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MEMORANDUM TO THE EXECUTIVE DIRECTORS

January 16 1970

Subject: Pearson Commission Recommendation No. 4 Relating t@i‘h-ﬂuuid

/ L~4/ r’7
Recommendation 4ﬁﬂ“4ﬂ“7 /
“He—recvmmenﬂ—that'allatCLal donors and international agené?gawﬁ?;v1de 7 ,\‘;:\\

financial assistance to institutions, such as development banks and 4
clearing and paymentg$ unions,which are designed to promote trade among
developing countries on a regional scale." 1/

Background

This recommendation appears in the context of a discussion of ways in
which developing countries might realize greater development benefits from
increased trade among themselves. The Commission says that while the possi-
bility of # global tariff concessionsand clearing arrangementsshould be con-
sidered by the developing countries themselves and specifically by UNCTAD
and IMF, the Bank and others should also promote regional trade among LDCs
by providing financial assistance to development banks, clearing houses and
payments unions, which are created when regional trade arrangements are en-
tered into. This assistance, the Commission comments, is necessary because
preferential trading arrangements tend to generate unequal benefits and costs
among member countries and such problems threaten the stability of the arrange-
ment. Means should be found, therefore, to ensure an equitable distribution
of benefits. While the Commission did not explicitly discuss the causes of
such imbalances, it did draw attention to "the great stimulus to industrial-
ization provided by enlarged markets,“g/ thus suggesting that imbalances occur
chiefly as a result of imbalanced industrial development as between countries

entering into such arrangements.

77
1/ Report, page 9.
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Analysis

While the Commission's recommendation covers assistance to clearing and

Payments unions as well as development banks, the former raises issues that
1

concern primarily the International Honetary Fund.gj This memorandum is,

therefore, addressed only to the question of Bank Group assistance to devel-

opment banks that have been created to facilitate economic integration under
2/

regional trade, or economic comnunity, agreements,

The Commission is correct in associating success in regional trade among

developing countries with successful policies to encourage industrialization,

3
particularly for production of consumer goods._j Investment assistance, there-
fore, clearly has a role to play in creating or expanding the production
base and the infrastructure necessary to encourage the acceptance, as well as
to ensure the continued economic viability, of such arrangements.

Moreover, many of the projects required may be particularly suited for
investment by the regional development banks. Bank cooperation with devel-
opment banks that are a part of regional trading arrangements,however, has been
limited by the small number of such banks. Out of approximately 15 regional
economic groupings undertaken among less developed countries, some of which have
not been fully implemented, only three have included the establishment of devel-
opment banks. The banks in question are the East African Development Bank and the

Central American Bank for Economic Integration, which are operating, and the

Caribbean Development Bank, which is just being organized.

17- Another recommendation, dealing with clearing arrangements for trade among
developing countries, is specifically directed to the IMF "in cooperation
with UNCTAD" (Report, page 94).

2/ VWhile the objectives of the three major regional banks, the African Devel-
opment Bank, the Asian Development Bank and the Inter-American Development
Bank, include the promotion of regional economic cooperation, it is
apparent from the context of the recommendation that the Commission had
primarily in mind other kinds of organizations, Various aspects of the
Bank Group's relations with the regional banks are dealt with in memoranda
analyzing other recommendations of the Comnission.

3/ This is shown in an analysis by Bank staff of the Central American Commcn
Market. See "Economic Development and Prospects of Central Anerica,"
Report No. WH-170a, June 5, 1967.
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The World Bank Group has supported and cooperated in a number of ways
with these three banks. Technical assistance has been provided in connection
with the drafting of charters and during the stage of organization. Relations
with the East African Development Bank have been particularly active and have
included provision of an internship in the Bank for a senior member of the
EADB staff. We have also offered to cooperate with these barks in the joint
financing of projects. —Up—te-—news—hewever, we have not—made—a loan or credit

-mﬁwwmmﬁank‘

As noted in the memorandum analyzing Recommendation ¥o. 15 (SecM69-541,
dated December 11, 1969), the Bank has a well-established policy of supporting
national development banks, not merely because they can be effective retail
outlets for dispensing external finance and technical assistance, but also

because we want to help build effective local investment institutions. The

three regional integration banks mentioned above have many of the charac-

e .“‘/ '{i € 5 ST --.-..__ ‘I\' ?,5_‘4

teristics of national development banks but, i1 " “p
S s

ou SYoup investm “fer—from oy
Fm e > R
ben¥E In a number of SigﬂITTEHﬁt”rESPECtS. A Bank 1dan to a regional inte- i

gration bank would, of course, require the guarantece of at least one of the
governments in the region, and as no one of the participating governments is
1ikely to be willing to guarantee the full amount of the loan, this would in

1/

practice mean that a joint guarantee would have to be negotiated._— Fhis__

tnfrvﬂuees—e—eomﬁitca&aewr*%dxhouOh it is by no means &an insuperable obstacle.

7 ﬂLﬁ;7£«L

N 5ftth*dzffefence_bg;gggg_;gginnal-iateffﬂthu*baaLs—aadﬂnational
development banks)is~that—£ha—}atfe§7-if free of political interference in

their operations, can allocate their resources with the sole objective of
obtaining the highest egonomlc return to the national economy. A regional
integration bank mus;l-howaua:,_hy—de&&n&tfon——tUHQQde; as an additional

objective the promotion of better economic balance among the countries forming

1/ There would be no such problem with respect to an IDA credit.
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the regional economic grouplng. .BHfﬂu4{pﬂé—thfS“UbjEttiVE“ﬁT?ht‘Seﬁetlggs

lead the bank to make investments in locations that would net be selected

g
—

if only rate-of-return criteria were followgdf”fh considering the eligi-

—

bility of a regional integratiqpfbaﬁﬁ_for Bank Group financing, therefore,

the long-run economic advantages of more balanced industrial growth in the

-

region and thgrﬁéhk's capacity to contribute to such balance must be asses-—

sed, together with the institution's adherence to sound economic criteria

‘in-its—choice-ef4investments.  This involves more complex judgments than

are normally required for evaluating the performance of a national devel-

opment bank.

Conclusion

The amount of Bank Group financial assistance that could appropriately
be channeled through regional integration banks is likely to be small in the
near future. Nevertheless, I think we should adopt the same positive atti-
tude towards those institutions as we have toward national development
banks, provided that the institutions in question are financially sound and
well managed and we are convinced that their operations can make a signifi-
cant contribution to economic integration, and therefore to economic growth,
in their respective regions. Subject to these conditions, I believe that we
should accept in principle the Commission's recommendation as it applies to

such institutiocns.

Robert S. McNamara

1/“\3qcﬁ flnanciqg/boul 0 requ11e, of c:zféé:F;;;ISEtxg? of the economic

perfoerEEE/Bf the countrlggxsggzif_by e regional integr 1oﬁ/ﬁink.
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OFFICE MEMORANDUM 77 /5 /76
70: Messrs. Knapp, ﬁ:.‘t:ic::-.'c_z_}_‘_gld and Frietman DATE: Januvary 7, 1970

PR R :
FROM: Richiard H. Demuth * ‘-\"-_;‘ /

SUBJECT: Pearsen Commission Recomrondation on Dobd Relief
Gl kY

Attached is a draft of a memorazndum enalyzing the Pearson Cormission
recomnendation on debt relief, together with iy note transmitiing the
dreft to Mr. Melamara. He reburned the draft to me s Saying that it was
"en excellent treatment of a most difficult subject? s but that it was so
important that he wished to discuss it with you three and with me on
Yonday, Janvary 19, following the P.C. meeving.

¥r. Mclamora would like us to consider tio issues in particular,
One is the question referred to in my trensmittazl note s raised by Remmie:
whether there should be deleted from the dralt meaorandum reference to
the provision on debt relief in the Bauk's Ariicles and 4o the Bank's legal
capacity to modify the terms of its loans. A memorandum fron Romnie deal-
ing with this question is also atiached. Thove are brackets on pege 5 of
the draft memorandum around the text material which Ronnie proposcs for
deletion; the footnobe muibered "3% on that page would bs added uvnder his
proposal. Although my nobe 4o Mr. Mclamara was prepared before I saw
Ronnie's memo, it remains my view that it would be wholly inappropriate
to give the Execubtive Directors a paper on debt relief which did not quote
the provision of the Articles specifically dealing with the subject.

The seccond, and much more importants; question for consideration is
whether the draft memorandum should take the position, which it now doeas,
that we should decide on a case-by-cassz basis whether to parvicipale finan-
cially in a debt rescheduling, recoznizing that there n2y be cases in which
we should do so. Mr, McNamara has put brackets around a paragraph on

page T and part of the text on page 8, end asks us to consider whether the
brackeled material should be deleted and the words appearing in the margin
on page 8 2dded. The effect of those changes would be to indicate that the
Bank does not expect to participate finaneially in debb reschedulings.

This position neseds to be considered, among other things, in the light of
the provision of the Articles mentioned above, giving borrowing countries

2 right to apply for debt relief in certain circumstances.
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Mr. Rocbert 8.

dJanusry 3, 1970

A. Broches

Comaigsion Deco

P -1 -
rasions

In his menorendun to you deied Decexber 3lst, Hr. Deauth has noted
my reservabion thont the first sentence on poge 5 of his draft of your
menorande: on the above subject to {he Executive Dirvectors. ¥y prefereance
is to delete the Tirst sentence (and the two footnotes relating to it) and
the word "Hovertheless” in the second sentence, and to add a footnote to
the third sentence, reading es follows: “The Bank's stlituds has not been
based on lezal considerations, since spart from its geners TOWers as &
creditor to relex lean terms, the Articles expressly contenplate dobt re-
liel for balsuce of poyments reasons (Art. IV, Section k(c))." 'The effect
of this change would be to play dewn the significance of the legal gquestion
in the contex® of that memorendws. In fach, the legal point is almost ir-
relevant to the particnlsr policy question, nawely verticipation in & ge-

| 3

neral rescheduling, which dis the subjeet of the mcrorandun.

Having seid this, I must point oul that Tor the reasons set out below,
we shovld consider the possibility of a discussion of the legal end po-
licy aspects of rescheduling as such, i.e. vithin or outside the francwork
of & general rescheduling exercize, and it is to that point that this meno-
randws is addvessed. I shall first swmurize the backpround and then
suzzest possible courses of action.

Backeround

There have been two instences of individuzl dobs rescheduling on
sccount of payment difficulties. The First concerned the Chilesn cosl
lozns. In that ecase the rescheduling was decided upon because of cir-
cusstonces alfecting the ebilily of the private borrower to mointsin loan
service. The second concerncd Haiti snd wos besed on the inabiiity of the
Goverament to pay as & result of @ foreizn exvhenze shorkare.

There has been only one clear example of rescheduling by the Dunk
within the frawework: of a general rescheduling exercise, while in suother
instance it could be arpgued, althoush not convin eingly in wy opinion, that
the Denk achiaved a similac result indirectly. In the latter case, invel-
ving Brazil, the Bank did not formally particivate in the rescheduling but
decided to make new loans to Brazil (at a time when it otherwise might pot
have done so) in order to reintain the lovel of its oulstanding lozns in
Brazil. %he other co2ee wes the v scheduling of the Indian deht, docided
wpon in March 1068. It was o tunt ocession thet there wos ertensive Board
discussion of the lezal end policy esvects of reschedvling gnd of the rele-
vance Lo that subjeet of Article IV, Scction W{e) of the Bank's charter.
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sxchange stringency so that the scorvice on losns made to thaot norber
cr guereantesd by it or one 01 its agencies cannot Le wet, the penmber
nay epply for a relsxation of the lozn terss and the Bank nsy (i) asree
to eceent service payments in local currcncy for a veriod up to three
years, or (ii) "modify the terms of smortization or extend the 1life of
the loan, or both".® Th*re is & consensus that the Bank has a gencrsl
power to reschednle lomus, bubl a narber of Exscutive Direciors have ex-
pressed the view (in Oppdhlt¢0n to ny view with which other Executive
Directors sirez) thet in the baulance of payrents erdisis situstions
@eseribed in firticle IV, Section h(c) this goneral pover is limited to
what is stated in thot provision. In practical terss this mesns on the
forral side that there must be en applieaticn by the meuber sné a findins
by the BoakX that contrsctunl losn service cznnot be et (preswusbly taking
into accouwnt debt owed to other creditors), end on the substentive side
that only certein modes of debt relief mey be granted and, notebly, that
only prineipal, but not intercst. nsy be postvoned. Since the Debt Relief
meiorsndun suggeste thet the Bank should not waive intereat, the rocormen-
dations made in the mcnorandus are compatible with Article IV, Scetion M(e),
provided the formal requirencats sve clso met.

On the essumption that the substentive recomicndstions of the me-
moyandw will rot be changed, we could say to the Executive Directors
thel vithout considering the lesal question it wouléd seen approoriate
as o 1w++ﬂr ot volicy that the Bank deal wiih balance of puyuenle erises
Wavids the coniiney of Article IV, Section M(e). If at o later stuse it
beconz Jesirable 10 review tust poliev, the legsl simnificance of the
pvov;ulon would have to e exemined. This I consider the preferred po-
sition to teke. I the Hrecutive Directors wani the legal quastion
exanined forthwith, we could undertzke to preparu & paper for the Directors
for #n early discuesion without, however, conditioning the adoption of &
respouse to ths Pe arzon reconnendation on & prior deterrdination of the
guestion of interpretation. Only in the event thet & substantial Frous
of Executive Ire cto;s would be in support of a debt relief policy going
beyond the modes of debt relief set forth in Artiele IV, Section h{c),
prior interpretation of the provision would becows neoces sary.

l."-‘tl

% The full text of the provision isc attached hereto.

L

l.‘.‘, {/‘ K Friea ¥ '} )2



Text of fxticle IV, Section k(c)

IT a renber suliers fros en acile exchanre stringeney. so thst

Lhie service of any loan contracted by Lhat nmesber or sunrsnteed by
it or by one o its azencies ésunot be mrovided in the stivulated

vanner; the wenber conceraned wmay aoply to the Zank for a rolroation
of the couditions of payrent. If the Pank is satisficd thuet sone

relaxabion is in {he interssiz of the particuler nmedhor and of tie
erations of the sl and of its menbhers ss g whole, it meoy take
action vader cither, or both, of the following parssrarhs with re-
Y

cl to the whole, o paré, of the znnual service:

(i) The Bank mor, in its discretion, nmake crrangemcnts with the
enver coneerned to aceept service payments on ths losn in
the vender's currency for periods uot o excced thrce years
upon epprenriste ters yesarding Lhe usc of suck currency aad
the muintentance of its foreimm exchenze value; end Ffor the
repurchaas ol such eurrency on 2ppropriaste termss.

=

-
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he Baak pay modify the tera of arovtizaiion or extend ihe
life of the lo=n, or both.
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December—22, 1959
-/".f,{,\ 8 { > ﬁ 7D.
MEMORANDUM 0 T%E EXRGUTIVE DIRECTORS / ‘)/

A

a

12 Concerning Aid _r~_

Subject: Fearson Commission Recormendation No.
Coordination

~
azi

Recommendation

“kaH&h___,gre_zacommeaa—ahaﬁ Lreparatloﬂq begln at the earliest

possible moment for establishment, where necessary, of new multilat-

eral groupings which provide for annual reviews of the development

performance of recipients and the discharge of aid and related com-

mitments by donors. The World Bank and the regional aeveiéﬁment banks
shoald take the lead in discussions vo 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 conceran about thz extent
to which development assistance is still uncoordinated, unrelated to any
agreed set ol priorities in the economies of recipient countries, and insuf-
ficiently guiced by and recsponsive to "development performance” as contrasted
To other considerations, such as hislorical relationships between donors and
recipients and political objectives of denor governments. The Conmission
considered that the Bank's activities in the field of aid coordination, parti-
cularly its sponsorship of coordination machinery such as consortia znd con-
sullative groups, and its sla’f support of asid coordination exercises sponsored

by others, have made an important contribution to the solution of this rance
2 ©

of problems. The recommendation, in effect, is that these efforts should be

5,
1/ Report, page 13}




& T
pursued and, where appropriate, expanded to cover additional developing coun-
tries. Bul the Commission also proposed that coordinating efforts be
deepened and strengthened in various ways, e.g., by extending them to techni- )
cal assistance and by giving the coordinating groups responsibility for
reviewing not only recipient country performance but also the extent to which
donor countries' aid and related commitments towards recipieats have been
discharged. The Commission furither suggested that, for at least some of the
proposed new groupings, coordination might bé effected through regional
arrangements. It believed that the participation of other deye%gping coun-
tries in addition to the recipieﬁt would be particularly useful,'citiﬁg as a
precedent the reviews conducted by the Inter—Ameficén Committee for the
Alliance for Progress (CIAP). Finally, it proposed, with respect to the
regional development banks, that they:should.play some role in initiating
discussions looking to the c?eation of new groupings, and might eventually, as
and when they develop the capacity to do so, provide sume of thne requisite

reporting services for thé new groups.l/

Analysis
"As the Executive Directors know, we are substantially expanding our program
of economic missions. Annual reviews of development programs and performance
will be prepared for all developing member countries with a population of more
I8 22
than 10 million (these approximately 30 countries account for L#5%7 of the
~\
total population of developing member countries). Reports on the other devel-

oping member couniries will also be prepared on a regularly schedeled basis,

biennially or triennially. Economic reports will not only be undertaken on a

1/ Ibid., pages 130-131.



more frequent and more regular schedule than has been the case in the past but,

- 3 -

in addition, they will be far more comprehensive. They will provide:

(a)
(b)

(e)

(e)

(£)

()

2)

(p)

an evaluztion of the situation and prospects of the economy;

an analysis of ths country's development objectives and of the major
develogment obstacles and assels of the economy;

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;

an assessment of domestic and external financing requirements and of

the possibilities of mzeting them;

an analysis of the principal preinvestmenf surveys and studies re-
quiredfgﬁ carry out the development progragland of the relative pri-
orities‘bf those requiremen{s; |

an appraisal of the available machinery for planning and for the
formilation of economic and financial policy;

an analysis of the problems of investment and resource mobilization
and allocation w&thin.the économy and among sectors, of external
debt prbspects,'ofiapprOPriate borrowing terms, and of creditworthi-
o gl L Aon T S A Ml i
an appraisal of the "qudlity" as well as/the "quantity" of economic
development, e.g., they will discuss income distribution, literacy

levels, life expectancy, trends in unemployment, etc.

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

ey

-
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this kind. Such' reports are necessary to provide guidance for those who make
decisions about aid programs; help 211 concerned to proceed on the basis of a
cormon understanding concerning the critical development problems facing each
couniry; indicate priority sectors for financial and technical assislance;
and, to an iﬁcreasing exteni, 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 aPPﬁ??Ches and sys-
tems of administration are likely to differ frqm one another, is a delicate
and complex task, the difficulty of which should Aot be underestimated. Uhile
we have been making progress in this task in some countries, as the Commission
recognized, I fully agree with the éommission's view thaty&gt nearly enough

/

has been done. During the past year, for example, only 1A of the approxi-
mately 30 countries to which we plan to send annual review missions were the
object of attention by ﬁultilateral meetings reviewing both the developmen
performance of the country in question and the development assistance activi-
ties in that coﬁntry of‘inﬁerestg dggor governments and international agen-

: @Y hacd '
cies. I am convinced thatk?lﬁ.BG countries, and others as well, could benefit
from regular aid coordination exercises. .
)N

As of now, the Bank takes principal responsibility for 9 of the,l{ co-
ordinating groups referred to above: the India and Pakistan Consortia, the
Consultative Groups for Colombia, East Africa (Kenya, Tanzania, Uganda and the
East Africar. Community), Ghana, Korea, Morocco, Tunisia, and Ceylon. -”he Bank

also provides economic regorts which serve as the basis, or one of the bases,

for the deliberavious 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

niter-American Committee for the Alliance for Progress (CIAP) reviewsdaf’

)

selecbedTatin-hmeriean—eounbaies. In addition, the Bank has provided ana-
lytical reperts for the informal, although quite active, aid coordination
group convened by the CGovernment of Guyana, and has participated in the dis-
cussions of that group.

In the-past, some of the coordinating groups, such as ?hg.;ndia and
Pakistan Consortia, the coordinating groups for Ceylon, Ghagalégd Iﬁdonesia,
and eexiain—ef the CIAP groups, have met regulérlj'on'an annual basis, while
others, for a variety of reasons, have met irregularly. For the future,
however, I intend to recommend thav all the groups for which the Bank takes
principal responsibility should meetl fégularly; this will be facilitated by
vhe expanded system of economic reporting which will generate, on.a regular

basis, the documentation needed. Meetings are planned during 1970 for the

- Crr e

India and Pakistan Consortia and for grougfffor Ce{%ﬁéi,EPygﬁaiii‘EaSt i .
Africa, Ghana, Korea, Morocco and TzJ:nisia.T\‘?I Lox nformnt Bk Sho gF;g:w\ /‘Q;\
for Guyaney Indonesia and Turkey will also meet in 1970, and that there will C}
be CIAP reviews of Argentina, Brazil, Chile and Mexico cduring the year.

I do not believe that this over-all effort is nearly good enoﬁgh. In
my view, the Bank should take the initiative in seeking to or aniﬁg, at the
earliest appropriate time, coordinating groups foafeacﬁ;/fbgaé/BOJ"annual
economic review" countries for which such groups do not now exiét. Consulta-

tions will be required with the governments concerned and with potential

participants in such groups. In some cases relatively simple and informal
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coordinating machinery will suffice. In other cases, more formal consultative
groups will be needed.

In addition, I believe that the existing Bank-sponsored coordinaving
groups can énd should be stwrengthened. Our new program of more intensive and
more regular economic reports is one step in this direction. In particular,
we intend that these groups should concern themselves more than in the past
with development strategy and with the coqrdination of major technical assist-
ance activities, a field in which we have thus far made only a modest start.
As noted above, our economic missions will be seeking to deﬁer#ine priorities
for preinvestment as well as investment activities. The United Nations
Development Programme (UNDP) has agreed to cooperate with these missions by
associating the UNDP Resident Representatives with their work, especially
with respect to the technical assistance and preinvestment aspects. We have
also asked for and are receiving the cooperation of FAO, ILO, Unesgo and WHO
in providing informatlion and, in some cases, appropriate technical staff to
assist these Bank missions. I am hopeful that this will contribute to better
coordination of the international aid effort, to the importance of which the
Commission has called attention.

I am not prepared gt this time to comment on the Commission's recommenda-
tion that aid coordinating groups should engage in "explicit and formal" re-
views of donors' aid policies and.procedures.l/ This recommendation raises
questions which affect other international organizations and which are slated
for extensive discussion later this year by those organizations in connection

r

with the strategy for the Second Development Decade.

1/ Report, page 130.
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The Conmission's propossl that some of the new coordinating groups
should be regional in scope has attractions, particularly for areas where a
number of smaller couniries are seeking to develop their economies within
the framework of a regional market. We have in fact organized one coordi-
nating 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 Community have many common ties and, in some
respects, are operating as an economic region,.so that a regional mechanism
seemed entirely appropriate. However, 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 approach, I do not believe that
it should deter us from creating or supporting other regional coordinating

groups in appropriate circumstances.

he Commission saw as a particular advantage of regional groupings

r permit the member;hip of a number of developing countries, all of
wnich would\ participate when the performance of each developing member was
under examlnatgon. In this connection, it cited the case of CIAP as a pos-
sible precedent. §<; While I see some benefits from the wider participation

of the developing cbqptrles, I question whether, in the immediate future,

multilateral groupings providing for such participation would be more ef-

fective than the Bank's consultative groups. Accordingly, I believe that,

in connection with coordinating\groups to be created in the near future,

the Bank should continue to favortthe single recipient country approéch for

\

1/ 1In fact, individual country revieﬁ§ by CIAP are normally conducted with
only one member of the CIAP preseniy that member serving as chairman.
Other members of CIAP are entitled tbo attend these meetings but do not
normally do so. The other participants are staff members of the OAS
and representatives of the IBRD, the I JADB and U.S. AID.

N\
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the larger giﬁiaﬂgfand to reserve the regional approach for smaller countries,

paifégnihrly those trying to develop within the framework of an economic

I do not believe that it is necessary or desirable to take any position
now with respect to the Commission's suggestion that the regional development
banks should eventually take the lead in organizing, or providing the report-
ing needed for, coordination exercises for some of the smaller countries.

The suggestion merits exploration after we have gained more experience as to

the requirements for effective aid coordination. s
*rte.

Conclusion 5 o
I believe that the Bank should substantially expand its efforts to im-

prove aid coordination activities, as recommended by the Commission. In par-

v

ticular, I believe thaflijﬁjzzggd t%kp‘}vs initiative in organizing some form

of aid coordination for\the appZ:xlmately' 0 large countries for which no
adequate coordinating ﬁachinery’exists, and perhaps for some other countries
as well. Moreover, I believe that we shouid intensify and expand the activi-
ties of the existing coordinating groups which we sponsor, particularly
th;ough convening more regular meebings and through devoting more attention
Ito the discussion of development strategy and the coordination of major
technical assistance requirements. We intend, as in the past, to review
periodically with the principal interested governments the experience we gain
in coordinating groups,_with the object of continuing our efforts to improve

their effectiveness. o

Robert—S.-McNamara
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MEMORANOUM TO THE EXECUTIVE DIRECTORS

Subject:  Pearson Commission Recommendations Nos. 24 and 27, Concerning
Research
Recommendations
"Multilateral lending agencies also will need to finance research
and development projects on a larger scale than before. The World
Bank Group, as well as the Regional Banks, should pay greater atten-—
tion to problems of rescarch and development in their country
studies and should themselves identify needs for scientific and
1/
technological research."”
"Regional or national laboratories and research institutes should be
established to study techniques of natural resource utilization and
tc improve industrial product design and production techniques ...
Industrialized countries should assist in the establishment of inter-
naticnal and regional centers for scientific and technological re-
search in developing countries, designed to serve the community of
developing countries and specializing in distinct fields of research
2/
and their application.”
Background
These recommendations appear in the context of a strong plea by the
Commission for greater support, by all sources of development assistance, multi-

lateral and bilateral, for research activities focuiﬂéd on development problems.

Research in new techniques of education and in human reproduction and fertility

1/ Report, page 205.

2/ Report, paze 207.
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1/
control are specifically proposed for financial support by the Bank Group.
The portion of the report concerning assistance to research in general, in vhich
the recommendations quoted above are found, suggests several other areas as
deserving of investigation (e.g., tropical agriculture, housing and urban plan-
ning, utilization of natural resources, improved design of industrial products,
weather control), but adds that it is not possible at this point to identify the
specific subjects that might most usefully be studied.
Noting that a considerable, but insufficient, amount of external assist-
ance has been devoted to research in the past (especially in agriculture and
medicine by former colonial governments and by private foundations), the Com-
mission takes the view that not enough thought has been given to getting the
most out of this total international effort. Research efforts in the
developing countries have too often been imitative of research done in
wealthier countries; too often their budgetary support has been wholly insuf-
ficient; and too often limited funds and research staff have been scattered
too thinly over too wide a set of activities. Also, too few resources have
been devoted to social science research. To overcome these many deficiencies, the
Commission recommends that developing countries establish top policy-making
bodies to guide scientific and technological research activities and to link
the nation's scientific community to planning authorities. Activities regarded as
"scientific” should be linked to universities; activities to promote techno-
logical change should be assisted by t?e establishment of regional or national
2

laboratories and research institutes. Although there is no formal recommendation

1/ The recommendation for support of research in educatien (Recommendation No. 26)
is the subject of a separate memorandum. The recommendation for support of
research in human reproduction and fertility control (Recommendation No. 23)
will also be separately analyzed.

2/ Report, page 203.
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by the Commission that the Bank should finance the establishment of such
technology--changing institutions or that it should assist in the establish-
ment of international research centers designed to serve the neceds of
several countries, the text makes clear that the Commission believed that

the Bank should do so.

Analysis

In general; fghe Commission's emphasis on the need for more research on
applied development technology and for its necessary scientific infrastructure
is surely correct. We can, I believe, accept the recommendation that we broaden

our country study work to include consideration of scientific and technological
policies and institutions, .aithouwsh—I—de-met—think—that—1it wilttbe feasthle—fer
“every-eounlkry economic.repert td include a section on rescarch and davelopmemrt—

—Reeds. I am instructing the Area Departments to arrange for coverage of this
topic in country economic reports when in their judgment it would be both practic-
able and important from the standpoint of the country concerned to do so. I am
also instructing those Departments to place the topic on the agenda of meet-
ings of Bank-sponsored aid coordinating groups when they consider that it would
be appropriate and useful to have it discussed by donors.

In the past, the Bank Group has been more concerned witk the transfer of
existing technology to the developing countries than with the adaptation of
technology or the development of new scientific and technological knowledge. —Or—

——one occasion we provided technical assistance for-establishment of a researeh

institute: we helped the Goverament—of Ceylon to organize an Institute of -
—Hetentitie—amd—Industrizi—Researthi and Jater madé a staff-member available

-to~serve a5 the Institute's—first director. Occasionally we have supported




R

research and development--oriented activities and institutions when these were
integrated into projects: for example, we have helped to finance agricultural
research activities as an aspect of an agricultural college or a multipurpose
water-use project. But we have not directly financed activities and insti-
tutions which are primarily research and development-oriented.

I believe that we should accépt in principle the Commission's view that
the Bank Group should be prepared to finance the establishment of national
and international research and development institutions. Indeed, as the
Executive Directors will recall, their report on'Stabilization of Prices of

1
Primary Products",—/which I transmitted to the Board of Governors on
June 25, 1969, stated that the Bank Group would be prepared, white—=appiying
~ts normal remtingstandards—andprocedures, to "participate in financing
agricultural and other research having high priority in developing countries,
as much as possible in cooperation with other national and international in-
stitutions".

The record of technological and research institutes is not everywhere
favorable. Frequently they have functioned without any clear set of national
policies, with wholly inadequate budgetary support and a consequent inability to
attract competent staff:often they have failed to establish effective relationships
with the productive sectors they are intended to serve. On the other hand, there
are a number of successful research and development institutions, both national
and international, which demonstrate the extraordinarily high productivity which
these activities can attain if properly orgaqized, fini?ced and staffed. It

- 5
P{.;_H. | &4+ m

would be impertant, I believe, that we naxlsupport aazainstitugb‘operating
A

1/ R69-144/1, June 24, 1969.



-5 -
24
in # field%in which we laek the expertise necessary to evaluate performance
A

or where we canuot’ ally ourselves with a technical partner competent to pro-
vide it. This suggests that for the present we should concentrate primarily
on the fields of agriculture, industry, education and population,in all of
which, as the Commission suggests, there is need for a great deal more research.
We would of course wish to be sure that the particular institute proposed
for Bank Group financing was soundly organized and managed or, in the case of
a proposed new institute, that the contemplated arrangements are satisfactory.

The financing of national institutions presents no particular problens.
They may appropriately be financed by a loan or a credit to the government con-
cerned. Some financing of local currency expenditures may be required.ZﬁyIn-

Sonnrep \ ,L.,L.- )
ternational instituteﬁﬁib-whaee activities are designed for the benefit of a

number of countries, ne \marclg-aﬂé—p#rh—p§“nu*“even—pfiaacmlyﬂfor the country

in which they are located ;;‘;;;_1n a different catég;£9 Always assuming they
e o TS
are soundly organized and managed, institutes of this type are, I believe,
particularly worthy of our support. An international institute can expedite
the establishment of;, strengthen, and provide guidance to, national institutes
and programs, which can benefit from and adapt to their owa requirements the
work done at the iaternational center. The teams of scientists assembled at
an international institute can provide training of scientists and technicians
to staff national institutes and may be called upon by the latter for advice
and technical assistance. Through them, programs carried on in individual
developing countries can be linked together. — —~~-";;::>

1/ See the memorandum analyzing Recommendation No. 17, on financing of

local currency expenditures.



il =
A

f
f

,4ﬂﬂ4 The International Rice Research Institute (IRE® in the Philippines and

the Center for the Improvement of Maize and Wheat ,in Hexigo are out-

o 1645 <

)

standing examples of what can be accomplished?;l in-
vited the U.N. Development Programme (UiDP) and the Food and Agriculture
Organization of the United Nations (FA9) to join with the Bank in exploring
the possibility of mobilizing long-term financial support from international
agencies, governments and private sources to supplement present arrangements
for financing existing international agricultural research institutes and,
over time, a number of new ones. The UNDP and FAO have both expressed inter-
est in cooperating with us in this matter. ~Fhis - dnitiative on-our-part-pre—
céded;—and-was—independentof,; “thé Coiifitssion's-recomendation. If, as I
hope, the exploratory discussions prove promising, I shall make specific
proposals to the Board with respect to the Bank's participation.

However, a prgblem we shall have to resolve #n undertaking to provide

financial suppoft for any international institfite is the form which our aséist-—

ance is to ¥ake. The government in whose perritories such an institute As, or

likely to be willing to assume a ontinuing obligation for its s%?éort, par-

ticularly since the work of tle institute would be designed to;bénefit equally
a number of other countried. While we shall want to explore}all possibilities
of providing our assispé@nce in the form of long-term credifs, it seems likely

that grant funds will be required. In that event, it might be desirable

to propose, in yecommending allocation of the Bank's fet income, that a
P

ﬁrl the Bank or IDA, for

grants f T research purposes. )4 p;xcﬂnt we do not have any clear

specified spdll percentage should be avallable, th
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idea of the order of magnitude of financial suppsrt which could usefvlly and

appropriately be provided. 1 belleve, LLLIQIOIC, that, while accepting the/zw/
-7

nb3ec+ﬂﬁu~ﬂrr—e—gaaa;a}-cniﬂ*gemeat—eﬁjgur vvnoort for research, we should

precced on a pragmatic basis, starting with the initiative relating to inter-

national agricultural research institutes mentioned above.

Conclusion

The Commission's recommendation that our countyry economic reports take
explicit account of problems of rescarch and development, including, where
feasible, the identification of need for scientific and tecknological research,

should be accepted, to the extemt—it-proves preeciicable—to do—so. We should

also accept, in principle, the recommendation for Bank Group support of national
and international research and development institutions ,~bothexisting—and-neiy,
which satisfy our normal project criteria. We should,-hewever; proceed cautiously,
confinihg ourselves initially to research institutes in the fields of agricul-
ture, industry, education and vpopulation. If the initiative already put in train
to mobilize long-term financial support for international agricultural research
institutes proves successful, I expect to present specific proposals for Bank

participation to the Executive Directors for approval.

Robert S. McNamara



