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INDU S BASIN AND TARBELA PROJECTS 

BACKGROUND 

1. The irrigation system in the Indus Basin in West Pakistan commands 
an area of 33 million acres, of which 24 million acres are irrigated 
armually. Soon after partition in 1947 India asserted rights over the 
waters of the eastern rivers (Su,tlej, Beas and Ravi) including the right to 
stop supplies to Pakistan from these rivers. Indiafs assertion of this 
right constituted a major threat to the future of irrigated agriculture in 
Pakistan and became a major water dispute between the two countries. The 
dispute on water rights was finally settled, through the good offices of 
the World Bank, with the signL~g of the Indus Waters Treaty in 1960 by India 
and Pakistan. Under this Treaty Pakistan undertook to give up its water 
rights in respect of the three eastern rivers, in exchange for a vast program 
of replacement works to replace water drawn from) the three eastern rivers by 
water from the three western rivers, the Indus, Jhelum and Chenab. 

2. The program of works, knOwn as the Indus Basin Project, comprised 
two dams, Mangla and Tarbela, both much bigger than any other earth fill dams 
constructed elsewhere in the world, 400 miles of new link canals, six major 
barrages and the remodelling of three existing link canals and two barrages. 
The construction of these works, including Tarbela, involves the movement of 
over 700 million cubic feet of earth and the use of more than two million tons 
of cement. It has been estimated that the excavation required would be 
equivalent to that required for six SU,ez Canals. The current estimated cost 
of these works, including Tarbela, is $2.2 billion (including duties). 

3. To finance these works the Indus Basin Development !Und was set up 
in 1960 with contribu.tions) from the U.S.A., U.K., Germany, Canada, Au.stralia 
and New Zealand, and with loans from the U .S.Ao and the World Ba.~ and a fixed 
contribution' by India. In 1964, supplementary contribu.tions and loa.~s were 
arranged in view of increases in the cost estimates and it was arranged that 
Pakistan would meet the local currency costs. A dam on the Indus was exclu.ded 
from the Indus Basin Project, bu.t provision was made for a study to be under
taken (now known as the Lieftinck Stu.dy) to determine whether a dam on the 
Indu.s (at iTarbela) would be technically and economically feasible, and for the 
balance of the Indu.s Fund to be applied to a feasible water development project. 
The findings of this study were that the Tarbela Dam project was feasible. 
Arrangements were made early in 1968 to supplement funds expected to remain 
after the other Indus Basin works had been completed, then estimated at 
$324 ~ion, by additional loans from the U .S.Ao, U .Ko, France, Italy, Oanada, 
and the Bank to meet the foreign exohange oosta, estimated at $492 million~ , 
Pakistan undertook to meet the local costs estimated to amount to the equivalent 
of $440 million (inclu.ding customs duties). 
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4. Under the terms of the Indu.s Basin Development Fund Agreement 1960, 
the Indus Basin Development Fund (Supplemental) 1964 Agreement and the 
Tarbela Development Fund Agreement 1968, the Bank is the Administrator of 
the Indu.s Basin Development Fund and the Tarbela Development Fund. 

PROGRESS OF THE IDRKS 

Indu.s Basin Project (IBP) 

5. With the completion of the Chasma Barrage by March 1971, all the 
major works of the Indu.s Basin Project (apart from Tarbela) will have been 
completed. Most of the works have been completed on or ahead of schedule, 
and Pakistan ceased to be dependent upon supplies from the Eastern Rivers 
ahead of the schedule provided by the Indu.s Waters Treaty 1960. It was not 
necessary, therefore, to take advantage of provisions for the extension of 
the IT Transi tion PeriodJf (period allowed for the constru.ction of the replace
ment works) and the payment of the penalty to India which the extension of 
the Transition Period would have entailed was avoided. Expenditures to 
November 30, 1970, amounted to $1,226 million, of which the foreign exchange 
costs amounted to $580 million. Apart from expenditure on Tarbela, it is 
currently estimated that abou.t $60 million remains to be disbursed over the 
next two years, of which foreign exchange costs may amount to $25 million. 

6. This immense program of works has been carried ou.t with remarkably 
few major unforeseen difficulties. 

Tarbela Dam Project 

7 • The Tarbela dam when completed will be the largest earth filled dam 
in the world. The principal element of the proj ect is an embankment 9,000 
feet long with a maximum height of 470 feet. There will be a powerhou.se for 
the installation, ultimately, of generating capacity totalling 2,100,000 kw. 
Four half-mi're long tunnels through the right rock abu.tment will serve for 
the diversion of water during the last phase of constru.ction. Later they 
will be u.sed for power and for irrigation releases. The reservoir created by 
the stru.ctures will have a gro ss storage capacity of II million acre feet. 
The main embankment dam and two auxiliary dams will contain 186 million cubic 
yards of rock - abou.t two-thirds as mu.ch as the initial excavation for the 
Panama Canal. 

8. The main civil works contract - the largest single contract of its 
kind ever awarded - which was awarded in May 1968, is being carried ou.t by 
Tarbela Joint Venture, a consortium of Italian, French, German and Swiss 
contractors. 

The works are scheduled to be completed by 1976. ( 

10. By OctGber 1970, the first diversion of the river had been completed 
on schedule. The contractor had fallen behind schedule on a number of items 
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. mainly through difficulties in starting up an intricate and extensive 
system of soil processing plants and conveyors. But improved progress is 
now being made and there is a prospect that the contractor will get back 
on schedule as the work proceeds. 

11. Periodically, engineering and design problems ans:Ln.g as constru.ction 
proceeds are reviewed by a panel of consultants of international repute. The 
problems that have arisen so far are of the kind that should be expected in 
carrying out a project of this kind and size. So far, changes in the work 
program have not been significant enough to warrant changing the initial cost 
estimates of the project or the scheduled date for completion. 

12. By the end of November 1970, expenditures from the Tarbela Develop-
ment Fund had amounted to $330 million, of which $165 million was in foreign 
currency, leaving approximately $600 million to be disbursed, of which about 
$330 million is the foreign currency component. Upwards of $270 million 

.equivalent remains to be provided by Pakistan to meet the local currency costs. 

PROJECT SUPERVISION AND CONTROL OF EXPENDITURE 

13. To carry out its obligations as Administrator of the Indue Basin 
Development and Tarbela Development Funds, the Bank has taken particular pains 
to ensure that the technical and financial administration of the projects are 
carefully and closely supervised. The responsibilities of the Bank,as the 
Administrator, in' the control of the use of the funds provided by the contribu
tors and in making arrangements for disbursements from the Funds are set out 
in the Indus Basin Development Fund Agreementsof 1960 and 1964 and the Tarbela 
Development Fund Agreement 1968. 

14. The works financed out of the Funds are for the ben~fit of Pakistan. 
Contracts, in terms approved by the Bank as Administrator, and awarded after 
international competitive bidding, have been entered into by a designated 
Government agency. The agency designated by the ~overnment was the West 
Pakistan Water and Power Development Authority (WAPDA), an au.tonomous 
corporation created mainly for this purpose. In carrying out the project 
works, WAPDA is assisted by General Engineering Consultants and, for each of 
the main projects work, Project Consultants appointed to .be responsible to 
WAPDA for project desigft, the preparation of contract documents, the super
vision of construction and the certification of payments. WAPDA' s accounts 
in respect of the project works are audited by a local firm of Chartered 
Accountants. 

15. In October/November 1960, a Bank team together with representatives 
of Sir Alexander Gibb & Partners and Coopers and Lybrand, visited Pakistan to 
review WAPDA's organization in relation to the system of works to be carried 
out, to formulate procedures and methods of control to ensure timely comple
tion of the works, to prepare measures to ensure financial control and 
administration, and to establish standard conditions of contract for main 
contracts to ensure that the bids received for . the works were on a comparable 
basis. In February 1961, to assist the Bank in carrying out its functions 
as Administrator, the Bank appointed Sir Alexander Gibb & Partners, Consulting 
Engineers, and Coopers & . Lybrand, Consultant Account.ants. There have been 

t. 
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periodical reviews by the Bank of the scope of the work of the Consulting 
Engineers and Consultant Accountants, and of the allocation of staff in 
relation to variations in the work load. 

16. In accordance with the provisions of the agreements establishing 
the Funds, semi- annu.al reports are prepared and circulated to the contribu.
ting governments. These reports, in addition to providing information abou.t 
the progress of the works, also summarize the contracts let amongst other 
information concerning receipts and disbursements, and balances in the Funds. 

17. In the Bank, a standing working party made up of senior represen
tatives of the Projects, Legal, Controllers and Area Departments, reviews 
progress and deals with problems as they are repoTted by the Consultants. 
Periodically, u.su.ally twice a year, a joint mission comprising representa
tives of the Bank, Gibb and Coopers, visits Pakistan to review ou.tstanding 
problems and the action needed with WAPDA and the Government. 

CONCLUSION 

18. In short, to secure the su.ccessful completion of this massive scheme 
of development, the procedures followed in supervising the execu.tion of the 
works and in controlling disbursements, have been based on u.su.al Bank pro ce
dureso Bu.t in view of the magnitude of the project works and the need to 
be able to satisfy other contributors that the Funds were being properly 
administered, the Bank has maintained a Iml.ch closer and more detailed control 
of expenditure than is u.su.al for ordinary Bank projects. 

Sou.th Asia Department 
December 24, 1970 
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Dear Mr . HcNamara, 

You will recall that during ' our meeting 
in Coperulagen I had invited you to , come to 
India at your c.onvenience.. You were good 
enough to say that some time tO~Tards ·the end 
of . January or the. begilli"1ing of February 1971 
might be convenient from your point of view. 
This is .just to confirm that we would be 
very happy indeed if you could visit India 
at the time suggested by you in Coperulagen 
or at any time thereafter \IThich you may 
find convenient in view .of your other 
engagements. The detailed programme and 
the timing of the visit could be settled 
in consultation 111i th Dr. S . R . Sen. vie hope 
that apart from ~lrs . r~cNamara , you would 
feel free to bring any other member of 
your family who may wi.sh to accompany you. 

I-fy colle agues and I are look;ing 
fo~vard to your visit to India • 

. \~i th kind regards, 
Yours Sincerely, 

\~~ 
(Y. B. Chavan) 

Nr . Robert NcNamara, 
President, 
International B?l1k for 
Reconstruction & Development, 
\I/ASHI~jGTON , D. C. 20433 , U~A. 

'. 

PI.e~i.dent jJas _seell 
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Mr. R. McNamara (through Messrs. d adenet DATE: 

and Cargill) A / 1 

R. Sadovr-g ~ ~ 

TO: 

FROM: 

SUBJECT: East Pakistan Reconstruction Program 

The attached memorandum with annexes represents a Reconstruction 
Program prepared by our recent Mission at the request of the Governor 
of East Pakistan. The program has received the support of the Central 
Secretary of Natural Resources and Industries on behalf of the President 
of Pakistan, as well as that of the Governor of East Pakistan, E. P. 
Chief Secretary and the new Chairman of the E. P. Planning Board. The 
Central Secretary asked me to inform you that the President is particu
larly anxious to get started with certain reconstruction programs such 
as those involving shelters, water supply and telecommunications. The 
East Pakistan Government has clearly indicated that they wanted this to 
be treated as a priority program on a similar basis as our Action Program, 
that is to be carried out under the leadership of the World Bank which 
would call upon the financial support of other international organizations, 
the members of the Consortium and other interested nations. 

No matter what you, cide regarding the Bank's role in coordinating 
such a general progra , selecU d items within this program could easily ~-
provide the basis fo a~m· lion IDA credit. I did not, however, ~ ~ 
inform the East Pakistan rnment of the amount that we were considering ~ 
for IDA financing. 

The program as it now stands was prepared jointly by our mission 
with the cooperation of all relevant departments of the East Pakistan 
Government under the direction of Mr. Salahuddin, Secretary of Agricul
ture, who was selected for this purpose by the Chief Secretary. I note 
that the East Pakistan Government has shown extraordinary cooperation 
in these efforts. Some department heads and other senior officials have 
literally worked through the night with us in executing this work. 

The extent of the cyclone tragedy and the urgency of the present 
situation demanded that the framework for such a program be drafted 
within several days and nights. The Governor and the Central Secretary / 
of Natural Resources both personally asked me to place the program before~;r~;~} 
you as soon as I could return back to Washington. ~ J:~ ~ 

' ...... _..._..............__.....___.__ . .,. - ' . 
I be · ve the program is generally sound and reason It is 

designed to e ploy-~he survivors in rebuilding their econo and to 
translate those efforts into irreome -w4th-which ~~ay~ ca~ tain food and 
other necessities. The program consists of the top-priority projects 
from a human and economic perspective, and the projects are for the most 
part well-conceived with cost estimates that are the correct order of 
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Mr. McNamara - 2 - November 24, 1970 

magnitude. I would add, however, that I believe, in the case of IDA 
participation, each sub-project should be evaluated individually after 
the Board has approved the credit but before disbursements are made 
on the sub-projects . ed. It is te that some of 
t ns must take place in the next few wee for example, 

e project to supply fresh wate ao these 
~~~~~@@~~~~tn~~11orrn~w~1~n-a-a new Reconstruction Board being 
appointed by the Pakistan Government under the Chairmanship of the 
Governor. It is my understanding that the Pakistan Government will 
also soon appoint a Reconstruction Program Administrator to coordinate 
such a program in the field. 

sho 
lead 

and professional grounds that the Bank 
se I do not see any other agency that can 
of this great tragedy. 
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OCDE 
ORGANISATION DE COOPERATION 
ET DE DEVELOPPEMENT ECONOMIQUES 

I 
ORGANISATION 
CO.OPERATION 

TcHephone : TROcadero 76·00 TeIegramme~ : DEVELOPECONOMIE 

Comite d' Aide au Developpement 

Mr. Richard H. Demuth 
Director 
Development Services Department 
I.B.R.D. 
1818 H Street, N. W. 
Washington, D. C. 20433 

Dear Dick: 

Development Assistance Committee 

October 20, 

I think you are familiar with the exchange of letters 
I had last spring with McNamara on the subject of Tidewater 
IV (mine of April 22, 1970 and his of May 6, 1970). 

In the light of the continuing interest in the un
employment problem, which was at the top of my list then·, 
it strikes me that the enclosed stimulating paper, given 
by Hans Singer at the recent Cambridge, England conference 
on this subject, would serve as a good basis for discussion. 
Do you think McNamara would find it useful? 

If he will be in town, lid like a few minutes with him 
November 10-12. Ernie stern is making some other appointments 
and you might check with him on exact timing. 

/ 

, 

' t, P/'{6\rv 7 

tt . !l 1 

Jr/l r ,,( ~ 
~, - ~ . 

0 J
;;/ - • 't~ 

/ ..-vr: V;; . 
I t.f~ () d/ l v . 

t( ~ /' f\ N (1"" 

F 

Sincerely, 

Martin 

cP7 J E e._"LJF_- i ~1 t,/~ .President ha seen 

! 
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II. W. Singer 

It is notoriously diff icult to measure unemployment in 
Ides in terms which make it comparable with unemployment in 
the richer countries. Its forms and apparitions are too 
di:ffepent, and I agree with Gunnar Myrdal, Michael Lipton, 
Paul streeten and others that we must be wary of transferring 
uncritically western concepts to the diff'erent Third World. 
However, we must be equally careful not to jump from the 
legitimate refusal to apply First World concepts - or Second 
World World concepts for that matter - to Third World problems, 
to the illegitimate assumption that unemployment and under
employment in open and disguised forms do not exist, or are not 
serious, merely because they cannot be measured by familiar 
concepts and caught by familiar definitions, or because the 
data are lacking. , Without labouring the point, for my present 
purposes I shall simply assert: 

(a) 

,(b) 

" ~ . (c) 
i 

(d) 

(f) 

that unemployment is extremely. serious in the Ides; 

that it, is much more serious at present in the ldcs 
than in the richer countries; 

that on reasonable definitions unemployment is of 
the order of magnitude of 25-3Q76 in many ldcs, 
and 20-25% in the overall picture; 

tha tit is serious, more or less equa.lly so, both 
,in its rural and urban manifestations; 

that unemployment has become increasingly serious 
in the last 10-20 years; 

that on present indications it is bOID1d to increase 
further, unless counter-influences appear (which must 
probably include a vigorous and balanced development 
or science and technology in directions more relevant 
to the Idcs and their ractor endowments, and ,in the 
longer run a slowing dovm of population growth). 

All this amounts to saying that the present context of 
relations between richer countries and ldcs has been ~t least 
conf?istent wi th a global disequilib'rium in the incidence 
of' unemployment in the two woups of' countries; say 3-5r~ in the 
rich countries and 20-30% in the poor countries. The thesis 
of this paper is to suggest: 

(1) that the present relations between rich and poor 
cou~1t~ies are not only .£9flsist8J).t wi1!.h, but also 
.£2P..J r l.butorY to, this disequilibrium, wi tho heavy 
persistent ~nemployment in the Idcs; and 

(ii) that ref"~rin~' in the present relations of' the two 
groups of' 'countllies are a.mong the counter-influences, . , 
mentioned· 'in ' (:r) a~ove, which are required to improve 
the ,si ~u~~,~on, ,or :,:.ev.en to" pr~vent it :Crom worsening. 
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We nhall consid.er the possible contribution of' rich/poor 
countries' rela -i - ' ')ns to Ide lmemplo~rment U · 3r the h eadings of 
(1) Trade; (2 1 Aid; (3) Private InvestHlent; (4) Science 
and Tec~ology; and (5) International Liquidity. 

(1) Trno& 

It is no accident that trade has been placed first. As 
nn economist I ' am bound to say that the main avenue along which 
one would look for a , major contribution to the solution of the 
tUlcmployment problem in developing countries lies in trade. 
Traditionally, ' in the thinking of economists, trade has b~en -
the · methoQ, by which each country exports, ,through the commodities 
produced and traded, those factors of pro.duction which it has 
i.n relative abundance, . while it imports, again through commodities, 
those :factors of which it is relatively· short. · For t .he develop-
ing countries this would mean that through trade theJr would find 
an outlet for their abundant labour, and be enabled to remedy I 

their deficien~ies .~n cap~tal through imports. 

Unfortunately, trade has not in fact played this ma jor 
role conceptuallY .attributed to it. But it still remains true 
that potentially this could be the case. The developing 
countri~s, with a good deal of' support from enlightened opinion 
within the industrial countries as well, are putting forward in 
UNCTAD and elsewher-e requests that their labour-intensive manu
ractures should be admitted to the huge markets of' industrial 
countries on a duty-free or prefercintial basis. Similarly, freer. 
access of a~ricultural commodities and other raw materials is 
also under debate. V~11en Vie think of' the tremendous marl{ets 
involved, and the tremendous rate of expansion of international 
trade as a whole, in which the developing countries have so 
conspiGiously failed to participate, one cannot help being 
impressed by the vast potential improvement in the employment 
picture of the developing countries which expanded trade could 
produce. 

It is not easy to quantify hypothetical situations which 
cannot be isolated :from other events. and trends.. However, I am 
going to stick my neck out and risl{ the guess that if the share 
o:f Idcs in world trade had been kept up since 1955 by a reduction 
of' agricultural protectionism and trade barrier's in the richer 
countries, the employment volume in the Ides could be about l~~ . 
higher than it is now. That would be say 82~% of the labour 
fOl"lce instead of 75r~, and unemploymen t would be 17~% instead 
o~ 25%. Moreover, if this hypothetical assumption or .a fully 
maintained share in total world trade could be projected into 
the future, and if world trade should continue to expand as 
rapidly as in the past decade, the establishment rif this 
condition might prevent unemployment in the ldcs from rising 
in the next decade, even in the presence of a capital-intensive 
technology ahd a certain i"apid fncrease in the labour force. 
But this is a 'pig Rnd extrem~ly hopeful assumption to make. 
Notwithstanding favourable votes in .UN bodies and acceptance 
of' global targets which really depend upon such rotion, are we 
in the richer countries really ready for it? No doubt we 00 l~ 
ourselves benefit in the long rWl by concentrating on the more .. ' 
so:phisticated lines of" . production (but by the' same token " ' .. 
perpetuate global dualism and technological ·colonialism). . But ~i 
the case of aid should warn 'us that demonstrations of long-run 
advantace do not seem' to' be particularly compelling in eliciting 
from taxpayers', parliamen~~, civil. services and politicians of . 

' .. 
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riche r countries ny great willingness to m ,e what looks like 
one-sided 'concebdions' even though the sacrifice may be more 
apparent than real, and. transitional rather than lasting. 
Perhaps real sacrif'j.ces could be morc readily elicited than 
the inconveniences of adjustment? 

The trouble o:f course is that the burden of' adjustment, 
if not properly handled, will tend to :fallon 'vulnerable groups 
most directlY", fn .line of', competition wi th the potential exports 
of' the Ides - the elderly textile worker in Lancashire, the :farmer, 
the oldGr more labour-intensive ' :firms. The necessary adjust
ments and compensations should certainly be within the power 
o:f the richer countries, as well as being in their own interest. 
Nobody wants to solve the problems of the Idcs on the backs of 
the poorer people within the richer countries - but then we 
should also stop tryin~ to solve the problems ' of' our poorer 
(or simply more vocal!) soctors on the backs of' the even poorer 
ldcs. ' 

In ,this , paper which deals wi th "International Policies" 
we naturally look at' the action required by the richer countries, 
but let us remind ourselves that the ldcs may also have to 
make painf'ul and difficult adjustments in their present policies 
and outlook to', take better advantage not only o:f the present, 
but also of', any potential larger futuI'e export' opportunities. 
This require's outward-looking policies" willingness to take 
risl~s, to study :foreign markets and tastes. It takes two to 
export, and perhaps it ' takes a dash o~ Japanese! And the I 

mentioning o:f , Japan could serve as a reminder that, the I 
development of' a prosperous home market base has never yet hurt 
a country in developing its exports as well. But there is 
also a counter-lesson :from Latin 'America: the building up of a 
pseudo-praosperous home markettmder tho banner of' ·import 
substitution may be more of a hindrance than help in export 
development. , 

Hal B. Lary of the National Bureau 'of Economic Research 
in New York ha~ found that the f'ollowing industries stand .out 
as particularly labour-intensive in relation both to skills , 
(Uhuman capital") and to physical capital: , apparel and related 
proQucts; leather and leather products; lumber and wood ' 
products;' textile mill products; f'lirni ture and fixtures; 
miscellaneous manuf'actures; rubber and plastic products. 
Trade concessions in those products (which I have listed in 
more or less descending order of employment-intensity in ( 
terms of' unskilled labour) would have particularly strong 
employment impact in ' the Ides, and relieve wage pressures and 
tight labour markets in ' the richer countries. Is there not 

, a I'eady-made agenda here :for interna t ional action? If" the 
ldcs can only provide the skills, even while lacking the . 
physical capital, a number of other industries could be added 
as being employment-intensive in the Idcs: :fabricated motal 
products; ,printing and publishing; . el~ctrical machinery; 
non-electrical machinery. ,This ' list of' eleven employment
intensive industrial groups ,primCL.,facie suited 'for export f'rom 

' the Idcs would still leave the richer countries with nine 
industrial classes which" are both skill- and capital-intenaiT.e, 
and hence J2!.Lma facie J3ui table for th~ir exports. . ' , 

.~ .' 
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The case ITlPrte here for international . "1ade concessions 
to the ldcs SpE. .ficall;y c.ltrected towards vJ11ployment promotion 
is of' course additional to the more goneral case for trade 
development as a way o:f reducinG thoir :foreign exchange 
bottlenecks and speeding up their general rates of growth and 
invvs ·~ment. This more general case has been amply made in 
UNCTAD, the Pearson Report, and elsewhere, but by comparison 
perhaps not much attention has been given to how to obtain 
maximum employment impact through trade concessions. The 
scope is certainly enormous, considering . that imports or 
labour-intensive products :from the ldcs 'are ·only a small 
fraction of' rich countries' total imports o:f ·such products, and 
only a f'raction o:f that :fraction when · related ' to their total 
consumption of' such products. " Even a target of say 10% 
of the total increase in the consumption of ' such products to 
be imported :from the Ides would ·have highly important 
employment impact. 

But all this is 'potential', i.e. pie in ' the sky. 
Meanwhile ·the ugly skeleton o~ the scandalous interna tional 
cotton Hagreement" rattles its b nes to remind us of' reality, 
and o:f .9...!2§. reason ' for . 25~C; unemployment in the ·ldcs! '1'0 this 
we should add,- as equally misleading, the .'moderate-loolcing 
nominal tari~T rates on ' processed and .manuractured products 
~rom the ldcs which conceal the ' real, 'and ' much higher, effective 
taxes on value added by employment·. · . .. . 

Here once again we must distinguish between. the general 
case for Bdditional . aid, as contributing ' to fuller employment 
in the,ldcs, and the speci:fic case for adjusting the rorms and 
methods of aid so that a given volume of aid becomes' more 
'employment-intensive' in its impact. The general ·case is no 
dOl1bt valid (within 'certain limits and with certain qualifications): 
increased aid, say the a6hievement of the Pearson targets o:f 
1. O~~ and o. 7%· of GNP f'or total financial :flows and public aid, 
would increase the rate 'of i~vystment and growth, and ceteris 
.p£!..ribus increase employment.\.l) Improvements in the terms of 
aid, untying, more grants and anything that leads to more 
effective use of' aid would have . the same presumptive favourable 
effect on ~mployment. , The limits and qualifications mentioned 
include a possibility such as the following: .if the additional 
growth and employment 'created by more aid are in the urban/modern 
sector, then the increase in the number of' urban jobs created 
might swell the :flood of migration to the cities ·to such an 
extent that unemployment, at least in its open and urban forms, 
could actually increase. This possibility, based on East 
African conditi~~~, is inherent in Michael Todaro's much-
discussed model. } . Another possibility would be that the higher 

(1) This would be qi.r~stioned ·by . some, ci ther on more general 
grounds tha t aid is w'oad" -.for Idcs, or on morc specific grounds . 
such as by A. Qayum in "Lorig-term Economic Criteria for 
Foreign Loans", Economic J ourD.1l!, June 1966. . 

(2) "A Model of' La.bor Migration and Urban Unemployment in . ' 
Less Developed Countries", M. Todaro, ,American Economic 
E.,evie!.!, March . 1'969, pp. 138-148 • 

. . ' 
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growth rate and investment rate in the ur"t...an/modern (and 
e :-lpi tal-l.nteni re) sector could 1)0 RecoffiJ:- .i1.ied by ouch a 
changG in the overall Q.Qllll)o~iti.C2.!! of' investment, by drawing 
complementary domestic 1'lC8ourcos out of' the rural/traditional/ 
s 0rvice sector (largely l abour-intensive), that overall 
cmployrn (;;nt is diminished ra thor than increased. The possibility 
of' this applying to Colombia ha s been pointed out by the ILO 
missio~ vnder the World Employm8nt Programme, led by Dudley 
SeerSe~l) However, broadly speaking, more aid, or more 
effective aid = more employment, al~hough the conventional 
a id/employment ,ratio is almost certainly .unimpressive. 

How can the .aid/employment ratio be improved? This is the 
special relationship petween intGrnational aid policies and 
employment with which we are concerned here. Space limits us 
to an enumeration of changes in international aid poliGies whic'h 
could improve the employment impact of' a given volume of aid. 

(a) . Aid is now available predominantly ·for the import 
component of projects, largely equipment. This puts an 
artificial premium, .as far as the ldcs are concerned, on 
proferring capital-intensive projects to more labour-intensive 

, ones, or for any given project pr·ef.Q!rring a more capi tal-intensiye . . 
(import-intensive) to a more labour-intensive technology. Both 
those e~fects reduce (or possibly pervert) the employment ef~ect 
of' aid. . Aid should be equally a vailable for 'local expendi tures 
on projects (including local equipment). This could be done 
either by giving a~d as a ~fixed perc~ntage of lotal project 
co~li, whether 100% or 50~~ or 25~b of' the tot.al C Ooi\.~;t, or 
al t erna ti vely by giving aid on a programme or ge~.~ ~ . ll,t:~l budgetar:;' 
bnsis. The Pearson Commission has recommended that aid givers 
remove regulations which limit or prevent contributions to the 
local' cost of pro jects " and make a greater effort to encourage 
local procurement wherever economically justified.( 2) 'This 
recommendation deserves full support. In particular, it is to 
be hoped that the ,multilateral aid sources will 'pay full attention 
to it; so far they have been more in, the ,rear than in the van 
of' the faint movement in this direction. 

(b) Aid is more readily available for investment in the 
urban/mOdern sector than in the rural/traditional sector. This 
has the , dual effect of raising the overall capital/output ratios 
by changing the investment mix in the direction of the more 
capital-intensive urban/mOdern sector; and of intensi~ying 
rural/urban migration by increasing the rural/urban income 
differential and the job attractions of the towns. Both 
these effects tend to reduce the employment impact of aid. 
The ai~omployment ratio could be improved (lowered) if more 
aid were available for the rural/tr'adi tional sector (not 
necessarily agricultural but inevitably much of it directly ' 
agricultural and most of it agriculture-related). Here again, 
we aro pushing at an open door in eo far as most aid programmes, 
especially the World Bank, have announced an intention to 

---------------~" -,--.. 

(1) ~owards Full.Employmen~, A Programme for Colombia Prepared 
by an Inter-Agency Team organised by the International 
Labour O:ffi~e. , ILO,' Geneva, 1970. 

(2) Partners in Development, Report by the Commission on 
International Development, Praeger, NeVI York, Washington, 
Londo~, 1969, p. 177 e' , ' 



• .. shift more aid into the agricultural sector, and. into rural ~ 
dev elopment. P"'wever', the implementatior l' such a policy will 
be more dif'f'icu. oJ than tl1e policy-frnmers r ealise. Oflten the 
a id wonld have to be on a ' programme or budget 8. x·y basis, and 
channelled through local f'inancial ,insti tutions in order~ to 
ove rcome the logistic dif':ficulties o:f channelling aid into a 

. multitude of small widely dispersed projects conducted under 
unfamiliar and unsophisticated conditions of' bookl{eeping, 
expenditure con~rol, etc. 

(c) Aid is 'more readily available for a few large projects 
rather than for a variety of smaller projects. Smaller projects 
however are both more likely to be employment-intensive and also 
more likely to be found in rural or' small town locations where they 
reduce migration to the cities and consequently urban unemployment. 
There is of course a certain fungibility in that external aid for 
large projects may release local resources for smaller-scale 
projects (or vice versa). " This :tangibility however may work 

.,v') , in reverse if the external, aid covers only a relatively small 
I I part of the total cost of the large-scale project while the 

\ _ ~ J \ rest may have to be covered from complementary local resources. 
~ i\y '~.~/ The best approach would be ei ther to channel aid through local 
~ v /( f'inancial institutions or to place it on a programme or 
~ j " budgetary basis. 

\)- ' . '. " ' 

V< ,~ It will be seen that the policy prescri,ptions under (a), 
,': .~ (b), and '( c) above coincide qui te closely. In fact it may be 

',.- ,'_. said that present aid practices form an anti-employment syndrome, 

: ... 

~. 

./ 

whil~ the corrective measures re~lired also form a single 
syndrome. 

(d) The employment impact of aid also suff'ers f'rom a 
confusion within the present aid system of promoting new gro\rlh 
or development as distinct from promoting new development 
Rrojectso It is a great deal easier to obtain aid for a new 
project rather than for the expansion of an existing project, 
or the repair and maintenance parts needed to keep existing projects 
going, or the import of raw materials required for their operation, 
or the additional expenditures (largely local wages) which would 
be needed to utj.lise existing plant more fully by multiple shift ' 
work. There has been some improvement particularly in the 
direction of provIding aid for ,impor-t of required raw materials, 
but the statement is still broadly true. As a ,result we have the 
extraordinary spectacle of scarce capital standing idle or 

'under-utilized although no doubt deficiencies in management, 
income distribution, plannihg etc. aloo playa large part in 
this. Aid given for the more effective utilisation of existing 
capital would nearly always be much more employment-intensive than 
aid given for the introduction of new capital. In fact the kind 
of aid here advocated wo~ld represent the best, kind of intermediate 
t~chnology - capital-saving yet without ,arousing the antagonisms 
conjured up by the idea of a 'different' technology. 

(e) Aid for the financing ' of public works, and especially of 
rural public works, is almost impossible ,to obtain, partly ,because 
there is no single project and partly because the expenditure 
involved is local. Food aid is ' a fo~n of aid particularly useful 
f'or the :financing o:f public works and labour-intensive ,development 
in general. No doubt food aid can be harmful if it depresses 
prices :for local farmers or leads to a slackening ,of domestic effort 
in food production. But ',it- would be throwing out the ,baby with 
t.he bath wat,er to go slow Ot ', ,food aid rather than ,administer 1 t 
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i n . ouch a way t~ . t it has no undesirable side e~fects. It is to 7 
· be h op -cl of' cou r- ~ that .f'ood ':l id, Yvhich es[ _tinlly doe s not impose 

any r eal s ncrifi _.J on t ho don or of t h e surpl.us food, would be 
conside red as addition8l t6 other a id rathe r than compe titive with 
it~ Pe rhaps for this reason it should 'not be counted within the 
1('" and o. 7% Pearson targets. 

(3) Private Foreign Investment 

The present employment impact of private foreign investment 
is reduced by a number of factors and could be increased by 
changing them. A bare list· must suffice here. 

(a) A foreign firm, ' particularly a multinational firm, 
will almost automatically fall back on the capital-intensive 
t echnology available to it internally through the research 
products, know-how, patents , 'etc. of the head office or parent 
company. 

(b) A foreign fIrm will not wish to be "troubled with 
tho incomprehensible and politically-charged problems of 
handling large masses of' local labour, deciding who should be 
employed and ~10 should be refused employment, etc. The 
employment of capital is the line of least resistence. 

(c) A forei~n · firm . will be ' fa~ed ' with a demand for wages 
much higher than the ' prevailing local labour situation and the 
r e source endowment of the ·country would justify. To push up 
wages against foreign .firms is almost a patriotic duty, and will 
understandably be sUPPoI'ted by the local government as one way ~~l f 
keeping the money in the 'c 'oul1try and reduc~.ng the repatriation of 
proi-'i ts. 

(d) Vfuere one of' the original motives of the foreign 
investment was to use the ' local subsidiary or licencing agreement 
as a ~oothold for selling equipment, spare parts, operational 
raw material, etc., the provision of' secondary local employment 
by ordering locally wi.!l be absent or greatly reduced. 

This is by no means a full list, and no doubt there are also 
countervailing factors at work - including deliberate policies of 
a number of foreign firms - but it will help to indicate some of' 
the changes in foreign investment policies which might be needed 
if we are. to increase its impact on local employment. 

(4) gience al}.d Technol~ 

....J 

Although problems of science and technology are less discussed 
(at least by economists and politicians) than trade, aid or 
investment, in fact this is the area in which the rich countries 
have perhaps the most powerful impact - for better 'or worse -
on employment in tIle ldcs. The dominant fact of international 
life is t ha t it is the richer countries, with one third or less 
of the world's population, which account fOl') 99% of the world' e 
scientif'ic and technological innovation. Admittedly, R&D 
expenditures (on which the 99% figure is based) is a les8 than 
satisfactory input proxy for the output of innovation, and in 
addition it covers only one segment of the relevant inputs; but 
it is the best we have. In some wa~rs, it even tmderstates the 
dominance of the richer countries: such is this dominance 
that even the R&D expendi tur'es of the ldcs are largely dev'oted . 
to ma king a marginal contribution towards "extending the fl'ontiers ' , 
of knowledge", in ways and in directions automatically determined " 
by the conditions and factor proportions of the richer countl:'ieR_ 
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In the SUSR -X Mani~esto-- prepared by group o~ consultants 
to t~lC. UN A~visl. J Comrni ttce on SCtx~ce and Il'ech:r:ology ~ecting at 
the 'Jnl v ersl. ty of' Sus sex last year - we doscrl.bed thlS 
ph.8nOmcno'rl as the 'inter'na l brain dra in', and as perhaps more 
ir.lpori:.nnt and dangerous to the Idcs than the external brain drain 

. (vis il-Ie geographical movement of highly qualified people) which 
has attracted so much more attention. It is on account or this 
internn~ brai'n drain as well as on account of' the low e:f:ficiency , 
of small and s~attered R&D expenditures without adequate ' 
in:frastructnre and equipment (also discussed in the Sussex Mani:festo), 
that one muat be rather sceptical o:f the value of' any targets o:f 
increasing t;he local R&D expendi tures of' ldes f'rom 0.2% of' their 
GNP to 0.5% ~~ any other f'igure, when such ,proposals are made in ' 
isolation. ' 

It is onl~ within the context of' pLanned global change in the 
composition and direction of' scientif'ic and technological 
progress that sUCh a target assumes a constructive meaning. · 
And it is again because or the dominance of rich-country 
technology which~ot only dominates the R&D inputs and controls 
tho Rand D inf'raB~ructure · , but also sets. the tone and determines 
what is considerec.. as 'progress' or 'modern' or 'efficient' even 

i wi thin the Ides - however. ,contrary to their true interests -
~ that any such plarillcd global change must include a restructuring 
o~ the R&D priorities within the richer countries. It is they 
who must redef'ine '~hat constitutes . ' progress' and where the 
'~rontiers of' Jmow:edge' lie. This they must do in such a way 
as to include more o:f the .thinp:s which are usef'ul to the Ides 
(producti~n on a s.l'.allor scale : ' simpler prociuct design, tropica~ . 
prod.uct i:r:provemer:.t, protein f'oods ror yOtUlg children, etc.), anJ. 
:fewer of' 'the things which are directly harmful to them (certain 

, developme~ts in synthetics, automation, machinery with extremely 
high ropn:r and maintenance requil"lements, etc.). ' The target of 
the Pearscn Report that the richer countries should shif't 2~ of' 
theil~ R a~ld D expe:1.di tures in this direction i$ an important, if' 
modest, beginning. . . 

Fo~ the purposes of' our present eli scussion !.t should · 
be note.:! that an tduch change in direction· would -tJe bound to gi ve 
much hi@1er priority to employment intensity, c ap:tal-saving and 
reQucticn of' sopnisticated slcill requirements in c,pera tion, 
mainten.:lncG, etc. And let us not hear too much vf the old canard 

. that c2pital-·intensity is good :for ldcs because it economiseSln-
sl{ills. All the evidence is to the contrary; al'.d the landscape 
of' the Ides is strevm v/ith the evidence of' this f'n:'lacy in the f'orm 
of' unc;c r-utilized, broken down, idle, high-cost 'mcdE:rn' ,capital 
equipTlen t.· ' 

l.opef'ully , in later years those a:fter us will · shake their 
heads incredulously at how we set about this businese. We take 
techuologist.s and other e.xperts involved away :from their :familiar 
environment and dl'OP them in another count l"Y (usually with· insuf'ficient 
briefing), leave them to f'ind houses to live in and sc~ools f'or · I 

the!r children, to . f'ind local counterparts, to f'ind the:ir ways in I 

unf'ami,linr surr'oundings, and all too . of'ten ' whisk them btl.ck ' just , . " 

, . 

'. (1) ~2-~JLPJ~~~Action f'or the A~lication of' Science and 
J ... ec?"Qpo_logy ..i9...1L~.tlQ.P_melll" United Nations Documet1t -
E7AC.52/L.68.of' ·19 October 1969. ,. " 

" ... '. \ 
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when they b ccome -;1'£ GC t i v c . If' thi s readr ' . iJce a p.') rody , 
:few wi th expori~ __ ..! e wOlJ.ld .d.eny tha t it con"L"ins c l ements of truth. 

Surely, the first st ep in a global partners hip must be to use 
"t he wonderi"'ul and dreadful machinery of science and t echnology 
whe T'C it is and whe re it can opera t e most effectively, and 

" r ealise its potent ial blessing f'or world" economic development. 
The s ending of experts abroad and the building up of an 
indigenous scientific and t echnological capacity within the 
Idcs must take place simultaneously, and in alignment with a 
change of "direction of progress within the dominant richer countries. 
The 2~% suggested by the, Pearson Report is less than onc~ 
twentieth ,of what is now sp ent on military, space and atomic 
technology, less than what the richer countries will have 
added to their R&D expenditures betwoen the June day in 
1970 when this is viri tten and the end o:C the same year. 

' And once again, as with trade and aid, the thinking 
within the ldcs will have to change as much as the thinking 
in the richer countries. Feasibility studies of projects 
will have to 'be based on spectra of technology and on pricing 
systems which reflect the real resources and needs of the Idcs. 

I 
I 
I At present, any such movement is only ' too emily resisted as 

evidence of technological colonialism, on ' tho grounds that the 
. , 

Idcs are pormanently to be fobbed off vdth an inferior second-c~ass 
teclmology. Tragically, exactly the oppos i te is true: the 
pr'esent dominance of' a techn.ology appropria te :for the rich countries, 
a dominance obtaining within the Idcs no less than without, 
ensure s a continued handicap for tho ldcs. The present rates of 
population increase, ~he present capital-intensive trend of 
t echnology, and productive full employment are three things 
which simply cannot co-exist. Something has to give and at 
pre sent it is employment. ' 

Here, of course, 'attention should be paid to the great 
step :Lorward token by the world communi ty by the creation of the 
Specia l Drawing Rights. A little of' that progress has rubbed 
of'f on development even at present, in that the ldcs, contrary 
to the original intentions, at least participate in tho 8DRs to 
tho extent of their IMF quotas. Perhaps more important is the 
widespread "conviction which has emerged that now the SDHs have " 
be~n safely "- and one hopes irrevocably - established, their ' 
potential for world devolopment can be sa:fely utilised without 
damage to their original and primary purpose. The technique :for 
doing this is less important than the decision itself', although 
the opportunity to strengthen multilateral channels s eems too 
good to miss' - killing three bi!,ds wi th one stone! 

The b alance o:f payments objection to increased aid to the . 
Ides was never too convincing, except possibly as a question of 
re-distributing the overall burden o:f aid among the richer 
countries. It could always be pointed out that as long as 
the Ides did not use aid to increase their foreign exchange 
r e serves - and with exceptions the main criticism o~ their 
policies was exactly the opposite - there was never a~lid balance 
o~ payments argument against increases in overall aid. Now, 
with the creation of the SDRs we can go a step :further. The 
richer countl"'ies, taken together, will not only not have a 
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balance of payments ' deficit, but they will in fact have a 
pus::' ti. 't,t (; bnJ.8. :c.r:e of · p~".~.rrr~I'~:·I.t 8 Guy-·pluG. '11ho C8.80 for linking 
this now prog~~G8 in intu r~a·tional relations with a step forward 
in dovelopment . . ;:1I :~r.; 5 .:~ t-::l:i ;.:'~ t-? [=,;,:': (: ;JlS vory 'strong - but what better 
diro:'·~ .. "" ~ 't'~:2,n ':' c' ~:. ~ .. , .. !.:. ': .. \. ' j. :_~ ' c.-,: ·,n. no l."c spc:~ : ::.. . .c ·.~cally w~. th the 
ot .:~ :~ ':, L.1-;;-:; 0:' ~; '. l~;:). )' :: , '~~'. 'j,,,-:,,;,:, ,, r., .. .. ;:. ~;" :.'. ,:~:. ' ;~ .L VC G~iIJloym.cnt for tho yeung 
in tilG :e.(; .. T '" . .. 
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TO: 

FROM: 

SUBJECT: 

I If/ Jy-~ /~, t~ /./ 
INTERNATIONAL DEVEL~~~ ~T I INTERNATIONAL BANK FOR INTERNATIONAL FINANCT f~ 

AS SOC I AT! ON RECONSTRUCT I ON AND DEVELOPMENT CORPORATION ---

!·!r: ~s~~rt s. ~~~~~:.7 MEMORAND~~~~')!:s~r ~! t!t /t z, 
I. P.M. Ca;~:·~ .. ~~ <"LI'(_! CY~¢d -._,~(1 •. {¢~ 
Pakistan - Country Program Paper ~~~0 a: N L 

496 
The present ·schedule calls for a meeting wi tb you on November 2 

to review the Country Program Paper for Pakistan. As it is now expected 
that Pakistan 1 .. 'ill devalue around the end of October, I do not think 
that a meaningful paper can be prepared for a meeting of that date. 

In particular, 1..re are not able now, v.'i th devaluation looming 
ahead, to prepare a. meaningful lending program. One reason is that 
devaluation will inevitably require a thorough review of the current 
annual development program and plans for next year, as prices v.'ill 
change and priorities have to be reconsidered. Another, and more 
important, reason, is that, v.re do not know at the moment what resources 
the Government v-.rill have available for its development program after 
devaluation. Our latest assessment of the budgetary outlook indicates 
that the rupee availe1bili ty ""rill not permit much of an increase in 
development spending over last year 1 s level, if any, thus confirming 
our worst fears about the budget. Further, it appears that the 
exchange reform, as novJ agreed with the I.I\1.F., will entail a further 
substantial cu.t ·. in the development program as rupee resources will 
be preempted by -vJide-ranging subsidies to be introduced to cushion the 
effect of the reform and by the increase in rupee cost of Government 
exchange payments. I have written to Dave Gordon (copy attached) 
asking him to call on the Finance Hini ster to explain our concern 
and urge that the subsidies now contemplated be reduced and measures 
taken to raise addi tiona1 revenues to protect the development program. 

By the end of October, T,.re should know broadly what the Government 
intends to do with respect to the budget. ~~e should also have a 
fairly good idea v.rbat support the Consortium -vrill give to Pakistan for 
the exchange reform. Our resident staff in Islamabad and Dacca has 
already done a good deal of preparatory work on the budget. Nonetheless, 
I expect that it will be fairly close to the end of the year before 
the necessary work on revising the current development program and 
reassessing the outlook for next year 1 s budget will be completed. 

I therefore propose postponing your review of the Country Program 
Paper to a. date as early in the new year as 't·Je can manage in the 
circumstances as they emerge. 
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FORM No. 89 
(2.66) 

INTERNATIONAL BANK FOR 
RECONSTRUCT ION AND DEVELOPI 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

Mr . McNamara 

Please find attached a letter delivered 
to me today by the Ceylonese Ambassador, whic 
he said should be regarded as replacing the 
letter of July 6th, also attached, which had 
been sent by mistake (a "secretarial" error). 

I would like to talk to you about this. 

From 
J. 



IN REPLY , PLEASE 

Mr . Robert S. McNamara 
President 

16 July 1970 

or~;::~n!:mby l; ~ !/t /t 1 

c~o~~r 
2148 WYOMING AVENUE, N . W . 

WASHINGTON, D. C. 20008 

International Bank for Reconstruction and Development 
1818 H. Street, N.W. 
1ashington, D. C. 20433. 

Dear Mr-. President, 

As you know, the following loan and development credit 
agreements have been signed on behalf of the Government of 
Ceylon on the dates, and in respect of the projects set out 
below: 

Project Credit/Loan No. Signed Effective 

Haha veli Ganga Credit No. 174 30 Jan 70 rTot yet 
Development Loan No.653 effective 

Fourth Power Loan No.636 28 Jul 69 19 Jan 70 

Highway Credit No . 133 12 Nov 68 12 Feb 69 
Loan No.569 

You will appreciate that the new Government has inherited 
the legacy of an acutely adverse financial and balance of payments 
position. Consequently the Government has felt compelled to review 
its priorities in the field of development, taking into account 
the desirability of utilizing and developing to the fullest extent 
Ceylon 1 s own resources in manpower and technology in an • . • 2~ •• • • 
effort to reduce the need for external borrowing. 

In the course of this review the Government may need to take 
certain decisions which could have a direct bearing on the agree
ments relating to the projects mentioned above. I would like to 
seek your co-operation, and that of your staff in implementing 
those decisions in a manner satisfactory both to your Institutions 
and to my Government. 

Accordingly, • • • • page 2. 

*mutilation 



- Page 2 -

Accordingly, I would like to suggest that a team 
of your officers meet with my Government representatives 
as soon as possible in order to discuss and resolve the 
many issues that must necessarily arise in connection with 
this review. I plan to attend the annual meetings of the 
Bank and Fund in September, and should there be any major 
issues then remaining unresolved I would be glad to discuss 
them with you at that t~ime. 

The Government of Ceylon appreciates the willingness 
of the Association and the Bank to undertake the financing 
of these projects, and the work of their staff in the prepa
ration of the projects. \ile shall look forvrard to continuing 
cordial relations that have always existed between your group 
of Institutions and Ceylon, and would welcome their advice 
and -assistance in dealing with the problems that lie ahead 
of us. 

Yours Sincerely, 

N. M. Perera 

Minister of Finance, 
Governor for Ceylon. 



FORM N-l . 89 
(2.66) 

INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOP~ 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

INTERNAJIONAL FINANCE 
CORPORATI ON 

ROUTING SLIP 

1. Mr. 

2. Mr. Cargill to handle 

Remarks 

Copies have gone to Messrs. Knapp, 

Broches/Aldewereld. 

L.E. Christoffersen 

From 

- < 



IN REPLY, PLEASE 

QUOTE REFERENCE NO. 

PHON~ 202 HU . • 402e 

JUL 13 REC'I 

2148 WYOMING AVENUE, N . W. 

13 July 1970 

Mr. Robert S. Me Namara 
President 
International Bank for Reconstruction and Develop ent 
International Develop ent Association 
1818 H. Street, N.W. 
Washington, D.C. 

Dear Mr. MoNa ra, 

WASHINGTON , D. C. 20008 

I have been requested by the Government of Ceylon 

to forward to you the enclosed letter from the Honorable 

Minister of Finance of Ceylon, Dr. N. M. Perera. 

Enclosure: 

Yours sincerely, 

~~ 
O. Weeras inghe 
Ambassador of Ceylon 
to the U.S.A. 
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OFFICE OF THE FINANCE MINISTER 
CEYLON 6th July,1970. 

'7 
Dear Mr. President, 

As you know, the following Loan and Development 

Ored! t Agreements have been signed on behalf of the Govern

ment of Ceylon on the dates, and in respect of the projects 

set out below : -

Project Ored! t/Loan 1'0. Signed Effective 

Mahaweli Ganga Credit No.174 30. 1. 70 Bot yet effective 
Development Loan 11'0.653 

Fourth Power Loan Bo.636 28. 7. 69 19.1.70 

Highwq Credit 1'0.133 12.11. 68 12.2.69 
Loan 1'0.569 

You will appreciate that the new Government 

which pledged itself during the General Elections campaign 

to review these agreements, one of which had been placed 

before Parliament on the very eve of dissolution, was in 

duty' bound to conduct its pledged review in the new political 

climate and in relation to the outlook and expectations of a 

resurgent people. Further the new Government inheriting the 

legacy of an acutely adverse financial and balanoe of p~ents 

situation and faced with the need to minimise external 

Cntd ••• P/2. 
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CEYLON 

borrowing, was compelled to review its priorities in the 

field of development. The Government had also to take 

into account the desirabilit,y of utilising and developing 

to the fullest extent Ceylon's ow.n resources in manpower 

and technology in the execution of these projects. 

In the circumstances, we have, af'ter very 

careful consideration come to certain decisions which 

have a direct be~ing on the agreements relating to the 

projects above-mentioned. 

Wi til regard to the Hahaweli Ganga Development 

Project, the Development Ored! t and Loan Agreements tor 

which are not 7.t erfective, it has been deoided not to 

take the remaining action required to bring those Agreements 

into efrect b,y the new terminal date for effectiveness, 

July 31, 1970. It is our understanding that in the absence 

of such action, Section 10.04 of the General Oondi tiona 

Applicable to Development Credit Agreements and Section 

11.04 ot the General Conditions Applicable to Loan 

Agreements would operate to terminate the Development 

Credit lmd Loan Agreements for ~s Project, and all 

obligations of the parties thereunder. 

Cntd ••• P/3. 
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As to the Highwq Project, it has been deoided 

to cancel the amount of the Development ered! t not withdrawn 

from the Ored! t Account and the amount of the Loan not 

withdrawn from the Loan Acoount, in accordanoe with Section 

5.01 of the Development Credit Regulations No.1 of the 

Assooiation dated June 1,1961, as amended February' 9, 1967, 

and Section 5.01 of Loan Regulations Bo.3 of the Bank dated 

February' 15, 1961, as amended February 9,1967. Telegrams 

effecting cancellation were dispatched to the Association and 

the Bank on June,1970. I would appreciate it if those 

communications were accepted as notice to the Bank as required 

pursuant to the Regulations. 

Wi th regard to the Fourth Power Project , it 1s 

proposed to seek the Bank's agreement to certain modifications 

of the Project and to negotiate oorresponding Changes in the 

Loan Doouments for the Project. 

I would like to stress that the Government of 

Ceylon have not deoided lightly upon the measures outlined 

above. On the contrary, this aotion is being taken on the 

recommendation of three Committees of experts appointed by 

the Minister of Irrigation, Power and Highw~s, who have just 

Cntd ••• P/4. 
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completed a detailed study of these projects. The 

Government is in full agreement with this recommendation. 

I would like to seek your co-operation, and 

that of your staff in implementing these measures in a 

manner satisfactor,y both to your institutions and to mw 

\ 

Governaent. Accordingly t I would like to suggest that 

a team of your officers meet with my Government's 

representatives as soon as possible in Colombo in order 

to work out the financial and other implications of these 

measures. I plan to attend the Annual Meetings of the 

Bank and the Fund in September, and should there be any 

major issues then remaining unresolved I would be glad to 

discuss them with you at that tiE. 

The Government of Ceylon appreoiate the 

willingness of the Association and the Bank to undertalce 

the finanoing of these Projects, and the work of their 

staff in the preparation of the Projects. We shall look 

forward to oontinuing the cordial relations that have 

alWCQ"s existed between your group of institutions and 

Cntd ••• p/5. 
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Ceylon,and would welcome their advice and assistance in 

resolving the problems that lie ahead of us. 

Mr. Robert S. MacNamara, 
President, 

Yours sincerely, 

(N.M. Perera), 

MIBISTER OF FINANCE, 
GOVERNOR FOR CEYLOlf. 

International Bank for Reconstruction 
and Development, 

International Development Association, 
1818 H Street, N.W., 
Washington D.C. 20443, 
u. s. A. 



TO: 

FROM: 

SUBJECT: 

Mr. I.P.M • Cargill 

William M. Gilmartin 

Do Capital Goods Imports Signify Bank-type Projects 

At the recent meeting of the Executive Directors 

industrial import credit, the Director for France noted that Indian 

capital goods imports in 1969 were about $700 million. This suggested 

to him that a capital goods import level this large should offer scope 
..,. la'&-, 

for Fea~ Bank/IDA operational objectives in India on the basis of the 

capital goods import components of particular projects. This is a non-

sequitur and, I believe, wrong even though there are no detailed studies 

of the nature of the uses to which capital goods imports are put. There 

are, however, reasons for questioning the relevance of the $700 million 

to the issue of conventional financing in India. 

The first and probably obvious point is that $700 million, while 

perhaps a large capital goods import figure for most developing countries, 

is relatively small in India. It represents less than 15% of the total 

public and private gross investment. Furthermore, it should be noted 

that the $700 million includes an unknown but probably significant amount 

of militar.y equipment. Hence this figure of something less than $700 million 

is hardly impressive when compared with Indian production of comparable 

categories of capital goods which is over three times as large, or when 

spread out over a range of total investments adding to about $5 billion. 

It is known that the spread is fairly thin from the standpoint of 

particular projects. Concentration of imported capital equipment is large 

only in the case of fertilizer and other petro-chemicals; for certain kinds 

of specialized operations such as heavy dredging and off-sh6re oil 
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explorations; and for airplanes, ships and some types of heavy earth moving 

and mining equipment. Otherwise the capital goods imports (non militar,y) 

are mainly for replacements, balancing equipment, small proportions of 

special and sophisticated equipment supplementary to Indian-made equipment 

in a wide range of public and private investment activities. 

This pattern is reflected in the Indian Government's statement on 

project aid requirements presented to the 1969 Consortium meeting. The 

list of so-called project requirements added to $658 million. These 

represented proposals for commitments to be disbursed over an unspecified 

period extending for more than one year. Within this total, the only 

sizeable equipment items for particular projects in the usual Bank sense 

were for 10 fertilizer projects of various sizes, a few downstream units 

linked to a Naptha Cracker Plant, and a PVC, and a Caprolactam project. 

These in total required about $270 million of imported equipment. Other 

of the larger single items were for civil airplanes and airport installations, 

dredging equipment and semi-program financing of imports for the railway 

and telecommunications investment programs. These items accounted for 

about 75% of the total. The remainder consisted of miscellaneous capital 

equipment for a wide variety of firms and purposes -- all small or other-

wise not in accordance with Bank project patterns, e.g. $60 million of 

imported equipment for about 40 different manufacturing firms, $10 million 

of equipment for a large number of major and minor irrigation works, $20 

million of equipment for several different public and p~ivate mining projects, 

etc. 

All this suggests the spread and variety of purposes to which 

capital goods imports are put and the doubtful nature of the assumption 

that capital goods imports in India necessarily means Bank-type project 

possibilities. 



RECORD OF CONVERSATION April 20, 

SUBJECT: IDA Third Replenishment - Germany 

Dr. Hanemann called on Mr. McNamara this afternoon at the la. 
request. I was also present . 

. 2. Mr. McNamara said that he had felt that it might be useful for 
Dr. Hanemann to know of one or two developments which had taken place since 
the London Meeting of the Deputies. 

3. We told Dr. Hanemann that the Japanese Government had stated that they 
would be willing to agree to a figure of $1 billion a year for the Third 
Replenishment if other governments would do so also. They had also implied 
that in certain circumstances they might accept some increase in their share 
of the contributions. In addition, we had been told that two or three other 
governments were reconsidering their position and might be ready to support, 
in Vienna, a high figure for the Third Replenishment. 

4. Mr. McNamara said that all that had happened since last December con-
firmed his feeling at that time that the role of Germany would be crucial. 
Had Dr. Hanemann any further news of the German position? 

5. Dr. Hanemann said that the German Government had not yet taken a final 
decision but he believed that they would do so this week. Dr. Schiller still 
thought, as he had told Mr. McNamara in December, that replenishment at the 
level of $1 billion was not within reach. When Mr. Moeller had said recently 
in Washington that Germany would not stand in the way of an agreement at a 
level acceptable to the U.S. Government, he was to be understood to have meant 
that some compromise would be found between the two extremes of $400 million and 
$1 billion. He (Dr. Hanemann) did not interpret this as meaning that the German 
Government would necessarily fall into line with the U.S. Government. The 
position was, therefore, still open. Dr. Hanemann then referred to the position 
of the French Government. This, he said, had varied but if they made no advance 
on a figure of $500 million, the German Government would certainly go higher. 
He himself had told Mr. Plescoff that the French Government would probably find 
themselves isolated even if they went as high as $600 million. He was aware 
that the French Government considered that they were entitled to some reduction 
in their share of contributions. 

6. Mr. McNamara said that while he did not feel himself at liberty to disclose 
what he had learned 0f the French position in Paris, he could say that it was 
clear that in certain circumstances they would accept' a figure for the Third 
Replenishment substantially higher than the figure of $500 million which they 
had first mentioned. This, no doubt, might be coupled with some request for 
reconsideration of their share. Other governments might feel that there was 
some ground for this request and it might prove possible to find an answer to 
this question which would enable the French to accept a high figure. 

7. Dr. Hanemann expressed great interest in what Mr. McNamara had told him 
and asked whether he could pass it on to his government. 
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8. Mr. McNamara replied that in the light of this conversation he felt 
that it might be desirable for him to send a personal message to Dr. Schiller, 
sending a copy of it at the same time to Herr Moeller . . He would ask Dr. Hanemann 
to cable these messages and he would, of course, be free to add any comments 
of his own that he wished. 

&f~ 
'-. . ~ 

D. H. F. Rickett 
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International Bank for Reconstruction 
and Development 

Washington, D. C. 20433 

B~~ 606-, 
This is a short postscript to the record of our recent discussions 

which I sent you with my letter of March 6th. John Adler can supplement it 
in detail. 

The main discussion on the amount of the Third Replenishment took 
place during the morning session yesterday. The Canadian Delegation asked 
me to calIon them on the previous evening and showed some hesitation about 
giving outright support to a figure of $1 billion. They feared that this 
might have the effect of driving the Common Market countries into a corner. 
I said that the French had already taken up a very restrictive position at 
the Paris meeting and tha t unless we had a further discussion we should lose 
the benefit of declarations of support from those countries favouring a high 
figure. If we were to have such a discussion, it would surely arouse doubts 
and speculations if the Canadians did not maintain the attitude which they 
had adopted in Paris. Hudon finally agreed with this view. I believe that 
Willian Clark had spoken in the same sense to Maurice Strong. 

I also saw Petty before the meeting and he confirmed that the United 
States would speak in fa¥our of $1 billion though, since the President has 
not yet made his promised statement on the Peterson Report, he (Petty) would 
say that "the U.S. Governor (i.e. the Secretary of the Treasury) intended to 
recommend to the President that the United States support a figure of ¢l billion. 
I suggested that it would have a good effect if he could a SO add that the 
United States would not ask for balance of payments safeguards since I knew 
that Geoffrey Wilson would raise this point. Petty did not, however, feel 
able to go SO far at the present stage. They apparently think this point 
may have some bargaining advantage with the Common Market countries later. 

Geoffrey Wilson opened the discussion and spoke on the linmwhich he 
had indicated to me before the meeting. He was followed by Grooters who spoke 
quite unequivocally in favour of tl billion. This was extremely satisfactory 
and must, no doubt, have been a surprise to some of his Common Market partners 
(the Belgians and Italians did not expect him to do so). The figure of ¢l 
billion was then firmly supported by Sweden. The Canadians also spoke in 
favour of it though they added the usual formula that- this was "subject to 
the provision of the necessary funds by Parliament". Petty then spoke for the 
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United States on the lines he had indicated and was followed by the Norwegian, 
the Dane, and the Finn. There were thus, as we had hoped, eight oountries 
representing 65% of total contributions who spoke in favour of a figure of 
¢l billion. 

The remaLn1ng countries voiced doubts in varying degree. Only the 
French, however, and John Stone for Australia specifically supported the figure 
of $500 million. Rene Larre repeated the arguments whioh he had used in Paris 
about the level of French aid and the importance of the bilateral e ement in 
their program. He also raised the question of the Bank's capital and, at this 
point, I made a statement on the lines approved by you. There was, however, no 
reference to the question of supplementary finance. The German, the Italian, 
and the Belgian all said that their governments had not yet taken a final decision. 
The German and the Belgian added, however, that they doubted whether a figure of 
$1 billion would be attainable, and implied that they would support a figure 
closer to the lower end of the range. Suzuki, for Japan, also doubted whether 
a figure as high as $1 billion was practicable. Austria and Luxembourg also 
expressed doubts about the high figure. The Austrian representative said that 
he did not know what the views of the new government would be but that the 
Treasury felt that the increase in IDA contributions should take into aocount 
the decline in the purchasing power of money and the expected increase in public 
revenues but should not go further than that. He therefore associated himself 
with the views expressed by the Frenoh and German delegates. 

The discussion therefore had the effect, to some extent, of bringing 
out more clearly the opposing points of view but everyone was well aware already 
that this difference existed. What seemed to us enoouraging was that the supporters 
of the high figure spoke with greater precision and firmness than the supporters 
of the low figure who clearly did not wish to commit their governments on the 
figure which they would finally be willing to adopt. They were clear only that 
;1 billion was a good deal too high. 

It was also noticeable that Rene Larre included in his speech a reference 
to the possibility that France might either take no part in the Third Replenishment 
or would do so at some lower level. No representative held out any hope at this 
stage that his government would raise their percent~e ~ntribution except the 
Norwegian who said that they would go up from O.9%~oJ{~ed that the total were 
¢l billion. In conversation with me at luncheon today, Klackenberg also hinted 
that the Swedes might be willing to increase their percentage share, perhaps on 
a rising soale, but questioned whether it was good negotiating taotic& to say 
this openly at the present stage. This would only encourage other countries 
to ask for a reduction. I suggested that when they were ready, the Swedish 
Government should let us know privately what their intentions were. 

I will not trouble you with the details of the discussion on the adjust
ment of voting rights and on the possibility of changes in the procedure for the 
deposit and encashment of notes. Voting rights, in particular, will have to be 
discussed again at the next meeting in the light of the views of the Part II 
countrie and in the light of a further paper which we have promised on the 
amendment t o the Articles. 
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You may like to know that John Petty was leaving for Paris this evening 
and is going on to Bonn tomorrow evening where he will see Hankel. He has certain 
ideas which might help to resolve our burden sharing difficulties which he did 
not wish to elaborate further at this stage until he has sounded out some of the 
important parties. 

In saying goodbye after the luncheon today, de Larosiere remarked that 
Rene Larre had been very pleased with the meeting "and that the French Govern- "~~ 
ment would explore the whole question thoroughly with you in your discussions ~ 
next week". Whether this is more than mere politesse, I cannot say. I 

The German attitude was also rather more forthcoming than I had expected 
it to be. Adler and Karasz both talked to Koinzer and he said that he would sub
mit the whole matter to his government. He said that the real difficulty in Bonn 
lay in the Ministry of Finance and that the Minister, in particular, was adamant 
that t600 million was as high as they should go. This seems to us to underline 
the importance of a visit by you in April to Bonn. 

Petty also thought that the U.S. Government and you, yourself, might 
talk to Brandt when he comes to Washington later this month. 

We agreed,in conclusion, to fix provisionally a further meeting of 
the Deputies in Vienna on the 27th and 28th April at which there will be a 
further discussion of voting rights, including an amendment to the Articles. 
This will also give an opportunity of taking s,tock of the position regarding 
the amount and the sharing of the burden. It was noticeable that very little 
was said on this latter topic during the present meeting. 

All things considered, I think the meeting went off as well as we would 
have hoped or expected but there is obviously a lot to be done before a satis
factory result can be achieved. 

D. H. F. Rickett 
Vice President ~JO.W~ 

0~-
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I enclose a brief summary of the talks which John Adler 
I have had with the representatives of various governments. 

It was somewhat disappointing to find in Rome that Colombo 
and Carli took the view that they were committed to their Common 
Market partners to support a figure of no more than ¢500 million. 
We, therefore, were obliged to concentrate on the rather limited 
objeotive of getting them to hold their hand in order to give you 
time to work on the French and t he Germans. We also adopted a 
simi1 ar line in spe aking to the Belgians. 

On the other hand, it is extremely encouraging that the 
Netherlands is taking a robust line and will stick to t heir figure 
of $1 billion in spite of what was said in Paris last week. 

The British position also seems to have developed in the 
right direction and, according to Geoffrey Wilson, the Prime Minist er 
spoke very effectively on the subject of IDA in his talks 'with 
Chancellor Brandt. 

John Adler will be able to give you a further and fuller 
report when he gets to Washington. 

Mr. Robert S. McN amar a 
President 
International Bank for Reconstruction 

and Development 
Washington, D. C. 20433 

D. H. F. Rickett 
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Italy 

I.D.A. THIRD REPLENISHMENT 

LONDON MEETING - MARCH 9TH AND 10TH 

SUMMARY OF PREPARATORY TALKS 

Mr . Adler and I visited Rome from March 2nd to 5th . During 
our visit we entertained Governor Carli and Dr . Ossola to dinner and 
also had a meeting with the Governor at the Banca d t~talia . We also 
called on Minister Colombo at the Treasury . The It~lian Executive 
Director , Mr . Rota , was present on all these occasions o 

In discussion with Governor Carli he made the following points:-

(i) The present political situatiori in Italy was extremely 
difficult and this was having repercussions on the economic situation o 

The lira waS fundamentally strong and it was , in fact , desirable that 
the Italian current account surplus should be reduced since it was 
not appropriate for a country, at the stage of development of Italy , 
to transfer real resources abroad on such a large scale . It went 
without saying, however , that the present rate o f capital outflow, 

_ which was more than double the current account surplus , should be 
brought into line wit tIe current account in order to avoid further 
losses of reserves ; 

(ii) Because of the present political and economic situation 
this was a bad moment for the Italian Government to assume fresh 
commitments towards IDA on an increased scale . He recognized that 
the real economic effect of these commitments would not be felt 
until the mid- 70 ' s , nor did he regard the difference between an 
Italian contribution at the rate of $20 million a year (corresponding 
to a total reple~ishment of $500 million) and one of $40 million a 
year (corresponding to a total of $1 billion) as significant in 
economic terms . The difficulty was political and presentational ; 

(iii) The economic situation would probably improve over the next 
few months . The recent measures centralizing in the Banca d ' Italia 
transactions relating to the repatroation of Italian bank notes had 
already significantly checked the illicit outflow of capital . It was 
true that large wage increases had been granted but this was the case 
in other countries also and he did not expect the Italian competitive 
position to be seriously affected; 

(iv) The Italian Government would consider itself bound by the 
understanding reached during the discussion between the Common Market 
Finance Ministers in Paris on ~ebruary 24th and could not , therefore , 
at this stage , support a figure for the total o f the Third Replenishment 
at a level higher than $500 million ; 
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(v) He agreed that there was no necessity for the Italian 
representative to mention any specific figure at the meeting in 
London. I said that I would certainly not press him to do ' so, What 
we should like would be to have more time for bilateral discussions 
with Common Market countries before they took a firm position. 

We went over much the same ground with Signor Colombo. He 
said that the discussion in Paris had been brief but that, nevertheless, 
for the present he regarded himself as committed to 'his Common Market 
partners. The matter had been raised by the Netherlands Finance 
Minister who had spoken strongly in favour of a high level of replenish
ment ($1 billion). This had been opposed by the French and German 
Finance Ministers who had taken a much more conservative view. 
Minister Schiller had proposed a figure of $500 million. He, himself, 
and the Belgian Finance Minister had taken a somewhat more liberal 
view. The figure of $500 million, which had been adopted as the 
common position, was no doubt negotiable but a further discussion 
would have to take place before it could be increased. 

I asked Signor Colombo whether he could agree that his represen
tative need not mention any specific figure in London but should 
either not speak or should take a non-commital line. I told him, as 
I had told Governor Carli, that we should like to have more time for 
bilateral discussions with Common Market countries and hoped that in 
the meantime their position would not be fixed too soon. He said that 
he saw no difficulty in agreeing to this. 

The Netherlands 

Mr. Grooters called me on the telephone this morning as he 
had promised to do before leaving Washington. His Minister had now 
authorized him to support a figure of $1 billion at the meeting next 
week. Prof. Witteveen did not consider himself bound to adopt the 
figure of $500 million proposed in Paris. He considered that he had 
fulfilled his obligation to consult with his Common Market partners 
and that he therefore now had freedom of action. 

I told Mr. Grooters that we were extremely pleased to hear this. 
It was agreed that he would speak early in the meeting but preferably 
after two or three other countries had spoken in favour of a figure 
of $1 billion. 

The United Kingdom 

I also spoke this morning to Sir Geoffrey Wilson who told me 
that he was now authorized to speak on Monday in favour of a figure 
of "up to $1 billion". This would be subject to conditions: 
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(i) That no country should ask for balance of payments 
safeguards; 

(ii) That the U.K. percentage share should not be increased. 

In addition, he would state for the record two desiderata:-

(i) That the share of IDA resources going to India should not 
be reduced below the present level of 40%; , 

(ii) That the Association should adopt techniques of lending 
'which would lead to a sufficiently rapid disbursement of IDA credits. 

He agreed that he would not expect me to add anything at the 
meeting to what had already been said on this subject in the 
discussion between Mr. McNamara and Mrs. Hart in Washington. 
Sir Geoffrey expressly asked that he should speak first in the 
discussion on the amount of the replenishment. 

Sir Geoffrey also told me that the level of the Third Replenish
ment had been mentioned by the Prime Minister to Herr Brandt and 
that the Prime Minister had spoken strongly in favour of a high 
figure. Herr Brandt had suggested a figure of $600 million. The 
Prime Minister had said that this seemed to be inadequate given 
that the present rate of commitment was $600 million. (He appears 
to have ignored the effect of the transfer 6f Bank profits.) 

Belgium 

I tried to speak to the Belgian Finance Minister, Baron Snoy 
d'Oppuers, but he was engaged in a meeting of the Council of 
Ministers. I therefore spoke to M. Marcel d'Haeze. I said that 
there was a substantial body of opinion in favour of a figure of 
$1 billion and hoped that, if the Belgian representative could not 
support this figure, he would not mention a figure at all. 
M. D'Haeze said that the Belgian Government could accept a figure 
of $600 million. I said th~t we should prefer that he should 
mention no figure at all. (Mr. Adler and I subsequently agreed 
that while $600 million is better than $500 million, it falls a 
lo~g way short of $1 billion.) 

Swe'den 

I spoke this afternoon to Mr. Klackenberg who confirmed that 
at the meeting on Monday he would support a figure of $1 billion. 
He would prefer not to give, at this stage, a figure for the 
absolute amount of the ' Swe.dish contribution. All he could say at 
present was that it would not be less than the Swedish share in 
the Second Replenishment, i.e. a little over 2% (this excludes the 
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Swedish supplementary and special supplementary contributions). 
Mr. Klackenberg also said that he thought that in the Third 
Replenishment the Swedish Government might wish to revert to the 
practice they had followed in the First Replenishment of paying 
their contribution in the form of non-interest bearing notes 
rather than in cash as they had done for the Second Replenishment. 

Mr. Klackenberg added that the question of voting rights 
had now become a matter of some political interest in Sweden having 
been raised in the Riksdag. I said that I hoped that he would 
give strong support to the proposal which I had made that Part II 

. country subscriptions should be payable wholly in local currency 
and should not exceed $50 million approximately in total. Otherwise, 
I thought it would be very difficult to reach agreement on a practic
able scheme. Mr. Klackenberg said that he would certainly support 
us strongly on this point. 

We also had some discussion on the question whether contribu
tions should be paid in three equal amounts or on a rising scale. 
I said that what mattered to IDA was the aggregate amount of the 
replenishment since this determined the commitment authority which 
we had. It was also necessary that we should encash contributions 
at a rate sufficient to cover disbursements but this, as he would 
have seen from the paper we had circulated, would be sp~ead over a 
considerable number of years. The choice between a level and a 
rising scale of contributions would, no doubt, have political and 
presentational significance and would, of course, .have an economic 
effect in the case of countries which paid cash. I understood from 
Mr. Klackenberg that for budgetary and presentational reasons, 
the Swedish Governmen t might ', on this occas ion, prefer a ris ing 
scale of contributions. 

The result of these preliminary consultations seems to be 
that there will be eight countries accounting for roughly two-thirds 
of total contributions who will support a figure of the order of 
$1 billion (this includes the United States and Canada with whose 
representatives I shall be making contact tomorrow and Monday morning). 
Outright opposition and advocacy of a figure of $500 million will, if 
our efforts have been successful, be confined to two countries 
(France and Germany) an dounting for 18.3% of contributions. It is 
clear also that the figu're of $5.00 million, mentioned in the Common 
Market discussions, is a negotiating figure. The Belgians (and 
probably the Italians) would have been prepared to support $600 
million which is also the figure mentioned by Chancellor Brandt to 
Prime Minister Wilson. 

D. H. F. Rickett 
March 6, 1970 
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