast, too long-term, too unpredictable to do anything about them, but 

if governments do not do anything about this problem of population, obviously 

the situation will be even worse than is suggested by the figures that I have 

just given you. 

Coupled with the problem of population is the equally urgent, perhaps 

even more urgent and critical problem of unemployment in the cities. We see 

today the equivalent of some 20 per cent of the entire male labour force of 

the developing world already une~ployed. 

To deal with this problem of unemployment changes may be ·needed in 

the policies of the developing countries themselves (for example, towards the 

use of more labour-intensive methods of production). But to solve the problem 

will also require a really substantial increase in the rate of growth. Many 

economists believe that unless we can achieve more than the Pearson target of 

6 per cent -- say, 7 per cent or even 8 per cent -- we shall not achieve a 

partial solution of the problem, we shall make no impact on it at all that, 

in other words, there is a critical rate of growth which marks a kind of water-

shed on one side of which lies some approach to a tolerable level of employment, 

on the other almost complete failure. 

The growth of population and the terribly high level of unemployment 

in developing countries are, perhaps, the most serious problems which they face 
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but they are by no means the only problems. There is widespread malnutrition. 

At l eas t one t hird to one half of the world's population, according to the F.A.O., 

s uffer from hunger or inadequate nutrition. Infant mortality is high, four 

times as high in the developing countries as in the developed countries. Life 

expectancy is low, little more than two-thirds of what it is in the west and in 

some of th~ African countries only one half. Illiteracy is widespread, 800 million 

in total. Furthermore, this is a growing problem since the figure is 100 million 

higher than it was 20 years ago. 

The developing countries, faced with all these handicaps and difficulties, 

see, at the same time, the gap between their level of income and that of the rich 

nations growing rather than narrowing. Even today there is the contrast between 

the United States with an average income per head of $4,000 and the poorest 

countries with incomes of less than $100 per head. The estimates are that unless 

urgent steps are taken this gap is going to go on growing throughout the rest of 

this century and that by the year 2,000, income per head in the United States at 

constant prices may be approximately $10,000 while in Brazil it will only be 

$500 and in India $200. 

Those, in bare outline, are some of the problems. What are the solutions? 

The main responsibility for raising living standards in the poorer 

countries has always been that of the developing countries themselves (in the last 

decade, they have financed ~orne 85 per cent of their total investment), and this 

will continue to be true in the future. But developed countries can do much more 

also. 

Secondly, provided that the developing countries themselves create the rv 
proper conditions of confidence to attract foreign capital, we can expect an 

increasing flow of private investment and this will certainly do a great deal to 

help them to develop since it carried with it not only capital but resources of 
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technology, management, and know-how which are extremely important. 

Private investment alone, however, certainly cannot do the whole job. 

In the first place it naturally tends to go to those countries where the yield 

is highest and those are not likely to be the poorest countries unless there 

is some new discovery of minerals or of oil which suddenly transforms their 

economic prospects. Secondly, private investment provides finance on relatively 

hard terms and cannot., therefore, be used to finance the whole of a country's 

development. What is needed is a proper relationship between public aid and 

private investment. 

They are essentially complementary to one another and the developing 

countries need both~ In real terms they need the infras~ructure of public 

utilities, housing and transport, which clearly cannot be financed by private 

investment. But they also need to be able to borrow substantial amounts of 

capital on sufficiently lenient terms to enable them to meet the resulting 

debt service. I shall have more to say about that in a moment. 

If the developing countries are to achieve a satisfactory rate of 

growth and to solve some of these problems that confront them, there must be 

an increase in the level of aid. The Pearson Report set some targets which 

would be regarded by many as modest in terms of what is needed, and by others 

as optimistic in terms of what is likely to be forthcoming. 

He suggested that in addition to the U.N. target already set of 1 per 

cent of G.N.P., which includes private capital, there should be a second target 

of 0.70 per cent of G.N.P., or 70 cents in every hundred dollars for official 

development assistance, which means aid on concessional terms, aid with a large 

grant element, or, as I should prefer to say, aid which really deserves to be 

called aid. And he suggested that the percentage of the total going through 

multilateral channels should be increased from 10 per cent to 20 per cent. 
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But the second condition, which is equally important, is that the terms 

of aid should be improved. Grace periods and maturities should be longer, rates 

of interest should be lower. Pearson suggested loans with maturities of 25 to 

40 years with a grace period of from 7 to 10 years and a rate of interest of not 

more than 2 per cent. 

The precise figures are not, perhaps, important. What matters is that 

we should stop shutting our eyes to the fact that we cannot provide the develop

ing countries with capital on a scale even approaching what is needed unless the 

terms on which we lend are much softer than they are at present. 

At the _ present time with rates of interest as high as they are and 

with much of the debt that is being contracted taking the form of relatively short

term suppliers credits, debt service is growing at least as fast as the total public 

debt outstanding and much faster than foreign exchange earnings. Debt service is, 

in fact, absorbing a growing proportion of new lending so that it will not be long 

before the developing countries reach a point where they are expected to pay more 

in debt service than they are borrowing. This is the situation which the economists 

call a negative net transfer of resources. I am not suggesting that it should never 

be reached. There comes a stage in the development of a country where its rate of 

growth, its level of savings, and the strength of its balance of payments is such 

that it can afford to meet without further borrowing not only its expenditure on 

imports but also both the interest and amortization of its debt. Few if any of 

the developing countries have already r~ched this stage. For the great number 

of them it is still a long way off. At the present time, therefore, we see a 

situation in which the total public debt outstanding and the debt service of the 

developing countries is doubling every 5 years. In the meantime, their foreign 

exchange earnings are growing at little more than one third of that rate. It 

is not difficult to see where this will lead us unless we do something about it. 
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There are bound to be repeated debt crises in one country after another which 

will make the rescheduling of debt inevitable . 

Mr. Chairman, I am conscious that in this short talk I have been 

covering ground which is familiar to most of you, and have not said anything 

very new. What is the conclusion to which it leads? 

I think that what impresses me most at the present time is the way in 

which, while the difficulties and problems are growing, the will to solve them 

seems to be weakening, at any rate for the time being. And that is not true just 

in one country. But it is certainly true here in the United States, still the 

largest giver of aid in absolute terms though not in proportion to its size and 

wealth. 

I have taken part in a number of discussions recently on development 

problems and in all of them I have been told that it is simply not realistic to 

expect any increase in United States aid in the near future. Rather the contrary. 
~ 

I have tried this evening to sketch out some of the problems, problems 

which I think it is no exaggeration to say are truly appalling, which will face 

us over the next ten, twenty, or thirty years and will require the most strenuous 

efforts to solve them. Is it unrealistic to believe that in the end the effort 

that is needed will be made? Politics is said to be the art of the possible. 

But is it not equally true that the task of political leadership is to transform 

the scale of what is possible. 

Asif an Englishman, I think of Winston Churchill telling us in 1940 that 

the war could be won and that Germany could be defeated. No one who knew the 

facts at the time found it easy to believe that that was true. But in the end 

and with your help it came true. Can we not hope that what we achieved in war 

we can also achieve for the sake of peace? I believe that we should hope that 

in these coming years there will emerge the leadership and the political will 

in all our countries which will make possible what now seems impossible. 
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IS AID A FAILURE 

1. Purpose: 

Eugene Black has remarked that aid is one of those areas 

"where institutions develop a rationale for what they are doing only 

after having done it for awhile." 

Origins: Special relationsh{p of former colonial links; acts of 

charity to "win friends", and strategic considerations have given way 

to economic considerations. These in turn are currently being supple-

mented by a view of the world as a global conununity: i.e., "No man 

is an island •••• " 

2. Development assistance attempts to redress the imbalances between 

capital exporting and capital j~porting nations. Purpose is to assist 

nations create the conditions for self-sustaining economic growth, and 

to improve the quality of life for the 2 billion people who live in 

poverty. Balanced economic interdependence can help ease the propen-

sity for violence as a means of settling disputes. Rich nations 

recognized this in creating the OECD of which DAC is a natural extension. 

Development assistance has become, by and large, a distinct area 

of public polic~ in more advanced countries. There is a growing con-

census, exemplified in the Pearson report . and the words · of President 

Nixon that each capital-e~porting nation should, as a matter of sound 

policy, put a certain percentage of its resources into foreign aid. 

This has been accompanied by the general acceptance by developing 

nations that economic planning is an integral part of domestic affairs. 
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3. Economic Gap: Persistent and growing wider. 

(a) Gross National Product -- In developing nations, the rate of 

growth ·has been between 5% and 6%. In the DAC countries, 

gross national products grow by almost $70 billion. annually, 

or two-thirds the entire income of Latin America. What the 

United States adds to its GNP yearly equals the entire GNP 

of India or Africa, approximately $40 billion. · 

(b) Per Capita Income Rich nations have an average income of 

$2,200 per person annually, ten times the per capita income 

in developing nations. The rate of increase during the 1960s 

was slightly over 10% in developing nations, 25% in DAC 

countries. Transformed into human deficiencies, these figures 

are staggering. 

(1) nutrition: a third to a half of world's population 

(2) health: 

is suffering from hunger and malnutrition; 

less developed countries are spending 

$4 billion yearly on food imports in late 60s; 

high infant mortality; 110 per 1,000 in 

developing world as a whole, compared with 

27 per 1,000 in developed; endemic diseases 

common, while less developed countries average 

27 doctors per 100,000 population, compared 

~ith 134· per 100,000 in developed world; 

(3) education: 800 million illiterates in less developed coun

tries; meanwhile about 40% of their total popula

tion is under 15 years of age; 
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(4) employment: about 20% of adult males are unemployed 
\ 

in less developed countries; problem 

especially bad in cities, whose rate of 

growth of urban population about twice . 

that of urban jobs; the urban population 

of developing nations was 70 million in 

1920o By 1960 it had increased almost 

fivefold to 310,000,000 and is expected 

to reach 1.4 billion by the end of the 

century. 

Population growth rate of over 3% per annum in less developed nations 

threatens to erode any real increase in national income as it absorbs 

roughly half of their average annual rate of economic growth. If popula-

tion continues to grow at pres ent rate, it will result in a doubling of 

the world's population in 25 years. This problem is compounded by 

the lack of technical skills, now recognized to be an important 

factor in economic growth. The need for trained personnel is exacerbated 

by a disturbing emigration of skilled persons to more prosperous nations. 

100,000 foreign engineers have settled in the United States alone, and 

more are now leaving the nations of Africa and Asia for Europe. One look 

at any large urban American hospital reflects the large number, perhaps 

30%, of the medical doctors from the Philippines, Iran, Turkey," Pakistan 

and Central America who come to the United States. Similar figures are 

now true for Europe. 

External Debt: Now approaching $55 billion, it continues to increase 

over $3 billion annually. Merely servicing these debts is a costly burden, 

requiring an outlay of $4 billion annually in hard currencies o t1exico alone 
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spends over $27 million for this purpose or about one-fifth' of her ex-
l 
\ ports of goods and non~factor services. To simply reschedule these 

debts would not be healthy, since further investment would be discouraged. 

4. What Is Being Done: 

Fifteen years ago, development assistance to less developed nations was 

of marginal importance; since that time it has made enormous strides. The 

flow of public loans and grants for development assistance increased about 12% 

yearly throughout the . firs_t half of the 1960s. It has remained relatively 

static for the past fe~\F years, now totaling_, approximately $7 billion 

annually. Of this amount, 30% is channeled through multilateral lending 

agencies, such as the World Bank, the Inter-American Development Bank. 

Bilateral aid donors work increasingly through consortia and consulta-

ti.ve groups. Last year, the World Bank participated in 18 such jo:Lnt 

efforts. In 1969,$13.3 billion flowed from DAC members to the less 

developed world. Six billion dollars of this amount was private. 

Official development assistance is required to fill the gap where 

private -investment capital is missing; this applies especially to 

infra&tructure development. 

Total official disbursements represented less than one-half per 

cent of the Group's gross national product; 59% of the official commit-

ments were grants. Interest rates on public loans averaged 3.5%. But 

the terms of aid are herdening. The World Bank cannot raise sufficient 

money on the world capital markets without charging 7~% interest, up 

from 5-3/4% six years ago. United States bilateral aid rates have gone 

from less than one per cent in 1961 to almost 5% today. Meanwhile the 

grant element as per cent . of total co~~itments has decreased in all donor 

countries, dropping from over 80% in 1964 to about 70% today. This trend 

is taking place at a time when the need is greatest. 
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Clearly then, the real burden falls on these nations themselves • . The 

best we can do is offer our knowledge, skills, capital and experience. 

5. Development assis.tance from abroad, however, accounts for only 15% 

of these nations' total investments. To continue at this rate over $20 bil-

__ _ l_io~ will be neede& by 1975. Aid funds contribute about 20% of the capital 

formation in less developed nations whose GNP is growing at a rate of 

5-6% yearly. __ 

The World Bank __ Group bas evolved to meet the _ne.eds. of less developed 

nations. In recent years, the emphasis has shifted to agriculture and 

education. Agricultural projects now receive over $412 million in loans 

and credits, a sharp increase in the $124 million yearly average between 

1964 and 1968. Educational · l~~d~iig has al~~~t. tripl~d from its 1~§~~_196_8 . 
. . ~ ... 

average, from $31 million to ab9ut $80 mill_~~~ in 1970. _Lending for industry 

doubled from an average of $141 million yearly between 1964 and 1968 to 

$293 million in 1970. Expansion of agro-industries holds great promise. 

The consumption of commercial fertilizers in less developed nations 

reached 10 million tons last year, with a threefold increase expected 

by the end of the decade. Much of this is being produced domestically. 

The World Bank's interest in population studies led to the first 

family planning•loan of $2 million to Jamaica last year. Tunisia. is now 

negotiating for similar assistance. 

Recognizing the importance of balanced urban development, the Bank 

is now examining the problems of growth faced by Bombay, India, whose 

population may double in fifteen years. 

6. Aid promotes economic development only if accompanied by adequate 

domestic policies which redress the imbalances in income distribution. 

In India, 12% of the population owns 50% of the land. In Brazil, 10% 
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of the populat-ion controls _75% of that nation's wealth. Tax reform and 

increased savings required if . the majority of citizens are to prosper. 

7. The average rate of investment in less developed nations has represented 

about 187. of GNP for the past decade. During this _period the savings rate 

has remained constant at 16%. 

8. Trade shows marked improvement. It has increased at a ·rate of 9% 

-annually, somewhat below the 15% yearly i ·ncrease registered by the 

rich nations. A number of barriers hinder further -expansion. Tariffs, 

which could increase under the proposed u.s. trade bill, are imposed on 

light manufactured goods -- shoes, textiles. Quotas and artificial sell

ing prices restrict export of chemicals and minerals. 

While_ the U.S. faces ~ commercial challenge w!th Japan, that nation 

must now compete with the growing exports of Korea, China and Singapore. 

Attitudes toward trade must change in the coming years. The recent 

negotiations in Tehran between the oil producing nations and the western 

petroleum companies clearly show that the organization of _world trade will 

no longer remain exclusively in the hands of the rich nations. _ Patterns 

of trade and consumption may consequently have to be analyzed by exporter 

and importer alike, to determine which products are more valuable as ex

port items and which ones should be produced for domestic consumption. 

This could avoid costly trade lvars and "dumping" practices that could only 

ha1:m everyone. Development assistance agencies can be of great help in 

this matter -by sharing their data, knowledge and experience. 
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. Private sector will continue .to be the main source of\ funds for 
l 
1 productive. private enterprise. The International Finance Corporation, 

an arm of the World Bank Group, is playing an increasingly active role 

as a catalyst in drawing together the money and management whfch can 

usefully supplement the activities of the IBRD. To this end, the IFC 

last year succeeded in mobilizing $493 million for investment in pri-

vate commercial ventures. Of this amount, $111.8 million was invested 

directly from the IFC portfolio, earning an average of 9 .0.8 p_er cent 

per annum. 

9. Development figures mean little if the quality of life is not 

improved. Increased food consumption must be accompanied by balanced 

nutrition. Education must be followed by employment opportuniti2s, 

and industria l deve lopment must not pollute. 

10. A crucia l dimension of aid is providing technical assistance so · 

that the momentum of development is maintained. This training occurs 

while a project is carried out. It provides the administrative, 

engineering, construction and legal experience which is indispensable 

if development is to succeed. 

The results are not always immediate, nor should they beo Balanced 

economic growth requires time during which a number of stimulants and 

restraints can take effect. Development assistance should be provided to 

those projects for which concessional terms are in the best interest of all. 
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Included in this category are funds -to provide adequate foreign 

exchange ~o that a nation's balance of p~yments deficit does not com

pletely offset domestic economic fmprovements; funds, such as the 

estimated $650 million needed ~o import fertilizer, to supplement_ a 

specific sector o_f ~evelopme~t which is progressing well; funds for 

roads and utilities which ·assist in bringing new products and -ser

vices _to th~ marketplace. 

Capital is needed, but only if it is loaned on proper terms and 

invested in worthwhile -ventures. - Little if anything is accomplished 

by providing a high interest loan for a project that will produce 

obsolete goods. · 

Even a good project, like an electric · power station, can be detri

mental if the revenue earned from subscribers is exceeded by the runount 

_ required _for debt -service payments. Conversely, a low interest loan 

is worthless if it only aggravates a weak economic sector. Promoting 

a single crop or mineral, e.g. rubber, coffee, for export is of little 

value if a large surplus exists or if the price fluctuates excessively. 

An appropriate loan, credit or investment acts as a catalyst in 

generating self-sustaining growth. Ideally, it promotes development 

in a number of related industries. A railroad from a seaport to a 

mine, which runs through timberland and alongside crops, provides an 

income for farmers, longshoremen, lumberjacks and miners which far 

exceeds the original investment. 
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11. Ecological factors will play a growing part in each project ap-

praisal. ·. Controversy over such celebrated projects as the Aswan Dam 
\ . 

\ will erupt periodically, and calls for further evaluation of each 

recipient's peculiar needs are becoming an integral part of any develop-

ment agency's affairs. Interest in preserving the environment is spread-

ing from the rich to the poor nations. 

12. Interest-free credits from the Bank's affiliate, the International 

Development Association, now supplement ~he development assistance pro-

gram at a level of oyer $600 million annually. Since 1961 IDA has made nearly 

250 credits to 56 countries around the world. The projects supported 

by IDA funds have ranged from flood protection in Asia to 'vater supply 

systems in Latin America and road improvement in Africa. · IDA has also 

assisted in the construction and expansion of over 700 secondary and 

teacher training schools and agricultural .colleges, increasing enroll·· 

ment by over 200,000. 

IDA is in the process of replenishing its funds which come from 

contributions of its 18 richer member nations, and Switzerland. The 

United States has agreed, pending necessary legislative action, to 

provide $320 million annually for three years to help meet the total 

sum of $2.4 billion. For the first time, three relatively poor coun-

tries, Spain, Ireland and Yugoslavia, will be contributing to an IDA · 

replenishment. 

At the beginning of this new development decade, a number of coun-

tries are on the threshold of controlling their economic destinies. These 

graduates of development assistance programs, such as Korea; China, Yugo-

slavia and Japan,are now actively assisting others. California's neighbor 

to the south, Mexico, has by all standards of performance, made remarkable 
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progress. She has achieved a 7% growth rate without excessive inflation 

for the past 15 years. Her per capita income has doubled in the past ten 

years, while inflation has averaged 3.2%. 

In order to determine whether development assistance has succeeded 

or failed, one must ask what the economic state of the world would· be 

if there had never been a public economic aid program. 
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Mr. Chairman, Gentlemen: 

May I first of all thank Mr. Koyama, Mr. Segawa, 

for their kind words of welcome and introduction. ·I should like to say how 

pleased I am to come here today to speak tp this distinguished audience which 

~ so fully representative of the business and financial community of Tokyo. 

This is certainly a very suitable moment for me to talk to you when 

we are on the eve of the World Bank's first public issue in the Japanese bond 

market. This is a turning point in the relations between Japan and the World 

Bank. Let us hope that it will be followed by many such security issues in the 

future. 

I know I do not need to remind any of you that for the first four

teen years after Japan joined the Bank in 1952 it borrowed substantial amounts 

from the Bank. Indeed, the total $863 million still makes Japan the fourth 

largest of all the Bank's borrowers. It gives us in the Bank considerable satis

faction .to have contributed to the financing of such outstanding achievements as 

the high-speed Tokkaido Railway and the Tokyo-Osaka Expressway, as well as to 

have been associated throug~ the Japan Development Bank with such internationally

known industrial giants as Yawata, Kawasaki, an4 Sumitomd. 

In 1966, Japan's borrowing from the Bank ended, and now Japan is 

rapidly reducing its net debt to the Bank. Indeed late in 1969, J~an bought 

back $162 million of its debt to the Bank. Early in 1970, the Bank was able to 

place substantial five-year issues with the Bank of Japan, and today t~ese issues 

total $400 million. 

Thus Japan, formerly one of our largest borrowers, .has become an 

important lender to the Bank. It was partly for this reason that we decided, 

late in 1970, to open an office in Tokyo. We were lucky to secure as its first 
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Director, Mr. Soejima, who is well known to you all. 

Japan's growing influence in our affairs has been shown in another 

way. Early this year a substantial increase took place in Japan's relative 

voting power on the Bank Board. This came about as a result of a substantial 

upward revision, in line with the growth of the Japanese economy, of Japan's 

IMF quota and World Bank subscription. This enabled Japan, for the first time, 

to nominate its own Executive Director to the Bank Group's Board (joining only 

five other countries in that position). 

This evolution reflects, of course, the phenomenal success of Japan's 

economic growth, begun little more than a century ago and accelerated so dramati

cally to a rate of more than 10% annually in the last decade. I am told that, if 

continued, this growth will ·carry living standards in Japan, already comparable 

with those in Western Europe, above those even in the United States in less than 

another 20 years. 

One of the implications of this tremendous achievement, of course, 

is that Japanese living standards are increasing very much more rapidly than 

those of most of her neighbors. During most of the sixties, developing countries 

as a group attained an average rate of growth in gross national product of about 

5% annually. They thus not only reached the target set for the decade, they also 

substantially surpassed the growth performance achieved by most of the industrialized 

countries during the period of their economic take-off. In 1969, the overall average 

growth rate of the developing countries exceeded 6%. For the decade as a whole, 

there were no less than 19 developing countries which achieved .a rate of growth of 

GNP in excess of 6% annually. 

But despite this creditable performance, no developing country (except 

those few small countries blessed with large mineral resources) attained Japan's 
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growth rate, so that the gap between Japan and the developing world continued 

to widen at a rapid rate. This has implications for Japan to which I wish to 

return in a moment. 

Before I do that, I want to remind you not of the relative position 
l. 

of developing countries but of their absolute condition. We have to consider 

the fact that there are today some 800 million totally illiterate people in 

less developed countries, and that approximately half their population is 

seriously malnourished. We have to remember that, despite the growth which 

has been achieved, many of the problems of the developing countries are actually 

getting worse, . principally because of the high rate of population growth in most 

developing countries. Thus the number of illiterate people is probably 100 million 

~ today, in 1971, than it was 20 years ago. Even optimistic projections place 

the population of Asia by the year 2000 at approximately 3-1/2 billion -- the 

present population of the whole world. And even on optimistic assumptions it 

may be as much as one hundred and fifty years before the size of the world's 

population can be stabilized and by then it may have reached as much as 15 billion, 

five times its present level. Can anyone doubt the enormous problems this will 

create unless urgent measures to accelerate. development throughout the world and 

particularly in Asia are taken at once? 

Hand in hand with this problem of the growth of population goes 

another, equally serious and pressing, the ever-rising level of unemployment in 

the cities. However hard we try to reduce the birth rate, and however successful 

we may be it will be many years before the results· are seen in falling unemployment 

- not before the end of this century. This is because most of those who will enter 

the ranks of the unemployed before that time have already been born. 

What does all this mean for Japan? There are various reasons why 

Japan should be prepared to play a leading part in assisting economic development. 

One surely is that Japan has a moral obligation to help that part of humanity which 
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is still living in abject poverty. ·r mention this moral obligation first simply 

because I believe that Japan, probably more than any other industrial society, 

thinks in these terms. The memory of Japan's own poverty only 100 years ago, 

the memory of the suffering and misery of the Japanese people in the two decades 

from 1930 to 1950, and the still unfulfilled requirements of the Japanese people 

for a more adequate economic and social environment, all lead most Japanese to 

this view. 

But in addition to this, there is surely no country in the world which 

has a more direct interest in the development of the now-underdeveloped parts of 

the world than does Japan. The countries of Asia in particular -- where most of 

the people in the developing world live, and where the scope for improvement in 

living standards is so enormous -- are already major markets for Japanese exports 

and can only become better customers as they develop further. 

These same countries are also important suppliers of raw materials 

for Japanese industries -- oil, iron ore, rubber, and tin are only a few of 

many commodities which Japan imports in la~ge quantities from developing countries. 

Japan, therefore, has a vital interest in the political stability of these countries. 

While development is certainly no guarantee of that stability, there is today little 

chance of ensuring stability without development. 

As you know, some 10% of Japan's gross national product is earned by 

export sales, but I'm sure you would agree that your economy is much more heavily 

dependent on international trade than that figure would indicate, because of your 

need to import virtually all your requirements of most industrial raw materials. 
/ 

For this reason, Japan's relationships with other . countries --including the 

developing countries, which account for more than 40% of Japan's total trade 

are of critical importance to her future. Men being what th~y are, there can be 

little doubt that Japan's relations with developing countries, at least those in 

Asia, can only be harmed by a continued rapid deterioration in the relative economic 



- 5 -

position of these countries. 

I know, of course, that Japan is already assisting the economic growth 

of developing countries in substantial ways. A little over a year ago, I attended 

a conference at Colombia University in New York, organized to discuss the con

clusions of the Commission on International Development, on which Japan was 

represented by a distinguished economist, Dr. Okita. I was struck at that time 

by the preoccupation of East Asian delegates to that conference with the effect of 

Japanese policies on their growth. Other delegates were concerned about a wide 

range of issues, but for those from the countries of East Asia the most relevant 

questions concerned Japanese trade policy, Japanese foreign investment policy, 

and Japanese aid policy. To judge from the experience of the developing countries 

which have felt the impact of Japanese . growth most directly -- Korea and Taiwan -

this interest was well placed. Over a century and a half ago, at the time of the 

wars with Napoleon, a famous English statesman said "England has saved herself by 

her exertions and will, I trust, save Europe by her example". Those words, with 

very little change, can, I suggest, be applied to Japan's place in the world today. 

By her own exertions she has rebuilt her economic life in a manner which truly 

deserves the sometimes over-worked term "miracle". By her example she will show 

to all the developing countries,and particularly to those of Asia, what ·can be 

achieved by intelligence, by sound planning and by hard work. 

Among major developed countries, none has increased its financial 

contribution to the developing world more rapidly than Japan has done over the 

last five or ten years. As recently as 1964, net disbursements (official and 

private) by Japan to developing countries totalled only $290 million. By 1969, 

this had increased to $1,263 million and I understand that now the total flow is 

at an annual rate approaching $2000 million. From being only one among a number 

of medium-size contributors, Japan is now second only to the United States in the 
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volume of capital it provides to developing countries. If Japan makes good its 

commitment to increase its total aid to 1% of GNP -- and I understand that you 

reached 0.93% in 1970 -- it may not be long before you are the largest provider 

of capital to developing countries. 

At this stage a rather modest proportion of the total capital provided 

by Japan qualified as "official development assistance", that is to say conces-

sional funds with a strong development orientation. Indeed preliminary figures 

suggest that between 1969 and 1970, when the total resources provided by Japan 

to developing countries increased by 44%, official development assistance in-

creased by only 5%, and in 1970 amounted to only 0.23% of Japan's gross national 

product, well short of the 0. 70% suggested by the Pe·arson Commission and the United 

Nations for the Second Development Decade. The balance consisted primarily of 

capital made available on commercial terms, especially direct investment, export 

credits, and bond issues at market rates. Because of this, and because even Japan's 

official development assistance has been on somewhat harder terms than those of most 

other OECD countries, the terms of the overall flow of capital from Japan to developing 

countries have been quite hard. 

But I know that Japan has been taking steps to increase the conce~sional 

component in its total aid, and this is surely to be welcomed • . Over the last few 

months, the World Bank staff has been at work preparing a detailed study of the 

external debt prospects of developing countries. This would not be the time or 

the place to try to set out the findings of that study. One thing, however, is 

very clear. If we are to avoid in the future a growing series of debt crises, we 

shall need to give the developing countries much larger amounts of capital on soft 

terms, containing. that is, a large element of grant. 



- 7 -

Most Japanese aid, like that of most other countries, is provided 

bilaterally. I fully appreciate the reasons for this of course. But it will 

not surprise you when I say that I believe there are some very important 

advantages in channelling aid through multilateral organizations. It is to 

this theme that I want to address myself in the time that remains this mo~ning. 

As I see it, there are two principal advantages of channelling aid 

through multilateral lending institutions. The first is a political advantage. 

This may sound surprising. In the past people have often thought of bilateral 

aid as a means of gaining political advantage for the donor. There may still 

be some short-term political advantages to be gained by providing aid in that 

way. But I think there is everywhere a growing awareness that, if a donor uses 

aid to try "to win fr.l;ends and influence people", he very often finds he has 

succeeded only in generating antagonism -- and the larger and more "visible" 

the donor, the greater is that risk. With multilateral aid the situation is 

very different. Multilateral organizations clearly have no political ax of their 

own to grind, and representatives of the recipient countries play their part in 

decisions on how the available aid will be spent. Hence the political risks of 

bilateral aid are avoided. 

Multilateral organizations have another important advantage. Just 

because they are governed. by the representatives of many nations, and staffed 

by people from every race and professional background, they are well placed to 

keep a close watch on the performance of recipient countries, and to suggest ways 

in which this can be improved. Advice on fiscal or monetary policy, on exchange 

rate policy, on industrial protection, on the pricing of power or water -- such 

advice is never unambiguously welcome from any outsider. But it tends to be much 

more welcome when the outsider is an international organization, clearly interested 

in the ec·onomic development of the country concerned, than when it comes from a 

foreign government, which may not be regarded as wholly disinterested. As a result, 
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resources provided by international lending organizations tend to be used more 

efficiently than those from bilateral agencies. 

The World Bank Group is not, of course, the only international lending 

agency. ) Over the last decade, several regional banks have also been set up 

including the newly-established Asian Development Bank, headed by Japan's 

Dr. Watanabe. The largest of these, the Inter-American Development Bank, made 

commitments totalling $644 .million in 1970, while the next largest, the Asian 

Development Bank, made commitments of $245 million that year. These regional 

banks are already making a valuable contribution to the development of their 

regions, and the World Bank works closely with them whenever possible. 

But, with commitments of about .$2.4 billion this 'fiscal year, the 

World Bank is still the largest of the international lending agencies, and has 

a history of operations extending back to 1946. The Bank's subscribed capital 

of almost $24 biflion is held by 115 member countries. It is paid-in to the 

extent of 10% only, and the uncalled 90% constitutes a joint and several guarantee 

·by all thecmembers which can be called upon to enable the Bank to meet its obli

gations. This enables the Bank to borrow resources in the capital markets of the 

world at highly competitive rates and relend these funds to developing countries 

at rates which they could not possibly hope to equal in the bond market on their 

own credit standing alone. In the last five years, the Bank has borrowed $4.8 billion 

gross ($2.6 billion net], $1.5 billion in dollar-denominated two-year issues taken 

up by Central Banks, $1.4 billion in the U.S., $1.2 billion in Ger~any [including 

Bundesbank issues], $400 million from the Bank of Japan, and smaller amounts in 

Austria, Canada, Kuwait, Libya, the Netherlands, Saudi Arab~a, and Switzerland. 

But the terms of Bank loans are too onerous for some developing countries. 

They must lo.ok to ·a second member of the World Bank Group, the International 

Development Association. This is an affiliate of the Bank which was set up in 1960. 



- 9 -

Its purpose is to meet the needs -- or s6me of the needs - for development capital 

of those countries which are too poor, or whose balance of payments is too weak, 

to enable them to meet the debt service of loans even on the slightly concessional 

terms which the World Bank can offer-- 7-1/4 per cent (at present), repayable over 

20 to 30 years with a grace period of, say, 4 or 5 years. By contrast, I.D.A. 

makes credits repayable over 50 years with a grace period of 10 years, with no 

interest other than a service charge of 3/4 of 1 per cent. 

Other wise the purposes for which the two institutions lend and their 

structure and organization are the same. They have the same President, the same 

staff and the same Board of Directors. They both finance projects of high priority 

in virtually every sector of economic activity -- agriculture, education, family 

planning, industry, ports, power, railways, roads, tel~communications, tourism, 

and water supply. 

It will, however, be obvious that a body such as I.D.A., which makes 

credits on such highly concessional terms, equivalent in effect to a grant of 

$80 in every $100 which it lends, cannot hope to finance itself by borrowing in 

the capital markets of the world. It needs subscriptions from governments which 

are themselves very close to grants. 

I.D.A. was set up with initial subscriptions of $1 billion, $750 million 

of which came from the advanced countries and $250 million from the poorer countries. 

But, in the case of the poorer countries, 10 per cent only was payable in the form 

of convertible currency, the remaining 90 per cent being released as .and when they 

become strong enough '· to do so. Since the initial subscriptions, there have been 

two further additions to I.D.A. 's resources, which we called the First and Second 

Replenishments, amounting to $750 millions and $1,200 millions respectively, or 

$250 million a year and $400 million a year, each for three years. These came 

entirely from the richer countries. 
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Last summer we completed negotiations between governments for a 

Third Replenishment, again for three years, but this time at twice the level 

of the Second Replenishment, namely $800 million a year. This will become 

effective when it is ratified by the required number of national legislatures. 

I have given you a very quick sketch of the capital structure and 

purpose of the two largest organizations in the World Bank Grpup. There is 

also a third called the International Finance Corporation, which exists to 

foster investment in the private sector in developing countries. I am sure 

that many of you will know quite a lot about IFC's operations through the work 

of Mr. Naokado Nishihara, IFC's Special Representative in the Far East. 

Let me now tell you briefly what the present scale of Bank/IDA 

operations is and how v1e see them developing over the next few years. 

When Mr. McNamara became President of the World Bank Group in 1968, 

one of his first actions was to formulate a five-year program to cover the 

lending and fund raising operations of the Group over the next five years and 

the recruitment of the necessary staff. He believed that the Bank Group could 

expand its activities greatly and accordingly planned a doubling of the Group's 

lending operations in the fiscal years 1969-73 compared with the previous five 

years 1964-68. At the time, it seemed a bold decision. Now, just over half way 

through the five-year period, it seems well within reach. If it is attained, the 

Bank Group will have lent in five years a total of well over $12 billion which, 

together with local financing provided by the borrowers, will have made possible 

high priority development projects costing in the aggregate $30 billion. This 

compares with total Bank Group loans and credits of approximately $13-1/2 billion 

in the first 23 years of its existence. 

We have also been taking steps to broaden the scope of our activities, 

not simply to lend more and more but to make our contribution to development 
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better and better. The loans must be sound but the purpose must keep pace 

with the needs of developing countries as they change. In the past few years 

there has been a great expansion first in our lending for agriculture, then in 

our lending for education. In ·1969 and 1970, agricultural projects for those 

two years alone were eq~al to half the number in all the previous years of Bank 

lending taken together. Similarly, lending for education in those two years 

was greater in amount than in all the previous years of the Bank's history. 

This is a trend in the Bank's lending policies which, on every ground, should 
( 

surely be welcomed. 

I have already mentioned Japan's support for the operations of the Bank, 

symbolized in many ways by the Bank's first public bond issue in the Japanese 

market in the next few days. Japan's support for IDA has also been of the 

greatest value. In the negotiations which preceded agreement on the Third 

Replenishment, Japan offered to increase her share in that replenishment from 

her share in previous replenishments, from 5.54% to 6%. Her willingness to do 

this was of great help in enabling us to reach agreement on the replenishment. 

I am particularly pleased that Japan is also in the vanguard of c~untrics rati-

fying its participation in the Third Replenishment. 

You will agree, I think, that this close relationship between Japan 

and the Bank Group has been of benefit to Japan also. In part, the benefit has 

been direct and obvious. I have already mentioned the $863 million which the Bank 

l ent to Japan during the fifties and early sixties.· Japan has also derived benefit 

from export orders financed by Bank and IDA loans to other countries: through the 

end of 1970, such export orders totalled over $690 million, and that total is now 

increasing at a rate of $80-100 million annually. Even more important, of course, 

are the indirect benefits from living in a region which is growing more rapidly 

than it otherwise would, with all that that means for Japan's prosperity and security. 
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I firmly believe that we can look forward to a future in which 

Japan's support for the World Bank Group and her influence in it will 

constantly grow. I am convinced that this will be as much in your interest 

as it will be in ours. 



Address by Sir Denis Rickett, Vice-President of the World Bank, 
to the Schweizerisches Institut fUr Auslandsforschung in the 

Aula of the University of Zurich, Monday, May 10, 1971 

Mr. Chairman, Gentlemen: 

May I say, first of all, how much I appreciate your invitation to 

come here .this afternoon and speak to you. I know very well how deservedly 

high .is the reputation of your organization, the Swiss Institute for Research 

in Foreign Affairs, and I feel it to be a very great privilege to be asked to 

address you here in this historic hall of the University of Zurich. 

The subject about which I want to talk is the great growth which is 

taking place in the indebtedness of the developing nations. It is not a new 

topic by any means. Many observers in recent years have expressed their. con-

cern at the rate at which the debts of the developing countries are growing. 

The Pearson Cotmnission called it "explosive" and said that "the debts already 

contracted by many developing countries cast a pall over the short- and long-

term management of their economies". The Peterson Task Force, set up by 

President Nixon to advise him on the shape of the U.S. Aid Program in the 

seventies, described the present debt burden of many developing countries as 

"an urgent problem which endangers continuing imports, investment and develop-

ment". 

The World Bank Group has been vitally concerned with the external debt 

of developing countries for many years. In part, this concern is due to a 

natural desire to protect the Bank's own loan portfolio. From the beginning 

of its lending operations, therefore, prospective borrowers have been required 

to provide the Bank with information about their outstan_ding indebtedness. 

But of at least equal importance has been the Group's concern for the success 

-···---··- ·- ·---------
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of the whole development process, and this has led Bank staff to pay parti

cular attention to the debt prospects of member countries as a regular part 

of their economic work. 

Twelve months ago the Inter-American Committee on the Alliance for 

Progress asked the World Bank to assist in a special study of the debt of 

'Latin American countries. Last September, in response to what he felt to 

be a growing sense of concern, Mr. McNamara, at the Annual Meeting of Bank 

Governors in Copenhagen, committed the Bank to a thorough study of this 

question covering all developing countries. 

He said then that he hoped that by the time the Governors met again 

in September of this year, the study might have thrown considerable light 

on the complex issues i1volved and on possible approaches to their solution . 

That study is now well advanced, but you will not, I am sure, expect 

me this afternoon to .try to anticipate its findings. I can, however, give 

you some idea of the issues as we see them emerging. 

Let me say, first of all, that the mere fact that the indebtedness 

of developing countries is growing, or even that it is growing rapidly, need 

not in itself give rise to alarm. One of the aims of development policy, as 

I feel sure you would agree, is to enlarge the flow of capital to developing 

countries. The rise in their debt, which has certainly been very considerable, 

is a measure of the success with which that object is being achieved. The 

debts which developing countries have incurred correspond to a stock of capital 

which has been made available to them on varying terms and at different times 

in the past. Whether or not there has ·been a net benefit to the debtor depends 

on two things on the way the funds have been employed and on the cost of 

borrowing them. If, for one reason or another, they have been dissipated with-

• 
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out yielding much contribution to productive capacity or welfare, fixed 

obligations to service past debt may be a heavy burden, leaving a country 

worse off than if it had never sought or accepted foreign loans in the 

first place. If, on the other hand, the resources made available have been 

invested well in physical or in human capital leading to a rapid growth in 

production and income, then the debtor may have no difficulty in meeting 

the interest cost of the loan, and even to repay it may, in the end, present 

no serious problem. 

But -there are two important qualifications which must be borne in 

mind when .we are talking of developing nations. In the first place, we have 

to remember the limitations which necessarily exist on the returns to c~pital 

in countries which are still at an early stage of development. In many of 

them, of course, there are plenty of projects which yield a return on capital 

at least equal to that which is earned on projects in developed countries and 

equal also, which is perhaps the more important consideration, to the cost of 

raising capital in international markets. But there are many countries in 

which at their present stage of development the number of such projects is 

l imited. In time, and given an adequate supply of skilled manpower and of the 

necessary infrastructure, the supply of such _projects will increase. But to 

provide manpower and infrastructure requires substantial investments in schools, 

in medical facilities, in roads, and in ports. These investments, however vital 

to the development of the country, tend to yield a financial return only after 

many years and hence are rarely suitable for financing on the terms on which 

capical is available in the market. 

It follows that in the early stages of development the cost of borrowing 

i 
must be kept in line with the return on .capital not by limiting the amount bor-

! 
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rowed but by softening the terms on which it is made available. Capital in 

adequate amounts is needed on softer than market terms to provide the essential 

infrastructure or what has been called "the social overhead capital" without 

which profitable investment fn a developing country is not possible. 

Secondly, we have to remember that in talking about this question of 

the indebtedness of the developing countries we are speaking not merely of 

the return on borrowed capi-ftl but on capital borrowed from abr oad. The 

return on the investment must, therefore, yield not merely an 'i'"n:c ·rease in out

'PUt equal tO the COSt Of borrowing, but one Which Will lead Without tOO great 

.a lapse of time to an increase in the foreign exchange available for debt 

service. 

How easy it will be to convert part of the increased output generated 

from investment into foreign exchange which can be used to service foreign 

debt will depend in part on the number of projects which will yield an immediate 

financial return in the borrowing country. But apart from the question of the 

productivity of investment, there is a separate question of the transformation 

of its results into either increased exports or increased saving of imports. 

The mechanism of adjustment of the balance of payments rarely works as smoothly 

in developing countries as it does in the developed ~ and even in developed 

countries, as we all know, it sometimes leaves something ·to be desired. This 

greater difficulty of adjustment arises because factors of production tend to 

be less mobile in the develo.ping countriesthan they are in the developed and to 

change the deployment of men and machines so that they meet the needs, not so 

much of the domestic market aa of international markets, is, as a result, often 

the task of years. In part also the adjustment mechanism works less smoothly 

tiecause even if redeployment can be successfully accomplished developing 
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countries often find that what they are most suited to produce for inter-

national markets are precisely those products which are faced with a low 

elasticity of demand or, worse still, with high tariffs or quantitative 
.. . 

import restrictions. There have been many examples of the danger of making 
I' 

sweeping predictions concerning the terms of trade of developing countries 

particularly if you lump them all together as a single group. Nevertheless, 
.. 

it seems clear from past experience that the price of commodities, such as 

textile fibres, rubber, sugar and tea, all of them important to the develop-

ing countries, are likely to deteriorate sharply if their supply in the world 

market is substantially increased. If only for this reason, therefore, it 

would be difficult to overestimate the importance of the moves which are 

taking place in both Europe and Japan, and we hope also in other countries, 

t o provide a measure of preferential access for the labor-intensive exports 

in which many developing countries so clearly have a comparative advantage. 

To sum up then this part of my argument. Debt difficulties will arise 

if the returns on investment, not only in domestic production but in foreign 

exchange do not match the terms on which foreign capital has been borrowed. 

In some countries which are still not fully developed both the productivity 

of capital and the capacity to transform local currency i~to foreign exchange 

are high. These countries can afford to borrow large amounts of foreign 

capital at commercial rates of interest with repayment over &.comparatively 

short span of years. There are many other oountries, however, perhaps the 

majority in the developina world, where these conditions are not fulfilled. 

For thoae countries debt eervicing difficulties will be avoided only if foreign 

capital is made available on concesaional terms. 

--.,--- . - ----
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Let us look then next at the terms on which capital has been made 

available to developing countries. On the whole, despite some recent 

hardening, they have been highly concessional. If we measure what is 

called the grant element - the .. proportion of the total, that is, which is 

equivalent to a fr~e gift - in the offi.cial loans extended by OECD members 

to developing countries, we shall find that it has averaged around 80% 

in recent years (assuming a "lO% discount rate). In fact, the ___ great majority 

of developing ~ou~tries have received official aid loans on highly concessional 

terms. There are ·a ·few exceptions but these have been countries,~ wl)ere income 

per head was relatively high or where exports could be expected to grow 

rapidly. 

What is disquieting, however, is the gra4pal hardening which has been 

taking place in the terms on which capital is being made available to develop

ing countries. This is not so much a question of the terms on which the main 

categories of capital flowing to the developing countries have been provided. 

For example, if we look at the maturities · and grace periods of -official bilateral 

loans ·extended by OECD countries we shall find that, thanks in no small part t~ 

the efforts of the Development Assistance Committee of the OECD, there has been 

some lengthening in both the periods for which the loans have been made and the 

g ace periods in which no repayments of capital were required. You will find 

also that in· the case of private suppliers credits their average maturity has 

almost doubled since the late fifties. What is even more surprising is that 

despite the great rise which has taken P.lace in the rate of interest in inter

national markets, there has been little increase in the interest rates payable 

on either official loans or private suppliers credits. 
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Why, then, do I say there has been a hardening in the terms on which 

capital has been made available to developing coun-ries? It is because of 

a change in the composition of the total flow. The relative weight of dif-

ferent elements in the total is changing. Thus the proportion of grants artd 

grant-like flows in the official aid of OECD countries has declined quite 

considerably falling from 72% in 1964 to 60% in 1969. Again, official aid 

itself is declining as a proportion of the total financial flows. Figures 

collected by the Development Assistance Committee of OECD show that the pro-

portion of official aid in the total has fallen from 65% in 1964 to 54% in 

1969. What this means, of course, is that the proportion of private capital 

flows in the total has increased. Private investment has many advantages for 

the developing countries but one result inevitably i .s that the overall terms 

on which capital has been received by them have hardened in recent years. It 

is only to be expected that the grant element in export credits, in bonds 

issued by developing countries, and in commercial bank credits, should be very 

much lower than the grant element in official assistance. It is easy to see 

that, as a result, the grant element in the total flow of capital has been 

l ow for many of "the middle income" developing countries which have used these 

sources of funds most heavily. I am thinking of countries such as Argentina, 

Taiwan, Greece, Iran, Mexico, and Venezuela. 

In many situations the use of export credit is entirely appropriate and 

need cause no difficulties, that is to say, where export credit is extended to 

countries whose own export prospects are excellent and whose per capita income 

is relatively high. Even when they are used by poorer countries, export credits 

may finance the acquisition .of assets such as commercial aircraft .or ships which 

add to the export revenue of the borrowing country. What is dangerous .is if too 

-------~ ............ . .. . 
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great a reliance is placed on this source of finance with the result that the 

whole structure of the external debt of the country becomes unbalanced and 

they are required to meet not only the interest· but the repayment of a large 

proportion of the capital of their debt within a relatively short space of 

time. Such a situation will be particularly dangerous if the country relying 

in this way on export credit ie dependent for its foreign exchange earnings 

on one or two primary prod ta, the price of which may be supje.ct to rapid 

fluctuations. What we are talking about here is not a long-r~~e problem of 

indebtedness but a short-range problem of liquidity. Much will depend in 
u 

such cases on the credit facilities available to the borrowing country which 

will determine whether debt can be •asily rolled over and whether temporary 

support in meeting its aifficulties can be coun~ed upon. These are problems 

which concern primarily the International MOnetary Fund, though naturally the 

Bank is interested also. 

I have spent some time in trying to sketch out in broad outline some 

of the main elements of the debt problem. Let us now look more closely at 

the main facts and figures of the situation. 

I should say, at the outset, that the figures that we have are neither 

complete nor entirely reliable, although much effort has been devoted in recent 

years to the setting up of an international reporting system ~hich is intended 

to improve them • . It is unfortunately true, however, that some of the largest 

debtor countries have themselves no accurate idea of the total extent of their 

debt. There is a particularly serious gap in our knowledge concerning debt 

which is not guaranteed by the authorities in the borrowing country. The 

figures I am about to aive you muat of necessity exclude entirely debt in that 
• I -.. .) • ... 

category. 
. .... - -" -~ . : . : .. I -.i•· .... ..... 

. . 
' • ... - · ·• \,. - "'- \ IJ J • · ' • •• '_1 
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What we know, however, is that at the end of 1969 the publicly guaranteed 

debt of 80 developing countries (including amounts not yet disbursed) totalled 

almost $60 billion, and that this debt has been growing rapidly at an average 

rate of 14% each year since the mid-fifties. This means that it comes close 

to doubling in size every five years• 

This figure is, moreover, an average for all the developing countries. 

In some areas the debt has been growing even faster. In South. Asia, for 

example, at 22% a year; in East Asia at 19% a year. In Latin America, on the other 

hand, where a substantial debt had already been built up in the mid-fifties, 

it has grown since then more slowly at 11% annually. 

These variations between regions and be·tween countries are important. 

Today the whole external debt of the developing world is concentrated in quite 

a small number of countries. ·· Half of it is owed by only eight countries -

by India, Brazil, Pakistan, Mexico, Indonesia, Argentina, Turkey, and Iran. 

Almost half the remainder· is ·owed by only eight more. Three-quarters,. therefore, 

of the total is owed by sixteen countries. 

Debt service also has been growing at about the same average rate of 14% 

annually since the 'mid..;.fiftie~t:hough there has· been a marked slowing down in 

recent years. Af:ter increasing at a veey high rate in the late fifties, it 

has been rising at · some 9% in the sixties. Here again, regio.nal variations have 

been important with. debf ·service p·ayments by countries in South Asia rising by 

19% annually compared with a growth of only 6% in Latin America. 

It will, I hope, be clear from what I have said earlier that it is not 

the size of debt service that matters or even the rate at which it is growing, 

but the proportion it absorbs of the foreign exchanae available to the country. 
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The total debt service of all developing countries of $5 billion i n 1969 was 

equivalent to about 10% of their total export earnings. This proportion -

the so-called debt service ratio - is, to be sure, a rather imprecise meas ure 

of a country's debt problem. As long as new foreign capital is available 

which enables debt to be rolled over the debt service ratio will not tell us 

what proportion of export earnings is available to pay for the import of goods 
I 

and services. Where, howe.ver, the debt e'ervice ratio is h:i:gh, this is at 
I 

least a warning that the country will be ;vulnerable to a ·sudden decline in 

export earnings or in new capital inflow. If the ratio increases rapidly, 

this is usually a danger signal unless there are grounds for expecting gross 
I 

: 
capital flows to rise very rapidly or the prospect for . export earnings to be 

. I 

particularly good. 

Here, also, the picture varies from country to country. In many Latin 

American countries debt service payment~ : have grown no more rapidly than 
I 

foreign exchange earnings so that the ratio has remained virtually unchanged 

in those countries over the last decade. In many other countries, however, 

debt service has risen appreciably faster than export earnings so that as a 

result the debt service ratio has risen rapidly. In Ceylon, for example, the 

increase has been from lese than 1% of foreign exchange .earnings in 1960 to 

over 10% in 1970, while in both India and Pakistan the ratio has risen from 

5% to over 20% in .the same period. 

Already in the past fifteen years situations have arisen w~ich have made 

it neceaaary for the achedule of debt service to be renegotiated. Eight c0untries 

Argentina, Brazil, Chile, Ghana, India, Indonesia, Peru and Turkey -- have 
j. 

entered into multilateral negotiations aometimes long and complex (and some of 
J I ' , , · 

. . ~ . . . ·• • . ;. ·-. ·; . / ; . ) ·.. . / ... 

. . , ~ . . ' . ''• ' 
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them on several occasions) while at least a dozen other countries have re

negotiated their debt bilaterally. 

It is difficult to point to any single cause underlying these diffi

culties. I have already emphasized the need to ensure that the terms on 

which capital is made available should be reasonably in line with the pro

ductivity of investment and the ability of the countries concerned to trans

form its fruits into an increase in the foreign exchange available. This 

will certainly be a factor of great importance in the future, but it does not 

seem to have been at the root of the difficulties experienced hitherto. In 

all probability the origins of those difficulties should be sought not so much 

in the use to which foreign capital has been put or even in the terms on which 

it has been made available, but rather in the borrowing country's management 

of its economy as a whole. It is, of course, true that the existence of a 

large fixed charge for debt service in the balance of payments exaggerated 

the difficulties that were experienced and it was natural to seek relief from 

the debt burden even though it was not itself the direct cause of the crisis. 

The fact remains that with better economic management, the burden of debt 

could probably have been carried. 

In some cases, the dominant characteristic has been the accumulation of 

short-term debt in an increasingly desp~rate attempt to fores.tall the conse

quences of balance of payments disequilibrium, without measures to correct the 

fundamental problem such as excessive levels of protection, or over-valued 

currency. Argentina, Brazil, Chile and Turkey are examples of this situation. 

In other cases, such as Peru, Ghana, and Indonesia, it seems more 

appropriate to speak of a development crisis. Over-ambitious long-range 

investment programs were launched on a grandiose scale, financed by short-
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term credits taken up without central control, and executed with inefficiency 

and sometimes corruption. Export credit guarantees and insurance facilities 

open to suppliers in industrialized countries made it possible for them to 

act without the prudence which the evident mismanagement should otherwise 

have prompted. In the end• a major political crisis put an end to the 

adventure, leaving the country saddled w~th a huge and unproductive debt. 
I 

The diffieulty which India had in /servicing its ·debts in the late 
I 

sixties does not quite fit into either o~ these categories. wpile India's 
I 

I . 

balance of payments policies left a good ·deal to be desired in the fifties 

and sixties, the immediate cause of difficulty was the sudden decline in the 

availability of new aid. ! . 
j 

What is abundantly clear from our · study; is that the primary responsi-
.... 

bility for avoiding debt crises must be that of the developing countries 

themselves. In a broad sense, good debt management means good economic· 

policies, for no plausible level of concessional aid from abroad will be 

successful in averting future debt crises if recipients mobili~e their own 

resources ineffectively, invest them inefficiently, or maintain an exchange 

rate which discourages export production. In a narrow sense, good debt 

management implies that external debt should be assumed only when there is a 

reasonable presumption that the borrowed capital will genera~e production which 

can directly or indirectly be transformed into additional foreign exchange 

resources over a period appropriate to the service of the debt. 

When these policies are followed, there is nothing inevitable about 

debt crises. The example of Colombia is particularly instructive in this 

regard. In recent years, Colombia has allowed its exchange rate to depreciate 
.... . ·.J . ....... - .. . 

I • 
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in line with increases in domestic prices:, has provided generous export 
I 

incentives, has pursued an active policy of increasing tax revenues and 
! 

directing public sector expenditures toward productive purposes, and has 
I 

pursued an effective monetary policy. It has also avoided the temptation to 

place excessive reliance on short- and medi~term suppliers' credits. The · 

result has been that, despite an increase in Colombia's external public debt 

from 6% of GNP in 1956 to 18% of GNP in 1969, the burden of debt service 

has been moderate. . The ratio of public debt service to exports of goods 

and nonfactor services rose from about 5% in 1957 to 12% in 1963, but then 

gradually declined to 8% in 1969. The ratio of debt service to gross domestic 

savings showed an even smaller increase .over the period. 

But the example of Colombia also highlights the role which creditors 

can play. While no amount of creditor support could have avoided debt crises 

in Colombia if Colombia's own policies had been inappropriate, good Colombian 

policies would have been politically difficult . -- indeed, perhaps impossible--

to sustain had that country not had available to it a generous supply of long-

term foreign capital, principally from ~he U.S. AID, the IBRD and the IDB. At 

the end of 1955, 54% of Colombia's external public debt was repayable within 

five years; by the end of 1969, that ratio had fallen to 25%. The availability 

of long-term capital from official lending agencies cannot alone take credit 

for this dramatic improvement in debt structure, as the absence of comparable 

improvement in the debt struct~res of countries similarly favoured by the 

availability of long-term external capital bears out, but without such long-term 

capital the improvement would have been extremely difficult to achieve. 

One question I am frequently asked is: How frequent are debt crises 

likely to be in the seventies as compared with those of the sixties? It is 

' ' ~ I 
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impossible to answer that kind of question with any certainty of course, 

but it is a legitimate question. 

One thing is clear-- a continuation of . past trends in debt service 

payments and export earnings would result in serious problems for a number 

of countries. But on the other hand there is no reason why past trends 

should continue, and it is the task of good economic management in this case 

to see that they do not. 

Speaking very broadly, one may say that developing countries seem to 

fall into one of three categories: 

The first includes the relatively poor developing countries which do 

not, as of now, have significant external debt• By and large, these countries 

are already receiving foreign capital on highly concessional terms. Future 

debt crises can be avoided if, on the one hand, their creditors co.ntinue the 

present blend of concessional terms until the countries concerned reach· a 

higher level of development. For the borrowing countries, on the other hand, 

what is essential is good economic management. This class of countries is 

a numerous one, and includes moat of the developing countries of Africa, as 

well as some from other regions. 

The second category includes the very poor developing countries which 

already have substantial external debt. Fortunately, the num~er of countries 

in this category is small, but included are such major countries as India and 

Pakistan. With low per capita .income and uncertain export prospects, with 

already-large debt service obligations and a need for substantial resources 

from abroad for a · considerable period of time if minimally acceptable growth 
I . .. .. 

rates are to be attained, these countries; will probably not be able to avoid 
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future debt crises without most strenuous efforts on their own behalf and 

additional amounts of highly concessional assistance from donor co~ntries. 

For the third category, developing countries with high or rapidly 

growing GNP per capita and good export prospects -- countries in other words 

where both the productivity of capital and the capacity for "transformation" 

are high (as in many of the larger countries of Latin America and in countries 

such as Korea and Taiwan) -- the long-term prospect is for a high rate of 

economic growth without debt problems or dependence on concessional assistance, 

provided only that the economic policy performance of the developing countries 

themselves is satisfactory. The short-term prospect for some of these countries 

is more clouded, however: because some of them already have very substantial 

debt service obligations, their capacity to continue paying debt service in 

full is vulnerable to sudden shocks, such as a temporary fall in export prices 

or a loss of international confidence in the country's government. Sueh shocks 

could well lead a number of such countries to seek. temporary debt relief in the 

years ahead but, because of their basically sound underlying prospects, and the 

relatively high proportion of their external debt due for repayment in. the 

.immediate future, such relief can appropriately be aimed primarily at stretching 

the ubulge" of debt service payments into the future. In other respects, debt 

relief need ·not be on concessional terms. Only if effort-s ~re made by develop

ing countries, bilateral aid agencies, and international lending institutions 

to reduce dependence on short- and medi~term credits in favour of loans with 

longer maturities, will this vulnerability to temporary adversity be reduced. 

The World Bank Group is, I believe, making an important contribution 

to the avoidance of future debt crises. It ia doina so first and foremost 

through its own lending operations. 



.,- · 

- 16 -

The Group takes special care to gear the terms of its lending to the 

bal•nce of p·ayments prospects of its borrowers. For example, countries in 

the second of the categories I mentioned a moment ago -- countries which 

are both very poor and already heavily indebted -- receive almost exclusively 

credits from IDA, the "soft" window of the Group. These credits carry no 

interest (only a service charge of 3/4%) and require repayment over 50 years. 

Countries in the ttiiTd category -~ · which have relatively good prospects 

for income and exports but which need to reduce their vulnerability to unfore-

seen circ\Dilstances by replacing some of their short-term debt ·with debt of 

longer maturity -- these countries are able to borrow from the Bank itself, 

at an interest rate which currently 

maturities which are three and four 

suppliers' credits. 

I 

stand~ at 7-1/4:% to·. be sure, but at 
I 

times l longer than the average for 

I 
The Group also plays an active role in helping developing countries 

to improve their debt management, both in the general sense of following 

appropriate economic policies and in the narrow sens·e of adopting sui table 

measures to keep a check on the assumption of foreign liabilities. It is 

perhaps surprising how necessary such help is. Some of the largest develop

ing countries have entered debt crises without any accurate idea of the 

- actua~ extent of their officially-guaranteed external de~t --. Indonesia and 

Ghana are good examples. Indian authorities still have no precise information 

on the extent of official obligations to foreign suppliers, and the Brazilian 

government still doee not di•tina~iah in ita debt statistics between credits 
. . . 

which bear ita guarantee and tho•• which do not. The Bank is already stepping 

up its technical assistance role in thi• fteld. 

I I 



- 17 -

The Pearson Commission recommended that the Bank also institute a 

so-called "early warning system", to give noti'ce of countries which are 

likely to face debt servicing difficulties while there is still time to 

take preventive measures. It would clearly be inappropriate for the Bank 

Gr~up to issue such warnings publicly, both because of the difficulty of 

assessing debt servicing prospects with any precision and because warnings 

of this kind would, by provoking a sudden cessation of new lending, tend to 

be self-fulfilling prophecies. But multilater·al lending agencies like the 

Bank are certainly well placed to issue confidential "early warnings", and 

indeed such warnings are already given. 

If debt crises occur in the seventies despite all the efforts to avoid 

. them, the Bank Group will not be prepared to reschedule service payments on 

its own outstanding loans. To do so would be to risk undermining the confi

dence which international capital markets have in the strength of the Bank's 

bonds, thus affecting adversely both the volume and cost of capital the Bank 

could raise. 

But I believe that we would, as in the past, give all possible technical 

assistance to the parties involved in a debt renegotiation and in addition we 

would be prepared to offer our services for monitoring any performance conditions 

agreed to by the debtor in the context of the debt settlement. 

I would not want to conclude my remarks, Mr. Chairman, without expressing 

the Bank's particular appreciation of Switzerland's support for our activities. 

As you know, Switzerland is not a member of the Bank Group, but we have long 

had a very special relationship with your country. Over the years, the Bank 

has raised the equivalent of $266 million in bonds in Switzerland, with an 

issue of SwF75 million only last November. Switzerland became the first non-
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member to contribute to IDA's resources when the Confederation extended an 

interest-free loan of SwFS2 million ($12.1 million) to the Association in 

1968, and a further loan of $30 million is planned in connection with the 

Third Replenishment of IDA'• resources, due to become effective this year. 

I am sure you will agree that · this unique relationship has been of 

mutual benefit. Swiss bondholders have bad a secuTe investmPnt for their 

capital. In addition, bee use the Swis• capital market is open to the Bank, 

member countries have used the proceeds of Bank loans to buy Swiss-made 

goods: through the end of March 1971 $274 million bad been •p~nt on the 

purchase of Swiss exports in this way. This figure includes $245.4 million 

of procurement under Bank loans and $28.3 million under IDA credits. 

For our part, we look forward to a continuing and close association 

with Switzerland in the years ahead. Without support of the kind .you have 

given us, the Bank's role .in promoting international developme·nt would ·be 

impossible and we should not be. able to play our full part in helping the 

developing countriea · t~. avoid the kind .of d~fficul~ies which I have described 

today. 

• • .t .• 
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TEXT OF SPEECH GIVEN BY SI R DENIS RICKETT, VICE PRESIDENT , I NTERNATIONAL BANK 
FOR RECONSTRUCTION AND DEVELOPMENT, AT A MEETING OF BERGENS HANDELSFORENING, 
I N BERGEN , NORWAY, ON MONDAY, SEPTEMBER 28 , 1970, AT 7:30 P.M. 

Mr. Chairman and Gentlemen: 

I am pleased and honoured to have been invited to come and 

with you in this meeting today. I understand that it would interest you to 

hear something about the meeting of the Bank and Fund which has just taken 

place in Copenhagen. 

Let me first, however, of fer my congratulations and good wishes to 

the City of Bergen which is celebrating i ts nine hundredth anniversary this 

year. The Bank and the Fund, by contras t , are really in their first infancy. 

They haye just comple ed the first quarter century of their existence. Your 

city is celebrating its ninth century. It is interesting to speculate on 

what the Bank and Fund will be like in another eight hundred and seventy five 

years when they are as old as this City of Bergen is today. Today also has 

seen the inauguration of your new "Port 70" and I should like to congratulate 

you on such an auspicious occasion. 

Your city and, indeed, your country have always been the home of a 

seafaring people playing a big role in shipping and in international trade and 

that is one reason why I thought you might like to hear something about our 

discussions in Copenhagen. They covered the whole range of problems in inter-

national finance and development. Almost every country was represented by its 

Finance Minister and its Central Bank Governor. The Norwegian Minister of 

Shipping and Commerce, Mr. Tidemand, and the Governor of the Norges Bank, 

Dr. Brofoss, were present for Norway. 
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The meeting was a joint meeting of the Boards of Governors of both the 

International Monetary Fund and of the World Bank so that we had speeches from 

Mr. Schweitzer, Manag_ing Director of the Fund, and from Mr. McNamara, President 

of the World Bank. We also had speeches from a large number of the Governors 

from individual countries, of whom there are more than a hundred. Quite a 

formidable program! Imagine what it would be like, gentlemen, if at the 

annual shareholders meeting of your companies you had not only a speech from 

the Chairman but from every individual shareholder as well. 

Obviously I can only give you a very brief and general summary of the 

questions covered in these speeches. 

The proceedings were opened by speeches from the Prime Minister of 

Denmark, Mr. Baunsgaard, and from the Governor for Tunisia, as Chairman of 

the Meeting, in the presence of His Majesty, the King of Denmark. Mr. Baunsgaard 

gave us a quotation from a contemporary Danish poet which, in a sense, is a 

good summary of the whole meeting:-

"We shall hay_e to eyolve problem-solvers galore since each problem 

they solve creates ten problems more." 

There was certainly no lack of problems both for the Fund and for the World 

Bank Group. 

In the Fund discussions there were four main topics: 

1. The rate of inflation in the world today. 

2. The international balance of payments. 

3. The successful introduction of a new form of reserve asset in the 
shape of Special Drawing Rights. 

4. The role of exchange rates in the adjustment of international 
payments. 

Let me touch briefly on each of these. 

Mr. Schweitzer and many of the Governors in their speeches expressed 

concern about the rate of price inflation in the world today, a problem which 
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is all the harder to deal with when it springs not from excess demand in the 

economy but from a wage-cost spiral which feeds on itself and very easily 

gathers speed if it is not checked. 

Mr. Schweitzer pointed out that while inflation has become widespread 

throughout the industrial world, it had been present in the United States 

and Canada since late 1965. In their efforts to deal with it, the United 

States and Canadian authorities had taken steps to get rid of all excess demand 

and indeed had been prepared to tolerate relatively high unemployment. In most 

European countries and in Japan, where the problem was of more recent origin, 

the pressure on resources remained strong. 

The U.S. Governor, Mr. David Kennedy, believed that the actions of his 

Government had shown how much importance they attached to dealing with inflation. 

And he claimed that the measures which they had taken of firm budgetary control 

and strong monetary restraint were having their effect ~ven though the in

flationary process was not yet under full control. For example, industrial 

wholesale prices had risen at a seasonally adjusted annual rate of barely 

more than 2-1/2 per cent over the summer, substantially less than the 4 per 

cent rate of 1969. Productivity had begun to grow again and the rise in con

sumer prices had begun to slow down. He felt that they had had notable success 

in guiding the economy towards reasonable price stability without lapsing into 

serious recession. 

I think you will agree that with that phrase he put the problem in a 

nutshell. We shall all watch with sympathy the further progress which will 

be achieved and not in the United States only but in other countries as well. 

Mr. Schweitzer had some interesting references to the usefulness of 

income policy though he was careful to stress that it must be an adjunct to 

effective fiscal and monetary policies and not a substitute for them and that 
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its main role is to help to deal with the continuing cost-push forces when 

excess demand has been stamped out and the economy is operating below capacity. 

On the second topic, the balance of international payments, most of 

the speakers felt that definite progress had been made since a year ago. 

Mr. Schweitzer certainly believed that the shift of the United Kingdom's 
s 

payments balance into substantial surplus, the rapid improvement of the external 

position in France, and the movements towards a more realistic structure of 

German payments were all symptoms, visible by early 1970, of a better align-

ment of European currencies. And on this most of the Governors, I think, 

agreed with him. 

He also found cause for satisfaction with the experience up to now in 

the operation of the Special Drawing Rights facility . There was general 

agreement that this had been highly successful. This is, indeed, as I am sure 

you will agree, a landmark in modern financial history. For the first time 

the growth of international reserves, which can be so important to World trade, 

will depend not on the amount of gold produced and on the amount hoarded by 

private holders, nor on fluctuations up or down in official holdings of the 

reserve currencies, but on a conscious decision of the Fund authorities. It 

is not too much to say that with this innovation the Fund has moved a step 

nearer towards assuming the functions of a World Central Bank. 

But there was one word of caution which Mr. Schweitzer felt obliged 

to add. The United States has another unsolved problem, closely linked with 

that of domestic inflation, and that is the marked fluctuations which there 

have been in recent years in their ba~ance of payments. The United States 

balance of payments problem springs from a current account surplus which is 

too small to cover the outflows of private long-term capital and government 

expenditure abroad. There have, however, been ups and downs in the position, 

and Mr. Schweitzer thought that, as the economy cooled off and if rapid 
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economic expansion continued abroad , t here was a goo d chance that the current 

accoun t surpl us which has already shown some recovery would continue to improve. 

But, in the meantime and while the def icit lasted, he thought that it 

was i mportant that it should be financed by the use of reserve assets - namely, 

gol d and SDRs - and not by further increases in official dollar holdings. Of 

course, one can see his point there. The whole aim of the SDR Scheme, as I 

sai d just now, is to bring the amount of world reserves under conscious 

control. But that will not be possible if large changes take place in the 

amount of international liquidity represented by holdings of reserve currencies, 

whether of sterling or of dollars. And that will be true whether the change is 

upwards or downwards. We want world reserves to grow at a reasonable and 

steady rate and w~ want to ·avoid large additions to them ox, equally, subtractions 

from them due to changes in holdings of reserve currencies. 

Finally there was the fourth main topic in the Fund discussions, the 

role of exchange rates. Here the Governors had before them a report from the 

Executive Directors of the Fund representing the results of many hours of 

patient discussion. It was, as one would expect, a careful and balanced state

ment and the more extreme views of advocates of change in this field were 

conspicuously absent. Most of the Governors in their speeches agreed with 

Mr. Schweitzer's view that on the whole the Bretton Woods system of par values, 

not immutably fixed but not to be altered without good cause, had served the 

purposes of promoting world trade reasonably well. There might be room for 

relatively minor changes in the system, for some widening in the margins 

round parity, for some encouragement to countries to diagnose a fundamental 

disequilibrium sooner and hence to meet it by a smaller change in the parity, 

but there was little support at the meeting for a move to much more flexible 

rates or to what has been called the crawling peg, that is to frequent small 

changes in the rate. 
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The Governor fo r Norway, Dr. Erik Br ofoss, was quite categorical in 

rejec t i ng a system of fluctuating rates. He asked how shipowners could carry 

on t heir business if the ships were paid for in one currency while the charters 

f or their use were expressed in another without any firm and predictable 

rel ation between the two currencies. 

I think I have said enough to give you an idea of the discussions on 

the Fund topics, those concerned with international monetary questions. 

Let me say something now about international development. Mr. McNamara 

l ed off with a speech which once more showed all the fire and passion which 

he brings to these questions, as well as a strong grasp of technical detail. 

He did not confine himself to the achievements of the past year, though these 

were encouraging. He tried to look towards the more distant future and to 

measure the problems of the next decade, and of the remainder of this century. 

Prob l ems of wealth and poverty, of unemployment, of population growth, which, 

if we do not m~ster them will certainly overwhelm us. I think it was noticeable 

how much more ready his audience was to be convinced than they were, say, two 

years ago. { 

In the record of the Bank's operations since he took office there is 

plenty to convince even the most sceptical. Bank loans, IDA credits and IFC 

investments have risen from $1 billion in 1968 to $1.8 billion in 1969, and to 

$2.3 billion in fiscal year 1970. The Bank's borrowing has risen also, and cash 

and liquid security balances at June 30 last totalled $2.1 billion, up $250 million 

from June 30, 1969 and $700 million from June 30, 1968. Profits in fiscal 1970 
~~~~/~~~/ 

amounted to $213 ~illion, the largest in the Bank's history, and the Bank was 

able once more to make a substantial transfer of $100 million as a grant to its 

soft-lending affiliate, the International Development Association. 
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The objective which Mr. McNamara set the Bank Group a year ago, to 

double its operations over the five ye~rs, 1969-1973, as compared with the 

previous five years is well on the way to success. If it is achieved, the 

Bank Group will have approved loans, credits, and investments during those 

five years amounting to $12 billion for development projects of high priority, 

the total cost of which will amount to approximately $30 billion. 

The program is not merely one of more and more, it must be one of better 

and better. The loans must be sound, the purposes must keep pace with the needs 

of developing countries as they change. More lending for agriculture, more for 

education - and surely an adequate food supply and a reasonably trained working 

population must come right at the top of the list of priorities which will go 

to make up a creditworthy borrower. The geographical scope of the Bank's lending 

has been broadened. Many more small and very poor countries are getting assistance 

for their development than in the past. The Bank is determined also to widen 

the scope of its services, to find new ways to help the poorer countries to do 

things which many cannot do for themselves, for example, to develop and apply 

adequate programs of population planning. 

Mr. McNamara returned to this theme once more in his speech this . year 

and gave some graphic illustrations of the size of the problem. 

It is not merely a question of what will happen if it is ignored. Even 

if we have reasonable success in dealing with it, even if by the year 2050 

the average size of a family is reduced to two per couple, the population will 

continue to grow for a further 65 ·.to 70 years and would reach 15 billion people 

before it ultimately stabilizes. 

You must agree that this is a formidable prospect - not to be shrugged 

off becausg of its very size, or because it stretches so far into the future. 
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Mr. McNamara dealt at some length al so with the recommendations of the 
~ 

Pearson Commission and with the progress wh ich is being made towards the 

recommended targets of total net flows of f unds to the developing world of 

1 per cent of the gross national product of the developed countries, .70 of 

which (or 70 cent s in every hundred dollars) should take the form of official 

development assistance. 

He was also able to report that agreement had been reached this summer 

on a plan to add to the resources of I.D.A., at the rate of $800 million a 

year for the three fiscal years 1972, 1973 and 1974. The agreement must now, 

of course, be submitted to Parliaments but we have good hopes that it will be 

ratified and brought into force by July 1st 1971, the date by which the present 

resources of I.D.A. will have been fully committed. 

It is, indeed, not possible to over-rate the need of the developing 

nations for the kind of finance which I.D.A. can provide credits repayable 

over 50 years with a ten year grace period and carrying an interest rate of 
( 
only 3/4 per cent. 

J 
These are the kind of credits which will be increasingly needed if 

the development of the poorer countries is to proceed at a sufficient rate 

without piling up for them a burden of debt which will prove too heavy for 

them to carry. 

Mr. McNamara drew attention to this problem of indebtedness in his 

concluding remarks and said that the Bank was setting up a special staff to 

study it. In the last ten years the aggregate public debt of the developing 

countries has been increasing at a rate of 15 per cent compound, while the 

debt service payments of amortization and interest have been increasing, if 

anything, even faster. Meanwhile export earnings grow at a rate of less than 

half this. It is easy to see that the developing countries cannot grow, cannot 

find work and food for their people if capital is made available to them only 



in the amount which they can afford to borrow on commercial terms. 

Gentlemen, I think I have said enough to give you an idea of the 

subjects of our discussions in Copenhagen. 

We were all united in our thanks and appreciation to the Danish 

authorities for their hospitality, their efficient service, and their 

success in dealing with problems of organization, some of which were not 

easy. 
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1-1, MARUNOUCHI 3-CHOME CHIYODA-KU 

TOKYO (=j= 100) 

August 17, 1971 

Dear Mr. Lind: 

I am sending the Japanese 
edition of Sir Denis' Speech on 
June 4 in Tokyo, which comes out 
just today. 

Mr. Sanders is now on leave 
and travelling around the South ' 
East Asian countries. 

With best regards , 
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THE AIMS 1'~ .. \;D POLIC IES OF TrtE \,mRLD BA?-J< GROUP 

I waat to talk th is morning about tha aims and policies of the 

Wo rld Bank Group and to s ay something about t he way in which they have 

chai.1 ge d and deve loped since t he Bank wa.o founded some 25 ·years ago. 

~ ... nen I talk about the World I3£ink Group, I am of course referring 

bo~h to t he Inte:;:-national B~nk for Recons t ruction and Development and to 

its a ~ fi l iate, the Inte lTia tional Deve l opment Asso ciation, which was set up 

:i.n l S 60. The BA.nk, as you know, makes }.o o.ns on t er:ns approximating to those 

As s oc:.ation (IDA) lends on ve ry soft t:enns equivalen t to providing four-fifths 

of the money as a grant. There is a t hird me1r1ber of the Group, tne Inter-

nat ional Finance Corporat i on , whose function is to promote private investment 

~n t he developing countries. 

\>Th2n we look oack t o the setting up of the In ternat:i.onal Ba~k and of 

~ r1e International Xonetar y Fund at the B -r:ett~n Hoods Confe-:ence in 1944, we 

sho~ ld, I th in~, r ecognize the · imagi nat ion a~d'foresight which was shown in 

~he pla~ning of those new ins titutions. It is e cisy enough to set up new 

interna tio·i.lal orgaui z,a t ions , but there. are few \vh ich have shown so c:!.early by 

the ~2s~ of experi ence that ~he r oot l dea underlyi~g them was sound &nd that 

they had the capacity to gro~ and develop. 
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7he root idea of the World Bank was comparatively simple. The 

Second World War had produced widespread devastation and there was an urgent 

need at that time for reconstru~tion. That was the first part of the Bank 's 

task. But, behind that, there was a longer-te~ need for capital to enable 

tne poorer countries of the world to develop. In the past such long-term 

capi~al had been provided partly by direct private investment, partly by 

i~ternational bond issues. It seemed 11nlikely that such bond issues would 

ever play the same role again since they had been brought to a halt by the 

6~sastrous collapse of 1929. What was needed was some wechanism which would 

give investors an adequate guarantee of security on the one hand and pass on 

t~e capital so raised to countries which could not, by themselves, provide 

s~ch a guarantee. The basic idea was to set up a cooperative system tGrough _ 

\v~1~ch funds could be raised partly by the subscriptions of the member courltr~es, 

?artly by bond issues in the capital markets of the world, the interesc and 

re?ayment of which would be guaranteed by all the member countries. In this 

w~y it has been possible for the Bank to make a whole series of loans for 

economic development to countries which could never have borrowed on the~r O\vn 

credit in the capital market. 

By the late Fifties it was recognized that this system by itself was 

~ot enough. Even if account was taken of bilateral aid given on soft terills 

tnere were too many countries which were too poor and whose balance of paywents 

prospects were too uncertain to enable them to borrow from the Bank with a 

~easonaole probability that they could meet the interest charge and repay the 

loan by the due date. hTiat was needed, therefore, was a fund based not on 

QOrrowing in the market but on contributions by governments. Since the credits 

~ade from this fund would bear a negligible rate of interest and would be repaid 
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over a very long period, it could not be looked upon as a revolving fund which 

~ould be used over and over aga~n. ~or would it be sensible to base it on loans 

f~om governments which IDA would have to repay. IDA, therefore, gets its money 

fron governments in the form of contributions which are virtually e~uivalent 

to outright gifts. 

Let me say something now about the loans and credits that have been 

U1acie by these two branches of the Horld Bank Group: about the rate at which 

tr~ey have increased in total; about their distribution bet1.veen different 

countries and types of countries; about the way in which the terms on which 

ti1ey are illade are settled; and about the -purposes for which they are intended 

to be used. As I am sure you all know, the World Bank Group has been expanding 

its operations in the last few years at a pace which is very impressive whether 

you look a:: the total amount of loans com.~."Tlitted, the number of lending operations, 

or the number of staff employed. There \vere times when for a short period len~ing 

increased only slowly or even declined, but the general trend during the 25 years 

oi the Bank's existence has been strongly upwards. 

Even in its early years, the rates of growth were very high. Compare, 

for example, the second five years of its operation (1952 to 1956) with the 

first five years (1947 to 1951). In that time the total of Bank loans for 

development, that is to say leaving out the half billion dollars lent for post-

reconstruction in West Europe, exceeded the total of develo~ment loans in 

tne first five years by more than two and a half times and the total doubled 

agaln in the third five-year period from 1957 to 1961. In the succeeding period 

the rate of increase was not so rapid and there was a pronounced slackening 

during the middle Sixties due to a difficulty in raising funds, particularly 

the soft loan funds needed for IDA. The result was that total Bank Group lending 
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..... ~ 9 63 fe:-..: to the lmves t level in five years. Even during this period, 

ho~2ver, tte 3~~~ staff was growing and new projects were being prepared 

~~~ a??~aisec, so tnat exp~nsio~ could be resumed once funds \vere available. 

l~e~ Xr. XcXa~ara first addressed the Governors at their Annual 

::e2;:i.-.g in Septe'ir:oer 1968, he announced a ne\v five-year program for Group 
I 

~e~c~ng during :969 -to 1973. One objective of this program was to double 

G~o~p lendiug as COw?ared with t~e total lent in the most recent five-year 

?eriod. Tnis ~eant tnat total lending for the five years had to be raised 

fro= $5.8 billion to around $11-l/2 billion-- an absolute increase in the 

a~o~~t of :ending far greater than had ever.been achieved before. You will 

no:ice tnat I a~ talking of a~ounts corr~itted. Amounts actually spent, or 

•• c~ c~s~urse~e~ts, lag behind co~~itments. In FY1971 the Bank Group extended 

:~: :oa~s a~d credits total:ing so~e $2-1/2 billion to 69 nember countries. 

~~e 3a~~'s cisourse~ents are ex?ecteri to reach $1-1/2 0illion for Lhe first 

ti::-.e the ?resent fiscal year. 

7~is rising level of co~~itments and disbursements has, of coursa, 

re~ ·~ired a cor~esponding effort in raising funds, both by the sale of Bank 

oo~ds in t~e warket and by securing contributions from governments for the 

:~:ernatio~al Jevelop~ent Association. Net borrowings in the market in the 

five ~isca: y2ars 1969 to 1973 will be more than three times the level in 1964 

to :965, Ci.-.6 t~-..ere will be a further substantial increase in the years 1974 and 

?or IDA, a further re?lenishment of its funds was negotiated between 

goveru~ents in 1970 at an annual level of a little over $800 million or twice 

tne level of the ?revious replenishment period. Unfortunately, the Agreement 

nas not yet co~e into effett because it has not yet been ratified by the United 
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States Congress. ~ IDA has been able to keep going only because a number of 

governments, including the Japan~se Government, have agreed to make part of 

their contribution avail~ble as a voluntary act and without waiting for the 

Agreement to become effective. 

I think you will agree that this is an impressive record of sus ta ined 

expansion. In the earlier years of the Bank's existence it was often criticized 

as being unduly cautious. It was said that · it had not expanded its lending 

fast enough and that it had concentrated too exclusively on meeting the foreign 

exchange cost of large capital projects. In 1951 a group of economists prepared 

a report to the United Nations in which they reco~uended a figure of $1 billion 

a year as a reasonable target for Bank loans to underdeveloped countries. 7en 

years later the current rate of disbursernent of loans to all countries was sti~l 

so~ewhat under $400 million a year of which only $275 million went to countries 

which could strictly be called underdeveloped. It was not until FY1967 that 

disbursements reached the level of $1 billion. There was ample ground, therefore, 

for follmving a policy of expansion in the Bank Group's activities. Yet, \vhen 

Mr. Mc~amara announced his target in 1968 for a further doubling of the level 

o£ lending, it seemed doubtful to some people whether or not such an ambitious 

target would prove feasible. We are now halfway through the third of the five 

years for which ~r. McNamara planned and, if lending commitments were to contiuue 

in the final two years at no more than the level reached in the third year, the 

target would be comfortably exceeded. 

One reason why a continuing growth in the Bank's lending operations is 

desirable is because of the build up of interest and amortization payments on 

past loans. In the present fiscal year these already amount to almost $800 million. 

The Bank Group will certainly wish to make new loan commitments each year .at 

least equal to the amount ·of loans repaid. I would go further than this ar1d say 
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that we would not want to see a decline in the rate of our net lending, i.e. 

ne1..; .:.oans less repayments. He cannot necessarily corr,mi t ourselves to maJ...nta:.n · 

the present rate of net transfer, that is to say after deducting froill new loans 

not only aillortization but also interest payments. We would not accept the view 

that is sometimes put forward that a declining rate of net transfer means that 

the Bank is reducing its contribution to development. If loans to developi~g 

countries are to achieve anything, they should lead to an increase in total 

out?ut and ulti~~tely in export earnings. To talk of net transfer as being 

sy~onymous with the contribution to development is to ignore the gain from 

past loans in terms of output and export e~rnings. Nevertheless, I would 

agree tha~ individual developing countries may have difficulty in meeting the 

interest and repayment on development loans, if the terms of lending are such 

as co allow too little time for the full benefits of increased output and 

earnings to be achieved. The life cycle of the development process differs 

so ~uch from one country to another that there must be corresponding differences 

in the terms of lending to them. 

Let me now come to the distribution of the Ban~'s lending between 

different countries. Its earliest loans in 1947 were made to provide foreign 

exchange for the work of reconstruction in such countries as Denmark, France, 

L-~xembourg· , and The Netherlands. When, in 1948, the Marshall Plan \vas introduced 

to meet just this kind of need, the focus of the Bank's lending shifted gradually 

towards development projects and developing countries. For some little time, 

hm.;ever, the Bank's borrowers included a number of countries \vhich, \vhile they 

were still developing, were .certainly not underdeveloped. Conspicuous amongst 

these were Italy and Japan, to whom the Bank's last loans were made in 1965 and 

1966, respectively. Your country is an excellen~ example of the fulfillment of 

. , 
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the pur?ose of development lending. In the yea rs 1953 to 1966, Japan was on e 

of the Bank's largest borrowers. We lent you a tota l of $857 million. Develop

~2nt in Ja?an has been so rapid tfiat you are now well able to repay those loans 

a nd have even done so in effect ahead of schedule by lending, in your turn to 

the World Bank, at first through the Bank of Japan, and more recently through 

;narket issues. So that, as between the Bank and Japan not only has net transfer 

becowe negative but net lending as well. There are, of course, other countries 

::.n this category and \ve hope that it is one whi'ch will grow. If \ve say that we 

want to maintain a satisfactory rate of increase in the Bank's net lending and 

t hat we do not wish to see too great a decline in the net transfer of resources, 

t:1at does not mean that this should apply uniformly to all the Bank '-s borrm.;ers. 

At any time there shoul~ be some who have come to maturity and are able to r e?aY 

not merely individual loans but the sum total of what they have borrowed. Other 

countries will need longer to reach that stage and some may need a very lorig tiilie 

indeed. Those are the countries which must rely mainly on finance from IDA. 

You will see that the effect of this sort of evolution in the pattern 

of the Bank's lending is to change the composition of its portfolio of loans 

outstanding. This now consists, to a much larger extent, of loans to the poorer 

countries, though one can mention several (Taiwan, Israel, Yugoslavia, riexico) 

who were poor yesterday but are much more prosperous today. One should not, 

therefore, thi.nk: of the Bank's portfolio as suffering a continuous decline in 

~~ality. It is probably true, however, that at this moment of time there is a 

greater degree of uncertainty about the rate of economic progress amongst our 

borrowers than there was in the early years of the Bank's existence. 

The Bank's largest borrowers in terms of loans and credits outstanding 

are India, Brazil, Mexico, Pakistan, and Colombia. · I shall not try to forecast 

what is the economic future of each of these countries. Hhat is clear, hm.,rever, 
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is that at the .present time India and Pakist an, which are the l a rgest and 

?Oorest of t hem all, are progressing more slowly and have a longer road before 

them than had the others. Nevertheless, the situation in any country can change 

drastically and quickly. · India itself is in a far stronger position today than 

it was a few years ago with a rate of growth in gross national product of 4.3%; 

a rate of growth of exports of 2.7%; and a rate of growth of food production 

which is bringing her rapidly to the point of self-sufficiency. Moreover, 

the projections for the period 1971 to 1975 show an even more rapid rate of 

gro\vth both for production and exports. On the other hand, in Pakistan, for 

reasons largely of a non-economic kind, the situation has deteriorated after 

a period of remarkably high growth. 

Let me say something now about the terms of loans and credits rr.ade 

by the World ~ank. We have already seen that there is a great difference in 

what I have called the life cycle of the development process in different 

countries. It is not so much that investment in one country is more productive 

than it is in another. If that were all, it would be of questionable wisdom 

except on grounds of equity to devote scarce capital to investment where the 

rate of return which could be obtained was lower than it was else\vhere. Hhat 

distinguishes one country from another for this purpose is the level of its 

incorr.e ?er head, and hence the marginal rate of saving which can reasonably 

be expected from it; and the rate at which additional output can be transfo~:ed 

·into increased foreign exchange earnings, whether through an increase in exports 

or a saving in imports. It is in countries where this transformation process 

is liKely to be prolonged that capital on concessionary terms is needed most. 

In the extreme case we would make all our credits on IDA terms, that is to say 

repayment over 50 years with an interest ch:1rgc o.f three qu.:1rtcrs or 1~(.. But 
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t~e~e are intermediate cases where something less t~an this is needed. In 

these \ve use a blend of IDA credits and Bank loans. Bank loa~s, as you know, 

carry an interest rate of 7-l/4%'and are repaid over 20 to 25 years. We 

calcuiate that the grant element in an IDA credit is some 80% and in a Bank 

loa~ 20%. nlends of these two types of funds will result in intermediate 

levels of grant element. 

In our view \vhat determines the appropriate terms of lending should 

be, in the main, the economic situati6n of the country as a whole rather than 

the lead-time of the individual project and the life of the assets which it 

creates. He talk, therefore, of IDA countries rather than of IDA projects or 

Ea:-..:Z projects. 

Xevertheles c it is true that if we are financing what has been 

called social overhead capital, that is to say roads, schools, hospitals in 

a country where income per head and domestic savings are low, the terms ap-

pro?riate to such loans should be soft. 'Whereas, even in the po.ores t country, 

investment in mining and oil will produce returns on a scale which will attract 

private capital. These are the so-called enclave projects in which it is possible 

to distinguish between what the .country can aff:ord and what the project can 

afford. 

This brings me to the question of the purposes for which the Bank 

and IDA have lent. We need to be clear about the meaning of that term. It is 

always possible to identify the purpose of a loan, if one is thinKing in legal 

terws, as being the project or form of expenditure \vhich the borrmver undertakes 

to carry out in return for the loan. The real purpose of the loan in economic 

terms may, however, be different. Defined in that way the effect of a loan 

should be thought of as the marginal use of resources anywhere in the economy 

which it makes possible taking into account all resources both internal and 
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ex~er~~~ avai:able to the borrower. That mar ginal use of resources may or ~ay 

~.~ ~ ·:Je t~te ?ieee of inves~r.1e:-..t \vhich tr.e lo an ostensibly finances, since that 

?~~~icular piece of investmen t might have been carried out in any even~. The 

~~=g inal use of resources may not even be for inves t ment at all, it may make 

? C ssi~:e the sar.1e rate of investffien t , with additiona l consumption, i.e. a r eduction 

i:-. ~~12 rate of saving. In practical terms what this means is that in ~pproving 

a ~oa~ t~e 3~nk must think not only of the project itself, though it must certainly 

G;) t~at, out also of the developffient program of which the program forms a part , 

a:~ G. o£ t~e nacro-econor.-.ic policy in which the development program has its place. 

under the Bank's Articles the loans which it makes or guarantees are 

::e ~uired ~o be "for the purpose of specific projects of reconstruction and 

ceve:.op~.e~.~~~ but this revision does not commit the Bank to a single inflexible 

~ ec~-::-;.isue oi lending anC. mar-.y di fferer.t sorts of undertakings are, in fact, 

c~~sidered for the purposes of B~nk lending to be projects. For example, they 

=~Y COill?rise a single project or a series of related projects in a particular 

sec~or. ~he same is true of IDA. 

The Articles also provide that in special circumstances the Bank and 

:J~ way illake non-project or program loans if these would provide the most 

2ifeci:ive way of helping the development of a member country . Such circuu-1s~ances 

~i;~~ ~rise if a borrowing country presents a development program which is 

=eg~rded as being a satis f actory basis for external assistance in a given amount 

~u~ ~he needed transfer of resources cannot be achieved effectively and 

ex?eC.itiously by financing individual projects. The country may, for example, 
..f 

be one in which there is a \vell developed capital goods indus try. ~vhile , 

:~erefore, it may need external resources to enable it to meet all the co~?eting 

C.enands upons its economy, including those of development, nevertheless it may 

~o: need t hose external resources in the form of imports of capital goods which 

i: can ?reduce itself. It may be more important that it should be able to 
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ffiaterials and equipment which are needed to'maintain existing productive 

capacity and to enable it to be used effectively. 

There is another direction in which the Bank's lending may depart 

fro~ financing the foreign exchange requirei.7lents of proj e.cts. The Articles 

of Agreement permit the Bank and IDA, in exceptional or special circumstances, 

to lend foreign exchange to finance local expenditure. Here,again, the 

circumstances justifying this kind of lending are typically those in which a 

country needs more funds for its development than it can provide from its own 

savings or from existing foreign exchange resources, but these additional funds 

cannot be provided solely by lending for projects requiring imported goods and 

services or, at any rate, not wit~out neglecting other projects of higher 

priority the needs of which ara .mainly for local expenditure. It is, of course, 

clear that what the Bank lends is always foreign exchange which will be spent 

ultimately on additional imports . . The use of program loans divorces such lending 

entirely from the direct needs of individual project~. The making of loans to 

finance local expenditure keeps the link with projects but not with the foreign 

exchange expenditure on them. In general we may say that either of these techni

ques are appropriate "ivhere a developing country has the productive capacity to 

carry out individual projects but cannot do so without overloading its econo~1y 

in a r.vay r.vhich is likely to call for additional imports whether of raw matE:rials 

or of consumption goods. Some of the Bank's earliest loans took this form. In 

Italy, for example, the Bank lent $250 million in the form of what was called 

an "impact" loan. It was intended to meet the additional demands for impQrts 

which were likely to arise as a result of a large and ambitious program of 

development in southern Italy and of the higher level of activity in the econvUlY 

to which the carrying out of this program would give rise. More recently th~ 

Bank Group has extended a series of credits to finance industrial imports for 

India and Pakistan. Similarly, the last major Bank loans to Japan for rail~ays 
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&~d ~~g~~ays i~c:uded a large elellieat of finance for local expenditure. 

I~ t~e great majo~ity qf cases, however, Bank and IDA lending is 

:in~~6 to S?ecific projects. :he Bank G~oup clearly has an interest in 

seei~& t~at suc~ projects are pro?erly prepared and appraised; that they are 

e££ici.e-:-.~ly carried out and t:~.at the rate of return -.;.;hich they were expected 

to yielci is, in ~ace, 1 • • 
~ea..~...1.zea. The Bank, therefore, works closely with 

deve:o?i~g count~ies to help the~ rr.eet this need aad in effect provides the~ 

in t~e ?~ocess with lliuch valuaole technical assistance. h~ere the loan is 

lin~e<i not with an iadi vidual ?roj ec t but with a \vhole range of projects in a 

?articu:a~ sector, the advice given by the Bank may be concentrated upon issues 

o£ ?o:icy which arise in that sector, e.g. the proper level and structure of 

cha~ges to oe lliace by public ~tility undertakings, such as transport or power 

u~cie:~a~ings, or the prope~ - level of water charges to be made to ensure an 

equita~~e distrioution of the benefits of a scheme of irrigation. But, in 

addition, to &iving advice on these problems of individual projects or sectors: 

the 5an~ is a:ways closely interested in the econo~ic policy of the government 

and is conce~.ed to see that development programs and pxojects are backed·up 

oy satis£acto~y ?Olicies, for exa~ple in the field of taxation and promotion; 
\. 

of 6o~.cs tic savi:-tgs, G.eu.and L:".aaage;;'lent, balance of payment adjustment, exchange 

rate ?vlicy and debt nanagewent. The Bank has a highly developed system of 

~co~o~.ic ~eports -.;.;hich are dra-v1~1 up by economic missions which visit each country 

o~ten as fre~uently as once a year. 

In tne years since the Bank \va s founded, there has been a certain change 

of e~?hasis in the distribution of its lending between different projects. In 

tne ea~:y years there was a heavy concentration . of lending on roads, rail\vays, 

electric power and irrigation, on what might be called the basic infrastructure 

o£ tne econowy. Two thirds of the Bank's lending was devoted to these purposes. 
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Half the remainder went to industry. In the Sixties the e~phasis changed and 

far more attention was given to agriculture and education. This corresponded 
, 

to a change of emphasis in the development policies followed by most of the 

developing countries. It was seen that to be effective development should 

not be concentrated excessively on spectacular industrial projects, but must 

~eet the most elementary needs of the population, to assure them of an adequate 

~ood supply and of the basic training without which · they could not use improved 

capital equipment. 

It was sometimes urged, at the time when this change in emphasis 

took place,that agricultural and educational projects could not be expected 

to be self-liquidating or to produce within a reasonable period of years a 

financ~al return which \ould e~able the loans to be repaid. It is, I think, 

mor~ ge~e~ally recognized now that development loans are made not on the 

basis of the creditworthin8ss of individual undertakings but of the gov8rnment 

of the country or of some agency of it. T~e capacity to repay thus de?ends on 

the rate of economic progress of the country as a whole. It can hardly be 

denied that improvement of the standard of education and food supply in any 

relatively poor country commands a . very high priority indeed and to help theill 

to meet such needs cannot fail to improve their efficiency and, hence, their 

creditworthiness as a borrower. 

Today, indeed, \ve s.ee that we must take an even Hider vie\v and think 

of the purpose of development as being not merely to increase gro\vth but to 

ensure that the benefits of that growth are reasona~ly distributed bet\veen 

different regions of a country, between different sectors of development, and 

between different social classes. \ve have become more aware also of the 

ap?alling pressures which are building up in developing countries as a result 
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of the gro\vth of population - a process which has now reached such a momentum 

that it will take many decades to bring i t under control. Population planning 
) 

has been seen to be fundamental to development, not least because of the 

effect it has on two other immensely serious problems which confront the 

developing countries -- those of proper nutrition and the provision of 

e~ployment. 

I have not time this morning to discuss these wider needs. They 

can be summed up in the proposition that the true object of development 

snould be not merely to increase the average rate of growth in national income, 

i m?ortant as that aim may be. The true objective must be to improve the 

quality of life for the people as a whole. We, in the World Bank, believe 

:ha: the provision of external capi~al and technical assistance to the 

developing countries has played, and \vill continue to play, an indispensable 

part in lifting the developing countries, in some measure at any rate, out 

of the poverty in which they have struggled for so long. 

I 
I 
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-----·---------------------------------- --------------------

TRADE 1 AID, A~D DEVELOPMENT 

I want to talk today about three closely-related subjects, about 

T~ade, Aid, and Development, and ab0ut Japan's interest in all three as I 

s2e it . About the first of these - about trade - the-re is little I am sure 

that I can tell you \vhich will be new to you. Japan is, a-fter all, one of 

the great trading nations of the world. Here, in Osaka, we are at the heart 

of ffioJern iudustrial Japan. One has only to look round one, and to observe 

~he prodigious growth of industry Hhich is toking place here before our eyes 

to see that this growth would never have been possible if it had been based 

on ;:ne growth of the Japanese. eco:1omy alone, arLd on tile. 3rmv'.:'.-. of· ·:!:;e home 

marke t. 

After all you live, as you are well aware , in a densely po?ulated 

island which resembles in one respect my own country, the United Kingdom. 

the United Kingdom we have to import a large ?art of our food and an even 

T 
..~..n 

larger pc.1rt of our raw matel"ials. H2re, ir1 Japan, 60% of your ra-:·J rna teria ls 

co~e from abroad. We all know how closa the trading links are which you have 

developed with all parts of the world, to take a single example: with Aus:~~lia, 

.\vhere spectacular discoveries of great mineral deposits have made that coun~ry 

a natural partner for the manufacturir:g inG.ustry of Japan. 

It needs little argument., therefore, to show that Japan's econo~ic 

future is bound up with the growth of international trade, with the expansion 
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of ~arkets throughout the world, to which you can export your manufactured 

products and earn the means to pay for food and raw materials, that are 

needed to support your growing industry and your large population. 

All this is very familiar lto you, I am sure, and indeed obvious. 

Tnat Japan is vitally interested in the growth of international trade is 

clear: and that international trade depends in large part on the progress 

of development is equally clear. Is it also true that economic development 

is bound up with the expansion of development assistance? Let me carry the 

argument a little farther and see where it leads. 

The industrial revolution of the nineteenth century in Europe 

took place with but little government intervention and under the impulse, 

for the most part, of market forces, and at the spur of profit. lfuy, it 

~ay be asked, should that process not be repeated and carried further in the 

t\.;en tie th century? If the poorer and more backward countries need capital 

from abroad, why should they not get it from the private investor? Is there 

a~y need for the intervention of governments and of international organizations? 

And why should that intervention take the form of aid, of providing capital on 

I 

terms \vhich make a large part of it a gift? If · trade requires and depends 

U?O~ a widespread and accelerating process of economic development, why should 

development require and depend upon aid? 

First of all let me say that I am not maintaining that without aid 

there would be no development. After all, the giving of aid to the poorer 

countries on the scale on which we see it today is a comparatively recent 

development. It is true that in the past the colonial powers did a good deal 

to develop the countries for whose government they were responsible. And, as 

I have said, this was supplemented by large international movements of private 
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capital. Even today, as you know, the development of the poorer countries is 

being financed in very large part (some 80-85%) from their own savings. Of 

the remainder, roughly $7-l/2 billion is provided by private capital and export 

credits, leaving the remainder, amounting to some $8 billion, to come from 

official economic assistance. What then are the respective roles of trade and 

aid in fostering economic development? 

As a source of foreign exchange, trade is by far the more important. 

As compared with total bilateral disbursements, private' and official, of 

$15-l/2 billion or so in 1970, export earnings of developing countries totalled 

over $48 billion in 1969, the last year for which figures are available. Trade 

thus accounted for over three quarters of the total flow of foreign exchange 

iato the developing countries. In sheer volume, therefore, export ec;.raings are 

three times as important as capital flows for the developing countries. 

Let me illustrate this same point in another way. In the ten years, 

1960 to 1969, export earnings of the developing countries grew at a rate of 

just under 7%. At this rate the growth of foreign exchange earnings would, in 

n.;o years, be equal to the official aid available from the industrialized 

countries. Trade is therefore much more important to the developing countries 

than aid, not only in terms of volume but also because trade receipts can be 

used in most cases without conditions or restrictions. On the other hand, it 

has to be remembered that export earnings involve a cost in terms of resources 

which aid receipts do not. It is for this reason that some economists have 

calculated that one dollar of aid is equal to three dollars earned from trade. 

Does that mean that the right policy for the future should be in 

the phrase coined by a British Minister in the past- "Trade not Aid". I do 

not think so. The circumstances in which he used that phrase were different. 
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You are all aware, I am sure, that the United Nations Organization 

ga-..·c: to the decade of the Sixties the title of the "Decade of Development". 

They set a target tor that decad~ which called for an average annual rate of 

grm.:t~ in tne developing countries of 5% in gross national product. That 

tar6ct, as you know, was more than ~ulfilled. Ylany of the developing nations 

did ~etter. ~O\v we stand at the beginning of the decade of the Seventies, to 

·i)e :::al.ied "7:"1e Second Decade of Development". The target has been raised to 

an ~verage rate of growth of 6% a year. There is every prospect that this 

tar6e:, also, will be achieved - but on one condition, namely that the flow of 

aic and of private investment should be increased. 

It is true tnat trade bulks larger in the foreign exchange earnings 

of deve~oping coun t ries and tr.at for that reason I said just now that in 

vo:\;~.e, at any rate, trade was more important than aid. But we have to think 

not only of the two sides of the account, of the total of receipts and the 

tot~: of expenditures, but also of the balance b~tween them. It is the . gap 

bet·.~·eell the resources of the poorer countries and all the demands upon them 

that is crucial, and the gap between the total of their foreign exchange 

ear.:-.iags and receipts - the "resources gap" and the "foreign exchange gap" 

as t~ey are ca:led. It is these gaps which must be filled by an inflow of, 

cap~tal from abroad if the developing countries are to keep up the rate of 

investment on which their growth depends. And a substantial part of that 

inf:.o\v Ulus t co.ne to them on easy terms if they are not to pile up debts which 

they cannot in the end repay. 

It is for this reason that as part of the strategy of the Second 

Deve:.opment Decade ttvo targets have been proposed ~ one for the total flow of 

capital and one for that part o·f the total which consists of aid given by 
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g0v~rn:~1~nt::;. Th~' t"ir~t t~lrbL'L 1::; ::;~tat 1% of gross national product, the 

s2~ond at 70% of that figure, or 0.7% of gross national product. 

I should like to emphasize that in the past decade no other country 

in the world has increased its official flows of aid as much as Japan, either 

absolutely or relatively: from $143 million in 1960 to $811 million in 1969. 

To be sure, it was less difficult for Japan to achieve such an increase than 

for any other country in the world. For Japan's gross national product 

quadrupled over that same period, whereas the GNP of most other advanced 

nations merely doubled. As a result, the level .of Japanese official develop

ment assistance has not increased in recent years in relation to Japanese G~?. 

Indeed it was a smaller proportion of Japanese G~P in 1970 (.23%) than in the 

1965-67 period (.30%). A further argument for suggesting increases in the 

level of Japanese aid is Japan's great and rising strength in the balance of 

pay.nents. Thus, Japan's current account balance moved from a deficit of $.4 

billion in 1964 to a surplus of $2~2 billion in 1970 and there will be a further 

large surplus this year. Similarly, its balance of -payments moved from a deficit 

of $.1 billion to a surplus of $1.2 billion. The balance on current account 

determines basically the ability of a country to transfer resources through 

official and private capital flows. 

In the ourse of the Sixties not only the size, but also the structure 

and quality of Japanese aid have altered dramatically. The share of official 

development assistance loan commitments rose from 15% in 1960 to 55% in 1970. 

But, at the same time, the share of bilateral grants declined from 69% in 1960 · 

to 25% in 1970. 

The share in the total flow of funds from Japan represented by 

export credits on comparatively hard terms is also exceptionally high, 

amounting to 40% of the total. It is for these reasons that there has been 

some hardening in recent years of the terms on which Japan has provided 



I 

/ 
/ 

- 6 -

cc.?ital to t!~L' l:l'\.l'1 ... ,pin~~ countries (grant element at 10% discount rate fallen 

:r0~ 35: in 1065 to 21% in 1970). 

I am all the more plea~ed to be able to acknowledge the strong su?port 

\v~icn your government has given to the international organizations in the field 

of development. You are now one of the five largest subscribers to the capital 
I 

of the World Bank, you have opened your capital market to borrowings by the Bank, 

a~ci you have increased your percentage share in the latest round of contributions 

to :~e resources of the International Development Association, the affiliate 

o;: i:f•e ~·:orld Bank which makes credits available on easy terms. You have taken 

also, if I may say so, a clear and bold lead in providing funds for the Special 

r~~d o£ the Asian Development Bank, to which you have committed $100 million. 

~e, in the World Bank, welcome the growing importance of Japan not 

o~.y in the international economic community as a whole but in the ran~s of 

the countries which provide funds for the developing countries. ~apanese 

econo~ic assistance is becoming one of the principal factors in the world-wicie 

i:--.ternational program of development assistance, not only in East Asia in \·lhich 

you have a traditional interest, but in the rest of the world as well. The 

to~al flo\¥ of funds from Japan to the developing countries is expected to increase 

ra?idly as your national product continues to grow and as your official develo?-

~ent assistance expressed as a proportio11 of that product rises to the level of 

other industrialized nations. We confidently expect that, as a result, your 

official development assistance will incr~ase several times over during the 

next ten years. 

I have spoken at -some le.ngth about the Japanese aid program because 

it seems to me that an audience such as this has a double interest in it --

a general interest and a particular interest. You have a general interest in it 
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beca~se of t~e i~portance which it has for the economic progress and inter-

na:~o~a: s~anding of your country. You have a particular interest in it 

be2a~se you are the people who produce and export the goods and services 

t ha: a~d f~nances. In that ~ay you benefit from Japan's aid and from other 

un-~ed aid, notably World Bank anq Asian Development Ba~k aid, for which you 

co~?e:e successfully. I hope you will feel, therefore, that you have a parti-

c~:a~ ~nte~est in the growth of official foreign economic assistance from your 

co·..:ntr,r sir.ce it helps to finance your sales abroad. You will not only benefit, 

I s~g6est, froill a rising volwue of official aid but ·also from improved terms, 

say softer terms, both of Japanese and of other aid . Softer terms ..,_·_--
L. ' .a. G.\,. is t:o 

wi:l ~ean t~at the balance of paywents problems of the countries where your 

c~s:o~ers are will be lightened. Softer terms will mean that the burden of 

cie~t service ior these countries will be easier to carry. Finally, softer 

te~s will. r.~ean that the developing countries can invest more in their grmvth 

anci buy more from you because they do not have to make such large transfers 

o: resources to meet amortizati0n and interest on their debt. 
(i,'\.e_; 

Let me now spend/time that remains to me this morning in considering 
it\ 

furt~er the trading prospects and difficulties of the developing nations. 

1here is no doubt about the importance of trade in development. 

h;-.etr.e.r ex?orts ?rowote growth or \vhether growth promotes exports is a con-

t~oversy which has been of absorbing interest to economists for a long time 

anci is still unresolved. Some believe that exports are an overspill of domestic 

?~ociuction once production becomes efficient by world standards. Others believe 

that ex?orts ex?and under t~e stimulus of world demand and that domestic 

econowies are thereby enabled to grow faster. This is the theory of "export 

:ea growth". 
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Whatever the truth about this may be, t he link between growth and 

exports is clear in practice and can be sho,vn from the figures. There is a 

strong correlation between expo~ts and GNP growth rates in the period 1960 

to 1969 in the developing countries. 

Nevertheless, trade does not seem to be as powerful an engine of 

growth today as it was in the nineteent h century. The enormous growth of 

incomes in North America, in Japan, and in Europe does not translate itself 

into the same proportional increase in demand for primary products as it 

tended to do in the past. Sophisticated industrial processes today require 

fe,ver raw materials per unit of output. The agricultural picture, too, is 

different. On the one hand incomes have now reached a level in the advanced 

countries where very little of the increase in them is spent on food · stuffs 

as compared with the high proportion spent on food in poorer countries. On 

the other hand, some of the richer countries have become extremely efficient 

in agricultural production themselves. On top of this all the rich countries 

have large farming sectors to which they give protection for social and 

political reasons. This means their markets are very difficult to penetrate 

for the producers in developing countries. It is this fact - that the income 

of the richer countries is growing faster than the demand for primary products -

which is crucial. The situation varies, of course, from one rich country to 

another. The case of Japan differs, for exawple, from that of the United S~ates 

or the European Economic -Community. Even Japan, h~wever, has managed to become 

more than self-sufficient in rice and, though ·its raw material imports are high, 

they are not expected t9 grow much faster than the growth of your GNP and, perha?s 

much slower • 

. . 
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Since investment in the developing countries depends to a large extent 

on the demand for primary products, the changes I have just described tend also 

to slow down investment. 

The conclusion which follows from all this is that industrialization 

must play a large role in the process of development and that this, in turn, 

will require faster export growth. This will call f6r a change in the strategy 

of development. In the 1950s and 1960s much stress was laid in developing 

countries on the need for import substitution. Most of them adopted such a 

policy to help their industries to grow. In the course of time, however, it 

has become clear that import substitution, if carried too far, leads to a blind 

alley and can have detrimental effects on economic development. It often leads 

to an inward-looking a titude on the part of producers and to the creation of 

industries which even in the long run are inefficient and require a continuing 

high level of protection. As Mr. McNamara pointed out in his address to the 

Governors of the Horld Bank at their Annual Meeting in September, "These problems 

can be overcome by an alternative strategy of development which gives greater 

emphasis to manufacture for export. The industries stimulated by such a program 

will be those most suited to conditions in developing countries. Many are likely 

to be relatively labor-intensive, thus contributing to the solution of the employ-

_ment problem, and production for foreign as well as domestic markets, should help 

ensure the benefits of large-scale production." "These advantages are not merely 

hypothetical" added Mr. McNamara and, indeed, the record speaks for itself. 

During the Sixties the exports of developing countries grew much more 

·slowly than those of the developed countries, at 6.9% a year compared with 9.5%. 

Tr1e share of developing countries in total world exports has in consequence fallen, 

and this fall is still more marked if oil exports are excluded. 
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roisto~ically the trade of the developing countries has been con-

cc~:rated on ?rinary products, both agricultural and mineral. While manu-

factured ex?orts from the developing countries have grown rapidly -- by as 

~-~c~ as 15% in the most recent years -- they still represented only 14% of 

tvtal exports of developing countriep in 1967 and only 5% of world exports 

o: ~a~ufact~res~ By contrast Japan alone in that year shipped 10% of the 

~orlc's ex?orts of manufactures. 

Because, for a number of reasons, exports of primary products are 

g~o~~ng only slowly, the best hope for the future economic independence of 

t~2 develo?ing countries lies in a growing export of manufactures. 

Lacin America has achieved a very strong rate of growth of such 

t:~?orts bot"-! to the re~t of the world and within the region. But it is 

f70lli Asia t~at there comes the larger part of all exports of manufactures 

b;· develo?ing countries. Korea and Taiwan have been outstandingly successful 

...... tnis res?ect. But other Asian countries have done ~vell also. In the 

?erioc 1960-67, the average annual growth of manufactured exports was 18.5% 

£or ?akistan, 21.4% for India, and 31.9% for the Philippines. Those are 

s:~iking figures. 

\~1at are the prospects for the Seventies? 

If the exports of manufactures from the developing countries are to 

continue to gro\v, many obstacles will have to be overcome at home, in the shape 

o: ina?pro?riate foreign exc~ange rate and trade policies. But other factors 

a~e ?resent: tne cost of breaking into new markets, the limited knowledge which 

t~eir producers have of foreign demand, inadequate control of quality, poor 

~ar~eting techni~ues and other difficulties. 
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How carl the developed countries help the developing countries to 

~~crease ~~eir ex?orts? Partly, by increased technical assistance. I was 

g:ac to see, for example, that the Japanese Government has agreed to send a 

~~~~eting expert to hel? the Thai Government to plan farm produciton intended 

fc~ ex?ort to Japan during the next 1five years, and that your governrr.ent also 

p:a~s ~o despatch a ~arketing expert to Thailand to help them increase their 

i~c~strial exports. 

~ar~eting and distribution problems are undoubtedly important and 

a~e of[en not given the importance they deserve by economic and other advisers. 

7he most iffiportant single form of help, however, is for the developed 

co~~t~ies to reduce the level of protection in their markets against imports 

f=~~ the developing countries. For this reason we all welcome the Generalized 

?~e:e~ence Scheme which Japan, the E.E.C., ~nd the Nordic countries have adopted, 

a~c in which Japan has played a leading role. Under this scheme tariffs on ~ost 

ma~~factured imports from the developing countries and on some imports of prirr.ary 

co~~oditits are reduced to zero. It has been estimated that if these preferences, 

wh~ch have been planned by the highly industrialized countries, are put into 

effect ny 1972, the ex?ort earnings of the developing countries will ultimately 

~e · ex?a~ded by between 800 and 900 willian dollars. 

Even more important in its effect on trade would be action by the 

Ge':elo?ed countries to rationalize and to har~onize such quantitative trade 

res:rictions as they must maintain. The rich countries should also take steps 

to ~e:? the poor countries to diversify their exports over a wider range. 

In all these cases action by the rich countries is needed to help the 

?C07 countries to increase tqeir receipts from exports and thus to help to finance 
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~~e ~~vest~ent ?rogra~s whic~ c.re needed to ' promote their.economic growth. 

I a.~ s~re tho.~ ;apan will continue in the future to play her full part in 

ilie~s ~~es of ~his kind. 

I have not said wuch this morning about private investment in 

G.eve:o?ing countries. There is no question that this, too, is of great 

~m?O~t&~ce r.ot only as a source of capital but also because it brings with 

i. t ::-.c.:1c.gerial skills and tecr1nical knowhow of which the developing countries 

s~a~G. i~ great need. i am glad to know that Japan is becoming increasingly 

active in the ~ield of overseas investment and that your government has taken 

a n~~oer of steps to promote such investment. For example, in 1967 it ratifi~d 

the conventio~ sponsored by the World Bank on the settlement of investment 

G.is?utes. In lS70 the prograill of investillent insur.ance which had already been 

esta~lis~ed was expanded and comoined into a new overseas investment insurance 

sche:::e cover-ing not only equity investment but long-term loans to and bonds 

issued ~y enterprises whose managewent is under Japanese control. Your government 

has a:so given tax incentives to encourage overseas investment and has also 

extendeG. direct official financial iupport to private investors overseas throug~ 

the ~X?ort-:wport Bank and the Overseas Economic Cooperation Fund. Policies 

regarding both trade, aid, and overseas investment should together form a 

single coherent stra~egy each part of which supports C?-nd supplements the. others. 

Let we conclude by saying that your country has been the outstanding 

exa~ple of rapid economic growth based upon exports. I am sure that it is your 

wish to enaole other developing countries to follow your example. 

As one of the fastes~ growing industrial nations in the world you are 

in a unique position to help. both yourselves and others in all the ways which 

I have tried to outline this morning. The challenge is there and I am sure that 

you will accept it and will continue to seize the opportunities that are before 

you. t 
t 
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0700 : WORLD BANK PRESS REVIEW: \) ~ C s 
BY REUTER At;yc H\ ·~ ___ _.......,. 

UNDATED: -• WORLD BANK ADVISE IN JAPAN ON TRADE, AID AND 
DEVELOPMENT, THE URUGUAY ELECTIONS AND THE GROUP OF TEN TALKS IN 
ROME ARE LADING PRESS -TOPICS TODAY <WEDNESDAY>. 

NEWSPAPER COVERAGE INCLUDES:-
TOKYO: --WORLD BANK VICE PRESIDENT SIR DENIS RICKETT HAS 

TOLD A GROUP OF JAPANESE BUSINESSMEN AND SCHOLARS THAT 
]NDUSTRALIZATION MUST PLAY -A LARGE ROLE IN THE DEVELOPMENT 
PROCESS, THE ENGLISH LANGUAGE MAINICHI DAILY NEWS REPORTED TODAY. 

SIR DENIS WAS GIVING AN ADDRESS ON "TRADE, AID AND DEVELOPMENT" 
AT A LUNCHEON MEETING OF THE ASIAN AFFAIRS RESEARCH COUNCIL AT 
OSAKA YEST~RDAY • . 

THE PAPER QUOTED THE VICE PRESIDENT OF THE INTERNATIONAL BANK 
FOP RECONSTRUCTION AND DEVELOPMENT AS SAYING: "TRADE, AID AND 
DEVELOPMENT SHOULD ALL FALL INTO A SINGLF COHERENT DEV~LOPMENT 
STRATEGY." . . 

HE EMPHASIZED THE IMPORTANCE OF TRADE AND AID OT THE BEGINNING 
OF THS 70'S, CALLED THE SECOND D~CAD~ OF D~V~LOPM~~T, ~AI~ICHI 
SAID. 

NOTING THAT TRADE WAS IMPORTANT FOR UNDERD~V~LO?~D NATIONS, 
HE ASSERTED THAT THERE WERE NOT _ONLY THE T~I SIDES OF ACCOUNT -
TOTAL RECEIPTS AND TOTAL EXPENDITURE -- BUT ALSO THE BALANCE BETWEEN 
THEM, THE PAPER SAID. 

RESOURCES GAPS AND FOREIGN EXCHANGE GAPS, TYPICAL OF THE 
. DEVELOPING NATIONS, MUST BE FILLED BY AN INFLUX OF CAPITAL FROM 

AEROAD IF THE COUNTRIES WERE TO ~1AINTAIN THE RATE OF I~lVEST-t1ENT 
ON WHICH THEIR GROWTH DEPENDED, HE SAID. 
['t'K)RE MFH /AB 
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0705 : PRESS REVIEvJ 2 UNDC\.TED: 
IN LAUDING JAPAN~S FFFORTS IN ECONOMIC GROWTH AND HER 

CONTRIBUTIONS TO FOREIGN AID, SIR DENIS WAS QUOTED AS SAYING THAT ~T 
WAS NOT ONLY IN THE GENERAL INTEREST FOR JAPAN TO GIVE AID, BUT 
ALSO IN THE PARTICULAP INTEREST, IN THE SENSE THAT JAPANESE EXPORT 
SALES WOULD BENEFIT IN THE PROCESS. 

ON THE TRADING PROSPECTS OF THE DEVELOPING NATIONS, HE ADMITTED 
THAT THERE WAS A STRO~G CORRELATION BETWEEN THEIR GNP CGROSS 
NATIONAL PRODUCT) AND EXPORTS IN THE 60'S, MAINICHI SAID. 

HOWEVER, IT SAID, SIR -DENIS STRESSED THAT "TRADE DOES NOT SEEM 
TO BE AS POWERFUL AN ENGINE OF GROWTH TODAY AS IT WAS IN THE 19TH 
CENTURY." THIS ~AS MAINLY BECAUSE THE DEVELOPED NATIONS DID ~OT 
REQUIRE AS MANY PRIMARY GOODS AS THEY USED TO, DUE TO PROGRESS IN 
TECHNOLOGY AND INDUSTRALIZATION. 

"IN OTHER WORDS, INDUSTRIALIZATION MUST PLAY A LARGE ROLE IN THE 
DEVELOPMENT PROCESS, WHICH, HOWEVER, REQUIRES A FASTER RATE OF 
EXPORT GROWTH," HE SAID. -

THEREFORE, "A CHANGE IN- THE STRATEGY OF DEVELOPMENT," NAf·1EL Y, 
A GREATER EMPHASIS ON MANUFACTURING FOR EXPORT, WAS NEEDED, SIR 
DENIS WAS QUOTED AS SAYING. 
MORE ~1FH /AB 
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0709 : PRESS REVIEW 3 UNDATED: 
THE INDUSTRIES STULATED BY SUCH A PROGRAMME WOULD 8~ THOSE 

MOST SUITED TO CONDITIONS IN DEVELOPING ~ATIONS, AND B~ING LIKELY 
TO BE LABOUR-INTENSIVE, THEY WOULD SOLVE THE EMPLOYMENT PROBLEM 

. AMONG OTHERS, HE WAS QUOTED AS SAYING. 
THE IJJORLD BANK OFFICIAL CITED THE SUCC~SS~S IN :·!~NUF.t!.CTURING 

EXPORT IN KOREA, TAIWAN AND OTHER ASIAN NATIONS, THE PAPER ADDEO. 
AS FOR HOW DEVELOPED COUNTRIES COULD HELP, SIR DENIS IN9ICATED 

THAT IN ADDITION TO GIVING FOREIGN AID, THEY COULD "REDUC~ THE 
LEVEL OF ?ROT~CTION IN THEIR MARKETS AGAINST I~1PORTS FROM THS 
DEVELOPING COUNTRIES." 

HE GAVE AS A GOOD EXAMPLE THE GENERALIZED PREFERENCE SCHEME 
ADOPTED BY JAPAN, THE EUROPEAN ECONOMIC COMMUNITY, AND THE NORDIC 
COUNTRIES, THE MAINICHI SAID. 

THE JAPANSSE LANGUAGE MAINICHI SHIMBUN ALSO CARRIED THE GIST OF 
SIR DENIS'S SPEECH. 

· MOPE r·~FH /AB 
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Eugene Black has r emarked that a id i s one of t hose areas 

' 'whe re in~ titutions deve l op a ra t ionale for what t hey ar e doing only 

a fter having done it for awhile." 

Origins: Specia l relationshi p of former colonia l links; acts of 

charity to "\·lin fri ends", and strategic consider ations have given way 

to economic considerations. These in turn are currently being supple-

rJented by a view of the world as a global community: i.e., "No man 

is an island •••• " 

2. Development assistance a ttempts to redress the i mba lances between 

capital exporting and capital i~porting nations. Purpose is to assist 

nations create the conditions fo r s e lf- s us t aining economic growth, and 

to improve the quality of life fo r the 2 billion people who live in 

poverty. Balanced economic interdependenc e can help ease the propen-

sity for violence as a means of settling disputes. Rich nations 

recognized this in creating the OECD of which DAC is a natural extension. 

Development assistance has becoree, by and large, a distinct area 

of public polic~ in more advanced countries. There is a growing con-

census, exemplified in the Pearson report and the words · of President 

Nixon that each capital-exporting nation should, as a matter of sound 

policy~ put a certain percentage of its resources into foreign aid. 

This . has been accompanied by the general acceptance by developing 

nations that economic planning is an integral _part of domestic affairs. 
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3~ Economic~: Per~ istent and growing wider~ 

(a) Gross National Produc t -- In ~eveloping nations, the rate of 

growth has been between 5% and 6%. In the DAC countries, 

g~oss national products grow by almost $70 billion annually, 

or two-thir .1S the entire income of Latin .America . What the 

United St dtes adds to its GNP yearly equals the entire GNP 

of Ind~ . or Africa, approximately $40 billion •. · 

(b) Per C )ita Income Rich nations have an average income of 

$2~~~0 per person annually, ten times the per capita income 

in developing nations. The rate of increase during the 1960s 

was slightly over 10% in developing nations, 25% in DAC 

countries. Transformed into human deficiencies, these figures 

are staggering. 

(1) nutrition: a third to a ~alf of w~rld 1 s population 

is suffering from bringer and malnutrition; 

less developed countries are spending 

$4 billion yearly on food imports in late 60s; 

(2) health: high infant mortality; 110 per 1,000 in 

developing world as a whole, compared with 

27 per 1,000 in developed; endemic diseases 

common, while less developed countries average 

27 doctors per 100,000 population, compared 

with 134· per 100,000 in developed world; 

(3) education: 800 million illiterates in less developed coun-

trie·s; meanwhile about 40% of their total popula-

(,-} 

. ...-
tion is under 15 years of age; 

.· 
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(l} ) e~pl_~yment : about 20% of adult m~les are unemployed 
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in l ess developed countries; problem 

es pecially bad in cities, whos e rate of 

growth of urban population about twice 

tha t of urban jobs ; the urban popula tion 

of developing nations was 70 million in 

1920. By 1960 it had i ncreased almost 

fivefold to 310,000,000 a~ j is expected 

to reach 1.4 billion by the end of the 

century. 

Population growth r a te of over 3% per annum in les s developed nations 

threatens to erode any real increase in national income as it absorbs 

roughly half of their average annual rate of economic growth. If popula-

tion continues to grow at present rate, it will result in a doubling of 

the world's population in 25 years. This problem is compounded by 

the lack of technical skills, now recognized to be an i mportant 

factor in economic growth~ The need for trained personnel is exacerbated 

by a disturbing emigration of skilled persons to more prosperous nations. 

100,000 foreign engineers have settled in the United States alone, and 

more are now leaving the nations of Africa and Asia for Europe. One look 

at any large urban American hospital reflects the large number, perhaps 

30%, of the medical doctors from the Philippines, Iran, Turkey; Pakistan 

and Central America who come to the United States. Similar figures are 

now true for Europe. 

External Debt: Now approaching $55 billion, it continues to increase 

over $3 billion annually. Merely servicing these debts is a costly burden, 

requiring an outlay of $4 billion annually in hard currencieso l1exic:o alone · 
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spends over $27 mil lion for this purpos e or about one-fifth' of her ex-

·. ports of goods a nd non-factor services. To simply r eschedule these 

debts would not be healthy, since further investment would be discouraged. 

4. What Is Being Done: 

Fifteen years ago, development assistance to less developed nations was 

of marginal importance; since that time it has made enormous strides. The 

flow of public loans and grants for development assistance increased about 12% 

yearly throughout the first half of the 1960s. It has remained relatively 

static for the past few years, now totalin& approximately $7 billion 

annually. Of this amount, 30% is channeled through mult ilateral lending 

agencies, such as the World Bank, the Inter-American Development Bank. 

Bilateral aid donors work increas ingly through consortia and consulta-

tive groups. Last year, the World Bank pa~ticipated in 18 such joint 

efforts. In 1969 ,$ 13 • .'~ billion flo,.;ed from DAC members to . the less 

developed world. Six billion dollars of this amount was private. 

Official development assistance is required to fill the gap where 

private . investment capital _ is missing; this applies especially to 
. . . . 

infra~tructure development. 

Total official disbursements represented less than one-half per 

cent of the Group's gross national product; 59% of the official commit

ments were grants. Interest rates on public loans a~eraged 3.5%. But 

the terms of aid are h~rdening. The World Bank cannot raise sufficient 

money on the world capital· markets without charging 7~% interest, up 

from 5-3/4% six years ago. United States bilateral aid rates have gone 

from less than one per cent in 1961 to almost 5% today. Meanwhile the 

grant element as per cent . of total co~~itments has decreased in all donor 

countries, dropping from over 80% in 1964 to about 70% today. This trend 

is taking place at a time when the need is greatest. 
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Clearly then, the real burden falls on these nations themselves • . the 

best we can do is offer our knowledge, skills, capital and experience • 

5. Development assistance from abroad, however, accounts for only 15% 

of these nations' total investments~ To continue at this rate over $20 bil~ 
.. -

__ _ l_io~ will be nt!eded by 1975. Aid funds contribute about 20% of the capita~ 

formation in less developed nations whose GNP is growing at a rate :of 

5-6% yearly • .. 

-
The World Bank _Group has evolved to meet the ~eed& of less developed 

nations. ln recent years, the emphasis has · shifted to agriculture and 

education. Agricultural projects now receive over $412 million in loans 

and credits, a sharp · incre.ase in the $124 million yearly average between 

1964 and 1968. Educational . le~d~ng has alii1~~t tripl~d from its 1~§~-:-.196_8 . 
.. . 

average, from $31 million to about $80 mi1li~n in 1970. Lending for industry 

doubled from an average of $141 million yearly between 1964 and 1968 to 

$293 million in 1970. Expansion of agro-industries holds great promis-e. 

The consumption of commercial fertilizers in less developed nations 

reached 10 million tons last year, with a threefold increase expected 

hy the end of the decade. ·Huch of this is being produced domestically. 

The World Bank's interest in population studies led to the first 

family planning•loan of $2 million to Jamaica last year. Tunisia is now 

negotiating for similar assistance. 

Recognizing the importance of balanced urban development, the Bank 

is now examining the problems of growth . faced by Bombay, India, whose 

population may double in fifteen years. 

6. Aid promotes economic development only if .accompanied by adequate 

domestic policies which redress the imbalances in income· distribution. 

In India, 12% of the population owns 50% of the land. In Brazil, 10% 

.... 
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of the population controls . 75% of that ~ntion's wealtho Tax refotm and 

increased savings required if . the ma jor i ty o f citizens Rr e t o pros pero 

7. The aver age r a te of inves t ment in less developed nations has repres ented 

about 18% of GNP for the past decade . Duri ng this _period the savin~s rate 

has remained constant a t 16%. 

8. Trade shows mar ked i mprovement. It has increased at a ·rate of 9% 

·annually, somewhat below the 15% year ly inc rease registered by the 

rich nations. A number of bar riers hinder further -expansion. Tariffs , 

which could increase under the propos ed u.s. trade bill, are imposed on 

light manufactured goods -- shoes, textiles. Quotas and artificial sell-

ing prices restrict ex~ort of chemicals and minerals. 

'\<Jhile. the U.S. faces ~ commercial challenge '\>J :!.th J apan, that nation 

must now compete with the growing exports of Korea , China and Singapore. 

Attitudes touard t rade must ·change in t he comihg years. The recent 

negotiations in Tehran be tween the oi l producing nat ions and the western 

petroleum companies clearly show that the organizat ion of _world trade will 

no longer remain exclus ively in the hands of the rich nations • . Patterns 

of trade and consumption may consequently have to be analyzed by exporter 

and importer alike, to determine which products a re more valuable as ex-

port items and which ones should be produced for domestic consumption. 

This could avoid costly trade \<Jars and "dumping" practices that could only 

ha1:m everyone. Development assistance agencies can be oi great help in 

this matter -by sharing their data, knowledge and experience. 

( ) 



- 7 - \ 
l 

Private sector will continue to be the main source of' fl;nds for 

:· productive. private enterprise. The International Finance Corporation, 

an arm of the \.Jorld Bank Group, is playing an increasingly active role 

as a catalyst in drawing together the money and management whfch can 

usefully supplement the activities of -the IBRD. To this end, the IFC 

last year succeeded in mobilizing $493 million for investment in pri-

vate commercial ventures. Of this amount, $111.8 million \J:ls invested 

directly from the IFC portfolio, earning an average of 9 .0.8 per cent -

per. annum. 

9. Development figures mean little if the quality of life is not 

improved. Increased food consumption must be accompanied by balanced 

nutrition. Education must be followed by employment opportunities, 

and industrial development ·must not pollute. 

10. A crucial dimension of aid is providing technical assistance so· 

that the momentum of development is maintained. This training occurs 

while. a project is carried out. It provides the ~dministrative, 

engineering, construction and legal experience which is indispensable 

if development is to succeed. 

The results are not always immediate, nor should they be. Balanced 

economic growth requires time during which a number of stimulants and 

restraints can take effect. Development assistance should be provided to 

those projects for which concessional terms are in the best interest of all. 
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Included in this category are funds to provide adequate foreign 

exchange ~o that a nation's balance of payments deficit does not com-

pletely offset domestic economic improv~aents; funds, such as the 

estimated $650 million needed to import fertilizer, to supplement a 

specific sector o_f i ~velopmer~t which is progressing well; funds for 

roads and utilit~ es which assist in bringing new products and -ser- -

vices _to th~ rna: ~etplace. 

Capital i needed, but only if it is loaned on proper terms and-

invested in·~~rthwhile ventures. · Little if anything is accomplished 

by providing a high interest loan for a project that will produce 

obsolete goods. · 

Even a eood project, like an electric · power station, can be detri-

mental if the revenue earned frmn subscribers is exceeded by the amount 

required _for debt -service payments. Conversely, a lvw i~terest loan · 

is worthless if it only aggravates a weak economic sector. Promoting 

a single crop or mineral, e.g. rubber, coffee, for export is of little 

value if a large surplus exists or if the price fluctuates excessively. 

An appropriate loan, credit or investment acts as a catalyst in 

generating self-sustaining growth. Ideally, it promotes development 

in a number of related industries. A railroad from a seaport to a 

mine, which runs through timberland and alongside crops, provides an 

income for farmers, longshoremen, lumberjacks and miners which far 

exceeds the original investment. 
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11. Ecological f actors will play a growing part in each project ap-

praisal. Controversy ove~ su~h celebrated projects as the Aswan Dam 
! 
'·. l>7i ll erupt periodically , and calls for further evaluation of each 

recipient 's peculiar needs are becoming an integral part of any develop-

ment agency's affairs. Interest in preserving the environment is spread-

ing from the rich to ~he poor nations. 

12. Interest-free credits from the Bank's affiliate , the International 

Development AssocJ.ation, nol·7 supplement .the development assistance pro-

gr~ at a level of oyer $600 million annually. Since 1961 IDA has made nearly 

250 credits to 56 countries around the world. The projects supported 
·~ . 

by IDA funds have r anged from flood protection in Asia to water supply · 

systems in Latin America and road improvement in Africa. · IDA has also 

assisted in the construction and expansion of over 700 secondary and 

teacher training schools and agricultural .colleges, increasing enroll-

rnent by over 200,000. 

IDA is in the process of replenishing its funds which come from 

contributions of its 18 richer member nations, and Switzerland. The 

United States has agreed , pending necessary legislative action, to 

provide $320 million annually for three years to help meet the total 

sum of $2.4 billion. For the first time," three relatively poor coun-· 

tries, Spain~ Ireland and Yugoslavia, will be contributing to an IDA · 

replenishment. 

At the beginning of this new development decade, a number of coun-

tries are on the threshold of controlling their economic destinies • . These 

graduates of development assistance programs, such as Korea; ·China, Yugo-

slavia and Japan,are now actively .assisting others. California's neighbor 

to the south, Mexico, has by all standards of performance, made remarkable 
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progress. She has achieved a 7% growth r ate without excessive inflation 

for the past 15 years. Her per capita income has doubled in the past ten . 

years, while inflation has averaged 3.2%. 

In order to detc .mine whether development assistance has succeeded 

or failed, one mus r ask what the economic state of the world would· be 

if there had neve _ been a public economic aid program. 

·:,.. ... 
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