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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
· TO: Mr. Robert S. McNamara DATE: Augus.t 14, 1970 

FROM: Irving S. Friedman 

SUBJECT: Supplementary Finance 

I am attaching some suggested language on supplementary finance to be 
used in our promised progress report to the Trade and Development Board. 

I thought you might like to see it this morning as the Trade and 
Development Board meeting will be taking place during your absence. 

I have just received Mr. Demuth's draft and see that it is close in 
language. 

IS r 

cc: Mr. Demuth 

Pre~ide ,t \ as ee 
) SEP 8 \97 

i d- ·I \.. -f .r·- , 



Report by the Representative of the IBRD on Supplementary 
Financing to be submitted at the Tenth Session of the 

Trade and Development Board 

The Board will recall that on September 12 of last year, it adopted 

resolution 60 (IX) on Supplementary Financial Measures. The resolution was 

transmitted by the Secretary- General of UNCTAD to the President of the Bank 

on that same date. 

The resolution invited the competent organs of the Bank to consider 

working out arrangements for supplementary finance and, if appropriate, to 

consider introducing them. The Board's resolution asked the Bank to consider 

such arrangements on the basis of the conclusions of the Inter-Governmental 

Group and of the views expressed at the Board and directed the Bank's 

attention particularly to the conclusion of the Inter- Governmental Group 

that "it is the general consensus of the Group that it would be of little 

value merely to divert available resources from basic development finance 

for the purpose of supplementary financing". 

The Bank staff directed its attention to possible arrangements as 

requested by UNCTAD, but was mindful of the principle of additionality 

expressed in the resolution. 

Shortly after agreement was reached, in July of this year, on the 

amount of new resources which the Part I members of the Bank intend, subject 

to legislative action, to contribute to the Third Replenishment of IDA, the 

President of the Bank inquired whether those countries would be prepared to 

consider contributing additional funds for the purposes of a scheme of 

supplementary finance. The response to those enquiries indicate that 
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there would, at best, be very limited support among the governments of Part I 

countries for making any such additional contribution to IDA for the purposes 

of supplementary finance, at least during the period of the Third Re­

plenishment. Under these circumstances, the President of the Bank believes 

that detailed consideration by the Bank of a scheme for supplementary 

financial measures would serve no useful purpose at this time. The 

President intends to keep supplementary finance under continuing review. 
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l-'1r. Robert S . MeN amara August 13, 1970 

Irving S. Friedman 

Address to Board of Governors 

Attached hereto are the requested comments on the factual accuracy 
of your Copenhagen address. 

Other material has been sent to r.1r. Maddu..x. 

Attachment 
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INTERNATIONAL DEVELOPMENT I INTERNAT ION AL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman 

,. 
Alexander Stevenson -~ 

I l / 

DATE: August 12, 1970 

IJS l ~ \Cj1U 
~ 'l' (' u . 

Comments on the Draft of the President's Copenhagen Address 

I have had the draft dated August 7, 1970 checked and 
I set out below a few comments and suggestions which result. · 

On p.l lines 16-17, the figures for loans, credits and 
investments refer to total Bank Group operations. We have 
assumed, and Mr. Maddux has confirmed, that they set the tone for 
the rest of Section I, and that the other figures in the section 
should also be fo~ the Bank Group, and not, as in the present 
draft, for the-Bank only. This gives rise to the following changes. 

P.l, lines 19-20, "$2.1 billion" should be replaced by 
"$2.3 billion", "$300 million" should be replaced 
by "$400 million", and "$700 million" should be re­
placed by "almost $1 billion". The relevant figures, 
as confirmed by Controller's, include time deposits, 
government obligations, unrestricted currencies and 
Swiss francs due from banks and, for IBRD only, special 
reserve fund and petty cash, as follows ($US millions): 

FY 1968 FY 1969 FY 1970 

IBRD $ 1,167 $ 1,707 $ 2, 049 
IDA 106 110 206 
IFC 32 31 11 
Total $ 1,305 $ 1,848 $ 2 , 266 

P.2, lines 5-6, Again referring to Bank Group, "$214 million" 
should be replaced by "$230 million", and 25% should be 
replaced by "20%". The underlying figures are ($US million) : 

FY 1968 FY 1962 FY 1270 

IBRD $ 169.1 $ 171.4 $ 212.9 
IDA 8.0 10.4 6.7 
IFC(income) 6.2 7.5 9.2 
IFC(sales 

& others) 0.2 1.0 
$ 183.3 $ 189.5 $ 229.8 
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Mr. Irving S. Friedman - 2 - August 12, 1970 

P.3, lines 7-8, We cannot get close to the figure for 
agricultural projects implied in this statement, 
even by excluding multipurpose projects with agri­
cultural applications. I would suggest deleting 
the phrase "exceeded the total number in the entire 
previous history of the Bank" and substituting for 
it "amounted to more than 50% of the total number in 
the entire previous history of the Bank." The basic 
data, taken from the July 1, 1970 Statement of Loans 
of the Agriculture Projects Department (number of 
projects by fiscal· year) are: 

1948-1968 1969 1970 1969 and 

IBRD 87 20 12 32 
IDA 33 13 21 34 
Total 120 33 33 66 

1970 

These totals include about 25 "multipurpose" projects. 

P.3, lines 1-9, I would suggest deleting the expression 
"more education projects --- in these past two years 
than" and replacing it by "as many education projects 
---in these past two years as". The figures (number of 
projects by fiscal year) are: 

IBRD 
IDA 
Total 

1948-1968 

7 
_l_2_ 

22 

1969 

7 
4 

11 

1970 

7 
4 

11 

1969 and 1970 

14 
8 

22 

P.3, line 15 - The expression "80% more countries" should be 
revised to read "about 75% more countries." The figures 
(number of countries each fiscal year receiving Bank and 
IDA loans, including the East African Community) are as 
follows: 

1964 
1965 
1966 
1967 
1968 

Average 1964-68 
1969 and 1970, each 

34 
34 
31 
40 
38 
35 = 74.3% 
61 
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Mr. Irving S. Friedman - 3 - August 12, 1970 

P.6, lines 7-9, I do not like the reference to "the past 
decade and a half". We have no acceptable data for 
years before end- 1955 (for debt outstanding) or before 
calendar 1956 (for debt service payments), and even the 
figures that we have for these earliest years do not 
compare in quality or coverage with data for more recent 
years. Further, the principal base period referred to in 
the Annual Report is the past decade (1960-1969) . There­
fore, beginning in line 7, I would suggest changing 
"past decade and a half" to "past decade;" deleting 
"five-fold" and replacing it by "four- fold", and deleting 
"17%" and replacing -it by "12%"and deleting "7% per year" 
and replacing it by "6~% per year." The relevant data 
are ($US billions): 

Debt Outstanding, end-year 
Debt Service Payments 
Exports of LDC's 

1959 
16.2 
1.7 

25.8 

1969 (est) 
60.0 

5.3 
48.1 

P.l5, lines 1-2, The sentence beginning "I suggest .. . "seems 
elliptical. I would propose that it read "I suggest that 
goal should be to accelerate the slow decline in fertility 
that will occur in the absence of family planning programs . " 

P.l5, lines 4ff, I have tried out this sentence on several 
people and they all have difficulty with it. If I under­
stand the text correctly, the reference to "6 or 7 billion 
less" refers back to "a few decades." But does it not 
take until the second half of the twenty- first century for 
the population to be 6 or 7 billion less than it otherwise 
would be? I question the wisdom of using figures from a 
year so far in the future. 

P.l6, line 21, "More than" should be "At least." 

P.21, lines 3-16, This is a point which is on the periphery of 
factual comment. While each individual statement in the 
precis of Mr. Pearson's Columbia speech (p.21) may be 
defensible, the effect of them all is to put the 19th century 
in too favorable a light. Particularly, if one looks at it 
through the eyes of an LDC viewer, the character of the 
nineteenth century economic, social and technical changes 
may not appear "balanced and fundamentally progressive." 
Epidemics and lack of public health are certainl~r not a 
"good thing." And I wonder if many Africans would regard 
the migration of Europeans to new lands as a "safety valve." 
Also, much European migration had its origin in misery at 
home, e.g. in Ireland after the "great hunger" of the 
potato famine. This impression would be mitigated by 
omitting the first full sentence on p. 21 ("Here .. today") 
and making quite clear that migration to new lands was a 
safety valve for the countries from which emigrants came. 
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Mr. Irving S. Friedman - 4 - August 12, 1970 

P.2l, lines 22-23, The results of population growth will be 
affected by the population structure. I suggest the 
sentence beginning "Population ... " be reformulated as 
follows: "Population growth, released by public health 
improvements, can produce an increase in the work force 
of over 2 percent a year." 

P.22, line 4, We have looked again at the figures relating to 
unemployment and in the light of further related work, we 
think that the numerical statement about the rate of under -· 
employment and unemployment in the cities of Asia and 
Latin America would. be difficult if not impossible to 
substantiate. 

P.22, lines 9- 10, While the point which the figures on 
"~arginal men" is designed to illustrate is an excellent 
one, the numerical values would be hard to substantiate 
and their plausibility depends on how this "marginal" 
category is defined. I would suggest substituting "may" 
for "will" in line 10. 

P.23, line 5, The same comment applies as for p.22, line 4. 

P.23, line 19, The figure of $10,000 for the per capita income 
of the U.S. in the year 2000 looks to us as on the low 

AStevenson:js 

side - our projection, for what it is worth, exceeds $11,000 . 
I would suggest substituting "at least" for "approximately." 
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ADDRf.SS TO THE tO.\r-.D OF GOVEl.t.''WRS 

The year that has passed since we last met has been a pivotal one. It marked 

the beginning of the second qunrter-century of t!·.e. Bank 'a existence, nnd prefaced 

the opening of the Second Developnent Decade. In our meeting twelve ruonths ago I 

sketched out our plans for maintaining the r:toMentum of the Bank Group's accelerated 

activity, stressed the need for fashioning a more co:npre!1ensive strategy for 

development, and welcomed the publication of the Pearson Commission Report. 

Today, I would like to: 

-::.· . 
'· 

Report to you on t~e Bank's operations in FY 1970. 

• Review progress toward meeting the projected goals of our 

Five-Year Program. 

• Discuss the responses to the key recommendations of the 

Pearson Commission • 

• And comment upon the objectives of development in the Seventies. 

I. THE BAW~ GROUP'S OPERATIONS IN FY '70 

Let me bezin by touching upon our operations during the past fiscal yP.ar. 

For that per.iod, new lo[\ns, credits, and investments totalled $2.3 billion. ~his 

compares with $1.88 billion in 1969 and $1.0 billion in 1968. 

Our c.;ash and liqui.d security balances continued to rise and on June 30 of 

this year totalled $2.1 billion, U? $300 r:tillion from June 30, 1969 and $700 

r.1illion from .;ur,e 30, 1968. As I indice.ted to you et our lnst meeting, ..,,c believe 

that our plans for expanded O?crations -- particularly at a time of uncertainty 

in the world's cepital markets -- ought to be backed by a hi3h level of li~u!d i ty. 
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This provid~s greater flc~i~ility in o~r fin~ncin~, ~nd enables us to rldc out rn~r~et 

fluctuations over which we have no control. We propose to continue thnt policy. 

The Bank's adninistrative exper-se~ are, of course, rising as operations expend 

and as price inflation continues. But Gcspite increases in operating costs, profits 

in FY 1970 amounted to $211• million: the highest in the Bank's history, and up more 

than 257. over 1969. Approximately one-half of the increase is to be retained in the 

Bank to support future concessionary lending and $100 million is recommended for 
:) 

transfer to the International Development Association. 

II. THE FIVE-YEAR PROG~~ 
. 

The Bank Group's performance in 1970 was that of a vigorous and growing 

organization. But as I stressed last year, I believe the organization should shape 

its strategy to a longer time frame than year-to-year planning can provide. For 

that purpose, we have developed a Five-Year Program and in measuring any given year's 

performance, we should loo~ to the larger franework of that Plan to assess our progress. 

One objective is to double the Bank Group's operations in the five-year period 

1969-1973, as compared with the period 1964-1968. Should we succeed, it will mean 

that we will have approved loans, credits and investments during these five years 

that aggregate $12 billion of high-priority development projects -- projects whose 

total cost will represent some $30 billion. 

We have now completed the first two years of that Five-Year Pros~am, and I 

can report to you that we are on schedule, and that I remain confic.ent that we can 

reach our goals, as formidable as they are. 

They are formidable not merely, or even mainly, because of their que.ntitl".tive 

magnitude, but because of their qualitative chare.cter. The Bank G!"ot!p over the 
) 

past t·.;..ro years hns not simply been trying to do "more" -- but to do more of. "-':1<'.t 
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will best contribute to the optimal ~evelopment of the d~velopinc nations . 

Over th~ p3st 24 months we h~vc m~de specific ~nd significant shifts in 

that direction: 

• We hcvc intensified our efforts in the agricultural Dcctor -- to gunrantee 

more food for cxpnnding populatfons, to promote agricultural exports, and 

to provide a necessary stimulant to industrial growth. Our agricultural 

projects in 1969 and 1970 exceeded the total number in the entire previous 

history of the Bank. 

V.'e have also financed 1:1ore education projects projects designed to 

reduce the drag of functional illiteracy on development -- in these past 
(... ) . 

two years ~in all prior years put together • 

• We have broadened our geographical scope considerably so that we could 

be of service to more countries and in particular to more small and 

very poor countries. In each of the years 1969 and 1970 we loaned to 

a total of 61 countries, 80% more countries in each year than in the 

average year 1964- 1968. Further, in the sa~1e two-year period, we have 

served 14 countries (including such very poor countries as Indonesia, 

Rwanda, Chad, Dahoney, Democrctic R".'!pu';,lic of the Congo, and Nepal) 

which had received no lo~ns or credits in the previous five years • 

• l-le have begnn work in the field of population pl2nning -- ac!1tittec1ly 

more modestly th2n the urgency of the problem demands -- at the 
~, 

specific request of countries such as India, Indonesia, Jamzic2, 

and Tunisia • 

• We have made a start nt broe1dening the concept of develop:'!'lcnt beyond 

the sinple liraits of economic growth. T.1e emerging natlonG need, cnd 



.-

are ~ctcr~i~c~ to PC~icv~, ~rcn~cr econo~ic ndv~ncc. But n3 I will 

state more fully later, we believe economic progress remains precarious 

and sterile without corresponding social improvement. Fully human 

development dcuwnds attention to both. We intend, in the Bank, to 

give attention to both. 

~e have initiated a new and expanded program of Country Economic Missions 

in order better to assist the developing nations in their formulation 

of overall development strategies, and at the same time to provide a 

foundation for the donor nations and international agencies to channel 

their technical and financial assistance in as productive a manner as 

possible . Practical planning in the development field calls for current 

and comprehensive socio- economic data. The World Bank Group ~rill gather, 

correlate, and make available this information to the appropriate 

authorities. As this program gains momentum we will schedule regular 

annual reports on the 30 largest of our developing member countries 

we recently issued the first in this new series 

triennial reports on another 60 countries. 

and biennial or 

III. THE PEARSON Cal-~ISSION RECO~ENDATIONS 

I \Mnt to t:urn nm.,. to the attention given to the recommendations of the Pe.?.rso~ 

Comcnission. As you knov1, the Cor!lmission' s work was financed by the Bank, but vdth 

the stringent safeguard that it should be completely independent in its investir,ations, 

and that its conclusions should represent the candid consensus of the Commissioners 

themselves, spe~king their minds fraakly. The Report was adciressed not to t'!->e Bm1~< 

itself, but to the world at large, and its purpose was to take an entirely fres~ 

and irnpnrtial look at every significant factor in the global development scene. 
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A. Reco~~cndations Relntin~ Specifically to the Bnnk 

At our last cnnu<il meet in;;, w:1:!..ch coincided with the publication of the Report, 

I indicated that we in the Ban:< vmuld undert~ke a thorough analysis of e.clch of the 

Conmission' s reco;nmendations that touched upon o·Jr mm activities. There were 3~ 

such recommendations. Accordingly, v7e have given the most careful consideration 

to these proposals. So far, during the course of the year, w2 have issued detailed 

memoranda to the Executive Directors on 31 of them for discussion and review. In 

the great majority of instances, I have concurred in the Comnission's recommendations. 

The Commission, for example, recommended that the policies of the International 

Finance Corporation sho~ld be reoriented to give greater emphasis to the development 

implications of its investments, and not be content to stress simply their profit-

ability. I fully agreed with that vie~~oint, and, after review by the Executive 

Directors, IFC issued in January a neH Statement of Policies which incorporates 
.. 

the recommendation. 

The Commission was concerned, as well, over the danger of the excessive use of 

export credits -- a practice that can inadvertently lead to a country's assuming an 

unforeseen external debt of unmanageable proportions. To guard against this hazard 

the Commission recomr.1.ended thl'.t the Organizc.tion for Economic Cooperation and 

Development and the Bank develop vrhnt it terr'.ed "a strong early warning system" 

which can help developing countries avert sudden debt crises. ~e are in agreerr.ent 

with this proposal and will seek to implement it. 

Another recomr.1.enclation dealt with the issne of establishing new multilatera l 

groupings which could provide for annnal reviews of the development pcrfor~ancc o~ 

recipients and the d5.scharge of aid and relntcd CO!:T.litrnents by donors. I concu~, 

and with the approv2l of the govcrn1:1cnts concc1·ned, we are currently org.:c.nizin f, 
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new groups for the R~public of the Co~3o, ~~hiopin, ~nd the Philippine~, ~nd 
I , 

rcactiv~ting the groups for Thailand and Ni~cria. 
:I 

The Commission felt that the B<"'nk should participate in discussions of debt-

servicing problems, with a view to searching out new solutions to that increasingly 

' complicated question. We agree and have initiated a series of studies of the debt-

~ervicing difficulties facing a number of our member nations. The external public 

pebt of developing countries has increased five fold over the past decade and a 

half, and debt service payments have grown annually at a rate of 17h while foreign 

exchange receipts from exports have risen only 77. per year -- obviously such trends 
\ 

., cannot be allo•,red to continue indefinitely. 

The Co~~issioners, in another proposal, stated . that the World Bank should assist 

in the establishment of international centers, within developing countries, for 

essential scientific and technological research that could be practically applied 

to urgent problems. The case of agriculture is particularly important, since the 

work on new wheat and rice strains, for use on irrigated land, has dramatically 

demonstrated what can be achieved. But as encouraging as these discoveries have 

been, it is clear that a food crisis in the 1930s and 90s is unlikely to be avoided 

unless additional research is cevotcd now -- in the 70s -- to the improvement of 

rain-fed cultivation of r ice and wheat, as well as to other essential food reso~rccs 

such as sorghu~, ~aize, oilseeds, grain legumes, and livestock; 

What we re~uire is not simply incre~ental improvements in agriculture, but 

whole new technologies that are fully adaptable and workable within the fran~C\-.TOri< 

of locnl conditions. The Bank is seeking to find ways in which it can assist in 

stimulatini and supporting such a program. 
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there is one on which I should conl!:'!~nt. This was the su?,gestion that the Inter-

' national Development Association may requ i re reorganization. By i mplication, the 
( 

Commission appe~red to be saying the Bank would operate as a bank and not as a 

development agency, nnd therefore IDA should be set up independently to zo its 

separate way. 

Such a conclusion appears to reflect the view that because the Bank obtains 

its funds by borrowing in the world's capital markets whereas IDA is financed by 

appropriations from governments, the two will of necessity follow very different 

lending policies. But such is not the case. Subject only to creditworthiness 

considerations, I believe the two organizations should lend on the basis of 

identical criteria. The source of the funds to be lent is irrelevant to the 

economic case for their investment. What most contributes to the development of 

the borro~~ing country should be the decisive factor in both Bank and IDA operations. 

If the Bank were in fnct subordinating the development interest of its borro•,7ers 

to other considerations, a proper solution, in my opinion, would be to change the 

Bank's policies -- not to reorge.nize IDA. Any policy 'ilhich could be justified for 

IDA as consistent with its development function can, I believe, be equnlly justified 

for the Bank, and the Bank should cdopt it. 

There i s occasional criticism of both our Bank loans and IDA credits because 

of the stringent conditions on which they arc negotiated. But tho~;e very condit:!.o~s 

are specifically designed to assist the borrowing country. Their purpose is to 

insure that the Bank Group's resources are used for the optimum development of our 

borrm .. •ers. Economic losnes and fin~ncial ,.,.aste a!:'e, after all, of no bcn~fi.t to 

any country's developMent. Our standards of prudence and perform~nce shnuJ.d be 
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jw=~t a~ strict for IDA credits ~s t~cy ~::-c for B~nk J.o:1ns. Ind ~ed, it is the 

poorest countries, those who benefit most from IDA, who can least afford losses 

or waste. 

B.· Recor~m1endntions to Others 

As I have noted, the Pearson Commission Report was addressed not specifically 

to the Bank, but to the world at large. And it is clear that three of its most 

far-reaching recommendations dealt with: 

• Establishing and meeting a realistic target for the flow of external 

assistance to the developing countries. 

The design of better criteria and the formation of new machinery to 
/ 

measure and . assess the performance of both the donor and the recipient 

nations in the development field • 

• And the urgent need to find acceptable and effective measures to reduce 

excessive rates of population growth in those countries where the 

promise of a better future is being swept aw!.y by a ticlal "'ave of 

um.;anted births. 
') 

The first of these recommendations -- the formulation and achievement of a 

realistic target of development assistance -- is making encouraging progress. 

Action by the development com!lltmity on the other t~.;o issues is far from sc>.tisf<'\ctory. 

Let me discuss for a moment the fo~.er. 

C. The Aid Target 

Not only is the Pearson Commission's proposal on this matter one of its ~ost 

important recom~endations for the 1970s, but the ,.;hole background of the quef.ticn 

is worth recalling. 

In 1960 the U~ General Asse~bly adop:ed a resolution to the effect thc<>.t "the 



so as to reach as soon as possible approximately 1% of the combined national 

inco::1cs of the cconom1c~lly c>.dvc::1C'.!ct countries." This co!lccpt v.•cs clabor;,.ted 

on by the United Nations Conference on Trade ·and Development in 1964, and was 

endon:;ed as well by the Development Assistence Committee (DAC) of the Organlzntion 

for Economic Cooperation and Development. At the second meeting of UNCTAD in 1968 

the target was redefined to mean 17. of Gross National Product (GNP), and was 

adopted again by resolution. 

As the Pearson Commission points out, the irony is that although the 17. target 

_,. was in fact exceeded during the five years prior to its formal adoption by the DAC 
, 

J 

- .. 
in 1964, it has not been fully met in any year since. 

" 
What is perpaps not fully understood by the public is tha(t the target of 17. 

of GNP has not, in the strict sense, been an aid target at all. In practice, it 

has described the total flow of financial resources from the richer nations to the 

poorer nations, and has not distinguished bct\.Teen conventional commercial transactions, 

and concessional, development-oriented aid as such. Co~ercial transactions can 

contribute to the development process. But private capital flows are simply not 

available on the terms required for many of the priority projects -- schools, for 

example, or roads, or irrigation --which the developing countries need so badly. 

The Co!i!mission concluded, therefore, that the flow of official developn~ent aid "-'<!S 

indispensable. And yet in relation to G0.'P in the developed ,,,orld, officiv.l 

development aid fell by a third during the 1960s. 

It was for these reasons that the Commission strongly recommenced that a 

separate target be established for official develop~ent nssistance a target 

equivalent to 0.77. of GNP-- and urged that this target be reached by approxim~tely 

the middle of the decade, but in no case later than 1980. 
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This is n tn~~et c~ll~n3 for n v~ry su~s~~ntlnl effort. Since the total 

official development aid of the rr.cr:1ber governments of DAC <!mounted in 1969 to 

0. 367. of their cor.bined G~Ps, the Co;;c.'!1ission "V.·~s in effect recommending that 

government aid, in relation to G~T, be doubled in the Seventies. 

What hes been the response to this rccom!Tlendntion? 

To the surprise, perhaps, of the skeptics, it has on the whole been very 

positive. With but ll. single exception, no member government of DAC has rejected 

the target, and several -- including Belgium, the Netherlands, Non~ay and Sweden 

have fully accepted it. Canada and the United Kingdom have agreed in principle 

/' 
J 
~ on the size of the commitment, but have not set ll. firm date for its achlevement. 

' - ~. . 
/ France is already meeting the target, and both the Federal Republic of Ge~any 

and Japan have stated they will move toward it. 

Among the first consequences of the decisions of governments to increase 

their official development aid, and reflecting their concern over the growing 

burden of debt, was their agreement to support a Third Replenishment of IDA, for 

the years 1972, 1973, and 1974 at a rate of $800 million per year, as com?ared 

to $400 million per year in the previous period. 

Though it is true that the United States h~s noted that it cannot corr.:ro.~. t 

itself to specific quantitative aid targets, the U.S. Administration did provide 

strong support to the substantial increase in the replenishment of IDA and hns 

stated it intends to propose expanding the flow of U.S. aid from the present low 

levels. 

In 1949, at the beginning of the }~nrshnll Plan, Ar.lcrican economic aid c:.::o.oL•ntcG 

to 2. 79% of G!\P and ll.S% of its federal budget. In 1970, the AID prozr<:>::ls 

constitute less than 0.3% of G~P, nnd less then 17. of the budget. The United St~tes 

nov ranks tenth, among the 14 DAC me1:1bers, in the proport:f.on of G!':P c!evote.d· to ~ic!. 
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socinl and econoMic fields -- require increased attention and finnncial support. 

But it is wholly unrealistic to suppose that this can only be achieved by cuttinG 

off aid to dcspcr<:.tely poor nations abroad. Econc.mists have pointed out that in 

the next ten years the U.S. vdll increase its income by 50% nnd that the Q!P in 

1979, at constant prices, will be $500 billion greater than in 1969. It would 

appear that the country is wealthy enough to support a just and reasonable forci~n 

aid progr~m, and at the same time de~l effectively with domestic needs. And to me 

it is inconceiv<:.ble that the Americcn people will accept for long a situation in 

which they-- forMing 6% of the world's population but consuming 40Z of the wo~ld's 

resources -- contribute less than their fair share to the development of the 

emerging nations. 

As I have noted elsewhere, the decision to respond both to the pressure of 

domestic problems, and the urgency of essential foreign assistance, will in the end 

be dependent upon the response to a far more basic and searching question ~- a 

question that must be faced not in the U.S. alone, but in every wealthy, in2ustricli~ed 

country of the world. And that question is this• \orhich is ultimately more in a 

nation's interest: to funnel national resources into an endlessly spiraling consumer 

economy -- with its by-products of waste and pollution -- or to dedicate a more 

reaso~able share of these sa~e resources to improving the fundareentel qunlity of 

life both at home and abroad? 

Following the end of V.'orld War II, the vmrld witnessed a massive tnmsfe~ of 

resources from the wealthy nations to both the w.-?.r-torn and the less-devclo?eC.. n<ltions. 

This bcgnn as an unprecedented act of statesreanship. Over tbc years, howeve~, this 

ce.pital flow wns increasingly influenced by narro·.v concepts of net:!.on2l self-i~:::e1: ~st . 
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Som~ nations s~~ it as a weapon in the cold war; others looked upon it an a m~ans 

to pro~otc co~m~rcinl gain. But tod ~y these views ere wnnlns. Xore and more, the 

concept of economic assistance is being ~ccepted as n necessary consequence of a 

new philosophy of international responsibility -- a philosopl1y which recognizes 

that wi~1in the world community rich nations have the same responsibility of 
I 

assisting less privileged nations that the rich citizens of a single nation have 

toward its poor. It .is not a sentinental question of philanthropy. It is a straight-

forward issue of social justice. 

_ ..... More and more governments are accepting this conclusion and there are, therefore, 
~ . 

' - '· solid grounds for concluding that the decade of the Seventies will witness a 
" 

substantial increase -- both in absolute amounts, and in proportions to the GNP 
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of the critical flow of official clcvelop~~nt aid from the wealthier notions to tl1c 

poorer n.:1tio~s. 

D. Better Coordination and Assessment of Effort 

But as the Cor~ission points out, the global development effort is currently 

fra~mentecl into an almost bc~ilccrinz number of overlapping and uncoordinated 

activities. This leads inevitably to d~plication of effort, inefficient planning, 

and a scattering of scarce resoerces. What is required is organizational ~achinery 

that can effectively and authoritatively monitor and assess the performance of 

donor and recipient countries alike, reduce the proliferation of unstandardized 

·, reporting, and effect v.ore coherent, cooperative and purposeful partnership 

throughout the entire development community. 

This is particularly important if we are to rally the necessary public under-

standing and support in the industrialized countries for the critical tasks of 

global development that lie before es. 

The Commission recommended that the President of the '~orld Benk call an 

international conference on this m~. ttcr this year. HoHcver, with~n the United 

Nations systen, of which the BP.nk is a part, these fenctions are the re::::pons:'.h::LJ.:l_ ty 

of the Economic and Social Go~ncil. That body is presently considering proposals 

for ne•..1 Machinery for revie~.:r end ~.ppra:!.sal of dcvelop~ent progrems at the n<>.tion<>.l, 

regional, and international levels. Under the circu~stanccs it would be p~e~~ture 

for the Bank to take .?.ction at this tine. The problera itself, hm.:rever, remains 

and we must find ways -- and find them soon -- to secure a far greater measu~e of 

coordinated t!>-anazemcnt of the co..:bined cap;~_bilities of the nation2l 2.~d inte~P.<' t~onal 

agencies participating in the dcvelcp~ent process. Such an objective is, in ~tscl:, 

one of the most pro~uctive goals we co~l2 pu~s~e as the new decn~e begins. 

But if the issues of an offici~l develo?~ent aid tar~et, a~d i~proved ~ar.~~c~ent 

within the development co~nunlty are among the mos~ importa~t reco~~en~ctions o: 
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the Pearson Coi~·.m:!.. ssio11 for the sho:r::--::C:!:-;;~, the ;;!o.st i~;:>~ra::ivc is ~u~ for the. 

long-term is population pl<:!nning. 

E. Population Planninz 

The Commission faced this · problem squarely, without hedging its views. "No 

other phenomenon," it stetcd flntly, "c<1sts a darker shadow over the pro;,pccts for 

i~ternational develo?mcnt that the staggering gro~th of population •• It is 
( 

clear that there can be no serious social end economic planning unless the o~inous 

implications of uncontrolled population gro~th are understood and acted cpon." 

Are the "ominous implications of uncontrolled population growth" being acted 

upon effectively? If one is to be candid, the answer would have to be no. With 

the exception of Singapore and Hong Kong, 'tvhich are special cases, in only t"·o 

developing countries, Taiwana/ and Korea, is there clear evidence that the rate of 

population growth has been significantly reduced by family planning programs. 

It is worth asking why.~/ 

One prominent authority in the population field has pointed out that the 

prospects for the success of family planning throughout the world ere et one 

E./ Even Taiwan, which through a most effective population planning program h<'.s 

reduced its growth rate from 2.8% in 1965 to 2.3% in 1969, will -- if it 

succeeds by 1985 in reaching a point where couples only replace themselves 

see its present population of 14 million rise to 35 million before it becones 1 

stationary . 

~/ I am indebted to Bernard Berelson, President of the Population Council; 

Professor Ron<>.ld Frec0man of the University of Michig2.n; c>.nd Oscar l~arka,ry, 

Population Program Officer of the Ford Foun~ntion, for much of the mater~al 

in this section. 
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clone; dubious if in fact we continue as we are. 

The task is difficult for many reasons, but prin!arily because of its sheer 

ovetvhelming size. Consider t.hc magnitude of the factors involved: there are 

dozens of countries plagued with the problem-- each of them different, each of 

them possessing their own particular set of social and cultural traditions. There 

are thousands of clinical facilities to be established; hundreds of thousands of 

staff workers to be recruited, trained a~d organized in the administration of the 

vast national programs; hundreds of millions of families to be informed and served; 

and nearly 1-1/4 billion ~irths to be averted in the developing world, if, for 

\ example, by the year 2000 the present birth rate of 40 per 1000 population were 

to be reduced to 20 per 1000. ~~at we must understand is that even if an average 

family size of two children per couple is achieved, the population will continue 

to gro"r for an additional 65 or 70 years and the ultimate stabili?.ed level will 

be far greater th~.n at the time the two-per-couple rate is achieved·~/ 

Thus, even with gargantuan efforts the p:-oblem is goins to be ~.,ith us for 

decades to come, but this fact, rather than being an excuse for delay, is only all 

the more an imperative for action -- and for acU.on no~-1. Every day "Yre fail to act 

ma!{es the task only more formidable the follo'f•ing clay. Every additional birth is not 

only another mouth to feed; it is another potential parent. 

~/ If, for instance, by the year 2000, the developed countries were to reach the pcint 

at which couples only replace therr.selves, and the developing countries ,,•e::-c to 

further .reduce their birth rate to •:each th~. t point by the year 2050 

these achievements appear unlikely -- the ~o~ld's present population of 3.5 billion 

would not b eco~e stotionary before the yecr 2120, and would tl1cn st~nd at f if t~c~ 

billion. 
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First, we must have a feasible zonl. · L- suggest that go:ll should be to! gnin 
I, : "'\ (' • ~ I (" o'\ ( f' I I • .._~1,..1~ r~..,_' '- ,.,.. .,. , :,.-: .'. • II{' 

a few decades on what would occur to fertility / in the absence of fa~i ly pl~nn i ~s 
I ~ 

programs . The achieve:n~nt of this gonl "Vmuld mean a substantial incre2.se in the 

quality of life for both the p~rents and the children of the developing countrieo 

in better health, better education, better nutrition, and in many other ways --

as a direct result of populations totalling some 6 or 7 billion less than would 
I 

othen.,rise be the case. 

And what must be done to achieve this goal? F~ve ingredients are needed: 

1. The political will to support the effort. ......_ _j_!._"("-r:--7""'";- - :: • . . ... .. - . 
' I 

2. The required understanding and the willingness to act on the part of 

the people. 

3. The availability of effective, acceptable birth control methods. 

4. An efficient organization to administer the program. 

5. Demographic data and analyses to evaluate results and point to 

program weaknesoes requirin~ correction. 

~~ere do we stand on each of these? 

To begin with, there has recently been a drareatic increase in political support 

for population planning. The latest example is the case of the Philippines, a 

country uith a severe population problem, but a country j_n which it has been t'.ncer-

standably difficult to take the open, public decisions that are required. Prcsi2ent 

Harcos faced the delicate issue fran~ly in his State of the Nation message to his 

Conzrcss a few months azo: 

''With a soaring birth rate, the pros?ccts for a continued economic dcvcJop~cn~ 

are considerably diminished. Indeed, there is a strong possibility th r>. t the 
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continuine; porulation cxplo1>io:1 . . . • After · a careful weighing of f~ctors, 

I have decided to propose legislation m~kinz family planning en official 

policy of my Administr.::ttion." 

His Minister of Foreign Affairs put the m.::t tter with equal candor: 

"The control of population is essentially an economic, cultural, and political 

problem. One of the most hopeful means of bringing the birth rate down to 

near replacement level is the Departm~nt of Education's plan to introduce 

this entire subject into the curricula of schools and colleges . • • • Under-

lying this approach is a clear reco~nition that education has the twofold 

obligation to reinforce, and '"here necessnry, to help change public mores. 

Educational institutions, from the elementary to the postgraduate years, can 

perform no more useful service in the seventies than to illuminate the 

principles of human surviv~l and to dedicate themselves to preserving and 

enhancing the quality and diversity of life." 

In 1960 only three countries had population planning policies, only one govern-

ment was actually offering assistance, and no international development agency was 

working in the field of f~mily planning. 

In 1970 (a s indica~cd in the attached table) 22 countries in Asia, Africa, 

and Latin America -- countries representing 707. of the population of those continents 
A-t ( <' ,.;:1 

have off i cial population progra::1s. [ ~e thzttJ 14 other countries, representb.z a 

further 5% of the popu~&tion, provide some assistance to family planning, t hough 

th~y as yet have no officially formulated policy. And nmonz the internztionGl 

agencies, the UN Population Division, Ul\"DP, Unesco, \-r.IO, FAO ·, ILO, Ul:\ICEF, OECD, 

and the ~orld Bank have all stated a willi ngness to participate in population 

planning activities. 
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There nre geographical differences (in Asia, some 87% of the people live in 
( , 

countries ""ith "fnvornble family pl~nning policies", while in Lntin America and 

Africa the figure is only 20%), but political acceptance of family planning 

programs is widespread. Even where the political support is currently more 

apparent than real, it is becoming stronger with each passing year. 

If, then, the first require~ent for the success of family planning is political 

s 
support at the top -- and that is improving -- where are the roadblocks? 

The first is in the lack of access of the citizenry to the information and 

assistance required. Surveys indicate that the interest in family planning among 

people everywhere is ~tgh; but that their u~~erstanding if often tenuous at best 

~ pnd tragically erroneous at worst. Millions of parents, even in remote areas of 

the world, want fewer children, but they simply lack the knowledge to achieve this. 

Programs must be ~eveloped to provide them with the information they seek. 

But political support and w_iJespread knmvledge are still not enough. The 

techniques of family planning must, themselves, be adequate, appropriate, end 

1 available. The means we currently have at hand are much better than those of a 

ll1f..J.J.t. 
0~ 

decade ago, but are still imperfect. They can be used to accomplish much more than 

has been tlready achieved, but concurrently a massive progrem to improve then must 

be initiated. Our knmvledge in this field is so incor.1plete that though -.;..re knmo1 

that certain techniques do work, we are still not completely clear on how or why 

they work. The fact is that comp~red to what we need to know, our knowlecee 

remains elementary, even(:prim~tive ~ 

The clear consequence of this is that there must be a greatly cxp~nced rcse~~ch 

effort in basic reproductive biology • . At present, I knm-1 of only four locn~io-:.~s in 

the w o r .l J i..n which as many as fou-:: fell-tin~ researchers are "'orkin~ in th:f.s f:telc!. 

Cl 
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Some $275 ~illion n yc~r is spent en cancer research. But less than $50 million ~ ~ 

year is spent on reproductive biology research, and this includes all the fur~ds 

allocated, '~orldwidc, by public and private institutions alike. The estimate is 

that an optimal proernm of res.carch and de7elopment in this field would require 

$150 million a year for a decade. That is an insignificant price to pay in the ~ 

face of a problem that -- if left unsolved -- will in the end exact social end 

econonic costs beyond calculation. 

Finally, a population planning program to be successful requires a strong 

administrative organization and a comprehensive data analysis and evaluation 

servicea/e With but one 9r two exceptions, none of the developing countries has 

established adequate support in either of these areas. I know, for example, of 

only one location in the world where as many as three researchers are working 

full-time on the social science aspects of popula.tion planning. A number of 

governments have made a start at strengthening the organizational structure of 

family planning, but progress is thwarted by bureaucratic difficulties, lack of 

technical assistance, and inadequ~te financial support. It is in this area that 

the international institutions can be most effective. Additional effort is requirec 

from all of us, including the Bank. Many of our metnbers are appealing for greeter 

support. They want our advice as well as our financial help, and I propose to 

org~nize our capability to provide them with more of both. 

The additional funds required to attcc!<. the population problem on all fronts 

for reproductive biological research, for socj~al science research, and for better 

organization and edministration -- are relatively small, less than 50¢ per C2?it~ .r 
/ . \ ~ 
\) 

~/ In only a handful of developing countries is there a significant percenta~c of 

women of reproductive age follo~7ing fertility control practices -- the percentP.zc: 
--.-. ....... 

of wo::;"f!n in developed countries ~rho are doing so is\(_i~ times as great. 

( 
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per yc~r. But the tl~e that will be r equired to achieve results will be grc2tcr 

than mnny have rcali~cd. This is all the more reason for accclerntine our pace. 

An OECD study conclu~ed that in 1968 fc~ily-planning progra~s in d cvelopi~3 cou~~rics 

accounted for only 2-1/2 million z.vertcd births, compcred to the tot <1l of 1--1/11 

billion that must be averted in the next three decades if a 1% rate of growth is 

to be reached by the year 2000. If "'re are to achieve an aver?.ge fifteen-fold increase 

in the effectiveness of the program over the next 30 years, we must accelera te our 

efforts nm,•. 

The Pearson Commission emphasized that the population problem will not go 

away. It will be resolved in one way or another: either by sensible solutions or 

senseless suffering. ·rf we want a sensible solution, with the corresponding 

enhancement of the quality of life for hundreds of millions of chilclren, es "·ell 

as for their parents -- all of whom clearly have the intrinsic right to so~ething 

more than a degr2.ding su~sistence -- then "'re must get on with it. 

IV. THE OBJECTIVES OF DEVELOPXENT IN THE SEVE~fiES8 / 

I want to emphasize the last point and relate :f.t to the objectives of develop:.1ent 

in the Seventies. The profound concern we must feel for the rapid growth of population 

stems precisely from the menace it brings to any moral standard of existence. Ve ~o 

not want fewer children born into the world because -- to quote the more extrP~e 

critics of population policy -- we do not like their color or feur their future c~~ity 

of suspect that they will in so::ne unspecified way encro<'-ch upon the high cons'..!~?t:!..on 

standards of already industrialized l~nds. This is not, as is someti~es clairr.ec, 

E./ Barbara Ward, Albert Sch~,·eitzer Professor of International Dcvelop~ent ~. t Co~.t·!~:,:_n 

Unive rs ity, \.lho for rnore th~n ~ clecncle h2s sti~ul2ted r.".y think:tnr; :tr.. the fie:d o: 

clevelop~ent economics, contributed much to the ideas in this section. 



; • 

- 20 -

on exercise in concealed genocide, perpetrated by the already rich on tl1c aspiring 

poor. It has one source end one .only --the belief that without a slowing do~m and 

control of the population explosion, the life awaiting millions upon millions of 

this planet's future inhabitants will be stunted, miserable, and traeic or, if you 

(J I 

prefer the hcckneyed but fitting ph~ase of the philosopher, Hob~s, 'nasty, brutish 

and short." 

This fact, this risk ta~es us far beyond the population explosion. We have to 

see population as part -- a/ vital, (critical , part but still only a part, of a much 
\ \ 

wider social and political crisis which gro~~s deeper with each decade and threatens 

to round off this· century with years of unrest and turbulence, r:·"tirne of troubles" 

during which the forces of historical change race ovar the rapids of obstruction 

and frustration and threaten our frail, twentieth century society with ultinate 

disaste0 ~-.....;-,-:-~ ... ~~_: 's> -f~?_JJ .. ,,.+ --, ,i,.~~~,....:-1 r'~c; •. (..; ~ . _[>' ' .} '~· --

' ... 
We cannot divert these forces. They are an essential part of the process by 

which mankind is adapting the whole of its life to the advances in science and 

technology. About one-third of hunanity has ~oved far in the transfer to reod ern-

ization and relative affluence. Now the rest of the human spec i es jostle bchfnd . 

They certainly have no intention of renouncing or missing the wealth and pronpe~ity, 

above all, the pm.;rer lockec! up in noc!e-::-n techno}_ozy . 

"Modernization" is a central thrust tr..roughout the still-developing l2nc:; but 
.J 

i(,c-t;.c \_,.~ l• r\ ~ 
~ they , are seeking to modernize un~cr quite unprece~ented conditions , Technolo ~y - .., 

and scientific modernization is now more cocplicate~Arnore hnzareous than it ~2s 

for t lte industrial nations a century aeo. This is in fact the real root of t he 

crisis. 

Kr. Lester Pearson in a spa0.ch given at the Colu::t'Jia University Con :e'!:' e:-..cc 
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1~ Fcb~vnry th is ye~r, ~~v~ n co~ent and rc lc~2nt rcsu~c of th e higtorlc~l differences 
(- r ,.., ,,-, ~- )" / 

bct~·.'CC<1 ni:~e:::cC'Y'.th nnd t·.:-~ntieth ccn~ury dc·:~ J •:',):...".0.nt ..... ~1ich I r;.:-c o::·~~('i'\l~ t-o y<YJ'!: 

attention. Here I will sifuply emph2siz~ the contrast between the b~l~nced ~nd 

fundnmentnlly prosressive ch:1rncter of economic, socicl and technolozicnl cilnn2e tn 

the nineteenth century, and the grmdng evidence of fundcmental imbnl;lncc l!ncl hence 

regressive forces at work in the unfoldin~ of the same processes of moclerniz2tion 

today. 

In the nineteenth century population, held back by epidemics and lack cf public 

health, caused the work force to grow by less than 1 per cent per year -- in other 

wordG, by about the amount the technology of the times could usefully absorb and 

employ. Agricultural prQductivity rose and temperate land was opened up for Europ~an 
( J-t-

use all around th~ globe. The ci~ics grew as centers of manufacturing ~n~by the 
,~- -

time technology demanded fewer &nd] more sophisticated vwrkers J'\. and public health r.ad 
/ 

lowered the death ratef\ educntion and city living had produced (aJ more steble popu-· 
<>:(c.v-fh ..... ,.,~ 

latio~ In c.ny case Vt-.st migration of Europeans to n.e~" le.nds ~crEija further S!'.fety 

valve. 

Todey, every one of the nineteenth cc~tury conditions is reversed. 

Just as the censuses of the 1950s first alerted the world to the scale of the 

population explosion, oo today surveys n2ee in the 1960s of une~ployment, of internal 
? 

mizrati.on, of city gro~·lth, begin !:o lay b~re fo-:: us e ne•.-1 • ... •orld [topor.~ap!1D of v.:-.st 

social i~balance and deepening reisery. r 

<' ("<> ~ ~ ·, W r· VT ,. r <' ' 

c <'l v" Population,., released by pt,blic he?.lth,_, f\proC.ucek3] an increase in the • .. wrk force. 
c. v ("I 

of&t lcas~2 percent a yec.r. Yet technology becones steadily more capitnl intensive 

and c.bsorl-s ~tea ::Hly fe~,·er reen. Althou0h c.::;riculturnl productivity is no~,· O!'. the 

rlse, the ne-..r techniques are de-stc.'oiliz:l.n3 in the set'.se that the)' \dclen ::f.!'.co::1e 

inequities and release 3t5.11 r.;.ore •,mrkers fro!!! the ovcrcro•.-rced li".nd . Ace ~,·~:.ere 
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by the nineteenth century modernizers. 

So the cities fill up and urb~n unemployment steadily grows. We must r ecognize 

something li!<.e a 20-25% rate of under-employment and un-employmE:nt in the cxr>cnding 

cities of Asie and Latin America. Very probably there is nn equal mea sure of 
r 

worklessness , in the countryside. The poorest quarter of the population in developing 

lands risks being left almost entirely behind in the vast transfonnntion of the modern 

technological society. The "marginal" men, the "to.'retched strugglers for survival on 

the fringes of farm and city, may already number more than half a billion. By 1980 
r-
' 
~ 

' ,. ,, they "to.'ill surpnss a billi?n, by 1990 tv70 billion. Can we imagine any human order 

/ surviving with so gross a mass of misery piling up at its base? 

Let us for a moment look at this misery in the developing world in the realities 

o.f human suffering and deprivation: 

Malnutrition is common . 

The FAO estimates that at least a third to a half of the world's peopJe 

suffer from hunger or nutritional deprivation. The average person in a 

high-itandard area consumes four pounds of food a day as compared with 

an average pound and a quarter in a low-standard area • 

• Infant mortality is high. 

Infant deaths per 1000 live births are four times as high in the dcvclo?in3 

countries as in the developed cou~tries (110 compared vith 27). 

• Life expectancy is lov. 

A m2n in the West can ex?cct to llve L10 per cent lonljer th?.n the averc>.r,e 

man in the developing co'..mtri.es and tvrice as long as the averege ~<:!n in 

some of the African countries. 



• Illiterncy is ~idcs?re~d. 

There are 100 million more illiterates today than there were 20 yenrr, aeo, 

brinzin~ the total number to some EOO million . 

• Un2mployment is endemic and growing. 

The equivalent of approxim~tcly 20 per cent of the entire male labor force 

is unemployed, ancl in m~ny areas the urban population is growing twice as 

fast as the numoer of urban jobs • 

• The distribution of income and wealth is severely skewed, and in some 

countries becoming more so. In India, 12 per cent of the rural families 

_r control more than half of the cultivated land. In B~azil, less than 10 
J -
,~ 

\ ,, 

~ 
per cent of the~ families control 75 per cent of the land. In Pakistan, 

the disparity in per capita income between East and West, which amounteG 

to lSi. in 1950, became 25% in 1960, 31% in 1965, and 38% in 1970 • 

• The gap between the per capita incomes of the rich nations and the. poor 

nations is widening rather than narro~ing, both relatively and absolutely. 

At the extremes that gap is already more than $3,000. Present projecticns 

indicate it may well widen to $9,000 by the end of the century. In the 

year 2000, per capita income in the United States in terms of today's 

prices is expected to be approximately $10,000; in Brazil, $500; and in 

India, $200. 

At least a quarter of the human race face the prospect of entering the twenty-

first century in poverty more unacceptable by contrast than that of any previous 

epoch. Frankly I do not see this 2.s a situation in which any of our shared h0?CS 

for a long pe c>. ce and steady materi~l progress are likely to be achieved. On the 

contrary, I agree with Hr. Lester Pearson's somber belief that "2. pl2.net C2!'.not, 



l'.ny ~ore th.:n ['. col·.ntry, r.u::-vive, 'h:-.lf-slc:>.·:c, 'h . ..,_lf-frcc, half cn3ul:;cc in 1~:1.:-; cr;, 

hnlf cercc:rinij elonz tmMrds the supposed joys of nlmost unlimited consump tion." 

That way lies disaster, yet th~t i s our way tod~y unless we arc prepared to ch~~ ~c 

course -- end to do so in time. 

Dow then ~hould we react to these deepening risks? I must assume that we will 

react for, to carry on any of our activities as political leaders, governm~nt officiels, 
/ 

business and lnhor leaders or responsible citi7.ens, we must take for granted a certain 

minirnu~ rationality in human affairs, and it is not rational to confront historical 

pressures on a far greater scale than, say, those o~ the revolutionary periods of 

~~ the ciehtecnth and nineteenth centuries without accepting the consequences. 
, / .. 

/ 
So I would like ~ end my report to you with four possible points for your 

,· 

agenda. 

The first is that we accept the full scale of the world crisis. Over the last 

decade the developing nations have achieved the histcrically unprecedented rate of 

growth of 5 per cent a year. This has been made possible in part by a reason<>.bly 

sustained level of external assistance. Yet, as the 1970s open, the evidence piles 

up that economic growth alone cannot bring about thnt steady social transforr.ation 

of the whole society without which further advances cannot occur. We have in short 

.to admit that economic gro·N'th, even if pushed to the 6 per cent 2.nnual rate p!:oposcd 

as a target for the '70s both by the Pea!"son CommJ.ssion end by the United ~ct:to:1s 

Committee on the Second Development Decade, will not, of itself, be eno~gh to 

accomplish our development objectives. Growth is a necessary but not a sufficient 

cause of successful modernization. We must secure a 6 per cent growth r~te. We Must 

deploy the resources necessary for it. But we Must do more. We must ensure thnt in 

such critical fields as population planning, rural renewal, fuller emplo~nent end 
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without 1 .. :hich economic grmvth itself beconcs frustr.:1tccl and its results irn;)nirecl. 

This brinzs me to my second point. I have alrendy discussed at some len~th 

the difficulties attendant uppn any strntegy for family planning. I thin~ we have 

to admit that in other equally critical fiel~s as well we still lack the ncc2ed 

understanding and expertise. It must be our fir3t purpose in resenrch and analysis 

to make good these gaps. 

vle do not wc>.nt simply to say that rising unemployment is a "bed thin3" an~ 

something mu3t be done about it. We want to know its scale, its ceuoes, its impact 

,~ 
' •, 

and the ranee of policies. and options which are open to governments, international 

agencies and the private sector to deal with it. 

\o.'e do not want simply to sense that the "green revolution" requires a co:npnr<!.blc 

social revolution in the organization <:md education of the small farmer. We "'ant to 

kno~..r "·hnt evidence or working models e.re available on methods of cooperative enter-

prise, of decentralized credit systems, of smaller-scale technology, and of price 

and market gu3rnntees. 

we co not want simply to deplo~e over-rapid urbanization in the primary cities. 

~e W<!nt the most accurate and careful studies of internal migration, tmm-for:n~t:!.on, 

decentralized crbanis~ and regional balnnce. 

These issues are fully as urgent as the proper exchance rates or optirn2l nixes 

of the factors of production. The only trouble is that we clo not know enoush ~bc~t 

the~. As we enter the '70s we have, in field efter field, more questions then ans~crs. 

But this only adds to the urgency and determination with which we must go in to t1l~ 

intellectual attack. 
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This ur~cncy in tun• affects my third point. I need not bel~bor it . It is 

simply that ~~ cannot ~llow the b~sic bus ines of developing the underd~v~lo?~ d p~r ~s 

of this planet to fail for lack of resou~ces.-- both the resources needed for research 

and experiment ~nd the much larger resources n~eded to back the policies wltich we 

already feel to be successful. 

Let us loo~ for a mo~cnt at this question of resources. For the so-called 

security of an ever spiralling arms race, we are ready each. year to spend $180 billion 

and the figure steadily goes up. 

Four years egoJin a speech in Montreal, I tried to point out that more end more 

.-
, . military hardw.:tre does not provide tt.ore and more security. There is a point of 

diminishing returns beyond which further financial expenditures on military forces 

do not yield increased returns and do not provide greater strength . I believe then , 

and I believe today, that most of the nations of both the developed and the developing 

world arc beyond that point of diminishing return. 

It i s tragic that, in comparison to the $180 billion spent on flilitary forces, 

for the fundamental security of socities hopeful and progressive enough r.ot to 

explode into lethal revolution, the developed nations hesitate to maintain even the 

present $7 billion of public aid expenditure. That thirty times more s~ould be s~ent 

on our military forces than on our const:ruct~_ve hopes appeers to me the mark of ~n 

ultimate , and I someti~es fear, ir.cu~able folly. If there were only a 5 per cent 

shift from nn~s to development ~;e ~wuld be •.dthin sight of the Pearson target for 

public development assistance. AnC... ~'ho a~ong us, kno':oTing the · method~. enG. <!.\..'.cits 

of nrr.>.s ?lnnni!1g, will not ec~mit that such a m~:>:"ein could be provided from co :.w e '!.·t:'_b}.c 

\o:aste nlonc? 

Thi f: brin ;::s me to r.'l.y last: poi:.1t. There c>.!'e rc:.-.lly no r.~"ltcri<-.1 li~i tr..t_:!.o :11; to 

) 
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Cl~sific<-.tio:< of I'e!V·~.lo?i!'l.e CO\.'.'J. ~r.ic::; i.!l ?,r:-.1.-:tic:'n. to GOV•:!Tl'\l':l~nt<-.1 Po?ul;ction P.l:C"!1':!:i.!13 rc>:1 __ :.r· ' .. 
(nu:::~cr of yc<:.. r:s in w:·tic:1 th(:ir -PO?ul:::::i.ro vill C0\.1~Jc, [!.t 

Po;>Uln.tion size 
(nillions) 

400 and t:!Ore 

100 - 400 

50 - ioo 

25 - 50 

15 - 25 

10 - 15 

Less than 10 

C\.lrrcnt z,ro· .. r::h r.:>.tc-3, i:::dic::::cG. .:~Z-::c:- C;!ch, co1.~:.1t:r y) 

Govcrn~cnts With O[fi­
ci<'-1 Population Policy 

India 

Pakistan 
Indonesia 

Philippines 
Thailand 
Iran 
UAR 
Turkey 
South Korea 

Morocco 

Kenya 
~"i1aysia 

Ceylon 
Taiwan 
Nepe.l 

Dom. Rep. 
Gh2na 
Tunisia 
Hauritius 
Sing<'-pore 
Jamaica 

27 

21 
24 

21 
21 
21+ 
25 
26 
28 

21 

23 
25 
29 
31 
32 

"21 
24 
24 
28 
29 
33 

Govcrn~ents Providing 
Assistoncc to Fa:-nily 
Pln~ning but Without 
An Official Popula­
tion Policy 

N'igcria 27 

Colombia 21 

Venezuela 21 

Costa R:tca 19 
Ecuador 21 
El Salv2dor 21 
HonGuras 21 
Pan2.:ma 21 
Nicc.ragua 2Lf 

Daho0'2y 27 
Hong Kong 28 
Chile 31 
Botswana 32 
R.'1odesia ( ?) 

Government~ With :~o 

Population Plonuing 
Policy 2nd No Assist­
ance to Family Planning 

'""\ I 

·Brazil 

Mexico 
Burma 

Sudan 
Afghan. 
Congo(DR) 

Algeria 
Peru 

KU"N"ai t 
Iraq 
Jordan 
Parague.y 
Syria 
Libya 
Car/:) odie 
Guatemala 
Guyana 
lebanon 
Niger 
Rw.:>.nda 
Zam)ia 
Sauc!ia Ar. 
Yemen 
Xad<lge.scnr 
To o-ro 

0 

Ug<::nda 

25 

21 
31 

22 
28 
32 

22 
23 

9 
21 
21 
21 
?.1 
23 
2/f 
2Lf 
2Lf 
24 
2/1 
24 
/..l> 
25 
25 
26 
/.7 
27 . 

Ethiopia 
N.Vietnam 
S.Vietnan 

N.Korea 
Ta11Z~.nia 

Haiti 
L[>.OS 
}fetJ_C\o.'i 

Boli vi<'. 
Chac, 
Ivory Co?.s t 
~-~<J_ J. ~-
Scncgc.l 
Som.:.lia 
Bu:":'un0.i 
Gu::..nea 
Sic:::r<'. L<:!. 
C.: :-~·21" 0 0!1. 

CA~ 

Cor . .:;o(3) 
l·~2.ur-i t2~:f_c~. 

Up? C!' ·vo::.~r:. 

!:.,1 Only dcvelo?tng cotmtr:!.es 'd th popu}.at:Lon 3:::-c-:,rth rates in excesg of ~ .Oi. e.re l~.s t.-::<'. o:~ 

this table. 

33 
33 
32. 

25 
7.7 

28 
28 
2S 
2~ 
"0 .1.-

2S· 
29 
29 
29 
"', -"...!... 
3:. 
---...· .. 
"'"' ~·J '-

""' . ) --
3~ 

3~ 

"'" .L' 
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a sane, ~anagenble and progres~ive response to the world ~evclopmcnt needs. The 

o~st <:cle:s lie in the m:tnds of ~c~. \·!c h~v~ no:: hitherto thougi1t of our ple>.nc t as 

an area of mutu~l association ~nd solidnrity. Too mcny tribal millennia of suspicion 

and hostility are at work in our subconscious minds. But wl1at hunan society can 

ttlti!!lr.~tcly survive without the !!leans of neighborhood? Tocay '\W are no'" united as 

an incsc~pable comr:mnity by every facet of com:nunication and inter-dependence in 

our new technological order. Xust we not therefore transfer from the national to 

the world level those moral obligations, that sh~ring of wealth, that justice and 

,r 
comp2.ssion, without which domestic societies would surely fall apart? 

, . 
\. 

,~ Thus the challeng~ of the scientific revolution is not a tremendous technological 
/ 

conundrum like putting a man on the moon. It is a much more straightforward moral 

obligation, like getting him out of the ghetto, out of favella, out of illiteracy 

and hunger, and despair. We c&n meet this challenge if we have the wisdom and mornl 

energy to do so. And if we lack these qualities, than I fear, we lack the means of 

survival on this planet. 



Hr. John L. Haddux August 13, 1070 

Irving S. Fric~an 

President's hddress to Board of Governors 

I am sending the attached n~~oranda to you in case you have not 
seen it . 

Attachments 



TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT INTERNATIONAL BA~K FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman DATE: August 11, 1970 

Alexander Stevenson n. 
Comments on the Dra/J·~f the President's Copenhagen Address 

In addition to the memorandum of suggested 
amendments I attach a note from Mr. Henderson to me, 
together with two notes he sent to Mr. Maddux. I draw your 
attention to paragraph 3 of the first memorandum. We think 
that the indicators set out in these memos are better than 
those used in the Columbia speech. Mr. McNamara has 
apparently decided to stick to the latter but you may wish 
to explore this with him. 

Att. 
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Fo RM No. 57 INTERNATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Alexander Stevenson DATE : August ll, 1970 

FROM: p .D. Henderson \=>"'). t _ 

SUBJECT: Draft Text of the President's Copenhagen Address 

l. You asked me for comments on facts and figures included in 
this draft . A number of the figures referred to, and in particular 
almost all of those on pages 22-23 of the text you sent me, are the 
same as those used in the Columbia speech, and thus reflect some of 
the suggestions made in my mbmorandum to Mr. Friedman dated February 
13, a copy of which you received . Looking at these numbers again, 
in the light of further related work that we have done, only two 
points arise, viz: 

(i) the statement about unemployment would in our view 
be difficult if not impossible to substantiate; and 

(ii) the figure of $10,000 for the per capita income of the 
U. S . in the year 2000, at 1967 prices, looks to us on 
the low side - our projection, for what it is worth, 
exceeds $11,000. 

The first of these points is the more substantial. 

2. A new figure in the present draft, which is given on page 22 
of the text, is for the numbers of "marginal men", which are put at 
perhaps half a billion today, more than a billion by 1980, and two 
billion by 1990. I do not know the source of these numbers, and their 
plausibility depends on how this "marginal" category is defined. The 
main point which the figures are intended to illustrate is an excellent 
one . 

3. In case it was decided to use a different set of indicative 
figures for the Copenhagen address, rather than largely recapitulating 
what was said at Columbia, Mr. Maddux recentJy asked me for some 
suggestions. I enclose the memorandum which I sent him last week, 
together with enclo sures giving both the suggested figures themselves 
and the sources from which they were derived. I am also including a 
further note and table which I am sending to Mr. Maddux today . 

.i!bclosures: 

PDH:db 



FORM NO. 75 INTERNATIONAL BANK FOR 
( 2. 60 ) RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE INTERNATIONAL DEVELOPMENT 
CORPORATION ASSOCIATION 

Date 

ROUTING SLIP 8-13 - 70 

NAME ROOM NO. 

Mr. Irving s. Friedman A 1221 

To llandle Note and File 
Appropriate Disposition Note and Return 

App rova 1 Prepare Reply 

Comment Per Our Conversation 

Full Report Recommendation 

Information Signature 
In i ti a 1 Send On 

REMARKS 

Irving: 

As requested, I am returning 
these for your files. rl.. 

-
~ - 970 

:s ? ,.._,_ 
I 

From 
J. L. Maddux 
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1 i'i ·: r· r::; 1\ : I i) ; ! :, 1_ f I t :/,·: , ... f. 
c:r'i :r, (') .: f\ ·r 1 I • ; j 

---;-) 'I) c-\ . 
P.D. Jicnclc:rson \ · _ · 

Xat. c:L'.i 2- l for tLc Prc:.idcn l_. 1 s Coo cn.lJar;cn AclJ :ros::. _ ________________________ e:_ ______ ,.. ______ ----

l. In re spon~;C! to your r equc ::;t of July 31, I am novr cnclo ~;inc 

a revised and cxLendcc1 piece giving smne quantitaU.vc indlcator::; of 
the rnacnituc.l c of devclopm::;nt problGrns . Eie;ht topics arc no~-J covered. 
For five of these - malnutrition, infant _ mortality, life ex-pectancy , 
health and inequal:L ty uith:Ln developing countries - the illustrative 
figm·c s an.d accompar.ying form of 1-JOr-d s are much the same as tho c>e of 
my r~otc to yon date cl July 30. 'l'he section on ~.ner~!ploy:ncn~- has u e en 
re-vr.ri tten coYnpletely, makine use of a recent I. L. 0. article which 
cont,ains project :inns a s -vrell as estimates of the current sh,,e o.f the 
problem. ThesB nm·J fieurc5 are not the same as those contained in 
paragr.:o.ph 6 of my earlier note. On tho subject of _f-;rou:Lne incg~_§.li t y_, 
-vre have ~ddcd some illustrative data relating to Trinidad and Tobago, l:hich 
in vievJ of the recent outbreak in Port of Spain have perhaps acquired 
so1r1e extra significance. 

2. On the subject of intern~tional inegEalit~, vie have undertaken 
a rather more ambitious exercise a la Herman Kahn, by making conditional 
projections of population and GNP for 198.5 and 2000. Cm.mtries have 
been cross-classified in hro Hays, namely 

(i) into (a) the socialist countries, (b) developed non­
socialist, and (c) developing non- sociahst; and 

(ii) by clef_;rces of poverty, with four categories accor ding 
to G:tJP per head in 1967 (a) under $200; (b) $200 or 
more but under $)00; (c) $)00 or more but under $1,000 ; 
and (d) over $1,000. 

'l'he projections have been made very has tily, and there is proba11Jy a 
lot of se;opc for fu.:r.t.he:r reth.i..nking and refinement; bu.t they eno.1)l e us 
to se.y something in broad terms , vli th illustrative figures, about pro s ­
p ective changes in the international distribution of incoll!c . A fm-r 
figuT..;s have therefore been incorporated in the final para~raph of the 
enclos ed note. If vre decide that it is \wrth ~-rhile to do some more ~ ~or-;: 

on these estimates, and to produc e a more comprehcns ivo set of figures , 
I Hill send you a copy of the re sults in case it may prove useful. 

3, I am cnclo sing al~;o an account of the sources that -v:e h;:.vo u c;cd 
for t he various f.i gu:ces, and hav e included lvii..h thc~ se tho name s o.f tho :::e 
associated vi th the different bi to. of Hork:, in ca:;c you may 1-r.i-~~h to: eot 
in touch l:rl th any one: of us directly . 

cc: }·! :r. Anrl1'CH }:; • Karnarck 

PDilcnc1er;_;on/clb 



l. Dj_(~t. It is c:.;l:il'I·J.tcd by tltc f' .A.O. that about onc:--f:iJL.h of 

the popuLtt.ion of th8 dc'-:c:J opin& ~:o:d .c1 i r; UJldcrnourishcd, Hll:i..le 60 p crccuL 

suffc1· fro ;o~ 1.mcternut1·i t :i..on or malnutrition or both. 

2. Infant morl,aJ.it~. In the developed countries, less than 3 percent 

of live-born infanJ~.~s die in the first year of life. In the developing 

countries of Asia and Latin America the corresponding figure is almost 10 

percent, 1-vlrile in Africa south of the Sahara it rises to almost 20 percent. 

/ 
3. Life expectancy. In the developing world, mortality rates are 

. .- • , 
hie;her in adult l:i...fe as vrell as in infancy. In a developed country a boy of 

15 can expect on average to live almost 60 more years, v1hile in a typical 

developing country his expected life-span vJOuld be 10 to 15 years less. 

Illiteracy. In many African co1.mtri es, fm·rer than one in three 

children of primary school age, and less than one in tv-1enty children of 

secondary school age, are attending school. 

5. H~2lth. The average number of inhabitants per doctor in the 

developed v-rorld vras about 750 on the most recent estimate. The corresponding 

figure for developing countries i•ras almost five times as great, i·rhile in 

sub-Saharan Africa it exceeded 20,000. 

6. Unemployment. Open unemployment in the developint; t-rorld as a i·:1wle 

is noH estimated by the I.L.O. at behreen 5 and 6 percent of the econom.:i..c2..lly 

active population, or some 36 mill:Lon people. In urban areae> uner:1p loymcnt 

rates frequently reach sorae 20 percent of the male labor force. Giv en pro;:cnt 

pol:Lc:i.c:; aT,cl cxpec:t.ccl trenc1s in econo:n:i..c t,rout.h a:1cl labor ahsorpU.on, tk: 

total nnn~kn· in op0.n uncrr;l) lO~'l rtC!nt. Jn<\Y increa~;c to soi:v:: Ml mi l J :i.on - th:d .. :i ~ ; 

to su.y, by onc --thirc1 - in the course of the Second DeveJv~):;;ont D~c.:adc: bo"c.fJ 

in As:La ancl in JJatin Am3 ric c:t J tho increase may b e as great as l1S percent.. 
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Horcovu:, open Ullei'lploym!Jnt represents only a part of the prol.Jlc1n. The 

unen,ploywcnt and tmdcrCliliJloJrncnt in the rural areas, thouGh ecneral.Jy 

unrecorded <.::1cl le ~;s con::.;picnous, j_:-:; noH and ifj likely to remain a pervac;i~c 

feature of the developing uorld, condemninz literally hundreds of milliow_; 

to a life of abject poverty. 

7. Inequality <Iithin_ developing countries. The distribution of 

income and vmalth in the developing Horld is often highJ.y nnequal. Thus 

the richest 5 percent of the population in Latin America receive on average 

some 30 percent of total income, compared ll'ith 20 percent for the United 

states and about one - sixth for the United Kingdom. In India 100 million 

people in the rural areas ovm no land 'Hhatever, while of the households 

that do ovrn land some 10 percent hold half the cultivated land area. 

8. The risk of grol~_ng inequalities. There are disturbing sie;ns 

that the extent of inequality may increase on present trends. Thus in 

Trinidad and Tobago a hieh rate of growth in average income per head, 

cxccedine L1 percent in recent years, has been accompanied by a continued 

rise in the unemployment rate to almost 15 percent of the labor force . 

In Asia the green revolution has brought substa::J.tial benefits to many. 

But it affects only irrigated land, Hhile three-quarters of India r s 

cropped acreaee is not irrieated. In the countryside, it benefits ma'L::1ly 

thoGe u:i.th substantial holdings, rath8r than the 35-L!O million landless 

laborers, some of "1-ibom may actualJJ" be further impovrj.:-:;h8d through gi'O~Ji nr-; 

mechan:i.~;ation. 

9. 

of inco~1~c l;cr head arc on avcrag.::: higher in the developed th<m in the 

developing i·:orld. Thus the ex Lent of international incqual-L i..y, ~.<ro<lcly VCl 'Y 
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great, uill on pref;ent trend~:; become still lm:ger. At present the poore~;t 

countr1es in the 1-:orlcl, ,:rith per capiLa GNP of less th.1.n ~;200 in 1967, 

cowvrise sol!:a 57 percent of the uorld 1 s popuJation but account for no more 

than 9 percent of lmr1d income. By 19135 their share of Horld population is 

likely to rise to 60 percent and by the year 2000 it rnay be as high as 63 

perce:1:~. If the developed countries groH at rates that are being currently 

projected for them - and v.rhich are only marginally better than the rates 

they achieved in ~he ·1960 1 s - v1hile the developing countries groH at rates 

they achieved in the 1960 1 s, the share in -vrorld income of the poorest group 

of conntries vrlll fall from around 9 percent to perhaps 8 percent in 1985 

and about 6 percent toHards the end of the century. The net result -v:ould be 

that per capita income of the richest countries - conntries that in 1967 had 

a per capita GNP of more than $1000 - lrhich is now about 25 times that of 

the average figure for the poorest group of countries, would groH to more 

than So times that of the latter. For the United States alone a reasonable 

projection of per capita income in the year 2000 on this basis -vrould place 

it at over $11,000 at today 1 s prices. If gro-vrth in India -vrcre no better than 

in the 1960 1 s Indian per capita income in the year 2000 -vrould be around $155 , 

so that U.S. per capita income, vJhich is no1v aronnd !10 times that of Incli.a, 

wW1.1ld become not far short of seventy times the projected J.evel for Indi<t. 

Even if India is able to raise its per capita income to $200 by tha·L tirr.c, 

U.S .. per ca.pi ta income Hould have risen to about 55 times thu Indian level. 

Such cnorrr.ous and grouine discrepancies, 1·Thich moreover take no account. 

of the ser:i.ous inequalities that. may persist within the developing HorJ cl, 

must surely be regarded as intolerable. 



Source:; for -L!18 Inclical.'J:r;; 

l. D:ic:t.. P.V. Snl:h,:~.tmc, "The 1!or:Jcl 1 ~ Food Sllpplic:;" , Journ~~l of tho 
no:i2l. S~.=l.i/~stical ~ociOL·.J', Series A, 1966. -----

2. Infant mort-2.Ji 1vY and l:i.fe cxp ocLD.llcy. F~i _ gurcs are dm·ivcd fro;n U.N. 
sm1~'ces ~ --ancfWcre snppllccl-by-f1c. Krci tner of the Populat.ion Studic~' 
Division. 

3. IUiter.:cc:~. Data Here te1ken from Table 2 of the 1dcrll Tables, and 
1--JG::Ce sulJpJied by Nr . . King of the Populo.t:Lon Stu.dies Division. The 
main source of information for this table is the UNESCO Yearbooks. 

L. 

5. 

6. 

He.:clth . Figures were t aken from Development Assistance, 1969 HevieH 
by the Chairman of the Development Assistance Co111mittec (O.E.G.D., 
1969), page 112. 'l'he sources are g5_v en as UN StaUstical Yearbooks 
and the O.E-C.D. Development Centre. 

Uncmoloyr~l,:nt . The main source here is an article by Yves Sabolo in --J ____ _ 

the International Labour Revievr, November 1969. The figure of 20 
percent for the male labor forc-e in urban areas is taken from David 
'l'urnham, The Employment Problem in Less Devclo.eed Countr.i.cs (O.E.C.D. 
Development Centre, 1970). The analysis here Has undertaken by 
Mr. Kohlhagen. 

~!lcqua"!:i ty '1-Jithin develo_Eing countries. The fiGUres on income distri ­
bution for Latin America as compared lvith the U.S. and the U.K., arc 
derived from the Economic Bulletin for latin America, 1967 and ·Here 
prov:i.ded. by Mr . King of the PopuJ~ation StucU.cs- Divis-ion. Data are 
given only for some Latin American countries, and the <rordint; her0 
implies that these can be taken as typic2.l. The Indian data on the 
numbers of persons in landless families are taken from an article 
by v!olf Ladcjinsky (1-:ho incidentally is a Bank staff member) in 
Foreign Affairs, July 1970. This article is also the source for 
thelS.gurc quoted in the paraGraiJh on grmvine; inequal:Ltj_es, of JS-M 
million landless laborers. The data on the disLribul:,ion of l2.ncl 
holdin~f> arc based on a National Sample Surrvey table for India; 
this related to 1960/61 buL estimates of changes since then have been 
wade by Dr. J!Jinhas, noH a Visiting Lecturer in the E. D.I., Hho 
susgested the use of the particular statistics quoted here. 

7. Grm-rlnz~ inequa]j_ty. Th0 figu:ces for Trirtidad grm·rth in ·out.pui. are 
basecfO-n thc-i5i6-9 -~!o_!l~<m~--N~.:l0:.:-'2.> 1-:bi.le the data on unemployr.:cnt. 

·<?ore derived by H:c. Koh~hagcn from the latest Economic Report. Tr1c 
proport.i·:: n of the cropped arca :i_n JncJia that is irriga"vcd :i.s eivon 
in basic JJ1di<m stat:Lst:i.cal documents. 

8. Incc111CJ.:U.ty amon[~ nations. ProjecU.ow; of GNP for the socjalisL 
----'~-------------- ---- --- f counl:,rics 1rcro n<adc by extrapolating u_ncri ticalJy the 1961-~)7 rates 
of incrc<J.:.c: \·rhich can bo ded.vc;d from data given in the 1969 \.\):, ·J.d 
~ank A!-}_;1.E;. For the dcvclopin13 1rorld , exclucUn13 the f;oc::i .co.list _____ _ 
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counL:ci .. cs and those l·.!hich arc mc1 :1bcn; of the OECD, viC took for 
the creaL major.i.ty o.f courrLl-ieE; th e (it:o;nr..)tric lilean of t .. Jte 1 9()1··6'( 
f.i.~m'e and the c:>t.i.rrnJ~...cd crouLh rates .for J.90lJ -69 lJlLi..cll HCl'C 

derived some t :i..n1c: ago in a note by Er. CarLcr of tl1i~ JJivi ~ion . 

}Io'l·:cvcr , in the case of a small nurr.ter of countries lJ.i.th c:;.;:ccp­
tiona lly high rates of grmvth in the J 960 1 s , v.1h:i..ch could not 
reasonably be projected to cont:i..nue , W?. made a doHrc,·:ard adj m;t ­
ment; and in the case of India \W took a hir;hcr rate than lwuJd 
be indicated by this method, since the partictLlar periods con­
cerned ·Here especially unfavorable. For the O.E.C.D. countries -
includin~ Spain, Portugal, Greece and Turkey 1-.1hl.ch are included 
here among developing courrLric s - -vre used the expected rates of 
gro-vrLh up to 1900 which are sho1:m in The Outlook for Economic 
GrowLh, (O,E.C.J?., 1970). Projections of population are all 
from UN sourGcs, and 1-1ere supplied by the Popul,ation Studies 
Division; All other projections were made by Mr. Shourie, together 
with Mr. Malik and Mr. Rarniscal. 
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OFFICE MEfv\ORANDU/v\ 
M:r. John L. Haddux DATE: August ll, 1970 

P. D. Henderson \,,-'_. ' 

Projections of Population, GNP and m~P per Head 

l. In my memorandum to you dated Au~:;usL ~, and in paragra.pl1 9 
of the paper enclosed with it, I referred to some projections that 
"~<78 had made in the QTA Division of population and GNP in 1985 and 
2000, in connection with your earlier request for quantitative 
indicators of development problems. I promised that if on further 
reflection we decided to revise or ext.end these figures, 1..re vmuld 
send you the nevi results. I am now enclosing tHo tables setting 
out the main figures, which incorporate a number of revisions. 

2. As before, the population projections are taken from UN 
series suppli.ed by the Population Studies Division. It can be seen 
that, as noted in my earlier paper, the share of the poorest groups 
of countries in total world population can be expected to increase. 
Countries Hi th a per capita income of under $200 in 1967 now comprise 
some 57 percent of the total, and this share is projected to rise to 
almost 63 percent by the end of the century. 

3. The projections for GNP have been revised. In particular, 
some further reduction hn.s been made in certain exceptionally high 
rates of gr01vth in the 1960 1 s, which it is not reasonable to project 
for a sustained period, and a more optimistic (or less pessimistic) 
view has been taken of possible developments in India. He shall now 
take a closer look at the figures for individual countries, in the 
light of which further revisions may be needed; but these are not 
likely to have an appreciable effect on the b:eoad groupings that are 
given in the enclosed table. According to these, the share of the 
poorest group of countries in world income is no1·r projected to fall 
from about 9 percent today to just over 8 percent in 1985, and just 
over 7 percent in 2000. This increase in the degree of international 
inequality is some-vrhat lo-v1er than we arrived at on our earlier pro­
jection. 

~. The average per capita income for the richest e;roup of 
countries shown here is at present about 25 times the avorar;e for -Lhe 
poorest group. By 1985 this ratio is projected to rise to about thiTty, 
while by the year 2000 it e:::-:ceeds fifty. The corresponding ratios i f 
vle compaTe the U.S. and India are forty to one at present, about. fifty­
five to one in 1985, and about seventy-ti-m to one in 2000. As noted j_n 

my earlier paper, even if the Indian grm.rth rate acc8leTates, so t~n.t 
an average per capita GNP figure of $200 in 1967 prices is ar6ved c;t 
by 2000, vm put tho expected figu:re for the U.S. in that year at ove1· 
$11,000, so that the ratio vrould still be ahout fifty-five to one. 
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Mr. John L. MaddLLx - 2 - August 11, 1970 

5. We h ope to use the basic data for preparinG one or t"l-ro 
other tabJ.e s, ·Hhich I ,,Jill also send you copies of in case they 
may come in mwful sometime. 

Enclosure: 

cc: Mr. Friedman 
Messrs. Kamarck/Stevenson .~-

PDH/db 



Population, GNP 2nd Per Capita GNP in 1967, with Projections for 1985 and 2000 
(G~7 figures at 1967 factor cost) 

1967 1985 
Popula- GNP Per Popula- GNP Per 
tion GNP Canita tion GJIJP Capita 

?er C.:.nita G\TP in 1967 (K'1) ($Bn) ($) (Mn) ($Bn) ($~ 

Less thar~ S200 .1964 190 97 2987 451 151 
$200 to less than $500 374 114 306 637 329 516 
$500 to less than $1000 439 373 849 548 1173 2139 
$1000 or more 647 1413 2186 773 3579 4630 

ALL COUN'l'RIES 3424 2090 610 4945 5532 1119 

Percentage Shares in Population and GNP: 1967, 1985 end 2000 

Less than $200 
$200 to less than $500 
$500 to less th~'1 $1000 
$100C or more 

Q.'='.A. Division 
~co~o~cs Department 
A~g~st ll, 1970. 

ALL COUNTRIES 

1967 
Popula­

. tion 

.· 

'57 .4 
10.9 
12.8 
18.9 

100.0 

\ \ ~ ~ ' 

GNP 

9.1 
5.5 

17.8 
67.6 

100.0 

1985 
Popula-
tion GNP 

60.4 8.2 
12.9 5.9 
ll . l 21.2 
15.6 64.7 

100.0 100.0 

Popula-
tion 

c~:n) 

4157 
949 
638 
882 

6626 

Popula-
tion 

62 . 8 
14.3 

9.6 
13.3 

100.0 

2000 
-.:;.;;p ?er 

GNP Capita 
($Bn2 (S) 

968 233 
862 908 

3137 4919 
8473 9608 

l]!1LO 2028 

2000 

GNP 

7.2 
6.4 

23.3 
63.1 

lOO.O 
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OFFICE 1\/\Etv\ORI\r"-JDU/v'\ 
Mr. John 1. Haddu.x DATE: August 11, 1970 

P.D. Henderson , .,-

l. I n my memo:randum to you da t ed August ~, and in paragraph 9 
of the paper enclosed with it, I referred to some projections that 
'\<TO had TL2.cle in the QTA Division of population and GNP i n 1985 and 
2000 , in connection with your earlier :t•equest for quantitative 
indicators of development problems. I promised that if on further 
reflection we decided to r evise or extend t hese figures, we vrould 
send you the nevr results. I am noH enclosing tHo tables setting 
out the main figures , v-rhich i ncorporate a number of r evisions . 

2 . As before , the p opulation projections are taken. from UN 
series suppli.ed by the Population Studies Division . It can b e seen 
that , a s noted in my earlier paper, the share of the poorest groups 
of countr i es in total world population can be expected to increase . 
Countries with a per capita income of under $200 in 1967 now comprise 
sorre 57 percent of t he t otal , a nd this share i s p ro j ected to rise to 
almo s t 63 p e rcent by the end of the century. 

3 . The projections for GNP have b een r evised . In particular; 
some further reduction has been made i n certain exceptionally high 
rates of growth in the 1 960 1 s , i<rhich it is not reasonable to project 
for a sust.ained period, and a more optimistic (or l es3 pessimistic) 
view has been taken of possible developments in India. We shall now 
take a closer l ook at the fjgures for individual countries, in the 
light of ·Hhich further r evi sions may be needed ; but these are not 
likely to have an appreciable effect on the b:eoad groupings that al"e 
given in the enclosed table. According t o these , the sha re of the 
poorest group of countries i n world income i s nm·J projected to fall 
from about 9 percent today to just over 8 percent in 1985 , and just 
over 7 p ercent in 2000. This i ncrease in the degree of international 
inequality j_s some-vrhat lolrer than vre arrived at on our earlier pro­
jection . 

~ . The average per capita income for the richest group of 
countries shown here is at pres ent about 25 tj_mes the avcrae;e f or the 
poorest group . By 1985 this rat io is projected to ri se to about thiTty, 
while by t he year 2000 it e -x:ceeds fifty. The corresponding ratio s i f 
vJe compare the U.S. anc1 Indi a are forty to one at pTest=mt, about. fifty­
five to one in 1985, and about seventy--h·m to one i n 2000 . As noted in 
my ear] ier pap er , even if the IDdian grm;th rate acc'318 T.?.te s , so tqa t. 
an aver~gc p er cap:L ta Gi'JP fi guTe of $ 200 in 1967 pri.ceco i. s arrj_v cd at 
by 2000, He put the exp Gcted fi e;ur e for thco U. S. i n that year at ovcl' 
$11,000, so tha i.. the r a tio 1roulcl stiJ l b 8 a1 1out fifty-fiv e to one. 



Mr. John L. Madd~x - 2 - AugLl :.:>t 11, 1970 

5. We hope to use the basic data for preparing one or hro 
other tab1e s, 11hich I Fill also send you copies of in case they 
may come in useful sometime . 

Enclosure : 

cc : Mr . Friedman 
Messrs . Kamarck/Stevenson ~~ 

PDH/db 



Population, GNP and Per Capi ta GNP in 1967 , with Projections for 1985 and 2000 
(G~~ figures at 1967 factor cost) 

1967 1985 
Popula - GNP Per Popula- GNP Per 
tion GNP Capita tion GJ\TF Capita 

Per C.:.pi ta Gf-.TF in 1967 (K"l) ($Bn) ($) {Mn) ($Bn) ($) 

Less than S200 .196 ~ 190 97 2987 ~51 1)1 
$200 to less than $)00 37~ 11~ 306 637 329 )16 
$)00 to less than $1000 ~39 373 8L9 5L8 1173 2139 
SlOOO or more 6L7 1Ll3 2186 773 3579 L630 

ALL COU~TRIES 3L2L 2090 610 L9L5 5532 1119 

Percentage Shares i n Population and GNP : 1967, 1985 and 2000 

Per Capita GNP in 1967 

Less than $200 
$200 to less than $)00 
$)00 to less than $1000 
$1000 or more 

Q. '::.' .A. Division 
Economic s Depa~tment 
AJ.gust 1:;.., 1970 . 

ALL COUNTR..IES 

1967 
Popula-
tion 

57 . ~ 
10 . 9 
12 .8 
18 .9 

100.0 

GNP 

9 .1 
s.s 

17 .8 
67 .6 

100 .0 

1985 
Popula-
tion GNP 

60 . ~ 8 . 2 
12 . 9 5 . 9 
11.1 21.2 
15 .6 6L .7 

100 .0 100 .0 

Popula-
tion 

C·:n) 

~157 
9L9 
638 
882 

6626 

Popula-
tion 

62 . 8 
1~ . 3 

9 .6 
13 .J 

100 .0 

2000 
:JlJP ?er 

GNP Cap:_ta 
($Bn~ ( c• \ 

\Y/ 

968 2')') 
~· .... 

862 908 
3137 L919 
8~73 9608 

lJ 11LO 2028 

2000 

GNP 

7 . 2 
6 . L 

23 .3 
63.2_ --

2_00 .0 
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INTERNATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIAT I ON RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
mber• of Preeident'a Council DATE: Auguat 10, 1970 

s. AlJmrerald(slgn ec~) S. J\ldcw .,.',j y ,, 

Liqui~~t!_ Cri~aria 

Ae I mentioned at th Council eeting thie min , 1 a 
attaching hereto a preliminary draft of a r o th above aub1ect. 
I would approeiate having your c enta at your convenience. 

Attach· nt. 

eesr • l'napp, th 
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LIQUIDIJ Y CRITERL. 

Prt~lirdnar;r Dra.l"'t 
All fieulcssubjr::ct to 
further check. 

Tbe purpose oJ "this r::;rr.orandrun is to establish th-s desirable level 

of the B:mk ' s liquid a~;:.;ets (ccsh and securities ) , and, as a consequence, 

dct8l'Trline the · orro~-Ting c:.nd o .Gr financing operations Hhich w-ould be roquire:i 

t0 attajn it. 

l. Li_ -~c1H.y Policy in 11Five Year Program 11 

In the p:>r;;r en·i:.i tled "Five Year Program for the F ·seal Yec>..rs 

1969-197 3'' of J·,:me J 9, 1968, the Bank 1 s financial rec:uirements uere deter-

mi11ed by calculating three main items: first, the cash deficit resultinr; 

from all payments a:r d receipts unc er existing cont.ractual obligations y 

Cilld to the Ban'c, ~ nd those arising out of projected lending operat:io11s; 

"'Cconoly, "the c.i.r,,o1mt of cas thu.t shc.uld be maintained ov"'r and abo1e t 1e 

cs,lculat"d h:,.~_·,Jir.Jl':::ntsH; e-ncl. t~irdly, the net cosL of bo1-ro:··ing ana r<'lo.~·Gd 
y 

'J'h:- p.:q::J:' f'U[;£:8f3t'3cl tha.t the levo.:ol of liquid <lsset..., to b8 li1aiL-

tot:·l ~-l1i1L":rJl .f :L"1~tn c; :' ~ J. r-2qUi ..... ~ jl ';,l tc;' 1: .. li:l 8 t}l;... f).._..co 1t ( 8p:) j:J~j c. I ~·~efJ y on .. 
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Since prcjectior,s of ~:m1~ op8T<'ct:ions indicate a continuous in-

ere- sc in net diDb1Jrsemcn·t.t- awl borrouine l·equ:iret•:ents, at le<.1~t until the 

lc:.te "'CVent.ies, it is essential to carry 'Lbe det.errt1iJ12·l,ion of b.quidity 

require ent:::; Sl'''~stantiaJl beyond the end of F1:"1973, the terminal date of 

the original Five Year Prop·em, at least to the end of FY1975, and referab -

to the end of FYJSI30. 

2 . Cash Re_guiren:ents uithout Provision for Lis,uidlty 

Table 1 s. onJ cstilnatcs of tbe cas 1 requirements for lendine op-

erations and for servicing the funced debt outstanding as of July 1, 1970, 

over the next ten years. The fj_gurcs indlcate that additional cash rcqulred 

over and above t,1at e:"pected to bocone available from C::.rwrtization of and 

interest payments on B:illk loans, amounts to $3.5 billion over the fi:ve years 

Fr"l971-75, and to :~3 .6 billion in the subsC:guent five yee1rs (FY1976-8o). 

It is 1;ort.h emphasizing in this con ... "1ectio'1 that these estin:atss 

are based on a projection of lending '\lhj_ch rises very little behreen FYJ97:J. 

an FY197 5 - from $1 , BOO million to ~>2, 100 nillj on - ancl thereafter rerr.aiLs 

constant. Tld.s iJnplies a reduc·l,ion in the annual amounts of net lending and 

of net transfers by tbe Ban-;: to borro':rinc; countries . It also irnplios , be-

cause of the bkeJ :ihoo of furti1er price increases for tho goods and services 

fin~mced by Eanl· J oans, a recluction in real terms even in gross lending. 

Clec>.rly, il' o.ny'h:tng, the ]ending projection errs on t.e lo1 side. I t rmuld 

therefore b3 1~10re realistic t.o project a gradu~l increase in lending opera-., 

tion3 2.ftor FHS'75 -- not1Tithst<:M'~ing t :: eYpect;>tion · h2.t ID.'i operat.:i.ons 

>r:ill continue to e:t~pa!H. after Ffi97S and, so to spea :, t< ke p tbe slack 
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a cor.stant levc::l of gross Bank lending. A contin··lation of tLe in-

crt:ase ill lenduLg after FYl9?.5 by :taoo mill ion p31· year --· less t 1c-..n .5% -­

uould rc?.ise com·itm=·nts by a-1,~00 nilljo:..1 and disburserr:erd_,s by approxjmatcly 

$370 million tet1~een FYl976 c.~.nd FH930. 

It shou c also be notr=d tLat the estil~tc;r; are opt:l.rnistic in 

assum:ii!g a cons-L.:::mt level of ad.J ,inistrat.iv"- cxpcns0e a t8r Fll974. On the 

otl:er hand, tlwy assm.m a cortt:iLn~~' "ner:;.::.tive spread" be)~.~:-rcen the Ban~ 1 s 

l cnd:i11g rate and the cost of nc1~ bo1•ro;-rin:;s of 0.25%: 11hiJ.e this is consid­

erably less t.'l}.::.n the pr"sent nega.t1ve spread, it is clearly being son:e1:hat 

pess:iJristic to assur.1e t .• n.t a ncca ti ve sprea 1-~ill (or can ) continue throuGh-· 

o ·t the sevent.:i.es. 

3. Co~:in r;c. c:, for Delay :i.i1 B:n:·ro;r_ing_ 

The Five--Year Progr'an: dated June 19, 1968, c..rbitr[tdly ass1.11,1ed, 

:in calculat:ing t .e effect on the J3ank' s cash position of a delay in the Ban.:'s 

ability to raise f-u.ndc in the cap.' i-.o.l marl·:et, that, such a d~lay 1rould not 

l ast more tJ:w.n six months. D2-spite the 1~ore difficnl t co 1ditiono 1-1hich no~1 

obtain in tho 1-rorld capital morket, there seCJils no valid reason for ar ing 

that ass1.11nptio;1 and oxten .in~ tho six month period. The present difficulties> 

w ich n:ay continue into the fut re, ay 1;ell lead t.'l-)e go rcrnmcnts o.f one or 

ore developed cotmtries to l :i.J1.:i t t Le amount the Ban}~ can raise in any one 

year n~ore ·Lhan in the recent past , both to prot,ect their bal<mce of payments 

and to rescr e the av~dlable savin~s for financing dor.13si,.ic investr~:~mt.. ·t, 

if t his kiil.cl of restrici.,ion became uide"pread, an enduring, t he Bank could 

adjust itG re.te of lending to r.~ee t. the situation. Only if the l init Here 

er se ere il; rela~.~ion to P"St l evels oi borrouine, such as Hould be i n-· 

valved in a co~lete denial of markeiJ access for a psriod of months , \:OUld 

such an a j ust .::::nt bs an inadeq1. ate solution. 
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On the basis of the esti·r.::rLo of grosE" borro-:ring mad8 i.t1 Section 7 

belm;, six lhonths 1 bo1-rm-dng llOUlci on aver2:::;e be equivalent to no. e $000 

million over the Live yea._ s FY1.971-7.5, or to $ 970 .illiotl over the full 

' ecade Fll971 eo. ( It is notmwrtliy tha·t- even the fig-ore for sh onths I 

borro-uing during the first qn··,Jquen:.-J.iUT.1 is substant:ially higher tha11 that 

e::;tiJn.ated for six Lontl:.s 1 bon·o:!:i.r.g i11 the pj_ve-Year Proc-r.Br.! of 1968 ($)00 

million ) . This is partly because t.hc 1968 Progro.r1 took 10% of the net. 

0r-ro !lne, progr·ar-i for the fivc-:year perio , Hhereas the f:Lt:UL'es above Here 

estirrah:d on the (i.:ore relGvant ) gross. bo:!:ro~d11g progr.;:r:1,; cmd partly because 

t he sharp i11crec>.sc in Ba'r1k loan coi:Jnitment.s in Fll969 h~s a much gre~.t.er 

effect on cash requ:ircr.,eHts in FY1971 7.5 th'-. in Fll969-73 because of the 

delay bet;uecn coi.::-nitment and djsbursE;Juent. ) 

4. Defaul_t. Conti..nr;cncv 

TlJ.C 1968 Progren cstim&:Ltd the Bank 1 s need for liquidit - to meet 

·Lhe possibilHy that so:ne borr01:crs ;rqu.ld default on t..heir obligaUons by 

assur.d .. ne th:J.t 20% of the amount. due froT1 all debtors o .1-Jer than those 11vir 

t ually certa::in to meet. their obligations 11 might be clefc.ulted over tho five-

year period. This uggested a provision of $4L~O million for the period 

FT1969-73 . 

I t is impossible to defend one assunption a[;:dnst another i n t his 

area. rJhy 20j~? ~-Jhy not 50%? To date, no cou..'1try hu..~ act-ually defaulted on 

a B:m ~ obl::i f,a·' ion ( t.lioug t there have been sor1e rcscl1e uline;s ) and this ex-.. 
perience rnight sr.ggcst that a r&ther l iJ11i-Lcd provision for l iquidj_ty under 

this heac.. 1~ou.ld be acequate. On tbc other han· , the cC<YlpO"ition of tho Bank ' s 

portfol io of loans c.isbur[:ed and outst.mding is unt ereoi.i1£; a ma j or chant;G: 

at the end of FY1960, 48.8% of the por'(:.folio ur.s rcpx- Gc:n .... c.d by l oans to 
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Part I m:, countries; U1-:..i' pro:;-;~rt.ion hc..d fc:.lle.n to 27.3% by the c~rl of 

FYJ96tl, and to 20.1% by th8 cncl of Fll970 (5.ncludine ar-ounts disb·xcse 

ld'Jr a loan to IFC ) . By tll:: end of FYl975, it ·s projected to fall to 

al,~·l·'· Or' 
•'-' L l.o Ut:J:, and by the cr;r of FH)OO, to 3%. 

l:oreover, t 10 11net tro.nsfer 11 "s a re~.i' lt of the Bank 1 s orerations> 

projected to be "O 1C $300 rdll:i on in FY1971 anc $540 r1illion · n FY1972 , Hill 

be s l ie1tly b::1mr z,"'ro by the end of the decac1e and uill become substantially 

negative j _.n the early eighties, on present lending projecUons. Ho· ever one 

may di pute the ~~lie ccnc.lusions often dra~m from this 11net ·i-:::·ansft-r 11 

f i gure, tbe risl~ · 11 )lico.tions for the B-3.llk of such n. decljning trru13fer arc 

very real. }Jo country is likely to repudj<.te its cxi..ern:~l debts if the 

cash i nflo:·r it can Ci:pect as a result of nevl lending i s greater than tte 

c ash ou-t.flmT involved in servicing existing delJ·i... The situation rr:ay ch.:mge 

d.rarr;aticaJ.1y, hm·;Gve::·, uhen the nm; cash infloF falls S!.ort of the cash rc-

q j_rcd for debt ser ~ice. The risk for the Ban~: · s l ess in the ee.sc of 11ble:1.du 

count.rie~, i·rhich can expect to cont.jnue receiving D)A crec its, but r;:.ay be con-

siderah1e in the Cilse of col..lntrics not e l igible for IDA credits. 

On ba ance , i t seems desirable to make a more generous provision 

f or default in t.~c future than j n the past . No feasible l e rel of l iquid 

assets 1;-ould be adeq_uate t o cope uith a situation resulting from the uhole­

s ale debt r· put iation rrhich might b::: precipitat8d b ~ a ma j or · ntcrnati onal 

1a1.' or d:;pression. The Bank should, ho-v~ever , be in a position to h~dle the 

s ituation ,.,}1j cb m:i.ght result fl'Om a more tcnporary general c conorT~ic doim-

turn, locali";cd econoL1ic problel1s (crop failures, debt criseR, etc . ) , or frora 

a sudden c)lange in the political cor.1plexion of soma of i ts najor orrousrs . 
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Accordingly, it is snr;ge;sted that t!le Bank should hold liquid 

assets at. the end of FU975 (F'll.780 , adequate to cope 1:-ith a defa1..U.t on 

half the totc::.l amounv of illtc:.>·ef't and amor:.,ization due fro!Yt its 11high risk 
1/ 

borrm;c;rs 11- for the fol\mdng three fiscal years. Three years is suggested 

t o allou suff:i.c icnt til1;.e for deb·\, reschoc~uling and/or for the borro1-:rer 1 s 

export ee.rninzs to recov..,r frO! 'l a temporary setbacl~, This indicates a pro-

isio:1 of approx:i.xnate J.y Sl,lC"' liillion for the end of FY1575, and of $1,970 

million for the en~ of FY1980. 

So Dis bursen:ent Con-tingency 

In the 1968 Progre>Jn, an a.mou..11.t equivalent to 10% of projected dis-

burser.1ents over the period FYl969 73 >.ras added to the total provisjon for 

contingencies to alloH for the possibility that disbursements v ould proceed 

a t a faster rate - han estimated. On this basis, an amo1.:t1t of some $690 

million 1·o1.lid be required as a con ·ingoncy for Frl.971-75, $1, 700 million 

for the uhole p8riod Frl.97l-80. 

But :in fact this is not a Yery useful uD.y of estim<~ting the l evel 

of l iquidity w-;:Oich shou~d be mainb.ined to moot unoxpecte cont.:insencies. 

If disbursements uere consistent1y to run at a hiaher ra·Le than project-ed, 

t he borrm-ving progrc:_m could , ov r a period of c yE:ar or so , be adjusted to 

meet the no.vT situation. Hhat is required is a l ev-e l of liquid assets ade-

quate to meet a sudden increase :in the rate of. disburser:,~,;,nts. For t his it 

V:t<'or thi;-paper, 11 hieh risk borro'\;rers 11 are assLL."Tl8d to e those where tho 
- t to Bw}: uill have a disbursed and ou-t..standin;; loan portfolio ( on the basis 

of extensio:1 of t.he latest lendlllg progr<llll ) of more than $1S·O m:i.llion 
by the end of Fll98Cl, and uhcre there appears to exis su sto.J'ltial risk 
of dC!f[J'LU t for cith(}l' ocononic or political reasons.: JudginG t 3 risl: o_ 
defc:.ult is obY:i01.:sl •. r a highl.' c-ubjectivc matter; colmtries incl1.1ded for 
t he ·pu:q:o::>c of this pc..per are Argenttr1~, Br&.zil, Ceylon, Colombia , he 
t hree Ea;:;·l, African Conmunity countr:hr,, Ethiopia, Inclla , Iran, Iraq, 
Korc2. , Horocco, Pakistan, Peru, Ph:i_lippinos , 'l:bail<md, Ttmisia , and Turlce• • 
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is Sl'c;ge~·(,ed rat.wr arbitrarH- th:::.n c.J1 incH''"'.:c of one-+hird iJ.1 the re-te 

of disburse.r:;ent, above that projected, iJ.·l t!Je car foll01 ing the po.:int at 

i·rhich it is sou~~1·l, to esJ.:,abl:i s 1 the desi:ced le rel of lic;.uidit.y r.:ay b3 con-

sidcred tbe n.e:tx:j.ll'u·n necessary. 'l'his •·ould require a provis." o:1 of so:r:o 

t!•620 nill.icm by t.he end of Fl"l97.5 > and of $700 million by tile er:d of Fl1.930. 

6. Tok.l_Li_Dt"Li.dj Y_jJ.::~.Led 

The sun of the t : 0s elc1.ents discussed is $2,606 r. "llion for the 

en of l"Yl97 5, and $3,640 r1•illion for the end of' Fll9SO, as shuTrin jn the 

t abJe bc::lon. ( Tbcs~ Li::m·cs co,. .. p2re Hii.h each and seciJ.:rities, including 

delayed ' c liY-r:Les, at t·.G end o.f F"H970 of $2 ,092 millio'l. .) 

Cash and Securities required by end of 
Contin~:ency for FT197~ FY1980 

Delay in borTOHin~ 800 970 

1,1 80 1,970 

Unexpectedly rapid isburscr11~mts 620 

Total cash and ::.ecuritjcs 2,600 

Bu.t should these separate e1err;ents be additive? Certain y, if 

SOYil8 borro ·:ers d8faulted on their obligations to the Bank, the Bank llOuld 

be in a po~it.ion to protecv its position to som3 extent by suspendina dis-

b"t.n·:.;err<:nt.s to t _ e countries c oncerr:ed . On the otller han , t .1e Bank mi~Jht, 

net 1-.:i.sl, to susp311d disbm·sements in this liay, perhaps for projcc v-re l atcd 

r eason::, p3rl1ap ..... t,o st:cenc .h8n i t.s posiU.on in relo.tion to negotiati0l 1S 

1-rit.h the c efau~·U.LG co1.mtry. Horcover, del'Cl.Ul ts cot1ld, s the 1968 Program 

noted, 1:scric·u::; ly r-nd adverbeJ- affect the Ban~~ 1 s bol'rm•i·lg ability. 11 On . 

b~dance i i., seems appropriate to s a the three components in arriving at t he 

dcsil"ed level of liquidity . 



- 8 -

The amounts suzgcsted appear hieh in absolute terws, especially 

that for the end of Fl'l980. But in relation to the traditional indicators, 

and especially in view of the increasing risk of default (noted in Section 

4 above), they do not app-~:.~.r excessive, as the fol1mr:ing fipu'es indicate: 

End of 
fiscal year 

1970 

1975 

1980 

Cash & 
socurit.i.cs 
( G.! iJ"li ~) '~-' m _ . . . od 

3./ 
2092 

2600 

36L.O 

------· 
a / Includes dzlayed deliver-ies. 

Cash c:mcl -scc1.1Tities in relat:LOn to­
Est:i.lr.ated--· 

Disbursements 
in t uo follm-;ring yrs. 

(%) 

9).1 

68.2 

86.7 

Unrisbursed 
Cmmni tmen ts 

(%) 

53.4 
37.7 

49.6 

The p:cesent level of liquidity is fully adsqua:Le for current needs, 

and ~J.deed there should be no reason to increase the .,,1 1 s balance of cas 1 

and securities during FY1971 or FYL972. Starting in Fll97 3, h01:rever, there 

should be a eraduaJ_ i ncrease jn liquidity of about $200 million ar.tDually, 

to reach tbe target of $2.6 billion by the end o.f FY1975 and of ~13. 6 billion 

by the end of FY1980. 

7. Borrou:i.ng Required 

The gross borro<Jing requ1Te over the next decade can be derived 

fro:n a ) the estil1~ate of the cash defi.cit made n1 S8ction 2; b) the level of 

cash -11d securitj es desiredJ as suwmarized in SectJon 6; c) allm-raJ.-:tce for 

the ro11--over of short- c.nd mcdiu1r-term funds; d) llm;ro11ce for tl1e cost 

of the total net borroHirlt; required over t e decade ; a_ (l e ) allm:ance for t.l1e 

additional investment income 1-hich 1·1ill be derived fror. maintaining 1iquidii.,y 

at the l e el proposed. 
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It is assumed that the short- and m~dium-Jverm co·nponents of ·' he 

Dank 1 s fund:;d debt as of Jtmo 30, .970 ( $1.4 billion) 1 ill be rolled-over 

s they fall due und on the sa1::e maturities . It is furthE:r assur.1ed t ·1at 

tbe t wo-year Central Bank bonds Hill be increased fro:n tioir present level 

(approximately $350 mil1io:o falling due each year ) to $L~OO million, and that 

an addition.'ll amount of $200 million "Hill be is£ued anrrually in five-year 

paper. All other neH borroHing is assumed to involve •.1turities falling 

after Fl'l980. The average cost of neH debt is assumed to be 7~, and the 

average yield. on cash end securitie5 6\j:%. 

on these assU1nptior1s, net borrowing of ,~.h,600 million w·ill be 

r equired in -t1:1e five years FY1971--75, and of $11,480 mi1lion i n the ten 

years FY1971-80. The corrGsponding gross borroHing ( :i:nclu ing loan sales) 

-vrill be $7 ,980 million and $19,L~25 milljon respective] -·. The figures are 

subject; to revision 1-nen the contingency clen-3nts ca11 o computed more 

accurately, but they are b8lievo to be of tho right o1··er of magnitud~~ . 

IT so> they invohe a sie;nificantly higher· level of bo .tol·ring thou that 

en-visaGed in the most recent borro"Y~ine progr<ll'"'l 



·- ---------·-··-----
________ ,.. ____ ----- -- --- -- ... ---~---· ··-------·---------

a/ On debt out::> L't"JJj nr; <3.3 of LTH'lC 30, 1970. 
~~ JnGJ 'C8SC i n ~· ccruccl e>n-1 peev· id exp2.nses ~Iii nus_ incrca~3e :in 1 :i scell ancous 

liab:iliLics. 
r;:/ Including dc10J'8cl cle l:LvcJ,i e:s-

Source : T2.blc Jcl · l LHW Ton-Yo:\): Financial P.ro j ecti ms as of 6/18/70 p & B 
8/b/70 



FoRM No. 58 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 
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TO: Mr . Robert S. McNamara DATE: August 10, 1970 

FROM: Irving S . Friedman 

SUBJECT: Youth participation at International Meetings and the Evolution of 
Global Planning in Agricultural Development : The Case of the Second 
World Food Congress. 

I believe you will find this of interest. 
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t•lr. Robert G • Mc..."i ama.ra August 10, 1970 

Irving S. Friedman 

Youth participation at International Meetings and the Evolution of 
Global Planning in .Agricultural Developr1ent: The Case of the Second 
World Food Congress. 

I believe you will find this of interest. 
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INTERNATIONAL DEVELOPMENT :N7ERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVEL OPMENT 

INTERN ATION AL F IN ANCE 
CORPO RAT ION 

O FFI CE MEMORANDUM 
TO: Files DATE: August 6 , 1970 

F ROM : Irving S . Friedman 

S U B J ECT: Meeting on Country Economic Reports with U. S . Government 

On August 3, 1970 , Mr . Friedman and Mr. Kamarck met , in Mr . Friedman ' s 
office, with Mr . Robert E . Wieczorowski, the U. S . Executive Director; 
Mr . Emmett J . ~i~e, U.S . Alternate; Mr. Albert C. Weed II, Technical 
Assistant; and Mr . Ernest Stern, Assistant Administrator for Programming , 
A. I . D. This meeting was a pre- arranged follow- up of an earl ier discussion 
between Mr . Stern and Mr. Friedman. 

Mr . Stern asked whether :Vrr . Friedman had any further proposals as to 
how the U. S . Government could better use the Bank country economic reports. 
The following proposals and suggestions were discussed : 

(1) The Bank would furnish A. I . D. regularly with its schedule of country 
economic missions . This schedule should cover the timing and the 
composition of missions, listing the various sector and functional 
specializat i ons of the members for each mission . The U. S . Government 
could then let the Bank know if there were a particul ar sector or functional 
fie l d that was not included that the U. S . Government would like to see 
covered in the country economic report ; in this way the need for the U. S . 
to make such a special study woul d be eliminated. The Bank would then 
consider whether it coul d modify the proposed mission. There was no 
hesitation in informing the U. S. and other bilateral donors of our planned 
missions; modification in schedules might raise problems , but the Bank 
continued to be eager to reduce the burden of work on bilateral staffs by 
having them make the fullest use of Bank economic reports . Mr . Friedman 
hoped that some procedure could be worked out which served A.I. D' s needs . 
Mr . Ster n was i nformed of the steps being taken with CIAP and the I . D. B. 

(2) U. S . A. I . D. would collect technical comments from its peopl e on Bank 
country economic reports so that the Bank could be informed of what A. I . D. 
fe l t it needed in country reports . Mr . Stern said, for example , that one of 
the problems that they had in using the Bank reports was that the reports 
were not consistent from country to country in their coverage and data 
presented . It was consequently extremely difficult to make intra- country 
comparisons . Mr . Friedman indicated that steps had already been taken to 
make the reports more uniform and improve its international comparability , 
but further impr ovement was undoubtedly possible and all suggestions welcomed . 

(3) The Bank would consider organizing a meeting of the heads of the economics 
departments of the bilateral donor s to discuss their experience with the Bank 
country economic reports and to ascertain what feasible changes in the Bank 
reports would be most useful for the bilateral donors . This would be modeled 
on the meetings already being held with heads of economic departments of the 
regional banks . The l ast meeting was in Seoul . 
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(4) As a result of a suggestion made by Mr . Wieczorowski , the Bank would 
also consider the possibility of having a parallel meeting with the 
recipient country economists to get their views as to what kind of country 
economic reports were most useful for their economic development and planning 
purposes . 

cc : President ' s Council 
Mr . Kamarck 

ISF I AMK : rgw 
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OFFICE OF THE PRESIDENT 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

WASHINGTON, D. C. 20433, U.S.A. 

S~P .. c0!2 
WBG RC H\ E .. 

MEMORANDUM TO THE EXECUTIVE DIRECTORS 

~
. ·· .. , 

\' ill~ : 

CONFIDENTIAL 

February J, 1970 

Subject: Pearson Commission Recommendation No. 12 Concerning Aid 
Coordination 

Recommendation 

"Preparations should begin at the earliest p.ossible moment for estab­
lishment, where necessary, of new multilateral groupings which provide 
for annual reviews of the development performance of recipients and 
the discharge of aid and related commitments by donors. The World 
Bank and the regional development banks should take the lead in dis­
cussions to this end, and the World Bank, or another appropriate 
existing agency, should provide the necessary reporting services for 
such groups."!:./ 

Background 

This recommendation reflects the Commission's concern about the extent 
to which development assistance is still uncoordinated, unrelated to any 
agreed Stt of · priorities in the economies of recipient countries, and in­
sufficiently guided by and responsive to "development performance" as con­
trasted to other considerations, such as historical relationships between 
donors and recipients and political objectives of donor governments. The 
Commission considered that the Bank's activities in the field of aid co­
ordination, particularly its sponsorship of coordination machinery such as 
consortia and consultative groups, and its staff support of aid coordina­
tion exercises sponsored by others, have made an important contribution to 
the solution of this range of problems. The recommendation, in effect, is 
that these efforts should be pursued and, where appropriate, expanded to 
cover additional developing countries. But the Commission also proposed 
that coordinating efforts be deepened and strengthened in various ways, 
e.g., by extending them to technical assistance and by giving the coordinat­
ing groups responsibility for reviewing not only recipient country 

l/ Report, page 135. 
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performance but also the extent to which donor countries' aid and related com­
mitments towards recipients have been discharged. The Commission further sug­
gested that, for at least some of the proposed new groupings, coordination 
might be effected through regional arrangements. It believed that the partici­
pation of other developing countries in addition to the recipient would be par­
ticularly useful, citing as a precedent the reviews conducted by the Inter­
American Committee for the Alliance for Progress (ClAP). Finally, it proposed, 
with respect to the regional development banks, that they should play some 
role in initiating discussions looking to the creation of new groupings, and 
might eventually, as and when they develop the capacity to do so, provide some 
of the requisite reporting services for the new groups.~/ 

Analysis 

As the Executive Directors know, we are substantially expanding our pro­
gram of economic missions. Annual reviews of development programs and perform­
ance will be prepared for all developing member countries with a population of 
more than 10 million (these approximately 30 countries account for over 80% 
of the total population of developing member countries). Reports on the other 
developing member countries will also be prepared on a regularly scheduled 
basis, biennially or triennially. Economic reports will not only be undertaken 
on a more frequent and more regular schedule thafr has been the case in the past 
but, in addition, they will be far more comprehensive. They will provide: 

(a) an evaluation of the situation and prospects of the economy; 

(b) an analysis of the country's development objectives and of the major 
development obstacles and assets of the economy; 

(c) an informed judgment concerning the appropriate development strategy 
to be pursued by the government concerned and the likelihood that it 
will take the action required to carry out that strategy; 

(d) an assessment of domestic and external financing requirements and of 
the possibilities of meeting them; 

(e) an analysis of the principal preinvestment surveys and studies re­
quired to carry out the development program and of the relative 
priorities of those requirements; 

(f) an appraisal of the available machinery for planning and for the 
formulation of economic and financial policy; 

(g) an analysis of the problems of investment and resource mobilization 
and allocation within the economy and among sectors, of external 
debt prospects, of appropriate borrowing terms, and of creditworthiness; 

(h) an evaluation of the country's population problem and program; and 

(i) an appraisal of the "quality" as well as the "quantity" of economic 
development, e.g., they will discuss income distribution, literacy 
levels, life expectancy, trends in unemployment, etc. 

l/ Report, pages 130-131. 
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The Bank's experience indicates that the most important element in pro­
moting coordination for any developing country, whether or not a formal aid 
coordination group exists, is the provision to all interested donor govern­
ments and institutions of objective, comprehensive and up-to-date reports of 
this kind. Such reports are necessary to provide guidance for those who make 
decisions about aid programs; help all concerned to proceed on the basis of a 
common understanding concerning the critical development problems facing each 
country; indicate priority sectors for financial and technical assistance; 
and, to an increasing extent, outline development strategies agreed between 
the country in question and the Bank as being both reasonable and worthy of 
international support. 

Effective coordination of the aid programs of a number of donors, whose 
objectives and motivations may not be identical and whose approaches and 
systems of administrati on are likely to differ from one another, is a delicate 
and complex task, the difficulty of which should not be underestimated. While 
we have been making progress in this task in some countries, as the Commission 
recognized, I fully agree with the Commission's view that not nearly enough 
has been done. During the past year, for example, only 12 of the approxi­
mately 30 countries to which we plan to send annual review missions were the 
object of attention by multilateral meetings reviewing both the development 
performance of the country in question and the development assistance activi­
ties in that country of interested donor governments and international agencies. 
I am convinced that most, if not all, of the 30 countries, and others as well, 
could benefit from regular aid coordination exercises. 

As of now, the Bank takes principal responsibility for 9 of the 12 co­
ordinating groups referred to above: the India and Pakistan Consortia, the 
Consultative Groups for Colombia, East Africa (Kenya, Tanzania, Uganda and the 
East African Community), Ghana, Korea, Morocco, Tunisia, and Ceylon. The Bank 
also provides economic reports which serve as the basis, or one of the bases, 
for the deliberations of the following coordination and review groups: the 
Inter-Governmental Group for Indonesia (chaired by the Government of the 
Netherlands); the Turkey Consortium (sponsored by the Organisation for 
Economic Co-operation and Development with an independent chairman); and the 
Inter-American Committee for the Alliance for Progress (ClAP) reviews. In 
addition, the Bank has provided analytical reports for the informal, although 
quite active, aid coordination group convened by the Government of Guyana, and 
has participated in the discussions of that group. 

In the past, some of the coordinating groups, such as the India and 
Pakistan Consortia, the coordinating groups for Ceylnn, Ghana and Indonesia, 
and the ClAP groups, have met regularly on an annual basis, while others, for a 
variety of reasons, have met irregularly. For the future, however, I intend to 
recommend that all the groups for which the Bank takes principal responsibility 
should meet regularly; this will be facilitated by the expanded system of economic 
reporting which will generate, on a regular basis, the documentation needed. 
Meetings are planned during 1970 for the India and Pakistan Consortia and for the 
groups for Ceylon, Colombia, East Africa, Ghana, Korea, Morocco and Tunisia. As 
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t_q· other "annual economic review" countries, I am informed that the groups 
l<:!r- Indonesia and Turkey will also meet in 1970, and that there will be ClAP 
r"view s of Argentina, Brazil, Chile and Mexico during the year. 

I do not believe that rhis over-all effort is nearly good enough. In 
::'" dew, the Bank should take the initiative in seeking to organize, at the 
·· .• :-1 h·--.t appropriate time, coordfnating groups for most, if not all, of the 
l•l "~1m~ual economic review" countries for which such groups do not now 

,.-... i:-l. Consultations will be required with the government s concerned and with 
l~<'tt' t1 t ial participants in such groups. In some cases relatively simple and 
in:,,r,:tl coordinating machinery will suffice. In other cases, more formal 
,·,•;1.-ul ~ dtive groups will be needed. 

ln addition, I believe that the existing Bank-sponsored coordinating 
t~r<·up.: can and should be strengthened. Our new program of more intensive and 
m<'lc~ tL'gular economic reports is one step in this direcrion. In particular, 
i-''-' -nLL nd that these groups should concern themselves more than in the past 
~. .. :icil <k velopment strategy and with the coordination of major technical assistance 
r~c' '\'it ies, a field in which we have thus far made only a modest start. As 
p, t t'd above, our economic missions will be seeking to determine priorities for 
;'rc• i nvt' s tment as well as investment activities. . The United Nations Development 
Pr,,~' .1mme (UNDP) has agreed to cooperate with these missions by associating the 
1 ,' ., f{('s ident Representatives with their work, especially with respect to the 

', n i cal assistance and preinvestment aspects. We have also asked for and are 
r ·, t' i \" l ng the cooperation of FAO, ILO, Unesco and WHO in providing information 
cllhl , in some cases, appropriate technical staff to assist these Bank missions. 
T an• lwpeful that this will contribute to better coordination of the inter­
n -t~ lL'nal aid effort, to the importance of which the Commission has called atten­
ti,,n. 

Jm not prepared at this time to comment on the Commission's recommenda­
t ~<'it that aid coordinating groups should engage in "explicit and formal" re-
\ i~1.:c. ,,f d,mo rs' aid policies and procedures.l_/ This recommendation raises 
quv,:;tions which affect other international organizations and which are slated 
for exlensive discussion later this year by those organizations in connection 
wi.th the strategy for the Second Development Decade. 

1'he Conunission' s proposal that some of the new coordinating groups sho uld 
b,' regional in scope has attractions, particularly for areas where a number of 
s~u ller countries are seeking to develop their economies within the framework 
of a regional market. We have in fact organized one coordinating exercise on 
a regional basis: the Consultative Group for East Africa, covering Kenya, 
Tanzania, Uganda and the East African Community. The three countries and their 
Co:nmunity have many common ties and, in some respects, are operating as an 
economic region, so that a regional mechanism seemed entirely appropriate. How­
ever , in practice, it has proved necessary to conduct the activities of the 
consultative group for the most part on a country, rather than a regional, basis. 
Although this experience points up the practical difficulties of the regional 

1 / Rep o rt, page 130. 
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:1pproach, I do not believe that it should deter us from creating or supporting 
ot her regional coordinating groups in appropriate circumstances. 

I do not believe that it is necessary or desirable to take any position 
nulv with respect to the Commission's suggestion that the regional development 
b.1nks should eventually take the lead in organizing, or providing the report-
-nh needed for, coordination exet·cises for some of the smaller countries. The 
sttbges tion merits exploration after we have gained toore experience as to the 
r ~q uirements for effective aid coordination. 

I believe that the Bank should substantially expand its efforts to improve 
a id coordination activities, as recommended by the Commission. In particular, 
I be l ieve that it should take the initiative in organizing some form of aid 
coo r dination for most, if not all, of the approximately 20 large countries for 
which no adequate coordinating machinery exists, and perhaps for some other 
co untries as well. Moreover, I believe that we should intensify and expand 
the activities of the existing coordinating groups which we sponsor, particu-
13r ly through convening more regular meetings and through devoting more atten­
tion to the dis cussion of development strategy and the coordination of major 
te chn ica l a ssistance requirements. We intend, as in the past, to review 
pe riod i c ally with the principal interested governments the experience we gain 
in coo rdinating groups, with the object of continuing our efforts to improve 
t he ir effectiveness. 
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TO:Mr. Irving S. Friedman (through Mr. Kamarck) DATE: July 27, 1970 

FROM: E.K. Hawkins ~JUL 2 7 1970 

SUBJECT: Draft Speech 

In accordance with your memorandum of July 22, I have looked over the 
draft of Mr. McNamara's speech to the Board of Governors. I have also 
looked at the comments sent to you by Nessrs. Miller and Kreitner in their 
memorandum of July 21. I am in ~greement with the detailed comments th€y 
have made. I would like to add only two additional points. 

On page 7 second sub-paragraph from the top, last sentence. I recom­
mend that the word "unwanted" be struck out so that the last phrase would 
read "A tidal wave of births". I make this recommendation on the groun.ds 
that it is likely to deflect criticism which may arise from various quarters 
as to the extent to which births are wanted or unwanted. 

On page 17 first paragraph. I think there is some ambiguity in the 
draft as a result of the use of the words "social service aspects of popu­
lation planning." the words "social service" mean different things in 
different parts of the English-speaking world. I suspect that what is 
really meant here is 11 the social science aspects of population planning". 
Incidentally, the rest of this sentence also has an obscurity in its 
reference to only one location in the world where as many as three researchers 
are working fulltime ••• Taken literally this is wrong, since obviously more 
than three researchers are working in countries such as the U.S. and other 
countries of western Europe. It is possible that what was really meant was 
a reference to "only one location in the developing world". 
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Irving s. Fri edman 

Comments on draft speech 

Following are some suggested changes in your draft address for 
the Governors' Con:erence. For yo11r convenience the sneeested revisions 
are shown in the attached draft. 

L Bottom of pae;~ 2 a last sentence: suggested snould rea.cl "The Ban..~ 
Group is not simply trying to do ' ;. or~=>' -- but as always to do more of 
what will best contribute to the optiir~al development of the developine 
nations . " 

I believe tLis vould provide a better setting for the recital of 
the progress r.:ade in the last t>TO years g~.ven in pages 3 and 4. 

2. If the program of country economic missions is seen as a major 
improvement ove!" the past but still related to the past, then I think 
it is better to speak of an expanded progrrun -- on the other hand if 
the emphF<.sis is to l)e on its LJ.ovelty then the words ..1sea are sR.tisfactory . 

3 . Pag:es 4 to h: I would assmne that you vould vish to reconsider the 
size of the seleetion of topic 1 discussed untler the nearson Commission 
reco~nendati~ns after the Poard discussion~ on P~ar~on have been concluded , 
or at least advA-nced somewhat fu_-rt.her~ e.,g., :J:ijA !:illucttl.luu criteria; Bank/ 
Fund collaborat on; pr ogram lending; local expenditure financing , etc. 

4. Botton of paGe 8 and pa~e 9: s~g~est at bottom of pace B last compl et e 
sentence , del etion of 11With the single exception of the United States" . 
The same point is essentially made on i:;1le :next pngc in e. softer and more 
const ructive \vay by stating that the United States has noted that it cannot 
commit itself to quantitative aid targets b:.1t dtd supr.ort IDA replenishment 
and intended to propose expanding flows of s.id, etc . 

5. Page 9, 3rd para beginning "In 1949" - - delete last sentence and instead 
include a sentence along the lines: "An increP..se in U.C . aid flO"ws would 
make a major contribution to the international development effort; without 
it , there is danger that t~e present forward. momentU!!l vrill be lost." 

I believe this registers the same point as intended in the or iginal 
draft without lendins itself to possible misuse by those interested onl y 
in attacking the United Stat es. 

6. Page 9 , last para: suggest second sentence read a.s follows : "But 
this can be achieved wHhout cutting off aid to despera-cely -poor nations 
abroad. " 

I believe that the uain poinc o~ this .en·eument is strengthened by 
putting it on a factual analytical basis rather than a broader basis 
combining value and political judgments. As amende~ the sent ence would 
fit in with the rest of the paragraph. 



Mr. Robert s. McNamara. - 2- July 24 1970 

7. Page 10, last line: substitute "wastage" instead of "scattering". 

8. Page 11, line 3: would suggest deletion of ~he· word nunstandardized" 
before "reporting*'. 

I agree with the noint bu~ feel that the force of the point is reduced 
by diverting attention from the problem of proliferation to :the problem of 
the nature of the ·reportinr, itself'. Even 1o0ith ideal reporting the prolifera­
tion which has taken pla:ce would s'till be a major concern. If you uish to. 
retain this point -perhaps you mig..'l-lt acld a. phrase after "reporting" · ~~achieve 
as regular and standardized reporting as possib'le ," 

9. Pa><;e 11 , la:;;t para , first, line: su.f':gt::tiL :rea:r.i "But if t .he issues of 
increased official de-.relopment fi11ance, and impro:ved ••• " 

~~is change is to suggest that the isAue is one of increased flows 
rather than commi t:ments to aid tP...rgets. If you wish to keep, more of the 
original languap:e, may I · sug~est that it could also read: '::.,~t if the 
issues of d-mnlement.atio~ of offici;:;..:l. development e.id targets ••• 11 

10. Page 12 on section deR.lin vrith ouulation lannin , : herein r<lY main 
concern vas the abi i ty of Ministers of ::-'in&.nc:::. a:'l.:i Govern,..Jrs of Central 
Banks to comprehend an oral presentation on this sub,1ect. ThU:S the s_uggestions 
made are largely editorial: 

(a) Page 12 footnote !!;.I seco:r:.d. line after '\;ill" - "if' it succeeds 
by 1985 in brine/ .. np: re'!)roducti0n rtO"wn to the level of repls.cement (that is t 
an average ot· one daughter per woman) -- see its present populati·on of 14· 
million rise tc 3'5 rr.ill5.on befor-e lt::vt::liHK off." 

(b) 'f.a~e 11. firs t complete J?t:l.T<l: :~cforc 11 2000'' :!.r.s~rt tLe woru "year" , 
and on next line after 11 40 per thousf\.na-" insert "roimlati0n". 

Suggest instead of last ::er.ter.ce e.nd f0otn-:-te t~.e follmdne; sentence 
and footnote: 

11\lhat we must l.mdersta.."ld 5.s t;het even if an a.verape fa:x:d.ly size of 
two children per coupJ.e is achievHl, the !>opuJ.at.Ion will continue to grow for 
an additional 65 or '70 years before. stabilizing. a/ 

a/ If, for example, hy the year 2000, the developed countries vere 
to reach the level at 'l.l'hich .couples only replace the!!lselves. and the developing 
colintries were to reach this level by the yee.r 2050 ••• " 

(c) f.t .end of Recond CO!}!,Plet.e l2ara b~~Eil "Thus, even ••• " ad<l 
sentence "Every btrth is not only another mouth to feed; it is another 
potential parent". 

This senten.ce is added on in an attempt to give some id0a why the 
failure to act no-w makes the :proble.1•1 nore fon!liua:ole the Tollowing day . I 
believe it would be interesting an'd possible· t .o work out statistics as to 
what it means to delay a program by say one, two, fi vc _years 7 etc. 

(d) Page 13 last para 3rd line: instead of "This ~rould ••• ' say "The 
achievement of this goal would ••• " 
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(e) P~e 14 -- of five points listed second point might be clearer 
if' added a.i"ter "understanding" "and willingness to act ••• " 

(f) Bottom of page 14: quotation of Mr. Romulo is interesting and 
useful but could be deleted if you were worried about the size of section 
on population. 

(g ) Page 1(,4 first c~nl~te ~ara add ~entPnc~: "At the same time 
these parents rr.ust be ed.ucnte . as to •.r:hat size family '!:hey could support 
while at the '33.1!1~ tirr:e th e ucation of others still unconvinced as to the 
need for family planning must proceed vigorously and efficiently. There 
still seems to be the problem that any rho wish to have fewer children 
would still have famllies that are lar12:e h:r reasonable criteria". 

(h) Page 16, last pAX a uould 'le1ete refl3:renc e- to cancer research. 

As someone ¥n1o has tried to help raise Money for cancer research I 
feel that it is nnother r:xar.:ple of a :"5Pld i:1 ~~ich immffidePt funds are 
spent. Your mentioning it might be taken to indicate that you feel that 
it is an example of a su~ficiently funded are~ of reseexch. 

( i) . <:ge 17 , ne:...--t to 1 ast line substitute "the year 2000" instead of 
"that date". 

(j) Pa0e 18, after last para· ~ ~gest . for obvious reasons. possibility 
of adding a paragraph 111\.e the follo-.dng: "There are those in the developed 
and ueveloping nations •rho are suspiciou.q of the ·Otives of t~ose who urge a 
vigorous attack on the problem of excessive ~oxldwide population growth. Some 
seem to believe that the motivation is a desire to :naintain a leading position 
for the white races a~ the expense of the non-white ~aces~ ot~ers seem to 
believe that it is a substitute for advocating and obtaining more development 
assistance . The first suspicion is cl.arly not 'Yrell founded; even with the 
most optimistic assumptions made about the success of family planning , the 
so-called white race will be an even smaller minority in the decades ahead 
of the world's family of peoples than it is today. As for the population 
issue being a substitute for increased external assistance , those who are in 
the forefront of urging greater and more effective efforts in family planning 
are also in the forefront of those ur ing an increase in development assistance." 

Incidentally , there ma~ be those ~ho feel that there is too much on 
population. Tha.t w-as my own first reaction s but considering the locale of 
our Governors' Conference , as well as the importance of the subject , it would 
seem appro,priate to dv.rel1 on this sub.1 ect at sorne length . 

11. Page 181 second para , last sentence : suggest read "but more and more 
economic aid has come to be seen as a necessary consequence of a new concept 
of national interdependence and a new philo3o~hy of international morality." 

The pr~sent sentence may seem to have too much of a flavor of a charity 
approach. 

12. Page 18, third para , 2nd sentence : instead of second sentence add on 
to first sentence the following clause: "because the problems of the 
developing countries remain acute and demand attention and action . " 



Mr. Robert S . McNamara - 4 July 24 1970 

13 . P¥e 19 A.nd 29 : the suggestions here are ler ely to meet your concern 
about repetition with past statements . Therefore su~gest deletion of sub­
paragra-phs under headinga and insertinil: on third 15r>e "~J'tPr " • • • end of that 
Decade?" the follo-~rir.r: 11 0!! r.+.'hPr occasions I ha -e m.·clt Pt son8 length on 
this question and the refore will only briefly "Mention sene highlights . " After 
that you could read "In the developing wor ld , mal nutrition :f.s common. Infant 
mortality is hipl1. Life expectancy is lo-"~. Illi terac:r is -.: rirl -~spre~d. 

Unemployment :is enneunc and growing . The distribution of income and wealth 
is severely skeued , and in some co,mtries becoru.ng more so. • •• " 

14 . Page 20 2 2nd coi!l.;Qlete -r.ara - - instead of 2nd, ~rd and ~~th sentences 
suggest tile foliowin£:; t "P,!~ I "''lh'1"5.t t.o you: t'l1P Rt'!hievement of this target 
1-rill not guarantee n ::"!:!,)or i...~proYer.:!en1: in the -~ondi tions I bave just 'briefly 
mentioned. n Then go on 1·rith last sentence and para3ra h. 

15. Page 20 , __ last.;...J2_ara. , la.3t line~ delete "I frRnkl;r A.d.TO.it that" and add 
after the word::; "add to" "the factors determininr: onr decisionsn and then 
delete at to;p of pae;e 21 first four w·ords "cur patter:.-l of a,naJ.ysis" 

The po:!.r:t '1ert> is, of course, ohvtous. I thi!lk the lack at present 
is that these factors need to 'be taken into our decisions -- they are more 
prevalent in our th irJ:ing and anal.y sis t 1an in OUl" de cis tons. 

16. Pfl.l;1;e 21, 3rd _Jj~_: delete "sho!"e u r, C..E::ayin{; r::)cinl str-.1ctureu " and 
insert ir.stea.d "avoid or nostror·.e T'eedeil_ S0Cit;J ~h"'r.L€:P.S." 

17 • ?ap;eG 21 and 22, last rara 11eP,ir:nin[" on pa{l:e 21: -.T•11ld oel~te !T'aterie.l 
after second. sen"";en.cP b-crrinninr: ;; .! ~7ou.ld ro t'\!!'t'ler ••• decace a."lca.d." 

For the cc~er>.l!a.gen audience I 't·eliEVP it tc vdsc1· r.ot to st.ress h ow much 
we don't know Fdnce it llla.,v be taken as a reason for not acting , but to keep 
your mA.in roint I 'W('Hld 81 p;feSt keer5n,7 the senteJ".CE. 11 \Te 3hou1d ~ e fran}: 
?.hout t hisn anu add ''Hut vre d.o kno"t.r Pnm1:-r from experienc e to e;ive I"'11Ch more 
·..;eight to soc :tal factors in our decision rna.ldn,.,. s ~rh5.1e we contir..ue the vi tal 
process o!' in>::::-cvi:-.;; c'..!:::- !':~c-··T..t.'!'"'.g•.? a!1d '..lnder'3t~rti.ln~ of thP.se prob l e:ms ." 

18. PB.I'e 22 . )th z .ra hegi:rmin'.?' "I' for o. e t 'h,el:i F>'lF. ... 
11 Sl!!;GeSt d<>let i on 

of :'the period of ;,:an 1 s ••• J. ar:a insert 1nstee/ l "on!' c-f tPf' shin5.ng reriods 
in Han 1 s ••• " 

This point is to make the 1970's something spec:!.a.l , where P.S now 
writt en" it cc..n 1x~ !"e2.d es anothor ti.Pr.l'\..dP. of an endl~ss history . 



7/11/70 Draft 
[All "facts" subject to check] 

ADDRESS TO THE BOARD OF GOVERNORS 

The year that has passed since we last met has been a pivotal one. It 

marked the beginning of the second quarter-century of the Bank's existence, 

and prefaced the opening of the Second Development Decade. In our meeting 

twelve months ago I sketched out our plans for maintaining the momentum of 

the Bank's accelerated activity, stressed the need for fashioning a more 

comprehensive strategy for development, and welcomed the publication of the 

Pearson Commission Report. 

Today, I would like to: 

• Report to you on the Bank's operations in FY 1970 • 

• Review progress toward meeting the projected goals of our 

Five-Year Program. 

• Discuss the responses to the key recommendations of the Pearson 

Commission • 

• And comment ·upon the outlook for development in the Seventies. 

I. THE BANK'S OPERATIONS IN FY '70 

Let me begin by touching upon our. operations during the past fiscal year. 

For that period, new loans, credits, and investments totalled $2.3 billion. 
··' 

This compares with $1.88 billion in 1969 and $1.0 billion in 1968. 

Our cash and liquid security balances continued to rise and at year end 

totalled $2.1 billion, up $300 million from June 30, 1969 and $700 million 

from June 30, 1968. As I indicated to you at our last meeting, we believe 

that our plans for expanded operations -- particularly at a time of uncertainty 

in the world's capital markets -- ought to be backed by a "high level of liquidity. 
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This provides greater flexibility in our financing, and enables us to ride out 

market fluctuations over which we have no control. We propose to continue that 

policy. 

The Bank's administrative expenses are, of course, rising as operations 

exp~nd and as price inflation continues. But despite increases in operating 

costs, profits in FY 1970 amounted to $214 million: the highest in the Bank's 

history, and up more than 20% over 1969. 

II. THE FIVE-YEAR PROGRAM 

The Bank's performance in 1970 was that of a vigorous and growing organization. 

But as I stressed last year, I believe the Bank should shape its strategy to a 

longer time frame than year-to-year planning can provide. For that purpose, we 

have developed a Five-Year Program and in measuring any given year's performance, 

we should look to the larger framework of that Plan to assess our progress. 

\ 
One objective is to double the Bank's operations lll. the five-year period 

1969-1973, as compared with the period 1964-1968. Should we succeed, it will 

mean that the Bank will have approved loans, credits and investments during these 

five years that aggregate $12 billion of high-priority development projects 

projects whose total cost will represent some $30 billion. 

We have now completed the first two years of that Five-Year Program, and I 

can report to you that we are on schedule, and that I remain confident that we 

can reach our goals, as formidable as they are. 

They are formidable not merely, or even mainly, because of their quantita~ive - ~ 
magnitude, but because of their qualitative character. the 

pest two ear , not simply~ trying to do "more" v1hat 

will best contribute to the optimal development of the developing nations. 

Q 
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Over the past 24 months we have made specific and significant 
~vr· ~~. 
~in 

that direction: 

• We have intensified our efforts in the agricultural sector -- both 

to guarantee more food for expanding populations, and to provide a 

necessary stimulant to industrial growth. Our agricultural projects 

in 1969 and 1970 exceeded the total number in the entire previous 

history of the Bank • 

• We have also funded more education projects -- projects designed to 

reduce the drag of functional illiteracy on development -- in these 

past tlvo years than in all prior years put together. 

. We have broadened our geographical scope considerably so that we 

could be of service to more countries and in particular to more 

small and very poor countries. In each of the years 1969 and 1970 

we loaned to a total of 61 countries, 80% more countries than in 

the average year 1964-1968. Further, in the same t~vo-year period, 

we have served 14 countries whic' had received no loans at all in 

the previous five years • 

• We have begun work in the field of population planning -- admittedly 

more modestly than the urgency of the problem demands -- at the 

specific request of countries such as India, Indonesia, Jamaica, 

and Tunisia • 

• We have made a start at broadening the concept of development beyond 

the simple limits of economic growth. The emerging nations need, 

and are determined to achieve, greater economic advance. But econo~ic 

progress remains precarious and sterile without corresponding social 

improvement. Fully hunan develoument demands attention to both. 
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We intend, in the Bank, to give attention to both. 

( ~We have initiated~xpanded program of Country Economic Missions 

to better assist the developing nations in their formulation of overall 

development strategies, and at the same time to provide a foundation 

for the donor nations and international agencies to channel their 

technical and financial assistance in as productive a manner as possible. 

Practical planning in the development field calls for current and 

comprehensive socio-economic data. The World Bank Group will gather, 

correlate, and make available this information to the appropriate 

authorities. As this program gains momentum we will schedule regular 

annual reports on the 30 largest of our developing member countries 

we recently issued the first in this new series -- and biennial or 

triennial reports on another 60 countries. 

III. THE PEARSON COMMISSION RECOMMENDATIONS 

I want to turn now to the attention given to the recommendations of the 

Pearson Commission. As you know, the Commission's work was financed by the 

Bank, but with the stringent safeguard that it should be completely independent 

in its investigations, and that its conclusions should represent the ca ~did 

consensus of the Commissioners themselves, speaking their minds frankly. The 

Report was addressed not to- the Bank itself, but to the world at large, and 

its purpose was to take an entirely fresh and impartial look at every significant 

factor in the global development scene. 

A. Recommendations Relating Specifically to the Bank 

At our last annual meeting, which coincided with the publication of the 

Report, I indicated that we in the Bank would undertake a thorough analysis of 

1 
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each of the Commission's recommendations that touched upon our own activities. 

There were 33 such recommendations. Accordingly, we have given the most careful 

consideration to these proposals, and have, to date, issued detailed memoranda 

to the Board of Directors on 29 of them. Four more are to follow. I " -~-·: g~ at 

majority of instances, I have concurred in the Commission's recommendations. 

The Commission, for example, recommended that the policies of the Inter-

ational Finance Corporation should be reoriented to give greater emphasis to 

the development implications of its investments, and not be content to stress 

simply their profitability. We fully agreed~with that viewpoint, and issued in 

January, after review by the Board of Directors, a new Statement of IFC Policies 

which incorporates the recommendation. 

The Commission was concerned, as well, over the danger of the excessive use 

of export credits -- a practice that can inadvertently lead to a country's 

assuming an unforeseen external debt of unmanageable proportions. To guard 

against this hazard the Commission recommended that the OECD and the Bank 

develop what it termed. '!a strong early warning system" which can help developin 
i 

countries avert sudden debt crises. We are in agreement with this proposal, 

and will seek to implement it. 

Another r-ecommendation dealt ~ith the issue of establishing new multilateral 

groupings which could provide for annual reviews of the development performance 

of recipients and the discharge of aid and related commitments by donors. e 

concur, and with the approval of the govern ents concerned, we are currently 

organizing new groups for the Republic of the Con _o, Ethiopia, Nigeria, ~ laysia, 

and the Philippines. , 

The Commission proposed that the Bank should participate in debt reschedul ing ( · 
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discussions, with a view to searching out new solutions to that increasingly 

r 
I 

com~licated p~oblem. We agree and have initiated a series of studies of the 1 

\ 
\ 

debt-servicing difficulties facing a number of our member nations. 

The Commissioners felt that the ~orld Bank should assist in the establis~ent 

of international centers, within developing countries, for essential scientific 

and technological research that could be practically applied to urgent problems. 

The case of agriculture is particularly important, since the work on new whea~ 

and rice strains, for use on irrigated land, has dramatically demonstrated what 

can be achieved. But as encouraging as these discoveries have been, it is 

clear that a food crisis in the 1980s and 90s is unlikely to be avoided unless 

additional research is devoted now in the 70s -- to the improvement of rain-

fed cultivation of rice and wheat, as well as to other essential food resources 

such as sorgham, maize, oilseeds, grain legumes, and livestock. ~Vhat we recuire 

is not SL~ply incremental improve~ents in agriculture, but whole new technologies 

that are fully adaptable and workable within the framework of loca_ conditio .s. 

The Bank is seeking to organize a concentrated research effort in partnershio 

with such groups as the FAO, the D~~P, the Fo~d and Rockefeller Foundations, and 

~ith a number of interested governments includi~g Sweden, Canada, the Dnited 

States, the United Kingdom, and t~e Federal Republic of Germany. 

B. Recommendations to Othe=s 

As I have noted, the Pearson Commission Report was addressed not specifically 

to the Bank, but to the world at large . And it is clear that three of its most 

far-reachi g recommendations dealt with: 

. Establishing and meeting a realistic target for the flow of exter~al 

assistance to the cievelo?ing countries. 
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. The design of better crite~ia and the formation of new machinery 

to easure and assess the performance of both the donor and the 

recipient nations in the development field • 

• The urgent need to find acceptable and effective measures to 

reduce excessive rates of population grOivth in those countries 

where the promise of a better future is being swent away by a 

tidal wave of u~wanted births. 

The first of these recommendations -- the formulation and achievement 

of a realistic target of developnent assistance -- is making encouraging 

progress. Action by the developwent con~unity on the other two issues is 

far from satisfactory. 

Let me discuss for a moment the former. 

C. The Aid Target 

Not only is the Pearson Co~ission s proposal on this matter one of its 

~ost important recommendations for the 1970s, but the whole background of the 

question is worth recalling. 

In 1960 the UN General Asse~bly adopted a resolution to the effect that 

contributing nations should dive~t 1% of their national incomes to grants a~d 

concessional loans to the deve_oping countries. This concept was elaborated 

on by the United Nations Conference on Trc.de and Development in 1964, c.nd ~·~as 

endorsed as well by the Development Assistance Committee of the Organizc.tion 

for Econo~ic Cooperation and Development. A~ the second ~eeting of UrJCTAD in 

1968 the target was redefined to ~ean 1% of Gross ational Product, anc was 

aGopted again by resolution. 

As the Pearson Commission points out, the irony is that although the 1% 
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target ~-ras in fact exceeded during the five years prior to its for::.al adontion 

by the DAC in 1964, it has not been fully met in any year since. 

1-l'nat is perhaps not fully u.clerstood by the p blic is that the target of 

1% of G.Nl.' has not, in the strict sense, been an aid target at all. Traditionally, 
. L 

it has described the total flo..-..7 of capital fron the richer nations to the poo~er 

natio~s, and has not distinguished bet1•een conventional co~~ercial transactions, 

and concessional, development- oriented aid as such. Commercial transactio~s can 

contribute to the development process. But private capital flows are si~ply not 

available on the terms required, for many of the priority projects -- schools, 

for exanple, or roads, or irrigation -- which the developing countries need so 

badly. The Connission concluded, therefore, that the flow of official develonment 

aid ~·ms indispensable. And yet in relation to GNP in the developed ivorld, official 

development aid fe:l by a third during the _960s. 

It was for these reasons that the Corr.mission strongly reco~mended that a 

separate target be established for official develo?ment assistance a target 

e~uivalent to 0 . 7% of G1~ --and urged that this ~arget be reached by ap?roxi~atcly 

the niddle of the decade, b t in no case _ater th~n 1980 . 

T.1is is a target callinf, for a very substantial effort . Since the tota: 

official development aid of the me~ber governments of DAC a~ounted in 1969 to 

less than 0.4% of their combined Gi?s, the Co:-r1mission Has in effect recc:-::f!le...,din~ 

that governnent aid, in relatio~ tc G1W, be increa ed by 75% in the Seve ties. 

Hhat has been the response to this reco:n!"'.endation? 

To the surnrise, per ans, of the skentics, it has on the ~vhole been very 

nositive . 
,. 

of DAC has rejected the target, ~~d several -- including Belgium, the .~et~e~~a~ds 

a'!.d SHeden -- have fully acce?ted ::t. Canade. a d the United Kingdor.1 h?Ye e.c::roed 
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in principle on the size of the co~itment, but have not set a firm date :or 

its achievement . France is already meeting the target, and both the Feeeral 

Republic of Germany and Japan have stated they 'tvill move tO'tvard it. 

Among the first consequences of the decisions of governments to inc~ease 

their official development aid v;as their agreement to support a Third Replen:Lshnent 

of IDA, for the years 1972, 1973, and 1974 at a rate of $800 million pe~ year, as 

compared to $400 million per year in the previous period. 

T~ough it is t~ue that the Un~ted States has noted that it cannot co~it 

itself to specific quantitative aid targets, the Administration did provide 

strong support to the increase in the replenishment of IDA and has stated ~t 

intends to propose expanding the flow of official development aid from the 

present lm·7 levels . 

In 1949, at the beginning of the Marshall Plan, A~erican econo~ic aid 

amounted to 2 . 79% of GNP and 11.5% of its federa_ budget . In 1970, the A:D 

programs constitute less than .30% of GNP, and less than 1% of the bud~et. , 

of,~ m:n e.e'·ated to.......aid. 

No one can question that American domest:.c nroblems -- p2rticularly :.r.. t :.:.e 

social and econo~ic fields - - require _ncreased attention and fundin~. But ~ 
~.,~ 

is. 'ii:l.oll y unrea.listie to suppose t;.Aat this can be cchieved ~t btie co'"t -e-_.f Ct!tt:::..ng 

off aid to desperately poor nations abroad. Econo~ists have pointed o~t t hct ~~ 

the next ten years the U.S. v7ill increase its -v1eal th by 50~~ and that the G.? ::::~. 

1979, at constant prices, will be $500 billion greater than in 1969 . It ~oulG 

appear that the cou try is wealthy enough to support a just and reasonable 

aid program and at the same ti~e deal effectively ~ith domestic needs. 
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The decision to respond both to the pressure of domestic problems, and 

the urgency of essential foreign assistance, will in the end be dependent upon 

the response to a far more basic and searching question -- a question that must 

be faced not in the U. S. alone, but in every wealthy , industrialized country of 

the world . And that question is this . ~fuich is ultimately more in a nation's 

interest: to funnel national resources into an endlessly piraling consumer 

economy -- with its by- products of waste and pollution -- or to dedicate a more 

reasonable share of these same resourc es to improving the fundamental quality 

of life both at home and abroad? 

The dilemma that faces not only the U. S. but all the .wealthy nations of the 

world is not whether they should devote more of their GNP to solving domestic 

crises, and less to helping eliminate deprivation abroad , but rather whet er 

they are going to seek a more equitable balance between private opulence and 

public responsibility . Private wealth cannot be preserved and public responsi ility 

cannot be met by a heedless indifference to common crises that in the end ~ill 

touch rich and poor alike. 

More and more governments are accepting this conclusion and there are, 

therefore, solid grounds for concluding that .the decade of the 70s will ·itness 

a substantial increase - - both in absolute amounts, and in proportions to the 

GNP -- of the critical flow of official development aid from the wealt ier 

nations to the poorer nations. 

D. Better Coordination and Assessment of Effort 

But as the Commission po"nts out, the global development effort is current .. y 

fragmented into an almost bewildering number of over apping and uncoordi ated 

activities . This leads inevitably to duplication of effort, inefficient lan ing, 

What is required is organizationa 
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mnchinery that can effectively and authoritatively nonitor and assess the 

pe~=o~ nee o: donor ~.d recipient countr_es alike, reduce t e proliferat~o~ 

of ~!!(!..zl.d' reporting'· end effect more coherent, cooperative and 

p'..lrposeful part ership t roug· O\.".t ~he entire development community. 

This is particu_arly importe.nt if •e are to rally the nece sary publ:c 

understa ding and su port in the industria :zed countries for the critic~ 

~asks of glo al development t at lie before us . The mu_tiplicity of _ationc: 

.?.nd internationa_ agencies is ot t~e difficulty. It is the ulti.licity of 

uncoor.d.~ ated an?..gement that is t' e proble • 

The Ccnniss:on recomnended that the President of the Aorld Ban~ call ~n 

international conference on this natter this year. P..mvever, within tt>.e United 

i\ations system, of which t .. e Ba:1k is a . art, ~hese functions are t~e re ?Ons::.::,:.lity 

of the Economic and Socia Counc:._. That body is prese tly considering proposa:s 

for neA machinery for review and ap raisa_ o: development prograns at t~e ational, 

r0~ional, and international leve s. Under t' e circ•xnstances it would be pr~~ature 

fo~ the Bank to take action at t' ~s ti~e. The pro~lem itself, however, r~~ain 

and :·'e nus~ find -vrays -- oon -- to :::ecm:e a fa::: gre~ter mec.sure of co ::-C.:.::.::ted 

~ana~ement of the co~bined cap~bil:ties of the netional and intern~t:.ona: ti~enc~es 

::-nrtic::.pe.ting in the clevelcoprnent -,-::-oce.ss. St:.ch an objective is, in i~se~_f, c:1e 

of the most produc>::ive goa::s '.·7e could ;;n:.r ue 
,~~~(_ 

3ut if the issues of ~ficial dc·e o 

in the dec~de. ahead . 

#-~~ :!lent ?:?!get, a::1d in proved 

~3nage~ent ~ithin the ceve-op~en':: co~~nity are a~ong the most important :::ceo~-

nendn~io~s of the Pearson Cc~~ission for the short-~erm, 

issue for the long- term is ponul3tion planning. 

the ~ost .._._~r.lo __ .._.;, .. n 
.....~..-.;...;. _, __ c;.. ._.. __ J .._ 
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E. Population Planning 

The Co~ission faced this problem squarely, without hedging its views. 

"-'o other phenomenon," it stated flatly, "casts a darker shadow over the 

prospects for international development tha the staggerin~ growth of 

nopulation •••• It is clear ~:at there can be no serious socia and 

economic nlanning unless the ominous inplications of uncontrolled population 

?,rm·rth are understood and acted u on." 

Are the "ominous impl.:cations of uncontrolled nopulation growth" being 

acted u on effective y? If o e is to be candid, the ans~ver would have to be 

no. With the exception of Singano~e and Hong Kong, which are s . ec~al cases, 

in __ only t~\'O developing countries, Tai vana/ a:J.d Korea, is there clear evidence 

that the rate of popu_ation gro~vth has been significantly reduced by fa~i_y 

plannin~ nro~ra~s. 

It is 1orth asking why.b/ 

One ro~inent authority in the opu_ation field has po~nted out that t~e 

rrosnects for the success of fami y planning throus. out the world are at o~e 

:>./ :Sve Tahran, \vhich throu?-h a ;:;:ost effective DC?ul.:::..tion n_,?_ nin~ pro::;ra""! .. ~-o-

reduced its srowth rate fron 2.8% in 1965 to 2.3% in 1969, wil_ -- ~f ~t 

succeeds by _985 in reac in~ a ~e roduc;:ion rate o~ 1 (two children ner 

cou?le) -- see its present o~~lation of 14 million rise to 35 millie~ 

before it stab~lizes. 

b/ : am indebted to Berna d Berelson, P~esident of the Population Counci_; 

:?rofesso:. Ro a_d reecl:T'.an of the niversity o:: ~1ichi~an: and Osc2.r .r'.r:<.P'..'TY, 

o:n.1lation Program Office~ of -::,.c ::?ord :Fm::::d~.tion, for much of the r:-ate~::...:::..~-

i-:1 tl"lis sectio . 
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ooooif it succeeds by 1985 in bringing reporduction down to 
the level of replacement (that is, an average of one daughter 
per woman) -- see its present population of 14 mjllion rise 
to 35 million before leveling off. 

What we must understand is that even if an average family 
size of two children per couple is achieved, the population 
will continue to grow for an additional 65 or 70 years before 
stabilizing.~ P:j 

~/ If,for example, by the year 2000, the developed countries 
were to reach the level at which couples only replace them­
selves, and the developing countries were to reach this leve l 
by the year 2050 •••• 

First, we must have a feasible goal. I suggest that goal 
should be to gain a few decades in the process of reducing 
human fertility -- a process that would occur slowly or not 
at all in the abser.ce of family planning programs. The 
achievement of this goal vould mean accelerated improvement 
in the quality of life for both the parents and the children 
of the developing countries. This improvement, in terms of 
better health, better educat ion, better nutrition, and in 
many other ways, will come not only sooner , but more certainly, 
to population totalling billions less as a result of family 
planning programs. 
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and the same time promising, and dubious: Promising if we do what in fact can be ~ 

done; dubious if in fact we continue as we are. 

The task is difficult for many reasons, but primarily because of its sheer 

overwhelming size. Consider the magnitude of the factors involved: there are 

dozens of countries plagued with the problem -- each of them different and possessing 

their own set of social and cultural traditions. There are thousands of clinical 

facilities to be established, hundreds of thousands of staff workers to be recruited, 

trained and organized in the administration of the vast national programs, hundreds 

of m:llions of families to be informed and served; and nearly 1-1/4 billion births 

to be averted in the developing ~orld, if, for example, by tr.r::~OO the present 
F'"'r"' l;:.it,o., 

birth rate of 40 per lOOOAwere to be reduced to 20 per 1000. ~What we must understand 

is that even if a family size of two children per couple (reproduction rate of 1) is 

achieved , the population will continue to grow for an additional 65 or 70 years and 

the ultimate stabilized level will be far greater than at the time the two-per-couple 

rate is achieved.~/ 

Thus, even with gargantuan efforts the problem is going to be with us for 

decades to come, but this fact, rather than being an excuse for delay, is only all 

the more an imperative for action -- and for action now. Every 'tt:re fail to act 

·~ i (1 

First, we must have a feasible goal. I suggest that goal should be to gain 

a few decades on what would occur to fertility in the absence of family planning 

programs. Th" would mean a subst ntial increase in the quality of life for both 

the parents and the children of the developing countries -- in better health, bet~er 

a/ If, for example, by the year 2000, the developed ~countries had achieved a repro-

duction rate of 1, and the developing countries were to further reduce their b~rth 

1 rate to achieve a reproduction rate of 1 by the year 2050 --and both these ac, ~e Te-

ments appear unlikely -- t e wor d s rese t popu ation of 3.5 billion ·ould not 

stabilize before the year 2120, and would then stPnd at fifteen billion. 
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education, better nutrition, and in many other ways -- as a direct result of 

populations totalling some 6 or 7 billion less than would otherwise be the case. 

And what must be done to achieve this goal? Five ingredients are needed: 

2 . The required 

3 . The availability of effective, acceptable contraceptive methods~ 

4. An efficient organization to administer the program . 

5. Demographic data and analyses to evaluate results and point to 

program weaknesses requiring correction . 

Where do we stand on each of these? 

To begin with, there has recently been a dramatic increase in political support 

for population planning. The latest example is the case of the Philippines. a 

country with a severe population problem, but a country in which it has been under-

standably difficult to take the open, public decisions that are required. President 

}furcos faced the delicate issue frankly in his State of the Nation message to his 

Congress a few months ago: 

ni-Jith a soaring birth rate, the prospects for a continued economic develol?ment 

are considerably diminished. Indeed, there is a strong possibility that the 

gains which we have carefully built up over the years may be cancelled by a 

continuing population explosion •• • • After a careful weighing of factors, 

I have decided to propose legislation making family planning an official 

policy of my Administration." 
_...-
~) His Minister of Foreign Affairs Romulo put the matter with equal candor: 

}JJ d:L / "The control of population is essentially an economic, cultural, and 

political problem. One of the most hopeful means of bringing the 

* birth rate down to near replacement level is the Department of 
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Educetion's plan to introduce this entire subject into the curricula 
•\ 

of schools a~d col:eges • • U~derlying this approach is a clear 

recognition that educatio has the tHcfo~d obligation to rein::orce, 

and ,.;here necessary, to help change p"Jblic reo res. Educational 

institutions, fro~ the elemcn~ary to t~e postgraduate years, can 

perfo~ no ~ore useful sen•~ce in the seventies than to i_luminate 

the principles of hu~~n survival and to dedicate themselves to 
I 

L p-:::-eserving anc'. enhancing the qua:ity a!ld di;.-ersity of life." 

!n 1960 only three cot:ntri.cs :,ad oopul -t:::on lc-.nni g po:icies, only one 

go·ver:1:nent Has actually offering essista:::.ce, and no internation~l develop~ent 

c<>;enc,• •,7as ~mrking in the fielc of fanily planning. 

in 1970 (as indicated in the attached table) 24 co·ntries in Asia, Af-:::-ica, 

anc'. ~atin ~er~ca - - countries representing 677. of the population of ~hose 

continents -- have officia: popu:Gtion ~ro~ra~s. ~o-:::-e than 15 other co~:::.~ries, 

represen~ing a further 12% of t~e popu:at~on . provide sane assist~~ce to ~~~i:y 

~:"1en, 

l'lf'V"'j\ 
L-VIOJ' 

is :--.ore 

fer t~e succecc of 

""""'~""- CI....,.A-
(...._· . '(_-·· -- -

. ,.. 
_,; 
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san?ort at the top -- and that is inproving -- where are the roadblocks? 

The first is i the lack of access of the citizenry to the information a~c 

assistance required . Surveys i~dicate that the interest in family pla~ning 

a.-non.g people every;vhere is h.:'.gh, · u·:: that their unC.erstanding is o:ten tenuous 

at b~st:. ~1illio s of arents, even in remote a!'eas of the world, want fe~ve:-

ch..ildren, but they simply lack the knmdedge to achieve this . Programs must 

"/( be developed to provide them "(·lith the infonr.ation they seek . 

But political support and dclcspread kno:1ledge are still not enot:.~h. Y:. e 

--~chniques of family planning ~ust:, t:herr.selves, be acequate, appropr~ate, a~d 

avai:.ab.,e. The means l.:e currently have at hand nre much better than those o= a 

dec~cle ago, but are still impe~fect. ~hey can be used to accomplish muc more 

than has been already achieve~, but concurrently a massive pro~ram to improve 

the:r. must be initiated . Our knm·:ledge in this field is so incoTI1plete that though 

we l<:nmv that certain techniques do · .. ;o:rk, \•:e a:re still not comnletely clea:- on hm·7 

or why they <:.;ork. The fact is thzt: comparee to Hhat ,.;e need to 'kno~·7, our i<no··:ed~e 

rcr:' .. ~::i.ns e:ene:1tary, even nrin:'.tive. 

':'he clear conseque:::J.ce of this is t:.at there nu t be 2. greatly ex<Je.nC.ed 

rese~rcn effor~ in basic reprod~ct~ve biology. At nresent there are only fo~r 

:.oca~ions in the T,ror_d in vZ1ich as mf.'.'1 ~ as feu:- f~ll-tine researchers 2.re ~··or:c:.nq 

:',n this fie_d . .,. Some $275 mil:.ion c. yec.r is S?ent on cancer resea:-ch. 

t~a'1 SSO million a year is spent o'1 reproductive b~o_ogy research, n~~ this 

inc:'..uces all the :unds alloct>.tRd, ~·;or_d;,ride, by pc:.'Jlic C'.nd private insti.tt~t:.o~.s 

alike. The estimate is t~at an opti~al n:-o~r2~ of research anc develo~~ent ~~ 

t~is field wou_d require $150 mi.llion n yea= ~or a ~ecnce . That is an i~r:_~,i~~c~nt 

price to nav in the face of a nroble~ ~hat -- if left unsolved - - ~•ill l t~e erG 

exc:ct social and economic costs beyoP.c calct.~l::tion. 
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Finally, a population planning program to be successful requires a strong 

administrative organization and a comprehensive data analysis and evaluation 

service. With but one or two exceptions, none o.f the developing countries has 

established adequate support in rither of these areas. I know, for example, of 

only one location in the world where as many as three researchers are working 

full-time on the social service aspects of P.Opulation planning. As a result, 

in only a handful of developing countries is there a significant percentage 

of women of reproductive age using contraceptives (the percentage of women in 

developed countries who are contraceptive users is six times as great). A number 

of governments have made a start at strengthening the organizational structure of 

family planning, but progress is thwarted by bureaucratic difficulties, lack of 

technical assistance, and inadequate financial support. It is in this area that 

the International Institutions can be most effective. Additional effort is required 

from all of us and particularly from the Bank. Many of our members are appealing 

for greater support. They want our advice as well as our financial help -- and 

I propose to organize our capability to provide them more of both. 

The additional funds required to attack the population problem on all fronts 

for reproductive biological research, for social science research, and for better 

organization and administration -- are relatively small, less than 50¢ per capita 

per year. But the time that will be required to achieve results will be greater 

than many have realized. This is all the more reason for accelerating our pace. 

An OECD study concluded that in 1968 family-planning programs in developing co~nt~ies ~\Vv , 
accounted for only 2-1/2 million averted births, compared to the total of 1-1/4 

in the next three decades if a 1% ~ate of growth is 

If we are to achieve an average fifteen-fold increase 

in the effectiveness of the program over the next 30 years, we must start now. 
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The Pearson Commission emphasized that the population problem will not go 

away. It will be re·solved in one 'tvay or another: either by sensible solutions 

or senseless suffering. If we want a sensible solution, with the corresponding 

enhancement of the quality of life for hundreds of millions . of children, as well 

as for their parents -- all of whom clearly have the intrinsic right to something 

more than a degrading subsistence -- then we must get on with it. 

- 7 IV. THE OBJECTIVES OF DEVELOPMENT IN THE SEVENTIES 

Following the end of V.orld War II, there began a massive transfer of resources 

from wealthy nations to both the war-torn and the less-developed nations. This 

was an action unique in human history. Initially, much of the aid was stimulated 

by narrow concepts of national self-interest. By some nations it was looked upon 

as a weapon in the cold war and by others as a means to promote commercial ain. , 

~world ~o~unity rich 

nations t .] . 

As was pointed out earlier, the flow of aid did slacken for a time in the 

1960s, but rise and 

through~ut 

resources~, .contribute l.ess. ... .tha 

l(latieft'S'". 

It was the flow of external aid which, when added to the savings of the 

developing nations, permitted those countries to realize a 5% annual grmvth in Gf.t"'P 

during the 1960s. This was a major accomplishment. It represented achievement of 
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the primary objective of the First Development Decade, and it exceeded the ave~a e 

rate of growth of the advanced countries during their o~vn early stages of progress 

in the last century. But where are we at the end of that Decade? developing 

world: 

• Malnutrition is common. 

T FAO .esti:ate that at least a third to a half of the world's p 

or nutritional deprivation. The average person 

consumes four pounds of food a day as 

and a quarter in a lmv-standard area._ 

• Infant mortality is high. 

I ant deat~ per 1000 live births are four times as high in the 

count es as in the developed countries (110 compared with 27). 
/ 

• Li~e expectancy is low. 
' " 

e West can expect to live 40 per cent longer than the 

man developing countr:es and twice as long as the average man in 

me of he African co ntries • 

• Illiteracy is widespread. 

100 million more illiterates today than there were 20 yea~s ago, 

total number to some 800 million • 

• Unemplo~ent is endemic a_d grovin • 

ent of approxima tely 20 per cent of the entire male _abor force 

and in many areas the urban population is growing twice as 

number of urban jobs. 

The distribution of income and wealth is severely skewed, and in some 

countries becoming more s~. Ij India, 12 J?er cent of the rural 

control more than half of the/cu_tivated~and. In ~zil, le~ 

--
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-- He should be frank about this . s we e~the Seventies, in field after~ -
~ld, we nave mor~ questions than ans~ers. Cur urgent need is for new instruments 

of esearch and analysis wi h which to is~e: o r ignora nce of the ~ocial dimensions 

/ 
/ of economic change and help us formulate a m comprehensi~ rategy for the 

d~c.ade a ead.J 

It is to this e~d t hat ou= Bank opera~~ons are being shaped . 

* * 
The Sec0hd Development Decade has now e g n and it is we in this room who 

will help wri~e its record. 

What ~..,·11 t at record be? 

I, for one believe that this decade can turn out 

advance tmJ rd achievement of human dignity. 

For that, in sum, is what the deve opm nt process is . 

It is billions of men and women in more than a hundred nations of the 

world -- wo king together to achieve a dest~ .y for themselves and their children 

that is decent, and secure, and richly human. 

u ~rely, no ~ask in this decade ~s more wo~thwhile . 

S rely , no task in this decade more deserves to succeed . 

S rely, no task in this decade comma cs more of our ?ersonal c ommitment . 

---

E N D 

~~~~ 
I 
v--:;z::...£ 

d ,~~~r 
~ 



INTERNATIONAL DEVELOPM ENT :NTERN ATION AL BA~K FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert 8. McNamara DATE: July 24, 1970 

FROM: Irving S. Friedman 

SUBJECT: Council on Foreign Relations- Goldschmidt's Paper on Multilateral 
Economic Development Issues 

You will recall that some time ago I received from "Tex" Goldschmidt 
the first draft of a short book he was preparing for possible publication 
by the Council on Foreign Relations. The book, tentatively entitled 
"The Multilateral Development Assistance Frame", had been based upon a 
special discussion group on multilateral development issues for which he 
had been the organizer and in which I participated. At that time you 
asked me to show the draft to others for comments. In the meantime I have 
kept in touch with Goldschmidt. He has been out of town for much of the 
summer but still is planning to do this book although is somewhat discouraged 
by the fact that it would come out too late to have been of use in the 
discussions which have recently taken place on this subject. 

As you had suggested I had sent to him much earlier the material on 
Fund/Bank collaboration to correct some misinformation he had on that 
subject. His whole viewpoint centers on the central role being played by 
the UNDP resident representative in coordinating technical assistance and 
indeed in being the key figure in all development relations between multi ­
lateral institutions and the recipient country. It seems essentially based 
on the viewpoint that coordination in the last analysis can only be done by 
the recipient country. Since there is such a fundamental difference in this 
viewpoint between him and those in the Bank that I would tend to agree with 
the comment received from Mr. Demuth that there is not much we could hope to 
do about it. In talks with him, I have not tried to attack his biases, but 
rather to give him a better appreciation of what the Bank is doing and could 
do. I hope the next draft and final version will reflect this. I am also 
writing separately to Goldschmidt to correct some of the misstatements of 
fact about the Bank. 

Iff 

President has seen 

I .J. \u. 



TO: 

FROM: 

SUBJECT: 

IN TERNATIONAL DEVELOPMENT INTERNATI ONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORA T1 ON 

OFFICE MEMORANDUM 
Mro Robert So McNamara DATE: July 23 1970 

Irving s. Friedman 

Distribution of Economic Reports to Executive Directors of 
Asian Development Bank 

I have not been able to find out as yet whether or not our country 
economic reports are distributed to the Executive Directors of the 
Asian Development Bank as a basis for their country or loan discussions. 

At the last meeting of the Asian Development Bank in Seoul in April 
we had our regular meeting of representatives of the various economic 
departments of the international financial organizations. The question 
was asked by the Asian Bank person whether we would object to our country 
economic reports being circulated to the Executive Directors of the Asian 
Bank. Mro Kamarck replied that we had no objection~ but we do not know 
what has happened since. 

PrP~Jdent has seel] 



INTERNATIONAL DEVE LO PMENT IN7E RNATIONA L B A~ K FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mro Robert S. McNamara DATE: July 20 19'70 

FROM: 

SUBJECT: 

Irving So Friedman 

Technical Note 

Attached hereto is one of a series of technical notes prepared 
for you on industrialization policieso 

These notes are also being distributed to the Industrialization 
Policy Committeeo 

Att: 

I ' 

r ' a.-·. < 



f FoRM No. 58 

TO: 

FROM : 

SUBJECT: 

INTERNA TIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIAT I ON RECONSTRUCTION AND DEVELOPMENT 

I NTERNATI ONAL FINANCE 
CORPORAT ION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman 

Andrew M. Kamarck ~ 

DATE: July 16, 1970 

Attached Technical Note on Industrialization Policies 

Attached is a technical note prepared for Mr. McNamara on 
several aspects of industrialization policies. We plan to put out 
a series of notes in this field. Together, they might form a large 
part of the basis for a paper to be prepared for the Executive 
Directors on Bank policy towards industrialization. We are 
distributing the notes also to the Industrialization Policy 
Committee members. 



---....... ---.... 

INDUS'J ,nAJ,J!:.t"riOiJ, :zi'.iPLOlT,;~~'I' A\TD URJ'rt~liZ:'!.TJOiJ: SOl·:l~ 
SOCI ... I., -~~;(X: .:nr.fJf:~; !~ ~~J (;()~~7S C ti IITL~T3T'{.I ~T.~ IYS\lEJJ)p;-.r;~~~J1' ------ _ ............. ____ -----·-

~Tuly 10, 19?0 

Prep::-.red 'u:;r: Hc-.1en Hughes 

EconoJ;li et.: of Indw::;tric:..i .. iz o.t,ion Division 



The Hider boncfit s 11hich indust:·~ ::..J ization >vas expected to b:d.ng 

to developing cou..'1trics 1K~V6 not be::sn the J (•ast of its a"....tractio:-Js: increased 

productivity pe:r head, improved tcJ.'TlJ~> of tr~d9 and the eild. of bab.nce of 

pa;;nnents probJems >·lcrc th'3 most irrportant; L~1t en:ployT<12.nt, and the sol1..1.tion to 

regional problems 1;e;rc also to the fore. 'lh::: produGtivi ty and balance of 

payments aspects of inclustriali?.::ttion 1-lill be the subject of future notes jn 

this series; this paper is conce1·ncd Hi th tL--. principal social cos t.s a'1d 

benefits of industrial gro11th. 

2. In the years after Hol'J.d 1:-:'ar II :;_-~ 1~2.s ho,,2d tha~·. :i.nd'lstri;·l~_zation 

would take up the cmplo:,:;r,cnt slac:lc in the co~YJ'Gl7Sitle and i.n the cities} 

absorb the bulk of the population incrc<lsc, ;~nd lead to full 8iilploynent . 

Hany countries also s::n-; a sol uti on to prol:Jlc·.c, of' regional d:JveloiJ::neyJL in 

decentrali:;~ed industrial grm1th. These ho;.>es have not been fulfilJ cd. 

J. This note examines the reasons 1:l:.y 0uch hopes have not been realized, 

·L.hc extent to v1hich their frust:-ation has be-::;::: due to the industrialization 

process ;;.ts-31f, and how far it is the resu:;_t of the strategies and policies 

ariopted t.o ::>timulate industr"'.[. }1uch of the t!·adi tional thinking on industrial 

eri!ployr:sni. and decentralized indu:..<trial gro~;·th has not been conducive to rapid 

and s;.ts~:.ai!;cd industrialization, to higr' er-ployment gains or to regio:1al dev••lop-

ment; this note therefore suggests policies 1:hich uould lead to better results 
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in the future. 

4. In l!lost developing countries er .. pl o:·';Icnt in m0.nu~'o.cturi ng ~/ is a 

small prcport:ton of the tot.o.l 1wrk force, cn:0 even in cou'ltr:i e s such as China 

(Tah1an) and s:;.ngo.pore tfbich have had great suc-cess in industrialization it is 

still greatly be] 01·! industria] izcd couC~t:::·;y levels (Table l). Mo>·eover, even 

thou6h mc:umfact.urinc emrlo;ymont thu~ r h.rtcd f]'Cn"':l a srn~;.11 b2.se in li10st developin6 

countries in the 19SOs, the rc.te of gro1-1th of Ji'3PU.~aC'turing emplo:rncnt has been 

disappointing, an<1. it h;:w lagged CO"t1sidern.bly bchi"rxl the rate of gro·1rt.h of 

mc-mufacturlng production (Table II). 'I'lwse trends require the foJ..1owing 

expl.s.nations and qu?~ific.~-J..ttons. 

5. The limited cho:Lce of techrrLqucs avai labJe to a manufncturec uho wishes 

to prcduc:c co:' ;:.>c=titively at intorno.tlor;al pd.ccs) or even 1L:.ti1 other manufacturers 

i n a protcc:tccl rt.3.rl~et, is t:he rno:.>t il~,)ortant f<.~ctol' in the failure to meet employ-

:nont exp:::ctations. It is truo that the deGree of lab01' intcn0iveness in industr-.r 

i s a cont:lm.~."li.-.n from industries such as ar~ificia1 flo:-•er manufacture to t hose like 

i ron and t>teE:l (Table III), but it is also true that, for rr.ost industries on this 

cont.ir:':uu } capital i ntensive, modern production r.:ethod3 are so much more economic 

1/ :t:t i.s i F'}X•ssible to dra"H a clear line betHccn rnanuf;:;_cturing: and han'ii craft 
and service establishments . Conceptually thr:; difference;:; lie i n the use of 
po ,1\ .. :r, th,J division of labo1·, the nature of encrepreneur·ship and the t;;rp9 
of <:.ctil:i.-Gy undertaken; statistically S)ttall enterprises ~:.-.;ploying up to 
20 \J•.).!"']HH" , but soPletimGs even up to 100 or 200, include handicraft Gnd 
s erv; ce aeti viti es such as motor vehicle repairs and dres s-mak~.ng; as He] 1 
as S"11a.ll •~cale mR.nu.facturin~ propor . Hanufacturing census and sur·vey coverage 
vari es from coun:-ry to country :md frQn year to ye2.r . Some populat i on 
censuses and sun·cys classify all perso:Js Pho regard Ute21.selves as "1.;eavers 11 

or "metal Horkers 11 as l!1am:tfactu.:·ing "IWrb:rs al tho·J.gh their >veaving n"!ay be 
confined to their 01-:n consur.rption, their 1r.c:t.al working to casual crnplo;:rrncnt on 
bi cycle repairs . Hanufacturin2 cen:3us and sur~'ey d::ta tlh·:reforo general ly 
s ho>J much lo:1er er'l)1 o~'S'~nt in rc.:-JUfact<J.l'in ~ than por Qa:l.. ion cc:n~,u;:; Gnd survey 
data, and th~J~ are "Lllc only relic.blc so-:.n·c:c..., of infor;;Jation about actual 
manufactUl~i ng err.ploymont. 
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than labor intensive ones tlk'1.t the opportnni.ties for tho substitution of labor 

for capital aTe extremu1y limited. 'I'hc;r~ <;.rc :;o;·na instances of labor intensive 

processes(such as aircraft piston and hea~y elcctri~ generator manufacture, and 

electronic cmnponent c:wsombly)~ Ht-L.hin capitr•l jntensivc in:1ustries,but they tend 

to be the exception. In 31'\ incrc::Jsing L1~~jori·t.y of irJdust:ries, capital intensive 

methods arc more compe·0itive, and this usu.:Uly irnpJjcs large scale production. 

6. Investors are usually faced 1:ith th:t·tc alternatives: (i) cor:1petitive, 

modern, large scale pruchction w"il:i.ch, hm·Jevcr, requires a larger market than 

a developj ng country or potential exports ind:Lcate; (ii) less corrrpcti tive 

mcx:len1 production Hhieb does not fully utilize cconomi 8S of scale; or·, 

(iii) small scale, labor intensive productior1, ' .. :}::.ich, hO\J8VGr, is ab(r<:c Horld 

market prices. In many ca;:;es tochn.ical cunsirir.;rations po:i.n t. to the choicE: of 

modern tcchn.iq;.1~:s. The C.}Uality of a pl~oduct., the p:r•ecisioD Hith 11hich parts 

are manufact.urcd as 1·1ell as the <1.fJpc3ilrance oJ' th<3 finish, are very much influenced 

by the sophistication of the pl~od~J.d,ion JW.?tbods. vJt1erG m.::trk8ts havr.> been 

establ.:.shed. by imports oZ rnc;.n··_LC':Jc·~,,Jl'cd p::-oducts, or 1;here tmports compete on the 

domestic market~ quali t~r eons:i.dera t ions arc ih;p0l'tant. For countries seeking 

export markets, the~{ are o.f coun.:e p.:tNw,ount, but economy of scale constraints 

are t hen avoided, so that modern techniques b8com:? econow.ic. Sophisticated 

p roduction methods are usualJy :~lso much Eorc econo~r:ic in the u:-.;e of raw 

materia~ than labor intensive nothc.ds. Since capital is scarce and expcnsi ve, 

entrepreneurs are concerned. id t)J maxi!.ri.zing ii,s p:roductivi ty in order to 

maximize t heir profits, and this eencrnlly n;eans tho choice o:f modern 

t eehnology . The combined advantae;es of modern production m<.?thods arid 

the scarci t;<r of capi t<!l thus frequently outuoigh the high cos t.s of 

c.::tpitaJ. intcr:sl"~.>e produetion or. a small ~;c~-LlE!. In most countries, tnriffs 

or other pro r,ecti ve measures p2oter;t, tht:J r;tctnufac turer at this level, c:md diminish 
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his intel'cst in ext'1.t·nal JGarkc~t ;-;. Thu~: rclati vcl;y mn·ul ~:cc:::J e modern manu£'<1Gtu:cin g 

methods prove to be more e c:onom:i.c: Lhan labor intcnc;i vc mC~nufacturir;g production 

7. The availo.~J i..1i ty of p) ...-~r~t often p:Jser_; anothel' problem. Ihveloped 

countries provide th:, b·.1ll: of c1s .. . •d for Jn;"J.:Jufacturil1£: pl<lnt, :md plant 

manufacturers .:-·ccord.i.ngly cater fo1' their needs. PL ... n :..s specially adapted f<n· 

different labor cost rclaLiun~;ll~.ps to tho~>c prevail in;; in developed countr:i.e s 

there fo!~o tend to be J'10re costly than the reeular pJ o.n~.s, even Hhe re such 

adaptation.:; are practicable. Second-h<.nd pl.:mt is r,cnP r3.J.ly expen0: ve to 

dismo.ntlc .:::.nd erect, requires rrucl1 more ti•.;c t(' as~;cr .blc, and there. freq·u.entl,y 

arc spo.:·a part problems Hith outdcttcd cq1J:i.p)•J-:;nt. rn·ve0 t-ors :in dev2loping 

countries rarely k,vc the kno~·!J edc;r: e.ncl skill to mako: or have furtz.ln.mental 

exper-';,j_se. Forcigl.l invsstm·s fro:1 devel.opco coJ.nt.d cG p!'efer pJa.:rt. they Jcnm1, 

and for th:;n, with pla.1ts in several cClurrl..ri P3, the·rc are advanto.gcc in 

unifori!li t:r. These investors CC1J~d 1-vith profit sor:JctiJrtes go further in adapting 

plant to the f;wtor costs and m:::.rket scale of devGloping countries, and some:; o.:re 

beginning to do so, but the prospects for a general adaptation of plants to labor 

costs in develop:i.ng countries do not seem very good. Labor costs vary c;rcat.ly 

among developing countrl es, and more importantly, lo~~ labor co3ts are not 

sufficient to offset the other disadvanlat;es of small scale, labor intensive 

production. 

8 . In most n~:mufactnr:Ln[: processes the opportunities of substituting 

labor for capital a::--o therefore confined to tne preparation and loading of rn.w 

material'~ into the factory, and to finishing and pad~asing processes. Here 
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emplo;y·mcnt. is e;ener;:{Jly wore jJ!tem.dYe th;:m in dcveJoped countries . \rJ:i.t.h 

unemployed. vmi tinr, Rt the facto1';:t cato few firms nsc Utpital instead of labor 

i·:hc;re labor uould be more profitable. Tl!src are, of course, some cases of the 

use of 11odlorn prod~~cti on method:~ fuJ' th<o sc;l~c of be i 1.[~ Jl10dcrn, but these have 

been grcatl;, cxagccratcd by after d:inncr anec.dotoc. Dy and la:rge, it is not 

that mail'Llfactm·ors are bedazzlC'd by the prospect~; of a Jnodorn factory, but that 

this is the most profitable choice of technique. 

9. Policy rnt::asures uhicb distort the rcla ti ve cost of capital and l.J.bor 

may, boc·:ever, contributG to the use of capital irrLem,·.i:~:e techniques vJhen there 

is some opportunity for choice. ChcB.p cr;3cli t n8aSm'c2. de::;igned tc, brir1g du\<ill 

the level~> of capi t:1l costs to those prHu.iling in de'ielopcd countries may 

lo~r1er tho cost of c;;pital to tl1ose favorcrl hOL'ro·,;ers who are able to obtain 

offici.:Jl 1oanf;, but this distorts t.lie ce<p:i tal la:x,l· price reJ ationsh:i.p. Labor 

is then usuc>~ly still chec:<.per in relation to c.J.pita' th'1n in de\'oloped countr:i.cs 

although the difference beh;~epn capi t;:l 0nd labor costs at the l'l'.argin may 

have be _;Yl s:.i gnificr::n Ll.y dim:l.n:i.siled . \)hen in exceptions.l cases, hoHever, the 

price o:i· c:redit H!GY be pGrmitbd to drop to very loi~ 1ovo1s, for example, ir. 

an infl<:rt.ion;n·~r eeono;J,y in which real interest rates are kept lou, or even 

be come nq;ativc, tl.e relat:i.ve ·price of cc.p:.i.tal may fall bclovJ its re1ati ve 

price in dove loped countries . 'I' ~':: :i.ncenti ves such as remi ssions of duties 

0::1 capital imports nncl. ac celerated depreciation a1 so loPor the cost of p1ant 

in relation to labor, although only rarely to ratios below those of developed 

countries . 

10. The cost of labor is frequently hie;her than lvould appear at fir[;t 

sight. Host developing countries ore acutely short of skj 1led labor , wag cs 

for ckillE:d 1-;orkcr~· are rclati vcJ y h"i.gh, <md this 1naku:; J.abor intensive methods 
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costly in any but thP. sirr.pi e.st. ::.·t ~L:;. SkU Jed uorkc:;:-s ;n·e scarce and rcolati vcly 

capital inten::;:i ve onns. In man:;r c vclopin.~ countrj es, evF:n :Jcmi-ckillt~d and 

unskilled L bor cost is hi£;1-:.::r t.h:..11 cl:.l.ily 1-ngcs i r·1ply. ProJucti vit.y is lo~-J. 

'\:!orker:::; are not onJy F1ocha:1i ca} J7 u:Jsld.llecl, 1-·ut they also J:1ck discipline: 

·i,ime-keeping tends to be poor <:md ;.bse:ntoci:=;rn is ECDGr<.dJy hjph. v·Jages hc:ve been 

governments and mili t::nt trar:cs u;'li 0.1 ; ;,nd. thi.s is pa~·LicularJy true of indi:!.·cct 

wage payments and friq~.:. bericii ts \·:Lic:1 of·Lcn form .:1 rwch higher propc)rt:io:1 of 

total labor cost than th::.y do in c:evelo~wd cou~n,:ries . A prejudice ngainst pic: co 

1-wrk, and the lo.c]; cf o:'.::;<:.~li:,:.:;.".:.,~.c·:1~.J re::-;;ourc:c.:, to introoucA it satisfactorily, 

frequently raise cos i.s in sir:pl c, 1 epcti t5.ve task:>. In SO"llC r.o-J.n ~r.le~"> poor 

J.w1u;;·~.d.ol rc1a·~-io:.1s <J:L1 the poJj'L.!.cal b:i.c::scs of tr2.clc unions push invc=stors, 

particularly f0l1 eign o:-icS! tc.:ards mechanized proees:'3es \.Ji -Lh .fe'·1 \JOl~Kers . 

ll. Tho rate of u:p1o:n:.?nt r;:rm;t.h in relatiol" to the g:ro-:vth in value 

added in m<uw.fa ctur:i.l'i~, :c·.c-re,·YvE:l', tend:; to olm·) do:-m as industri ali"';;tion 

proceeds . Labor dL~r·:i. 1 ,::_ :.:v:: :i '!Pl''C'·f'J s, sld llr:; '-'.re accu.mnJated, 2.nd as management 

i mpr·oves, 11 lc ar;1ing bJ cloi :·Jg 11 in .. Tcl.ses productivity. In countries uhich rel.t 

on import subs-l..,i'[_:L't.ic: "'~s e;o,sy inpo~'t sulx:d:,j_'Lution opj>Ortunities are exho.ustcd, 

and more complex indlJ::o·.:Tics goncJ.Aally :r-,;quL:c more cDpjtaJ. intens:i.ve techniques. 

In genGral the localJy n:a:l'c-cfactu:r·ed cc,;'l~enl. of manufactured Olltput rises nore 

rapicUy than total outpu"u. ';!<l.!;ro'~' chase J.a'hm· productivity increa~>es, and so::netirr.d.S 

even exccoJ them, so that capital inten:>ivc r:1c;t.hocJ.s become more <:.ttractive . A 

continuoi.w 1y high ratio of emplo;yr.ent tu value addecl. grot·lth may thus indi cato 

stagn<.it ing labor producti vi t.y ,;i th con scr:pwni cost and capital return proLlc: lliS 
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12. 

pJay an irr·:pOl'k·d- l'Olf L1 incic;ctrir·J Y.TL10n k·, <J~;n c:onh·il:P.tcc1 to di:.;}!pointr~d 

hope~> of hi~:l1 in~1u::.:td: .. l ',; ~J::.c.;T ·:! t,. (Table IY). There ar2 so:ne exceptions. In Sou;_h 

fm.ndo.tion frc~:. 1Jhici1 r::".L-1~ sc~~lc ir,c1·1TL>'·.1r cc1;' c: ['J'O:', and s~~C!.ll ~;c~llc :indu::.;tr:icr 

h<'1.Vc~ J;Jad.c littl ,-, corrtr:i.hLlvion to :i.l!ClJ:·~-ri'lll.d>':J·,:t.ion and. rn •• J;''7.mcnt. 

lJ. 

Sont~J o::' the c'bE;t~-_c.:les to the ero-rth d. sr;;aJl cic <,J c 1ndustl"J' are ~.JeJJ kno:m. 

Entrc:pt~lWl.lrs lack tcclm:i.cr:1, purch~·:-.ing, nar:·:c-;tirl~;, org.::,nJ.;;e:.ti.oncl and acccunt:i.ng 

sk:: 1.1 .: tL. y [•rr; -...;i·dc.r-c~'pit;-.. ~L'·Cd and lacking <.;.l:ce::s to h<'-nk credi. t h:1vc to 

indm~tric.s al'C U.S1Jal1y at tmm center::;. Indu~d.:c-:i ~,1 estates often c:.;:clud(; small 

scale :indvst1·:i·.::s. Sn~~l1 :loc:;:tional fa('tors can m~ko it cxtrcmoJy clifficnlt for 

t ransport is <:c bJ.cycJ.c . re,! la!'C~ f:ir,,ts arc pl·rp:l:ced to r1Ltrture and ass:i. st SF~.::t'LI 



- 8 -

promote their interests. 

a healthy employ"f .. ent ~::i.t'l.:-cU.on. Th,., cc;mpcU:Lh.:;:l.J~;c of' h:t.nd~.crafts is generally 

limi tod to speciali~r d c'"pe>···ts to de,, .~ o:t"'C. COL l Cl'i on and to siitplc products 

for Jocal marh; Ls 1d1erc tran::;pul't Ol' ot.be1' fa.cLor·::: mo.kc mod·~rn plants Jess 

cornpcti tivs. HmJGVer, Lf h·::ncU.crai'Ls a1·"" prate.::: (,r d o.gainc;t foreign co:r•pr::tit:i. on 

by high ta:ciffs, a.r.d - :"-" · 

• '1 
1.r1 'Lie 

sca:~e ~.ndu.~.tr:i.e:;; at lrich costs of p; oduction : "Y ttms be in 'I ':li cal to long run 

cmplo;;.rmcnt aim:;. In fact, an c::,rJy ir·~J.ct of i':1c1·Jstrializat:i.on '•lay be tbe 

shrinking of sueh industries :in cor7::::c:tition ',Jith more effidcnt moJern, relatively 

lar~e scale p1<HJts . Govcl'nment pror;r;.m~:; for h; ,cl:: c1 z .. ft anc small s0alo inc~ust.ries 

mon:over rcqnire a ~:;re.:2t deal of effort .for limit.eri achi.ovs::1ents in cc!1parison 

vJi ·~h the pro:i'otion of modern industd es. Nevertheless, particularly in countries 

with 1011 levels of industrial deve1op:,1<mt and scvol'e uncn:pl:)YJnent problems, they 

15. The failure of ind1.~striaJ i zation ·Lo solve dovelcp:i.ng co:mtries 1 

ei(l",t)loyment problen~ is thus not surp1·isinr;, m1d their Gn•ploynent experience 

ref1ecL:::, both their le'Jel of i nc.lu ~1\.rj ill dcvc1r)p",cnl o.ncl Llloir industrialL;ation 

str,:rLegy . The grmrLh of cmploym:mt in relatioJJ to out;mt :is ceneraJ.ly 
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repl::!.ccmont is to.Lint?. p1 ace, Bntl tends L.o dccl:Lnu L1 1.:-::.ter stages as import 

repJ.acc::·nont be co:noc ;r:orE' co'·.:.)l•'v, indust:r:i e::; buco:~c 1::or-e capital interwi ve, 

and the lahar force becow_;s :.10:::'C' sl.illul and e:;pericnc.:cd. It is a:bo clear 

that tho~:;::; conntri cs, such c.s Chi:1a (Ta::. ~,;;'p), !~ore a and Singapore 1·:hich have 

on1y a. r~a:rkGdly 01.1"l:tvard orier, c 'J.Lion > but a] so other fisc.J.l ~ monetary anc'l 

1ahor policies le:)dinc to CC:Jc. ti:Lj_ve cos·! structures, have e:rpcrienr::8d highe.r 

and more consistcnL rates of g~·m~tn of r.:a!Jtlf'w'Luri.ng er.T;Jloyn:ent than those 

that lnve :cc;liod o:1 ir:.po:::'t subsi·,i tul,ion ,,_-:., all costs, strossed basic ind'L13tries 

and .failed to take <dv:urt..::;c o~~ c:zport po:;sibil:i.tic:>. 

16. The cho.i.co thR-t a ccnntry h~ts i·,l attc--:rpt:inz to stil:ruJate manu.factnring 

policies that >lilJ encourage those products anrl. indu:oLries 1-:h:\ ~h are relatively 

lc:1.bor intensive. In policy decisions it js also irapm·tant to stress that not 

on1y doe:J c1rpl0ymcmt per gi.v-2:1 vohm:e of production vary from industr'Y to 

industry, but so does the coc;-t of ad·:Ji.n;; Hor}(ers into tl1e manufactUl~inG -v10rk 

fm·cc (T<>ble V). The ;na:giDal capital labor ratio is much higher in steel than 

in textj_les, and the capital invested in oteel accordinr;:::.y has a high oppo2tunity 

cost :i.n terms o.f emp1o;ynent. E!nplo;yment, h011P.Ver, can not be the only 

cons ide rat ion :i.n j ndustrial g:·m·:th: markets, cor1pcti tivcness, comparative 

advantage, and bacb·Jard and .:.c·r11ard linkages 16th their balu.nce of pay-ment 

effects are all important . Investment is generally product and industr;}r 

tied, and tho extont to ,,;hj c~1 investors c.:omc fol~;lard is also a f::tctor in t}Jo 
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into ::1ccount t;) achieve r<Jpir1 r1ncl sr;}f-:msLa:i.nlng indu3t:!:"i.:<1 

17· Even u.:. th pol:i ciu: le<tding -L.o \Jise p1•oduc"l:. .:md industry choices, th8 

dirE.ct cf.fec:~ o::· :.n'vc3l.ncnt in r,oanu.ro_ctul':l.:1[. inrl.1n;~:ry on toLal eri'JpJ.o;rm.cmt is 

like] ·y t.o he sn·,ll, and j n nc:~;t c;·_scs 1-J-i. .Jl not Lc .c,bl~ to elininn.te cxi.sti.ng 

alone CO."'! not so'lYe clr.ployr:c:nt plc.blCJ~c;. Thj s is a prdJlcm to 1-:hi.C'h all cconoilJic 

policic~3 rr:ust ac>::.rc-::-:::.o thcr,,,c,_,_: \'CG. In\,_ :--~.mc:nl:. in 1.,. nui'acturing, ho1Jcver, also 

crentes indirE:ct c;;:ployilcnt to v< rying c>:groc~;. :~t r,ener~·tc=; pr·cssure not only 

.for other ir.du:::;t;-i.?l pr odu.ct:;, but fen· ;or·.ricultc'r.)l and minr•1·a1 ra.i~ rr,atcrj A1s, 

publj c util:i. tiN; r~nd service:J, for b11 · J cing and V•ustruction 2-nd conunGrciaJ. 

scrvL:c3, ancl t);r: ('F:pJcyJJrtJL \Ycated ha~~ j'.=-r-r-:cc ,~~f, i0.1S not onl;v· ou the d~1·:.: ... r;d for 

con~n-.l'CT coocls, bnt aJc.o for services end :hcus:~_ng. Un.fort.untcly the onl;y concc;·;3·,_,:; 

o·r cp-i nion on tl--le:, P.Xtent of j !'direct lc•bor crer:t·i ,.,.1 is tlL:.'v 1t lle;.s yet to be 

mcm::urccl ci ther :in total or '!:)y t:rpc of r1~:nuf2ctur:i ::c: :i.nvcstme:n t.. Heasurc ncnt. 

pro!)J.<:.:J:lf. P,rc, mor;~ovcr, d:i.fficuli. becc: J:::.<, 11hilc UL ,/ jobs are created as a rcsul t 

of :industrial g:::o~-!th, iniJeo:Li'Jlly a shin, to rc J ;:Li vc J y l:ighly product:i ve occupations 

>Ji-Lhin t.he se:r\ j c2 sector rr.~=cy he more in:por~-.E:>nt i.lt::m actucl c:r:plcr.fTrh:mt croatio:i. 

Hone.'.-;:'. it i:> clc0.r th<1t the ext(·nt to 1.hich inclus·(ri;:Jj zation crcatr.s indirect 

err:p1rJ:~:·'T.cPt dE:JYl(k:s larcc:ly on the intcsration of j nd1::.sLrial gro-v1th into i.l;c re~t 

of the ecmoJr•y. Highly protected impo:!:"t. substj_tuLion gec-1red Lo enclave high 

income markets bas ti:c least irr:pact; industrial stratcg).es I·Jhich errphasizo 

compati.·i:.iv enc!SS and Gfficicncy hc:>.vc the most far reachine cffeci:,s on production 

in other sectors, on con:-almpt.ion, and hence on f11ri.her er·,rloymcnt creation, 
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18. Urbanization is of course not Sill)>lY, or evrn lart;cly, the resuJ t of 

industr:l.:u dcrvl11opmr:nt, b1.:t inclustrj.::~li7.t(.:ion <lccclc.rd.ter; the pace of urban 

r,routh. Lr1rge citic>G are the priucip:;J_ r •• <.1·l:et~; for jndustr:,r, particul.J.rly so 

1Vhen inclustr:i_al pol:, r:y favors production for enclc:rve urb:m high incO!]e marh;ts. 

1-iost co'.l~~urrel' indn0tri.cs aJ'C m2rl:et oriented in loc'-ttion, urban building <::.ncl 

construction r;encral:l y reprcr·'·nts n gcncr('lJ~' por Lion of interr,,ediatc product 

market:.:~, a.nd other interl .. odic.:i.n. proc1uct and capital eoous inC:ustries are in 

turn mai'lcet oriented tov:c:rds t.llese ind.us·:.,ries. ThG r2.didl tram>port.ation syste1rs 

of most deve1opins countries 1aal~e the distributim; of goods in the countr;}rsidc 

easiest fran a large urban Cl:ntar. 

19. The transport netHork similarJ.y favoNJ lnr:~c city location 7 part:i. cular1y 

1-:lwrn t"i<:; city ls a port, and in the e;:n·J y staec·s of industl-ie?.lization 1''hen !•,any 

of the :inputs into industrial prodcH:tior. ;~_re imported, R..'ldinl transpnrt systemE> 

.::tlso mor>iJ that local rm1 mnt.vrials can bE' most casDy w:;scrhlcd at an urbon 

center. Limited tr2.nsport facili tiE:s, a1 though ccncrc.lJy a nore ir.portant 

con::.d.clcl~~d.i..on in C':velop:i.ng than developed countries arc, h01·1CVeT , by no mc2ns 

the r, oc.;t il~iport~n:·. considcrat ion in ind1:.s"L.ry' s choi cr.: of ex is Lint:, urban location. 

TlJ.•3 sc· rc0st fac~·.c'J' of production in devd oping, as :in devc1opcrl countries, is 

lil.2.nazE~;·,,c,n t, and t!/!.:J :i 1; geilcrally only to be found in existing urban centers. 

Go od n~£V:>[ie 1'S > mo::·cover, arc generally not prepared to move to small, and often 

isolatGd rural centcrn "I·Jh:i.ch lack fac:i.JiU es such as education . SkilJ ed 1-wr;(ers 

similarly prefer urban facilities and are difficult to attrr:.ct a1·1ay from them. 

20. The absence of services - public utili tier> such as >·wtr.r, power and 

contmun i.coi,ions , in riustrial services such as galvanj zing and enamelling, commercial 



·- l? -

services snch as b:mkj nr,> pr:int.in1; and advcrtic;;inr, - arc co7~..,.,only the greatest 

problens for l~!.Oi·.Tly csLabJ i shed i r::du-;tr:i.(!S :i.n rlc!V(::topint; ccPJJtries, and they are 

general] y m:i n~; 1 i:.cd in urlJ::-tn center r;. As inclusLTJ grocJS, i "\.. not only g::_ ves more 

eco~on· c: opport,uni tic; fo•~ r;L.:.dJ services so thn.t they con t::encfit fror>l advant.::.c;cs 

of scr.1..le, but crc~~tn.s tl10 po~ siLilit:i o,; of llC1·J unc., mor·c z;poda11y fie~vcd to CJn 

ind1) 3tl·y group. Thus for ex;o:J,,rJ.c, a group of "LE·>~Lile mill;; .Jill bc11efit from a 

pool of sld.1Jcd and supcrv.isor:1r tc·:L:iJn labor, of jmportcN; S]JCcia1izint; in 

textile dyes or eventuc<J i.y prcclud.r,t~ tlvrri locally, <mel :n~lY t:ven be able to borrm; 

E'lui.pm:;nt leasing awl 81.1b--cc-ntx 2.ct.inr: become fc.::s·; blc becalle>c films can clnne;o 

from client to client as the fo,·tur;r·~ of bm;inc::; ~ change: . 

21. For tl1f:l individua:t firm, costD of pr..,cluction t,hc··cfore conti.nue to fall fo,:· 

rise .:1t rel::,ti.vC'ly lo·\': lcrels of urlnn conccntrat:i.or"J ,and thj s i0 partir;u:tarly so 

in ] d . ' . ("'\. um _;;.nne c:~ t.:Le:>. ·!. uc: size of cities varies considerat.J y :i.n deveJ oping 

co1mt.r1.cs, ;:::.nd ~,he la;';'c:>t do not ncceGSal~ny hc:.vc the grc:.:1.tu:t. proble:ns. ) 

ur~)an trc:.fn. c Jd"C•111c.,r.s for lratcrioJ.s, products Pnci cr:<ployccs. Hhile the pri vatc 

co~;ts of tk: cnc.uint, cc~l'[';Cc1ti on are GCneri.ll;Ly exceeded for the manufacturer hy 

the benefi!.s (;' larc:e dty location, for tbe cit.;~r as a Hhole social costs can 

be hjt;h. Tt.u"'"; ~>.C. sornc rc·i_nt, as soc:ial costs :rjso, the b.:1la:1ce of private anc.i 

social costs :mJ l'enef:i.t.s of indu~:trial conccntr.;.tion 110 longer coincides, and 

t}lere is a st,ron2 arc1rnent f<,J.' n.l tornati ve policies that 1:::;uld restore it. 

22 . The gr01Jth of popuJ;;tj on and fac:i1i tins in the c5 ties i s gent?. rally 
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accor.rpanicd 1Jy the d,~ai;1 of yo:mg p(;Ople and the J.a.r;k o:J f'ncili t:ies ~~n the 

countrJsido, and particulc-.rJ.y in those region~; l·lhich h&vc been ncr;lected by 

the devcloprr:::;nt proces;;. In most countr_;_Gs, tlr"r e are str-ont; polit:i c.:.:1l 

pressures for rcg:i o;ial dc7elop:::ent fro''1 local politicians, a'1d 1-Jhen 11.rlJan 

concentration llecor:1~ s high and its soe;icl coJt3 gro:;} the al ternati v.:;, of 

decentralizing industrial devEJ op:''''r: t ,l}::•rrears 3t .first si:;ht. attract:i.ve in 

economic terms as ".·Jell. On closer c:;;arrd.?1:ltion, ho•·Jever, tl1is is rarsJy the 

case. 

23. All the adv3.tJt~'.JCD -::bj c:h ci.J''-~\. :j_ndust;:-ies to exis \:.ing urban centers 

are missing :in sn:<ll1 1u:ca:L to·;'l">. T>u'::Jlic utilities are poor, there is no 

market. and transport is inadr~quate. There j s u.n absence o: j_nJustl·iA.l and 

co:rr:rnercia1 fo.eili t:ces and services, r'nd this is underlincci. b;y- poo,~ corc,;11m:i cations. 

Provincj al cent.cr:.; uo,~ing in the Sll'i do not att!·act sldJ.lcd Lan~:.gers ;,.md t!:rJir 

families. \J:1ees tend to be lo-...-er, hut. so are .:;ldlls, p?rl.icuJarly :Jt the 

supervi ~;ory level, :'..nd J abor cost~ tGnd to be as bigh, if not. hit;.her than :i.n 

a more es:.al~lishecl labor market. R.".,·l material oriented ind,,,_stries such as 

a~r.LcuJ ·:~1..1re, forer>t.:c·y and mineral f;rocos~>ing, PO matter hou efficiently 

dsvclo-pccl "'~d ho1·1 1<n·ce scalc, gC!wralJy remain oases in a predo:·ri.n<'.ntly rurc.l 

cc.•t!!Jlrysidc,. 

2L. AtkP1pts to stiJ'littlate regional devoloplYJcmt prerratu.rely by :i.ndust:ricJ.l 

g1·o·~v-th are 'Lr1ercforc usually very costly in terms of national development . 

Spreading irr•.'r:;stment in publj c l.lt.i1i ties thin and 1·Jide is (•Xpens:ive . Even with 

a great deal of s·,lch invast:-nent it is usually impossible to make pi'Ovindal 

centers as attr.::ctive to Jabor and management as large cities. This affects 

the efficiency of industriaJ. enterprises. Finally the fr:.~pnentation of 

production :i.~wolve:; a great; dea1 of duplication .? •• nd puts off the time when 
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economies of 'cale m:1y b2 fully utilizr:d in a developing country; relatively 

large plants in lart;e induGtrial c:en·~.e rs wi t)J ach'3nt ages of some inteJ.'nn1 

and cxtern::U ccono;:-tics of sc<J.Jo, JrnktJ hiGh proti ts in the shelter of 1narginal 

firm<> in the dove] oping rC'::,iom; vlhich ~~<-'t the l nveJ E. of protection required 

for industry as a vlhole. 

''5 c.. • }~ensures to sti!lmlat.e d.econi.ralized rcgimal developrr:ent per s~ -

from locr;;.l t;:Lxcs and from iucm,Je taxc::: - have ucually not been 

succes0ful (except whore a wise choice is made of sui table grovJth poles, 

see para. 28) c:nd expansion of existi.;J;~ :i.ndus-t,rial centers ir:cludes important 

diseconomies • Transport concessions h~vc also ~eneralJy been ineffectual, 

and., if successful, impose h~a·vy long ru:1 costs on the economy. To be 

effective in reaJly undev.:::Lopr"d rc[;:i on'~ incentive::. may have to be granted on 

a hc1·oic :::sale. The larg0 1~calc tr-:1n~::.~cr of pabli c revenue to private j nvest-

ment in nort}J;:,::;_st Brazil is an cxampl<::, fran 't~h:i.c;h, ho-.mve;~, it is by no means 

clear that these rr:gasures hA.vc been j"t)_stificd in terms of national econor:ric 

dcvGlopment o;' benofi t. l/ 

26. Given c: ~i tuation in 1·1hich thG social costs of unplanned ind·Qstrial 

concentn:tion require rr.it:i.g<ltion, tllc choj.ce docs not appear to be so much 

bctv.;een urba:1 ccncentr::Lt,ior; and decentralizati(Jn in the sense of spreading 

indus t.ri::J.l develo:IJ:nent UJ.I·o··Jghout the countryside, but rather in planned 

industrial urban development. Primarily this means concentrating on existing 

industrial ccnte:c3, although in large and relatively developed countries the 

stimulation of a limited number of grm-1th poles, or nconcent.rated clecent.ralization:1 

See Current Economic Position and Prospects of Brazil, Vol. III Industrial 
Policies -and-the Ih.nufi."ctui;-t;;,r!),ius.SriCS-in '~,~az{l, -Dccer1ber 1969, for an 
cval uac.icm -;r ill~cn·ti \·r.J.si:;or1n-cEi~riClliz3tTc;.)-Iu--D:.::-azil 1 s Northea~·t,. 
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may also be appr011r:i ate. Jn add:i Uon mn:\11 scale ;mel handicraft indus trios 

should be encour :1ged in existing pl'ovinci~'l ce11ters. 

27. The la,-,t of these is um1.3.lJy rnost i:mportan t i:o least developed 

countri es and it is tlle most diffir:u1 t to accorrp1:itdJ. It depends on the 

success >Ji th 1·1hich ag6cul turc j_~; pursued, and the efficiency Hi th i'Jhich thG 

agricu.l tural produc Ls a:r·e processed. This gent:; rally means incre3.sing 

agricu1tu1'al processing uni t.•J > and i.mprovi.ng rural transport and stOl~age, a 

coJTJpl cx package deal of considerable diffjcu1ty. Around such prosperous, 

successful rtJ.ral :i.r.dustry centers b3.f>ed on the satisfaction of real economic 

needs, it is possible to st:i_r;,Jiate lil'1itccl industr·i<l.l activity on a small 

scale beca.use transport and n•arkcting co~ts protect the local producer. 

The products vlbtch can '02 prod:1ced cornpct:i t.tvoly unnor such cireu.'nstanc:es 

range fr-om si:nple non-duro.bJ.r; C':l:-JGLL 1;; r· t:oods to ouildlng m~iteriols such as 

bricks. The critical factor is cntrcprc:1eurship, and 1~l1i1c thj s is .fairly 

readily available in trad:i tionc:o.lly handicc<.L~t oriented societies, it tends 

to be lacking in many Latin American, sor:;c Asian and r:r:my Afrlc<m co1ll1tries 

south cf the Saharc.i.. 

213. If sui tc:b:l.c dt..vclcpn.<.:n·l.. polr:s are chosen aJtiOng p1•ovincial or other 

cEmters alrea.dy ~r;U:Fl r,~ strong :dgns of crcMth, industrial investment can be 

attracted from the existing industrial cc;.t,ers 1·Jitr~ minimum cost in terms of 

re1ren::w foregone. Tl1o prods:i.on ol' adeqt.:t~e infrastructure: for industry aJ1d 

for tlw labor force, with suitable transport to markets and ra~• material 

sources, is usually suffj cient. If tl1e number of such centers is limited at 

any one time to a country's absoqJt).ve c<.::.pacity fo:r· inclu.sh·;:,r, investment in 

ir.:frastructure and industry it::; elf need not be spre arl too tbinly, and economics 

of agglomtH'J.tj_on l.:Hl accrue. Sp<1ci;;J iz::•.t.i.on b~; irdustry grou}Js is frequ.ently 
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advisable. 

29. 

course most. di .ffi.cult in e;dst:; n,: ci tics. The lad. of rc.~,sonably priced 1 'lnd 

for industrial. developn::.:nt is cft.;·n cri tj e:tl, and onec -1i t.h 1-1hich govermrrc•nts 

have to gr<'.pple in any systcr-:atic approach h uruan development. Th8 

perva3i vcness of "city beau :,if8 11 ccnccr-ts ap,)ropr-i c:.te to wealthy, hieluy 

dsveloped count'~":i es ~!i t.h their ir:;-<l:icat.i.ons or high di:c-Lct and indirect m·ban 

infrastr~lctur8 co:::;t::; are frc~ucnc-ly another obstacle. Developing countries 

must not ali·Jays lag in cor.::'cr-:, a:1 :l appe::n·nlJ(·e behind tl:u clevt:lop&d, but 

co';,plex and high cost. develcp:::~. rrC. scher1es are ini:n5 cal t.o r pid inclustrial 

and urban development. 

JO. Industrj al c3t[~ tcs c::.:1 Le an impo,~t1.nt planning tool in orderly 

the p!·incip&l problems assoc:j_<:ctt cl 1;it.h :i.t: firs·t-J;:,r, tLny ean elir:J.i.nate bottlenecks 

due to the abaencc o.f land and factory space at price-> competitive >Jith those 

in indm;tci.alizcd countries; sr;condly, they tan make the provision of uti1·1t.ies 

more cc:ono~T:ic b;y COilc:-::ntrating the demand for them spatially and in time; 

thirdl,y t,;·~c .f acceler·~.tc the e::dernal econo'TI:Lcs ind11str:i.es provide fo~ each 

oth·ar ; fourthly ·t.hcy e:--able industrial loca"\..j on to be planned toe;e ther ·Hi th 

l ow cost housir;;} tran:-port 2.nd other urban facilities, minimizing the cost 

of urban development . 

31. lndustriaJ. estates h::.·,·e a variety of forms and functiom>. Hixeci 

i ndustrial estates cateri ng to ind,lstries ranging fro::J very small scale 

enterprises to large ;-;cale hc::".Y'.f industry are the most complex, and require the 

most careful planning. It is p .?.rticularly important to include provisions for 

S:itall scale cnte1·pri sc~:o, for e:~<'·"!plc i ~1 the form of d1:elling-1--!orl~shops on the 
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outsl~irb; of .::ti"l cs b ~'- 5 if small ~;cale inci.~~c:tries aro to be encouraged to 

sub-contract and ot.h-:ruise scrYc the estnte a.nd its I'OrL fox·ce. S·nall 

entreprc:1curs can t1Y.:J uoe f;uch builclincs as collo.teJ•a]_ for loans. So::l3 

esto.tos only ai.m to cncourazc s•rull sc:ilc Pnd I;18cliu:'1 industr~;_es, b:r providing 

utili tics <md factory lYJ.ildin;~s; Jr:c:rv.LnG l<:rg2 entci~_prises, ddch can make 

thGir OHll inves\~men·~.G, to fond for thekrelvcs. 

32. A ne'..V type of cstnte, ;:;pc ci al1;'l or:i. nnt<::cl to:1nrds very small industries J 

consisting of flatted factories O!' sheds in close proxini. ty to thickly 

populated al·cns :is bf'·eor'tin~ iwpoJ··L.ant. It c~n serve a variety of pm·poses 

rang.ing fr·c:::-t the re-h(JUsir·G of :-;;q'lattcr anJ sJ m1 ,,or)-'";3}Yps to attrac~ing ne1-1, 

fo:ceign inV<'StrrJ.elJt for labor i1rtcnsive indn~-:tries such as electronic asscmtly 

industrj cs. Some smal:L indut;td ·::' ~; supply i'iiJal market<; and some 110r~ for 

larger f:i.r-ms as sub-contrac~;or·s; L,hece ti-iO t;»}J'::s of inclu~,trios may have 

different locational adv:mtaces '.'~. th rcc,pec:t to ma·ckc U n:-:;, al L.huugh for mN;t 

labor intenai ve industJ.•ies pro:·ir:rl ty t.o labor supply is the crud <:.tl factor. 

33. Follouing a trend in c.l.evclopE-,d cou:Jt.riec, co:::u functional estatGs 

have been c,_·cated in devclopj ng cct~:1tr:i.c:s. The~;e speciali ZG in one type of 

industr;r, m•:tali·Wrtcing for exanpl<-, CJnd in this ·~ay era particularly su:i.t3.ble 

for stimulating coPE!On industry bacl-:.112-"d linkaco:; such as foundries, and 

for-wal'd linkage indust:c:i.es sur.h :'..S croc-.... n,olling or g:1l vani7.ing. Satelli tc 

estates can be creaLed to provide contr:1ctors working for a large scale 

industry vl.i th land adjacent to it. This reriuces deJ:i very times and enables 

certain costs to be lmJered by 13.1'ge sc::tle ordering, of metals for inE;Lmce, 

through the fin2.l consumer. It also faciJi·t.,Cltes assis-Lo.nce by the large 

scale plants to cont:r"'-ctors in dc~sign, proclu.ction and qua1ity control. 

J).j. So:r:e countr.i.os ln.':e c-re3.Lto:c~ export.. ~~dastrjal estates. 
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The i-Jhole area becornr:s a custo!::s ·bond store, and good,; :'l~e only c:h~.:.recd 

custoY;~s duties and domestic t.a:xcr; if th1.::y art:: chipped to the domestic market. 

These indus t.d a1 cstTt,es save 2 groat deal of paper 1--1~ rk on duty d.rm;baclw 

for export goods, v.::d if ths;r arc e:.Lf:i.cientl:.,; run CD.I"J p1ey an irr.portant roJ.e 

in countri es in I·Jhich customs ao""·i.nj_strr~t:ic:n j s complc.A and refor.:.'!! lies some 

time in the futllre. 

JS. The fora of industrj al co tate dcvelopmmd, c;.m include various 

combinations of private and publ:i.c.: 01·:ne:r..,h:i.p. Indu;~tr.i al esta tcs can serve 

as centor~ of facil:i.tj es such as quuli-Ly testing laboratoriss, labor and 

ma..11agcmen-~ t.ra:!.ning institutes D.nd can be l1S-cd to contribute to good indusi:.i'i3..L 

relations. They ca::1 plc..y an irr:Jl<:.,rtant !'01c in the supply of sup,-rvised 

credit to Gl-:1cll and n,c;dium indu~;t,rics. 

36. \Jhile i.,h8r" can be no EJ.i..wplc ruJ.cs for the ::~ur:cc::wfu1 e~.tablish.t'llcn·t. 

of industr~~~u es t.J.t.es ~ it is c1e<H" tho.t locdtion is a critical factc·:r. 

Industricll cs·t.a tes i'hich have attr;,.,.,ptcd to de central i. ::.e industrial activities 

hava, no·i.:, surprisinG1Y) lo.rgcly been expc:.n;:;·l '-'E failures. Indu.s trial estates 

hz:e to be: in cr· close to larce cities or 11 ciev€1opmcmt poleH tm~ns, and this 

usu':lJ.l;v J.J'';J.l!Ei re0o: ving the vcr.";r J.ifficul t problems of 11aking su i t.:lble land 

avaiLil.Jc at modt.r<-ttc prices . The physical planning of an estate should be 

modesi, ar,d j n accord·.J.nce \·Ji th rGal expc ct~:ttions of indue; trial grm-1th. hihile 

l and acquisition should be far oiehtcd, estate cl_cvelop~':s !-rt should be just 

ahead of industry formo.ti.on to minimize unproJucti ve capi t<:tl expendi turos . 

Investment in industrial estat(;S generally h.:Js a high orportuni ty cost and 

it should be spent accordingly where returns 2re high and im.nediate . 

':>7 
JJ. I n a l'roadcr context the sur-cess of investrn···nt in industrial 

estates of cour:•u ckpend~:;; c,n the a~o:socj ated urban d0vel opmsnt . Pur1lic 
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utiJ i.tics and trorwpor•L aru c1e.::'.r1.{ ;'nc;: -i, ~~:;: i < .. JJt, bul., sc is the provision 

for housing, par-ticuJ.o.r1:{ for vc~·;,r J o.~ ir:::o<\:: l Ollt~iDG. Thi. :> docs not 

necessarily rr,can tJ:ieh r.i.;,e or c:otta,;c t;rpe 1.li',.,_I"J bcus:inr;J aJ..tl1o·ctgh scr:;e 

developing countries h2.vc G.eJ.11onctrrd. ·;d >,,h::-t., 1:h:'n n~ll ore:::mi zed and rr;ancgcd, 

it is feasible. Bnt for mwt ri.e'-:clopi.n~ r·oJJ,c.~:iu, 0.11d p::.:tL.·ir;ular·ly the 

poorer ones, the provis:i.on of ser·:icecl l:•:Jd fo~· liC·r·kor::; is o. vital step 

al1cad, leo.din;:; to a great deo.l of sr1cJ l cc;;olt.> lruiJ ding <.~cti vi ty and 

brinr,ing security and bc~ttcr hsal tL :-;t..~nc..a:-·ds to tllG urba:1 population. Cer'k!.in 

types of urbau construction, builcl.inr; and CC>YJ, u·· '-" r services arc among the 

most le:.~;o:::- intensive of economic c-:ct:i.Yitic~;, and the urban development affec::.s 

of industric;.l i zation can hence be l·.·i.Ll!J.;r er- ,Jl.OJl t"nt creating. 

J3. Industria.lizat.:i..on of coun;c also creat-es so-~ial bPnefi ts other than 

tlwt;e of ernploym2n L and ur-ba!l dc.rc1 u:rr ,"m t. J: ~- Lri ng:'! nm1 tc d:mi cal c:m o 

mP .. nagerial skills, and puts pre~;su1·c fo:c sc.i. encc in cdur:n.ion to b3.lanGe 

litcrar; traditions. vn1cre industriulization j [J co;q.lPti tive and sustained , 

it increases the avc:dl::b·<.li ty of [;()Ods for lB.rt;c numbers of people, lec.ds to 

neH patte:cns of con.:;u.mption and le:i !JUre, ond rcclur::es thr) effort requir~~d for 

cver-yd&..y survival . l·l:.:J.r,y of these changes aJ so he.ve 2 cost nspect, but the 

evaluation of the soci.a~l costs of in::.LJ.str·ia1iz< .. L.on is more difficult because 

many of t!'lese costs lie in t,he lo::;s oi' tra·:2.iJL-io:-Jal mo:ces, although not necess3r:i.J.y in 

the loss of cul"!:.ural heritages . Hmvever, ra.l.gration to large industrial cities 

even ·when employment opportuni tics are poo:c sut:;gcsts thnt among the peoples 

of developing cau.ntries there is a strong pr•efercnce for j ndustrial d ties. 

For then, at least, the social benefits of industrialization must appear to 

offset its costs . 



I. Employm"·nt :i.n Fanuf1.cturing 2.0 r PercentaGe of 
the EsU. liiQ tsd 11orl·~ F,,.rcc! in Some Jl·.::velopi t18 
and Dovel oped Coun Lries. 

II. 

III. 

I V. 

Average P.-rir•ual Grm-1 l:.b H:ltcs of I:!r:plo~·mcnt and 
Value 1.ddcd in H::mul'adc..r:ing in ::~oJ11e Developing 
and Dove l<1pcd Coun tr_;_ cs . 

I ndc:t:(1S or l'rud.lel' of E~r::plo:,reos rnuirod to Produce 
one Unj t of Value Ad•(:.;rl by Irdust:cy Groups :in 
Selected Dc·veloping Cc,untries . 

The Share of Lar;::e Et krprises :c n Total J:.·-"m:d'o.cturing 
Industry. 

V. Propo:;cd /'''C:'(1U,C I1wu, l.rr,ctfl, p::'r ~rorke1 by IndusJ< ry 
Groups :i_n Sing~'_porr: '-'ld Tha:i..l<1nd . 

Note : Heason.::.b~~Y accurate c•nq)loyn:ont 2.nd uork force fir;tu'es 
.:n·e di:ffil~ult to ob~e:.in, and t l;o co<JntrieE> included i n 
t he f oJ.l r..F:.i.nr, stec.t:\ s tical t:.llJ C'~3 therei'Ol'C have:: 2 • 

. U .m:\ tE:d C(>vu·<:ge. Tlwy are j_ntondcct to 'be i11ustrati ve 
r atl". .r t.h.c:u to convc:l a con;p:cel·c;:si vc vicl·l vf marmf2. c Lur ing 
emplo.>rrr.c.r:, in dcvclc•}Jing countries . i:lori: on S :)I!J8 aspects of 
manufactu:C'ing errcplc~-r.·snt i s , boHever , proceedi ng in the 
Indus t :c i ali:;.<d, i on JJl. vision. 



Table I 

Enmlo;yr.JP_'l t in 1: ··~ ~_t.;;._c~~;:-;;_ ~ :~~..2.. ~~(·r:l_._!:'li";G of~_tll~ B:~LJ:r~~· 2 _\Jork r~ 
in ;_;u- 8 Jf•Ve} ,J 1~ ·1nd lJ \t lf>"~Jf.i:~ Go'"' .. l~··l'.ies ------- ... - _.,_- .,... __ -· ---.- -----·---- ....... _ 

A. DevelooJnr~ Ccmntrir.:s 
_ _c.._._J_ •--"'----------

China (Tai·.~ar.) 
Colorr.bi1. 
Indonesia 
Ireland 
Halay3iJ 

(-' . ) ~~J cs t, 
PhiJ.ippi :1o:; 

Sing.;;.po:::e 

Australia 
Canaua 
Japan 
Netherland3 
Not·Hay 
Unitsd .St;.t£:s 

1968 
1968 
1963 
1968 

1963 
1967 
1966 

1966 
1966 
1965 
1966 
1967 
19(/) 

Estimatcc!. 
\~od· Force 

I 000- --·-

4,159 
4,500 

37,084 
1,055 

2~)31 
12,185 

629 

3,,703 
6,862 

47,480 
1.~,306 
l ,44L~ 
6~,034 

E:c:pl C>y!r:.:::ni. in 
l·b.n u f:, ' < u r i r:!l; ---,oc)o-- -

1-153 
283 
961 
1'(8 

101 
327 

6? 

1,2?9 
l 1 S;70 
9,02? 
1,2:39 

J6)~ 
18 1 ?Ci) 

/a 

/a 

F.:r.ployrncnt in I·hnufacturi ng as a 
P c·~_c::~_t_<;,~ o !:__t h c:__H_o~·-k-~ o J_'c::_· e.;... __ 

Perce:.1t 

10.9 
6.3 
2.6 

16.8 

4.1 
2.7 
9.9 

33.2 
22.9 
19.0 
28.8 
25.2 
?8.4 

----------------------

Note: Horlc force estimates liTJSt be vic~;ed ·1-,:i.th considera::,le cauLion, p3.rcicu1arly in 
countries such as Indonesia, 1/fa:L.::wsi<:.. and. t:'lc Philjppincs uhich have J.D.r~e :;nbsistence 
sectors. Coverage include:> u.nsr, f;loycd and u·nde-re;;plo:·-r,Hi t:orkcrs. Employ!!lcnt in 
manufacturing is Jna~mf:1cturinG census or survey data. It excludes small enterprises 
as fo11o·:s: 

China: l c s.~:; t::::n ~~0 1-;ortr: cs Aust:cA.lia: less than 4 uorkers 
Colombie.: J~<?~.i3 "ull: '1 5 uorl'ors Jap~n: less than 4 Horkers 
I relc..r.d.: less th• Yj 3 Horkcrs Hether1onds: less than 10 \·:orkers 
Kenya: less ·l.l1cr; 10 1-rod:c t'S Ne,·1 Zcc:.land: less than 2 vJOrkors 
r':alaysi?..: less th.:.n ~ 

~,Jo1.~'t~ers , Noruay·: less than 2 workers 
Phllip!Jines: le!.Js tli,1.11 5 '•10l'l-:: e r s U.S.A.: l ess than 1 i·JOrker 
Sin gap Ol'e : less thar, 5 1-:orkers 

Manufacturing employment data are goncrai.1y average o.nnual employment figures. 

Source: Countr;y data. 



l. · ~ r ' : (' 1. ' ·- - .. 
/1\'(l)"",lr ... r: J, ·!~tl \., G.,...c·.·'~ 1

1 l'·d , ; r.r }_;... _l2_P ... ~~~, rJt .• n'J-~~ ~_ln~ __ ~\~}i_·;_~-
~:J~.i~~-~t{~~l~:_~_L_l_j_·~~-:i.~~~;l .-, J! ~·~~1~~l..:.o_ ~.:.~1 :_~ ·~c~uei_!_ ~:_211 t_·j_s:.~ 

Ch:i. na ( T~d ·,1:1 n) 
Colo1.hia 

Ill'iia 
Ir.::lc.<!cl 

Israel 
Kenya 
Foro a 
}:o.J t7l~J D l 0. 

1J'!x:i.'·o 
p[,k:isl·,n 
Philjp;)5.ncs 

Port..u,~·~l 

Sill g 3.]Wl G 
l'cnc:!.ucla 

Austr<e.lia 

C;~nada 

cT:pan 

Um:l:.a d Sta i.,c s 

l9L9· 19~fl 
J ~l:;'H-1966 
1960-1;.1(, 7 
J9)1-1960 
1960- :J S•(, 7 
195SI-J9~"·11 
1953·-1: c,o 
151(J~l-J', '>( 

1959-1~;:)6 
19GJ- J 9()7 
l9GO-J ;i6G 
J.96?-l9C5 
1960-] c;),S 
19()0-J:.'(l'/ 
] 9.%-) )'60 
19GCJ-J ~ C)6 
1961--'l9C6 
1960-1957 
1960-1968 

195 .3-19(,0 
l?60-:19U) 
19C,O-J965 
1 9)3-J ).'60 
] 96() .. ] 9 -,:; 
15'5:~-15<,o 
J.<;'{)CJ.JC ·)II 
19)2-l;, _,J 
l YSO- 19(J:J 
1953-1900 
1960--J ~>(>6 
19.5.3-1960 
1960-1966 

3.3 
2.8 

16.9 
1~. 3 
2.1 
L.9 
0.8 
2.L 
6.9 
2.7 

12.8 
6.7 
8.8 
9.3 
1J.9 
L.7 
4 .1 

n.L 
h.O 

2.9 
2 .lt 
lt. 3 
8.5 
2 . .5 
2.2 
1.8 
3.0 
4.2 
2.0 
2.3 
0 .5 
2.0 

7.6 
8.2 

26.3 
7.8 
6.8 
6.6 
3.8 
7.0 
9.8 
7.9 

17.5 
18.7 
21 . 5 
20.1 
11.2 

5.7 
[). 7 

l?.L 
8.3 

6.9 
L.2 

10.5 
1h.l 
10.9 
6.1 
3.9 
_5.)j 
8.1 
L.3 
5.1 
2.0 
).1 

Note: Tf>r:;~JG f:i [',UJ'C s n.ch~dc <>:"T!ctll cstahl:i sL""!Cnt..s <;S in '.i';::.h] c I and cxc} ude small 
cntcrpri:.::::c- :in t~e cou.nt.l'ics riot in T;.;blo I D.:> follc;.s: 

&il_r;D_;_cct'lh15 . .::\-:eJ'~'s crJr.tr:ibuting JOpcr cent cfvaJ.uo added in production in each 
illJnstJ.f sector . 

Indi a : lcs~ 'l:.h1n 10 il o~·-;.;cr:-> if usinG po~·n:r or less than 20 <10l'kcrs j_f not using 
po~·:cr-. 

Israel : lc·c-s 'l:.h:1:1 5 11orhsrs. 
1\(lm;.i: los:3 t.!l::.~1 J o 1-1orl~crs. ___._ 
!S_r~2._:_ loo;s tln1 5 \:Orkers. 
1-\('>zico: less tba:1 G workers. ----
l';,ki.sVUJ: J css than 20 Hori<crs. 
fu~:t~<1l : (all ciltcrpr:i.~;cs :i ncJudocl ) 

S" •' :" ";,c;::-.. ' l ·o r" tl• ~•1 10 \·'01 1 
-,, l"' ~~·- t;.<t..J .. .., .J.t;;.U. • !\. ..... ..,. 

(aD. entGJ:-pr".i..ses included) 

Vo..J.uo added in :l.n constant rJri. cos; ho\-lovcr, pric..: dcflr·~ ors se>Jl3timos do not 
reflect.. cb:.'1r,f':; i n the v;1Juc of ;-:')ney aoequr.tely, and t~ds must be tc:ken into 
consiclcJ'a'vion j n in..,r3J'j'll'ct..ir,::; t!'JG scr·ies . 

Sou:· crs : Countr·y d:1.ta. 



TabJo III 

Bra7.il Col c;.:bi tJ Isr'ncl KO!'CJ. Pfdl:iJ)pines 
1§66- -196'f"- 19"b'1 -1967 --19~·-

Consumer Goods ---
Food 86 91 ) 87 103 96 
B<werages 106 40 ) h9 44 
Tobacco 94 29 ) 15 93 
Textiles lb? 125 120 135 200 
Furniture & fixtu~~es 175 278 192 263 
Clothing & foob<Jear 175 227 204 172 286 
Pr:i.nting & publishing 135 130 103 128 1 ,.~ 

~r 

Intermediate Goods -----
·vrood & products 1,6 6? 217 120 109 200 
Paper & products 109 85 84 83 89 
Leathor &. products 1,250 132 193 111 263 
Rubber & products 6~ 96 85 167 74 
Chc;nict..1s other than 

pharmaceuti. c:al s 49 61 61 61 5/.t 
Pci..t u} crun & C0'-'.1 

products 20 21.! 
Non-nJetarl ic mineral 

. produci.s 11!9 1)9 8? 105 81 

~ita1 Cl_~ods 

Basic metals 102 '79 63 102 118 
l1etal products 152 118 16h 
Mechanical machinery 105 169 79 143 172 
E1ect.ri cal 1'13 d1.i.n er;l 86 105 94 145 104 
Transport cquip;.Jent 78 192 118 127 113 

Miscellaneous 118 123 1)..J2 233 44 

Total 100 100 100 100 100 

Sources: Country data. 



-Brazil 
Chi rlc>. (T;J it-Jan ) 
Iran 
l1alaysia 
Hsxico 
f;;,kist.o.n 
Philippines 

Table lV 

The Share of VG·rc:: Enterpr-is·:Js in To-;..al 1-iarru.factu_:•ins Industr-v-------·------- !.4-~~--=::-----~------------------· _ ... _ --... F' 

Year 

1960 
1967 
1966 
1963 
1965 
1960 
1961 

Coverage 
of le;.J.,ge 
E:;t.".hlishn=:n-ts 
- -wort~ers ) --

10 or more 
20 or n1ore 
10 or more 
10 or more 

5 or r.or-e 
20 or rnorc 
10 or l"l.ore 

21.0 84.1 
57.2 96.9 

3.3 39.0 
18.3 78.6 
16.1 D3.9 
61.3 ?5.6 
10.9 73.3 

---------- .. ---~-------- ----

Value Adde<i 
(Percent } 

90.2 

72.5 
85.9 
95.4 
96 .4 
93.9 

l~ote: Fj gurcs nrc fro.n census data e:,c-ept for Pakistan &nd China(T&h<an) '1-ihcre they 
are baserl on mauufa::;turing survey fjgures. 

Source: Country data. 
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Qro ... ;~~j.n S5.'!.'':2P''X..::" ;:nU.~·.i~..:~ 

Sj DC''Al)(H'(' 

i96i-:l96G 
'l'!JaiJ.and 
J961T--

( u. s. $ ) 

Consumer Goods 
-~-

Food 5,500 ;~ 3,000 
Textiles 1,200 7S 7,200 

In t.crm~diate Goods 
---~-----

1/!oo-:l 
,.. prod,.Jcts ) 1,)00 2,400 l~ 

Paper & products ) 15,700 
Rubber & products 5,200 3,200 
Chcomicals otl1er than 

pha::.~::nac;. utica.ls 3,300 6,700 
Pctrolcu.m t{. coal products 62,800 90.sl00 
Non-mut.al1ic mineral 

products 2,300 7,600 

CaP.it<Ll Goods 

B,l'>ie rr. c t.::l1_ ~; )1,0')0 /c 4,600 
IJ:ct&.l prod. ~·::ts 6,)00 
Electrical 1. achinery l '9Cl'J 6,200 
Tr.:tnsport c')llipmant 4,900 

Hiscsllaneous ?, 600 2~500 --·-

---· ---- --------·-----· --
/.?.. incJ.1..dos beverages. 
7b i..nc1ud.r:-: leather 
fc inc1ucl.os c11gineerin6 

Differ·cm·:::es in invcstn"'ni.. par ;.wrker employed are largely due to differences 
in L1cl'J.::::t.ry mix in each industry group. 

Sources~ Countr;r data. 
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REMARKS 

Attached is a memorandum on the facts 
concerning the price projection used 
in the rice project. As you will see, 
it is not that the price projection 
is wrong but that the price used in 
the appraisal report was not the 
correct one. 

cc: Mr. Knapp 
~~ 

< 

, ... 'v ·~ ,'1' 
From A.M . Kamarck 

..., v .J 



Fc·RM r.o. 57 

TO: 
THROUGH: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I I NTERN ATI ONAL FINANCE 
ASSOCIATION RECONSTRUCTI ON AN D DE VELOPMENT CORP ORATI ON 

OFFICE MEMORANDUM 
Mr. Andrew H. Kamar,ek 
Mr. Bension Varon~ 

Richard C. Taylo~ 
DATE: July 17, 1970 

Rice price assumptions used in IRRIGATION REHABILITATION PROJECT 
(INDONESIA) and contemporary price projections by this Division 

1. The Appraisal Report for this project (T0-658a of August 14, 
1968) used a "projected long-run .• . average of US$140/ton f.o.b . 
Bangkok" for its projected rice price (paragraph 6.03) and stated that 
this was equivalent to $170/ton c.i . f. Djakarta. This export price is 
similar to price projections made by this Division during the fall of 
1968 for Thai milled rice, long/medium grain, 5-7% brokens, f.o .b. 
Bangkok . These projections have not been modified significantly since 
then. However, this price projection applied only to the better grade 
of rice of Far Eastern origin, and equivalent estimates for medium and 
poorer grades were as much as $40/ton lmver. Indonesian rice imports 
during the last two years undoubtedly have been mainly poor grade grain, 
particularly during 1970. In other words, the Appraisal Report used a 
price projection for a quality or grade of rice which was quite un­
representative for rice produced in, or imported by, Indonesia. 

2 . I have been unable to determine either the source of this 
price projection, or the basis for ocean freight costs from Bangkok to 
Djakarta. 



Hr. :"\obert G. i•lclla.ma.ra July 15 1970 

Irving B. Friedi!la.n 

At tendance at Board !vieel.in~s 

1 regret t.ha.t d.-; the Board meeting of July 7 neither r.n- . Ka.marck 
nor Mr. SteYenson were available in the Bank to assist at the Board 
meeting . 

I -woulU. like to e.x-_tllain that vhen !.tr • • ,.a.'1.arck anc. I had discussed 
t he impli cations of our ~oth being away on July 7 there was no Board 
meeting s che duled. On July 2 we were informed -chere would be a :Soard 
meeting , but '>l'e both had firm COlll:llitl"lents to ·oe elsewhere 3Ild Hr . St evenson 
was on holiday. 

I do wish to assure you that at least one of t:1.e thre~ of us will 
be in th~ Banlt at any ti.rr.e for all purposes including .Board meet ings . 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

OFFICE OF THE PRESIDENT 

Mr. Friedman: 

INTERNATIONAL FINANCE 
CORPORATION 

July 7, 1970 

In your absence today, neither Mr. Kamarck 
nor Mr. Stevenson was available in the Bank to 
assist at the Board Meeting. 

In the future, please ensure that either 
you or Mr. Kamarck is present at Board Meetings. 

Robert S. McNamara 



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE: July 2, 1970 

FROM: Irving S. Friedman 

suBJECT: Local Expenditure Financing 

You will recall that I had expressed some concern earlier about a 
seeming difference in views among certain members of the President's 
Council on local currency financing. Attached hereto is the 
Conclusions and Recommendations of our July 1968 paper on local currency 
expenditures, for your handy reference. Essentially I had been concerned 
whether both a macro- economic case (see para.27(d) in attachment) and a 
project grounds case had to be made for local currency financing or 
whether it could be made on project grounds alone. 

I believe that as a result of the discussions held with Messrs. Knapp, 
Broches and Demuth, we now do have a workable common understanding of how 
to approach a loan proposal involving local currency financing. It always 
involves some macro-economic grounds, be it only the need for the foreign 
exchange to meet a balance of payments deficit, as well as project grounds. 
The macro - economic grounds can, however, be marginal if the project grounds 
are strong. The present problem is rather to ensure that the staff 
explanation in the President's Report is adequate. 

On the economic side I have taken steps to ensure that Mr. Kamarck is 
brought into the process at an earlier stage to act as a channel for whatever 
contribution should be coming from the Economics Staff to the presentation, 
as well as reviewing the President's Report myself. 

cc: Mr. Knapp 
Mr. Broches 
Mr. Demuth 

Preside 1t has seen 

~ - i970 
( .. -. ) 

I·' 
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I 
Tr.is kno•.i:.xdge has grm·rn in recent years, partly as a result oi lengther.­
~n~ experience and ~art!y ~n consequence of a cor.3cious effo t to broaden 
the scope of Bank assistance. As a result, he Bank is nm· better able 
th~~ before to judge the indirect effects of ocal cost nancing by 
::ec?~ng close watch on total domestic savings and forei exchanze utiliz­
c.t:.oa . The Bank~ s grouinP knm·Jledge about ir:s member overall resource 
~eeds is tte best assu~ance that this fi~anc:.ng can e restricted to 
cases where it fulfills a legitimate development n ed. 

25. :t is of course imposs~b~e to establish the genuine need for 
foreign development finance \vithouc assessir.g he efforts of the country 
to p:.covide for its mm capita req :::.rements. Performance evaluation is 
t1erefo~e vital to the issue o= loca: cost;financing. The Bank must be 
satisfied that the potential borro\ling conntry is taking responsible and 
feasible steps to mobilize local savin~~ and to invest them produccively, 
for othe~vise local cost financing co7'd indeed substitute for domestic 
savi~~s or foster unproductive, ow Jfrior~Ly activities that might othe~wise 
be cut back in order to carry out yt\e project. The Bank r.mst also examine 
t~e overal: pattern of foreign ex~ange use in oYder to make a coofident 
jed~ment that the foreign excha, e freed by local cost financin~ ~ill con­
t~~bute tc development. In at empting to exercise a beneficial influence 
on policy ~n these macro-eco · omic matters, the Bank has a stronper bargain­
inr position if it is reaso ably free to vary t~e proportion of p~oject 
cos-.:s it v:ill finance tha 1.r it · s tied to financin~ the predetermined 
proportion set arbitrari y by the identifiable forei~n cost component. 
:1o~e0ver, an umJilling ess to fin£nce ocal costs could effective:y 
exc:ude the Bank fro, operations ·n some countries, so that a d"a ogue 
could no even be b gun. 

26. The Bank s ability to lend eff:.ciently is enhanced by the sel·-
ect~ve use of cal cost financing. The ide.~ifiable foreign costco~ponen~ of 
higi priorit~ projects is a very ineffici2n-.: ~uidel~ne for determin~ng 
th~ amount L foreign assistance coun ries sl1ou:d receive: for ex£mple. 
it \vould _obably prescribe large amounts of foreign lending for countries 
Hhere po e:::- and transportation \·Jere prior::.ty sectors, Hhile countr ies 
with b9 tlenecks in agriculture or education wou~d be relatively neglec~ed . 

if a~o· nt~y is making a genuine effort to mobilize domestic savinss and 
to yse hese savings for high prio~ity investments, then the activity it 
would have to sacrifice in order to provide local currency in a no~­
idlctionary \vay \·lill in itself be important to the country's develooment. 

Co::.::lusions and K.ecmrt!!lendations 

27. The conclusions resulting from the foregoing analysis are the 
sa1:1e \vhether the funds are to be provided by the :Sank or IDA. The 
Articles of A0reement require that ''excep·cional" (or ~'special") c:::.rcum­
st&::ces must exist if local cost finar.cing is to be justified . It is 
be::._eved that the following policies vJ1 ich are recommended are consistent 
with t at requirement: 
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(~) If ir.direct foreign costs can be identified clearly, 
the Bank should consider financing local expenditures 
equivalent to sue~ costs to the extent necessary; 

(b) If it is ur.certain whether specific project costs wi:l 
be foreign or local, the Bank should ?rovide financing 
in a manner uhich will not discriminate against local 
suppliers· 

(=) If a prcject appears desirable on all grounds except 
that it tas too small a :orei6n exchange component to 
justify Bank participation, then the Bank should stand 
ready to consider supplenentinp, it s lending through 
financing of some local costs; and 

(d) If, on the basis of a ca~e=ul appraisal of a country's 
overall deve:opment program and of the country's ovm 
efforts to finance t~e program, the Bank judges that 
t~e financial requirements of the program will exceed 

July 30, 1968 

the limits of available local savings and expected foreign 
exchan~e resources, the tank should be prepared to finance 
local costs of certain high priority projects. 



OF f!CE OF THE PRESIDENT 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

WASHINGTO N , D. C . 2043 3 , U.S . A . 

July 30, 1968 

MEMORANDUM FOR THE EXECUTIVE DIRECTORS 

SUBJECT: Foreign Exchange Loans for Local Currency Expenditures 

In my memorandum to you of June 24 on IDA Policies, one of the 
questions listed was "to what extent should credits be used to finance 
local currency expenditures?" As this is an issue common to the opera­
tions of IDA and the Bank, and as the existing policy established by 
action of the Executive Directors in July 1964 (R64-99, July 27, 1964) 
appended to the attached paper, refers equally to IDA and the Bank, 
consideration of this subject was deferred until now and the paper on 
it, circulated herewith, covers both IDA and the Bank. 

This paper begins with an introductory analysis of the problem as 
to the extent to which lenders' insistence that the borrower provide 
local currency to match the local currency costs of a project results 
in increased local savings and the related problem as to the extent to 
which the restriction of loans and credits to the foreign exchange cost 
of a project insures that the borrower will spend the foreign exchange 
on exports from the donor countries. It then focuses on the ways in 
which finance of local currency expenditures comes up in the context 
of the World Bank and IDA method of operations. It concludes with a 
series of recommendations which are intended to provide the guidelines 
for World Bank and IDA operations for the future. 

The major evolution in the recommendations compared to the 1964 
statement is that they attempt to spell out more clearly the various 
cases when the financing of local currency expenditures by the World 
Bank and IDA would be permis•ible and useful in securing a more effi­
cient use of resources in our member countries. 

Robert S. McNamara 



ATTACHHENT 

Foreign Exchange Loans for Local Currency Expenditure~/ 

Introduction - Local Currency and Local~~vings 

1. The policy problems arising from the use of foreign exchange loans 
to finance local currency expenditures are particularly complex and have 
been a troublesome issue for many lenders. In large part, this arises 
from the fact that in some circumstances, the mobilization of local 
currency finance by the borrower for local currency expenditures is 
identical t1ith the process of mobilizing local savings - and this is 
highly desirable -while in other circumstances, forcing a borrower to 
meet the full local currency costs may r~sult in highly undesirable con­
sequences. An understanding of the mechanics of this process is an 
essential basis for proper policy decision in the many different ways 
in which this issue comes up in the Bank's relationship with its member 
countries. 

2. The spread of modern central banking has greatly weakened the link 
between the supply of local currency and the supply of local savings in 
many countries. In the nineteenth century it was taken for granted that 
the amount of foreign loans should be related to the amount of financing 
needed for an investment (beyond the funds available from local savings) 
with no d~tinction ~ as to the origin of the goods and services to 
be financed. Under a full gold standard, local currency could not be 
created at will. It had to be provided either through local savings, 
through imports of foreign goods financed from abroad or through an in­
flow of gold to back an expansion of the money supply. Consequently, 
whatever gap remained for financing project expenditures after the 
available local savings were used had to be financed from abroad. The 
possibility that part of this gap might represent expenditures on local 
costs in the first instance was simply not relevant. 

3. Making a distinction between local currency costs and foreign 
exchange costs of a project stems from the 1930's when extensive unem­
ployment of men and capital, inconvertible currencies and foreign exchange 
controls were widespread. Unemployment increased the concern of capital­
exporting countries over the origin of the goods and services financed by 
foreign investment. Inconvertible currencies and exchange controls made 
the difference between foreign exchange and local currency painfully 
obvious. In these circumstances it was natural to want to avoid committing 
"scarce'' foreign exchange for any purpose which local currency could equally 
well fulfill. Financing of local costs seemed to be just such a ;mrpose. 

l/ References to the Bank apply equally to IDA, unless otherwise indicated. 
Within the framework of the project being financed, local expenditures 
are defined as disbursements to local suppliers for goods and services 
which have been produced domestically. The indirect foreign exchange 
costs which may be associated with these disbursements are discussed 
below. 
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Moreover, even when such local currency financing was made possible by 
governmental borrowing from the Central Bank it was often not '!infla­
tionary" since it might well be the mechanism for employing otherwise 
idle factors of production. 

4. ~ferely becaus~ a country can provide the local currency needed to 
cover local project expenditures, there is no guarantee that this currency 
will represent a genuine addition to local savings. The relationship of 
local project expenditures to domestic savings under a number of different 
i~stitutional arrangements can be explained as variations on a common theme. 
The theme itself expresses the necessary equality between the excess of 
domestic investment over domestic savings (I-S) and the import of capital 
in real terms in the form of a surplus of imports over exports 0.f-X}. 
(I-S) must equal (M-X) because they both measure the excess of aggregate 
domestic expenditure over total national output. Aside from changes in 
reserves (if these are not regarded as part of total investment), the 
excess of imports over exports or, what must work out to be the same 
thing, the excess of domestic investment over savings has to be financed 
by external capital. This much is true regardless of the institutional 
arrangements which exist. vfuat does differ according to the institu­
tional set-up is the way in which this necessary equality is reached. 

5. The first and most obvious way in which the savings required to 
finance local expenditur~s may be provided is through a direct decrease 
in investment or consumption elsewhere in the economy. For example, the 
government could reduce expenditure on either curr~nt or capital items. 
In theory it is always possible to release local resources in this way. 
The important questions in practice are: (a) whether the resources would 
in fact be released directly ; and (b) whether it is reasonable or feasible 
to require the country to sacrifice the alter~ative investment or consump­
tion activity as the price for carrying out the project. If the country 
does not make a direct cutback in domestic expenditure, then the real 
financing for local project costs must be provided indirectly. 

6. A fe'" countries still have currency arrangements which retain a 
fairly direct link between the provision of extra local currency and the 
mobilization of domestic savings. For example, Botswana, Lesotho, and 
Swaziland use South African currency; J.it.eria and Panama use U.S. dollar 
currency. 

7. For countries with an independent monetary system which are able 
and willing to create new purchasing power to finance local currency 
expenditure, the provision of local currency may not mean additional 
local savings. The working out of economic forces then becomes more 
complicated. Assuming that the borrowing country attempts to finance 
local costs without reducing investment or consumption elsewhere in the 
economy, there are several main possibilities, including: 
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(a) If the coun~~y has an open economy and all resources are fully 
employed,l/ then the creation of new money to pay local 
project expenditures will not be matched by additional 
local production or equivalent savings. If ti:: ~ money is 
not hoarded by the initial recipients, extra goods will 
be absorbed locally by increasing imports or consuming 
goods which otherwise would have been exported. To the 
extent that added purchasing power is directed toward 
goods which do not enter into foreign trade, the prices 
of these items will probably rise and thus induce extra 
savings or divert expenditures to other internationally 
tradeable goods. In large part, therefore, the local 
project expenditures nominally financed Ly creating 
currency will in reality be financed by a deterioration 
in the current balance of foreign trade. 

(b) If the country ha!?___?n open e..£2!1omy_ and all resources are 
not~lly employed, (i.e. necessary factors complementary 
to capital are present and unemployed), then the creation 
of the ne\J money may put some of the unemployed resources 
to work and may add to l0cal production. This case differs 
from the previous one in that part of the local project 
expenditures might be financed by savings out of the in­
come earned by newly employed factors of production. The 
fraction of new income which is not saved must be matched, 
just as before, by a reduction in exports, an increase in 
imports, or an increase in savings induced by price rises 
in goods t.rhich are not internationally traded. 

(c) If the country has an ef~~cti~_!_9re}.B!l __ exchange_ control, 
the process would b2 somewhat different. If the foreign 
exchange control is efficient, the nationals probably would 
not be allowed to increase their imports. What would happen 
in many cases would be an increase in local prices perhaps 
forcing some consumers to postpone purchases and adding to 
the profits and (presumably) the savings of the fortunate 
importers and domestic producers of substitutes. Also some 
goods that would otherwise have been exported would be con­
sumed locally. In the end, the newly created money would be 
offset by some increase in savings and an increase in the 
import surplus principally through a drop in exports. In 
contrast to the two previous cases, the price rises would be 
considerably greater and more widespread since the vent for 
releasing demand pressure through increased inports would be 
shut off. 

l! Or where, even if there is unemployment of unskilled labor, 
shortages of crucial complementary factors such as skilled 
labor and management or other rigidities in the economy 
prevent an expansion of output. 
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8. Adjustments in each of these circumstances produces an eventual 
equality between (I-S) and (~-X). From the point of view of policy, the 
important conclusion to note is that, unless there is a direct cutback in 
investment or consumption elsewhere in the economy, the mere provision by 
government of local currency for local project expenditures does not guar­
antee a corresponding mobilization of domestic savings. To the extent that 
local currency does not represent additional local savin3s, the financing 
must be provided by the domestic economy in indirect ways: consumption may 
decline in real terms as inflation 11 forces" added personal savings~ exchange 
reserves may decline or international borrowing increase, or some other in­
vestment may have to be abandoned because shortages in required inputs aris2. 

Impact on Export Orders 

9. Another troublesome issue regarding the use of foreign exchange 
loans for local expenditures has been the impact on export orders from 
the industrialized countries. The question of how export orders to the 
industrialized countries are affected by the use of Bank loans to finance 
local expenditures also turns on a distinction between an obvious direct 
effect and its indirect and leas obvious counterpart. Hhen Bank financing 
is restricted to foreign exchange costs of projects, it is possible to link 
foreign exchange disbursements directly to exports from Bank member coun­
tries. t~en disbursement is made for local expenditures, a similar direct 
link cannot be made. 

10. Foreign exchange disbursed against local expenditures will be used 
by the recipient country either to finance imports or to add to reserves. 
Movements in reserves are determined by the general economic situation and 
policies of a country, rather than by whether or not foreign loans are 
disbursed against local expenditures. Given the import needs of most 
developing countries, the reasonable presUMption is that over time the 
foreign exchange made available through the financing of local costs 
will normally be used to finance imports. Since some ninety-five percent 
of the imports of the developing countries come from members of the Bank 
and Switzerland, and since a substantial part of the remainder is covered 
by bilateral trade agreements for which free foreign exchange is not used, 
the actual loss of exports for members of the Bank due to this form of 
financing should be insignificant. 

11. In some cases, moreover, the apparently sharp contrast between 
direct exports which make up the foreign exchange costs of a project 
and the indirect exports financed by foreign exchange provided to cover 
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local costs is misleading. If, failjng Bank support, a project would 
have been financed out of other forei?n exchange available to the pros­
pective borrower, the net effect of Bank lending is to release foreign 
exchange equal in amount to the total amount of the loan, regardless 
of whether disbursement is nominally made against foreign costs or 
local costs. Restricting loans to the direct foreign exchange costs 
of projects in such circumstances will not necessarily prevent the 
borrower from misusing the foreign exchange made available. The only 
sure t.1ay to appraise the genuine impact of Bank financing, whet~er 
for foreign or local costs, is to examine the borrower's overall 
pattern of foreign exchange expenditure. 

12. Both in regard to the question of domestic savjngs and the 
question of exports from other Bank members, economic analysis forces 
us to look beyond the immediate project if we are to obtain an accurate 
picture of the economic effects of local cost financing. It is neces­
sary to examine the entire savings effort of the prospective borrower 
in order to reach a sound judgment as to whether it is reasonable and 
feasible to require all or part of local costs to be financed domesti­
cally. It is also necessary to examine the overall use of foreign 
exchange to be sure that the funds made available by the Bank are 
being put to good use. Ultimately, therefore, the justification for 
local cost financing must be based on an overall assessment of the 
borrowing country's need for foreign exchange, of its own efforts to 
meet this need, and of the use made of the foreign assistance obtained. 
But r·efore considering these macro-economic aspects of the issue, it 
will be convenient to describe very briefly three situations in which 
local cost financing may be justified on project grounds alone. 
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Uses of Foreign Loans for Local Expenditure - Project Considerations 

Indirect Foreign Exchange Costs 

13. The Bank usually intends that its projects should il!Jlose no current 
foreign exchange burden on the economy of the borrowing country. To the 
extent that a project gives rise indirectly to an increased need for foreign 
exchange, the Bank is authorized to provide financing.!/ However, an accurate 
estimate of the total foreign exchange cost to the economy of a particular 
project - both direct and indirect - is difficult if not impossible to obtain 
in practice although quite possible in theory. (It involves making precise 
measurements of such relationships as the multiplier effect of increased 
expenditures on domestic incomes and imports, the impact on both the structure 
of prices and the relationship between domestic prices of the country concerned 
and foreign prices, effects on the movements of exports, etc.) The previous 
section illustrated some of the ways in which indirect foreign exchange costs 
may be influenced by the particular circumstances which prevail in the borrow­
ing country. 

14. The difficulty of clearly identifying the indirect foreign exchange 
costs of specific projects has limited the operational significance of these 
costs for Bank decisions on the appropriate amount of lending; in practice, 
only the more obvious indirect effects, such as the foreign cost contents of 
local procurement, are taken into account. Indirect costs may be relatively 
straightforward as in the recent Singapore Telecommunications loan or more 
complex as in the Ghazuin agricultural loan in Iran, where an estimated 
average foreign exchange component of domestic procurement had to be used. 

Uncertain Foreign Exchange Costs 

15. If orders for specific project items might fall to domestic suppliers 
(either on a straight competitive basis or with the help of a margin of 
preference), it may be impossible to know in advance whether the items in 

1/ Bank Articles: Article IV, Section 3(c). Authority is given "in 
exceptional circU11lstances. " IDA • s authority is expressed as applying 
"in special cases. 11 The analysis of these provisions was included in 
the previous staff paper on this subject (FPC/64-4, May 1, 1964). The 
question of financing indirect foreign exchange costs was first con­
sidered by the Executive Directors in 1949, at which time they decided 
that the Bank was authorized to engage in such finance 11in appropriate 
circru.mstances." (See Annex B of FPC/64-4). 
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question are going to involve foreign or local expenditures. To make dis­
bursement for such expenditures contingent on orders falling to foreign 
suppliers would create uncertainty as to the usable amount of a Bank loan 
and would make the Bank appear to "penalize" the borrower for awarding 
contracts to local suppliers. Even more important, it wruld discourage 
economic development by giving borrowers an incentive to buy abroad rather 
than at home. To avoid these problems, the Bank has sometimes committed 
itself to finance a flat amount which would be independent of whether 
local or foreign suppliers won in the competitive bidding. The result 
has been a certain amount of local expenditure financing. This situation, 
of course, arises primarily in countries that already possess some capital­
equipment industries. The countries in which loans with a local currency 
element of this type have been made include Argentina, Australia, Austria, 
Finla.'rld, Israel, Italy, Japan, Norway, Yugoslavia among others. 

Small Foreign Exchange Cost 

16. The need for Bank financing in particular sectors bears no necessary 
relationship to the import component of typical projects in those sectors. 
In recent years the Bank's assessment of economic priorities in many 
countries has led it to increase lending for agriculture and education. The 
direct foreign exchange costs of projects in these sectors tend to be only 
a small fraction of total project costs. The Bank tries to associate its 
financing with projects in priority sectors to assure that they do get 
financed and to help see that they are planned and executed competently. 
If Bank finance could be provided only for the small foreign exchange 
component of many agricultural and educational projects, both the country 
and the Bank might well rule them out as inadequate basis for a joint effort. 

17. In each of these three cases, the justification for using foreign 
exchange to finance local expenditures rests on project grounds. When 
indirect foreign costs are identifiable, the sense in which project ex­
penditures are local becomes ambiguous: disbursement is made to local 
recipients, to be sure, but part of those disbursements are effectively used 
to finance imports. If identifiable indirect costs are financed by a foreign 
loan, the economy is not receiving any foreign exchange in excess of the amount 
claimed by the project. When foreign costs are uncertain or small, the 
provision of foreign exchange through local cost financing is not an objective 
in itself but rather a consequence of the Bank's attempt to promote develop­
ment both by encouraging local industry a.~d by associating its financing 
with projects of the highest priority. The cases which we cane to now are 
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different; they look be;rond the needs of a particular project and focus 
on the borrowing country's 1-1hole investment program and its financing. 

Uses of Foreign Loans for Local Expenditure - Macro-Economic Considerations 

Limited Public Savings 

1.8. In certain very poor ccuntries, governments may find it hard to raise 
taxes and the demands on the revenues that can be raised are so urgent that 
the government cannot reasonably be· expected to secure a sufficient surplus 
of public savings to finance all local expenditures in Bank projects. This 
is true of a number of African countries. The fraction of total. project 
expenditures which can be met from the public budget will of course vary 
from country to country. As a part of our economic performance criteria, 
the Bank has insisted that governments take action to increase public savings. 
This insistence is backed up in a growing munber of countries by an intimate 
knO't-lledge of what governments are actually doing to meet this test and of 
what improvements may be expected under the particular conditions which 
exist in each country. 

19. The implications of this knowledge for the issue of local cost 
financing are twofold. First, it provides the basis for refusing to use 
local cost financing to supplement public savings when the government is 
not making a reasonable effort toward increasing public savings and using 
the savings which are available in an efficient manner. Second, it allows 
the Bank to recognize, at least approximately, when the reasonable limit 
to public savings has been reached and so to avoid the very real dis­
advantages of pushing the country beyond this point. For at any one t :ime 
there is a limit to what a country can do to raise money in a non-inflationary 
way. If forced beyond this point, countries with monetary systems which 
do not allow inflationary financing would either have to seek money from 
inappropriate sources (e.g. as certain types of suppliers credits) or cut 
back their investment programs. Countries which can engage in inflationary 
deficit financing have this as a third option. In an open economy, extra 
spending will spill over almost directly into added imports or reduced 
exports. For this reason, deficit spending may be accompanied by extensive 
foreign exchange controls. The specific farms of foreign exchange control 
are numerous, but the effects of all are roughly the same: they allow 
the public sector first claim on the available foreign exchange and ration 
what is left over among the competing needs of the private sectors. The 
Bank has tried to avoid pushing governments in this direction. Niger is 
an example of a very poor country where, because of extremely limited 
possibilities for public savings, the Bank had to finance 100% of the cost 
of building a road. 
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Insufficient Foreign Pxchange 

20. A dilemma ariEes for the Bani:: vJhen its ap?raisal of the overall 
development progran, of a country reveals that in'. <::st1nent plans are 
e:onomically sensible anJ the country is makin?. an acceptable effort to 
provide finance for planned investments, but the amount of foreign exchange 
(over and above that 'to1hic!1 can be supplied by the country) reouired to 
carry out the total development pro?,ram is greater than the direct foreign 
cost component of those particular ?rejects which external lendin~ a~encies 
are prepared to finance. Assuminr, that sufficient procram aid from non­
Bank sources is unavailable, this dilemma may be resolved either by un­
necessarily enlargin8 the foreign cost component of projects financed ex­
ternally or by undertakin~ an appropriate amount of local cost financing. 

21. The former alternative has distinct disadvantaees. It either gives 
the country an incentive to distort its investment priorities in the dir­
e<t:ion of projects with a high foreign cost component or it biases the 
country's choice of projects for which foreign loans are sought. It also 
encourages rather elaborate atte~pts to expand the definition of ~hat may 
properly be included under the rubric of foreign costs. Such indirect 
methods only diminish the integrity of development efforts. On the other 
hand, a willingness to finance local costs in appropriate cases allows 
the Bank and the borro"to7er to cooperate in projects ~.Nhere this partnership 
is expected to have the maximum impact on develooment. At the same time , 
tle foreign exchange made availa)le through financin~; of certain local 
project expenditures helps to e~sure that the benefits of these projects 
are not undermined by a deficiency in financing for the investment program 
as a \-/hole. 

2~'. In some cases, local cost financing mav enable the Bank to provide 
assistance in a more efficient manner t~an would be possible if this option 
were not available. If a country is able to supply most of its own capital 
goods requirements, imports of 3uch goods ~ay form only a small part of 
most projects. To make available a given amount of forei .l".n exchan~e Hithout 
financing local expenditures could therefore involve ner,otiating loans for 
so many projects that an unnecessarily heavy administrative burden would 
be placed on both the Bank and the borrOT!rinr, country. 

Local Expenditure Financing and the Bank's Role in Develon'lent 

23. The ability of the Bank to play a leading role in development is 
directly related to the de~ree of flexibility it has to associate its 
financing '-1ith the optiraul'l level of investment in a c0untry and ~vith projects 
of the highest priority. The previous sections have described several cir­
cumstances in which local cost financing adds to that flexibility. The 
need for the Bank to operate effectively in these circumstances is a major 
reason for the Bank to eneage in this type of financing in selected cases. 

24. The success of the Banl~ in selec tim~ appropriate cases depends 
on the knowledge which it has of the Harking of its members' economies. 
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This knowledge has grm·m in recent years, partly as a result of len~then­
ing experience and partlv in conseauence of a con:;cious effort to broaden 
the scope of Bank a~sist~nce. As ~ result, the Bank is noH better able 
than before to judge the indirect effects of local cost financing by 
l~eeping close watch on total domestic savings and foreign exchange utiliz­
ation. The Bank's grm·ring knowledge about its members' overall resource 
needs is the best assurance that this financing can be restricted to 
cases where it fulfills a legitimate development need. 

25. It is of course impossible to establish the genuine need for 
foreign development finance without assessing the efforts of the country 
to provide for its own capital requirements. Performance evaluation is 
therefore vital to the issue of local cost financing. The Bank must be 
satisfied that the potential borrowing country is taking responsible and 
feasible steps to mobilize local savings and to invest them productively, 
for otherwise local cost financing could indeed substitute for domestic 
savings or foster unproductive, low priority activities that might otherwise 
be cut back in order to carry out the project. The Bank must also examine 
the overall pattern of foreign exchange use in order to make a confident 
judgment that the foreign exchange freed by local cost financing will con­
tribute to development. In attemptiag to exercise a beneficial influence 
on policy in these macro-economic matters, the Bank has a stronp,er bargain­
in~ position if it is reasonably free to vary the proportion of project 
costs it will finance than if it is tied to financing the predetermined 
proportion set arbitrarily by the identifiable foreign cost component. 
i-iore0ver, an unwillingness to finance local costs could effectively 
exclude the Bank from operations in some countries, so that a dialogue 
could not even be begun. 

26. The Bank's ability to lend efficiently is enhanced by the sel-
ective use of local cost financing. The identifiabl€ foreign costcamponent of 
high priority projects is a very inefficient ~uideline for determin1ng 
the amount of foreign assistance countries should receive: for example, 
it would probably prescribe large amounts of foreign lending for countries 
t-7here power and transportation t'lere priority sectors. v1hile countries 
with bottlenecks in agriculture or education would be relatively neglected. 
If a country is making a genuine effort to mobilize domestic savings and 
to use these savings for high priority investments, then the activity it 
would have to sacrifice in order to provide local currency in a non­
ittlationary way will in itself be important to the country's develooment. 

I Conclusions and Recounnendations 

27. The conclusions resulting from the foregoing analysis are the 
same whether the funds are to be provided by the Bank or IDA. The 
Articles of Agreement require that ''exceptional" (or :'special':) circum­
stances must exist if local cost financing is to be justified. It is 
believed that the following policies which are recommended are consistent 
with that requirement: 
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(a) If indirect foreign costs can be identified clearly, 
the Bank should consider ftnancing local expenditures 
equivalent to sue~ costs to the extent necessary; 

(b) If it is uncertain whether specific project costs will 
be foreign or local, the Bank should ?rovide financing 
in a manner which will not discriminate against local 
suppliers· 

(c) If a prcject appears desirable on all grounds except 
that it has too small a foreign exchange component to 
justify Bank participation, then the Bank should stand 
ready to consider supplementine its lending throuv,h 
financing of some local costs; and 

(d) If, on the basis of a careful appraisal of a country's 
overall development program and of the country's o~m 
efforts to finance the program, the Bank judges that 
the financial requirements of the program will exceed 

July 30, 1968 

the limits of available local savings and expected foreign 
exchange resources, the Bank should be prepared to finance 
local costs of certain high priority projects. 
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liUREIGN EXCHAKlE lOANS PUR IOCAL EXPENDITURE 

The Financial Policy Committee, having con~idered the staff paper 
"Foreign Exchange Loans for Local &cpe~1diture" (.F'PC/64-4, ~~ay 1, 1964), 
reached the following conclusions. 

(i) The Articles of Agreement of the Bank, as inter­
preted by the Executive Directors in 1949, 
permit the Bank to make local expeocitnre loans 
when necessar·y to ensure th::lt. hig::1 priority 
projects are carried out. TI~e Articles of 
Agreement of IDA have a similar effect. 

( ii) In determining the pattern of their lending, the 
Bank and IDA should judge projects with regard 
to their economic priority and tr.eir finar.cial, 
technical and managerial soundness and to any 
general or special tenefits l~hich might flow 
from the Bank or ID.A having associated ti1eir 
financing with the3e p~rticular projects. 
Where they can do so without violence to these 
criteria, the Bank and IDA should prefer pro­
jects with a high import content to those with 
a low import content. In financing local 
expenditure, as well as in financing foreign 
expenditure, the Bank and IDA ha¥e to be satis­
fied about the procurement methods followed, 
inclvding the arrangements, where appropriate, 
for international competitive bidding. 

(iii) Having selected a project, the Bank and IDA 
should normally determine the amount of the 
loan by the direct foreign exchange expenditure 
on the project, if it can be established clearly 
and where this course is consistent with the 
financial needs of the project and the ability 
to obtain other funds on reasonable terms. On 
the other hand, particularly in cases where the 
foreign exchange content at the project is 
relatively low, the Bank or IDA should be pre­
pared to finance local expenditure where such 
financing is desirable and justified in the 
light of the country's needs for development 
capital and of its efforts to meet them. 

(iv) The Executive Directors should keep under review 
the relative amount of Bank and IDA lending for 
foreign exchange and local expenditure. 



ANNEX II 

LOCAL CURRENCY EXPENDITURE lOANS AND CREDITS 

Table la Cumulative Disbursements of Bank Loans by Year of Signing 

Table lb - Cl~ulative Disbursements of IDA Credits by Year in 
which Credit Signed 

Table 2 Cumulative Disbursements of Bank Loans and IDA 
Credits by Purpose 

Table 3a - Bank Loans Signed after June 30, 1964 with Local 
Currency Expenditures: By Country 

Table )b IDA Credits with Local Currency Expenditures: 
By Country 

July 30, 1968 
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Table la 

CllMULATVE DISBURSEMENTS OF BANK LOANS BY YEAR OF SIGNiim~/ 
(millions of U.S. dollars) 

Bank Loans Signed in Fiscal Year: 1961/23_/ 1962/32/ 1963/43/ 1964/5Y 1965/63/ 1966/7 1967/8 Total~/ 

Estimated disbursement for: 
Foreign expenditures 603.1 347.4 492.6 383.1 362.7 140.1 11.7 2,340.7 
Local expenditures 240.6 45.3 188.1 226.7 110.4 78.9 .8 890. 8 
Undetermi ned 9.4 a.o 8.9 - 6.2 .9 5.9 . 9 39.6 

Total disbursements from these 
loans through June 30, 19681/ 853.1 400.7 689.0 616.0 474.0 224.9 13.4 3,271.1 

Percentage breakdown: 
Forei gn expendit ures 70.7 86.7 71.5 62.2 76.5 62.3 87.3 71.6 
Local expenditures 28.2 11.3 27.3 36.8 23.3 35.1 6.0 27.2 
Undetermined 1.1 2.0 1.2 1.0 0.2 2.6 ~ .7 1.2 -

Total 100.0 100.0 1oo.o 100.0 100.0 100.0 100.0 100.0 

_!/ Note that figures refer to cumulaUve disbursements (up to June 30, 1968) out of loans signed 
in each fiscal year; they do not refer to disbursements made in each fiscal year. 

2/ A substantial proportion of disbursements made on loans signed in fiscal year 1961/2-1965/66 were for 
expenditures which were not directly identifiable as foreign or local. For loans signed more recently the 
proportion is much smaller. In order to give a clearer picture of the distribution between foreign and 
local expenditures, undetermined expenditures in the earlier years have been allocated on a project-by­
project basis to whichever category was appropriate. The al location was based on consultation with 
Projects Department regarding individual loans with more than 10% of disbursements undetermined. If 
Projects Department personnel were able to identify application of the so-called undetermined expenditures, 
the identification was used for allocating the funds between foreign and local costs. The r esidual amounts 
of undetermined expendi t ures therefore represent either (i) loans in which such expenditure constituted 
less than 10% of disbursements or (ii) loans in which Projects Department was unable to identify applicatio~ 
of those expenditures. Mr. r1. Cherniavs~ry ;vas in ~harge of this work. 

July }0:' 1968 
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Table lb 

CUMULATIVE DISBURSEHENTS OF IDA CREDITS BY YEAR IN tVHICH CREDIT SIGNED_!/ 
(millions of u.s. dollars) 

IDA Credits Signed in Fiscal year: 1961)22/ 1962/3 1963/4 1964/5 1965/6 1966/7 19':>7/8 

Disbursement for: 
Foreign expenditures 115.3 193.8 140.8 197.9 205.4 258.2 .7 
Local expenditures 85.o 38.8 13.5 41.9 1.5 5.3 .s 
Undetermined 13.6 7.0 9.7 8.0 5.4 .2 

Total disbursements from these 
credits through June 30, 1968.!/ 213.9 239.6 164.0 247.8 212.3 263.7 1.2 

Percentage breakdown: 
Foreign expenditures 53.9 80.9 85.9 79.9 96.7 97.9 58.3 
Local expenditures 39.7 16.2 8.2 16. 9 .7 2.0 41.7 
Undetermined 6.4 3.0 5.9 3.2 2.5 .1 - - -

Total 100.0 100.0 l UO.O 100.0 100.0 100.0 100.0 

_!/ Note that figures refer to cumulative disbursements (up to June 30, 1968) out of credits signed in each 
fiscal year; they do not refer to disbursements ~ in the particular fiscal year. 

Total~~ 

1,112.0 
186.6 
43.9 

1,342.5 

82.8 
13.9 
3.3 

100.0 

~/ Four credits ~nth face amounts totalling $101.0 million, signed between May 12, 1960 and June 30, 1960, have 
· been included in the following fiscal year. 

~fJ)etail may not add to total because of rounding. 

July 30, 1968 



ANNEX II 
Table 2 

CUMULATIVE DISBURSEMENTS OF BANK LOANS AND IDA CRmiTS BY PURPOOE 

A. Bank I.Dans Signed Since July 1, 1961 

Cumulative 
Disbursements 

through 
June 30, 1968 

1$ mi.llion) 

* Estimated percentages disbursed for: 

Purpose 

Education 
Transportation 
Power 
Industry 
Agriculture 
Water Supply 
Dev. Finance Cos. 
Telecommunicati~ns 

Multi-PurpoGe Loans 
and Preparation 

Credits 

* All Loans 

B. IDA Credits 

Education 
Agriculture 
Telecommunications 
Water fupply 
Transportation 
Power 
Industry 
Dev. Finance Cos. 
Multi- Purpose Loans 
and Preparation 
Credits 

All Credits 

4 
1,175 
1,332 

232 
D6 
33 

287 
47 

24 

3,271 

23 
151 

75 
14 

441 
74 

461 
36 

68 

1,343 

Foreign Local Undeter-
enditures Elcpenditures -mined 

percent of cumulative disbursements) 

33 
60 
76 
80 
89 
69 
91 

100 

92 

73 

33 
41 
62 
80 
81 
84 

100 
100 

97 

83 

58 
39 
23 
19 

8 
8 
4 

6 

26 

63 
so 
38 
18 
12 
16 

9 
1 
1 
2 
3 

23 
5 

_l 

2 

4 
9 

2 
7 

3 

* As in Table la, undetermined expenditures have been allocated, wherever 
possible, to the appropriate specific use. The approximate character of 
this procedure accounts for the slight differences between the average 
percentage distribution of total disbursements in Table la and this table. 
Detail may not add up to total because of rounding. 

JlA.ly 30, 1968 



Country 

Argentina 

Brazil 

Cameroon 

Colombia 

Ecuador 

Finland 

Israel 

Italy 

Jamaica 

Japan 

Malagasy 

ANNEX II 
Table 3a 

BANK LOANS SJc.J.NED AFTER JUNE 30, 1964 
WITH LOCAL CURR~;:·~CY EJ:.;~NDil'O~JlliS: BY COUNTRY 

Loan Signed 

1967/68 

1964/65 

1965/66 
1966/67 

1967/68 

1966/67 

1965/66 

1966/67 

1964/65 

1965/66 

1965/66 

1964/65 

1964/65 
1966/67 

1964/65 

1965/66 
1966/67 

1967/68 

Purpose 

1/ 
Agriculture-
Power 

Power 
Power!/ 
Power 
Pawed/ 
Power!/ 
Power 
Po wed/ 
Agriculture!/ 
Industry !I 
Agriculture!/ 

Agricul tureY 
Industry 

Agriculture!/ 

Transport 
Industry 
Transport 

Industry 

IndustryY 

Transport 
Education 

Transport 
Power 
Transport 
Transport 
Transport 

Education!/ 

Principal 
Amount 

15.30 
55.00 

57.00 
22.50 
49.00 
6.20 
8.10 

41.00 
6.30 

40.00 
22.00 

7.00 

16.70 
25.00 

4.00 

28.50 
J.h.OO 
20.00 

20.00 

100.00 

s.so 
9.50 

25.00 
25.00 
75.00 
2$.00 

100.00 

4.80 

Disbursements Through 
June 30, 1968 

local 
Total Expen0itures 

($ million)-----------

1.90 

15.88 
4.35 
2.95 

.05 

.07 

.46 

.06 

.02 

4.61 
16.29 

.01 

28.45 
11.43 
16.57 

19.02 

80.30 

.57 

.49 

19.84 
20.81 
48.44 
18.75 
76.19 

.25 

3.21 

1. 78 

.12 

.09 

19.24 
5.82 

10.91 

5.32 

.06 

.37 

19.20 
18.72 
48.44 
18.75 
76.19 

•••••• cont. 



(Table Ja cont.) 

Country 

Malaysia 

Mexico 

Morocco 

Nicaragua 

Paraguay 

Peru 

loan Signed 

1964/65 
1965/66 
1967/68 

1964/65 
1965/66 

1964/65 
1965/66 

1967/68 

1965/66 

1964/65 

1965/66 
1966/67 

Philippines 1964/65 
1965/66 

Portugal 

Spain 

Thailand 

1964/65 
1965/66 

1964165 
1965/66 
1967/68 

1966/67 

Tunisia 1966/67 

Venezuela 1965/66 

Yugoslavia 1964/65 
1966/67 
1967/68 

- 2 -

Purpose 
Principal 

Amount 

Water Suppl2; 
Agriculture-/ 
Agriculture! 

Transport 
Agriculture£/ 
Power 
Agriculture!/ 

AgricultureY 
Agriculture 

Education!/ 

1/ Transport-

Agricultur~ 
Agriculture 
Transport 
Power 

Water Slpply 
Agriculture£/ 

Power 
Power 
Power 

Transport 
Transport£/ 
Transport 

Education!/ 

Agriculture.!! 

Water Supplyy' 
2/ 

Transporr 
Transport

11 Transpor~ 

6.80 
45.00 
14.00 

32.00 
25.00 

110.00 
19.00 

17.50 
10.00 

4.00 

2.75 

15.00 
11.00 
33.00 
10.00 

20.20 
5.00 

15.00 
20.00 
10.00 

65.00 
40.00 
50.00 

6.00 

12.00 

21.30 

70.00 
10.00 
50.00 

ANNEX II 

Disbursements Through 
June 30, 1968 

Local 
Total ~enditures 
($millie~----------

5.88 
10.17 

18.02 
18.99 

110.00 
2.41 

8.74 
4.58 

.58 

15.00 
3.05 
9.28 
5.98 

10.22 
3.47 

11.38 
9.69 
7.03 

55.74 
15.92 
1.43 

1.47 

13.85 

23.67 
2.97 

.001 

2.48 
.01 

25.43 

.43 

1.10 
1.21 
1.00 

2.05 

5.80 
7.14 
3.91 

40.96 

.53 

.49 

1.22 

!( These loans are expected to involve local currency expenditures when 
fully disbursed. 

£/ Disbursements for local currency expenditures are believed to be 
significc..ntly understated for these loans because a high proporticn c.;f 

dis·ourserrents lJ.ave not been idc~.tified as eit.h ·3r foreign or ! . .J0al 
expe.;,.Jit;Lt.ces . 



ANNEX II 

Table 3b 

IDA CREDITS WITH LOCAL CURRENCY EXPENDITURES: BY COUNTRY 

Disbursements Through 
June 30z 1968 

Fiscal Year Principal Local 
Country Credit Signed Purpose Amount Total Expenditure 

------------$ million--------------

Afghanistan 1964/5 *Education 3.50 .25 
Bolivia 1964/5 Power 10.00 8.8) 2.69 
Cameroon 1966/7 Agriculture 11.00 .85 .74 
China 1961/2 Water Supply 4.40 ).98 1.49 
Colombia 1961/2 Transport 19.50 18.87 .09 
El Salvador 1962/3 Transport 8.00 7.06 1.88 
Ethiopia 1965/6 Education 7.20 1.59 .32 
Honduras 19(.0/1 Transport 9.00 8.43 2.57 

1964/5 Transport ).50 2.05 .42 
India 1960/1 Transport 60.00 59.47 46.73 

1961/2 Agriculture 6.00 6.00 4.41 
Agriculture 4.50 ).)9 3.15 
Agriculture 8.00 5.59 4.26 
Agriculture 10.00 10.00 7.10 
Agriculture 15.00 15.00 13.50 

1962/3 Agriculture 1).00 12.98 7.45 
Power 17.50 12.63 4.07 
Power 20.00 18.45 2.)7 

19 641.) Telecommu. 33.00 )).00 28.)1 
Jordan 1961/2 Water Supply 2.00 1.)0 .21 

1963/4 Water Supply 3.50 2.52 .36 
Agriculture ).00 3.00 ).00 

1966/7 Agriculture ).00 • 76 .56 
Kenya 1964/5 Agriculture 2.80 1.63 1.40 

Transport 4.50 ).82 .)8 
Transport 3.00 1.41 .1) 

1966/7 Education 7.00 1.55 1.31 
*Agriculture ).60 .02 

Malagasy 1966/7 Transport 10.00 .84 .13 
Malawi 1967/8 *Transport 11.50 .32 
Morocco 1965/6 Education 11.00 .46 .46 
Nicaragua 1962/3 Water Supply ).00 2.99 .)) 
Niger 1963/4 Transport 1.50 .80 .21 
Pakistan 1961/2 Agriculture 1.00 1.00 .87 

Transport 2.00 1.99 .6) 
Agriculture 18.00 10.11 2.79 

1962/3 Industry 6.50 6.43 .24 
Agriculture s.oo 4.66 ).30 

•••• cont. 
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- 2 -
(Table 3b cont.) 

Disbursements Through 
June 30, 1968 

Fiscal Year Principal Local 
Country Credit Signed Purpose Amount Total Expenditure 

------------$ million--------------
(Pakistan cont.) 

1963/4 Agriculture 9.00 4.59 3.07 
Education 4.50 2.83 .45 
Education 8.50 2.88 .21 
Transport 17.00 5.95 .69 

1964/5 Agriculture 27.00 24.84 5.97 
1965/6 *Education 13.00 .39 
1966/7 Preparation 1.00 .67 .15 

Water Supply 1.75 .29 .12 
Paraguay 1963/4 Agriculture 3.60 3.60 .85 
Senegal 1966/7 *Transport 9.00 1.24 
Somalia 1964/5 Transport 6.20 1.13 .17 
Tanzania 1963/4 Education 4.60 4.60 4.60 

1965/6 Agriculture 5.00 2. 72 .64 
Tunisia 1962/3 Education 5.00 4.86 4.57 

1966/7 Education 13.00 2.86 2.47 
Turkey 1962/3 Agriculture 20.00 16.46 11.72 

1964/5 Power 24.00 11.63 2.51 
Uganda 1967/8 Agriculture 3.40 .51 .51 

*some financing of local currency expenditures is expected to occur under these 
~redits, even though no disbursements for local expenditures have been recorded 
as of June 30, 1968. 

JulY 30, 1968 




