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FoRM No . 57 i NTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: • R b rt o. DATE: ril 9 19 

FROM: 

SUBJECT: Uni 

cc: Mr. Ka.marck 
" Stevenson 
ft de Vries 
" Hawkins 
" Zaidan 



FoRM No. 57 iNTERNATIONAL DEVELOPMENT I IN TERN AT I ONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. obert s. McNamara DATE: April 29. 1968 

FROM: Irving S. Friedman 

SUBJECT: The Bank's Future Role in the Fi ld of Poptq.a.tion 

This m mo gives the background to the draft r ply atta.obed hereto 
to the letter from Gener l Drap r sent to you on a personal basis. 
General Draper's lett r touch s on fundamental questions regarding the 
Bank's position in the field of popul tion; it also raises certain 
technical points which re pertinent to the draft reply. 

The fundam ntal question which arise in any discussion of the 
Bank's rol in this field concernS. the impact on th ork ot the Bank if 
we take a more active 1nt rest 1n population and, more sp cifically, in 
population control policies. The Bank is on record as taking a general 
interest in population problems, expressing its coneern from time to time 
with the del terious effect of high rat s or population growth on the 
economic development of it member countri s. This concern has be n 
expres ed at the highest level, e.g~, statement by successive Presidents. 
In the last twelve months or o, a beginning ha been made to try nd 
incorporate this concern more effectively into our .general country economic 
analyses. The preli inary work in this field ·se ms to indicate that such 
an effort will result in a mor drastic change in our country economic 
analyses than was first thought necessary. The b sic rea on for this is 
an increasing appreciation of the tact that a reduction in the ra.te of growth 
of population is not simplY one of many desirable eono ic ehanges we would 
like to see in our member countries; it would b a development that would 
fundamentally alter the pr~ peets for economic growth of man le s developed 
countries. 

Thus, as a result of a proper a~preeiation of the population factor, 
it will be necessary to look. at ll aspects of economic development in the 
light of a two-way relationship b tween the rate o growth o~ population, 
on the on hand, and all other economic policie on the other. It 1s alear 
that population may be affected by many aspects of economic policy at th 
sam time as population changes thems lves react back upon the policy choices 
open to governments. The analytical re son tor thi .. gument a.re contained 
in th attached draft memorandum entitled, The ~r~atment, of Population in 
Bank Ecollomic Reports, 'Which is being prepared for discussion by Bank country 
economist in order to h lp them in their ana1ysis of the population factor. 

Ha ing indicated our own broad approach to the problem of population 
controls and t relation to th · development process t w still cannot accept 
General Draper' assertion in his letter that •without o e r a.sonable population 
ba.l.anoe in mot of the poorer countries none of these de cired results (education, 
agricultural a.nd industrial investment~ ~) are pos ible. n ( E.mpha.si added.) 
The fact i that, although population may be retarding economic progress in any 
countries, such progress is being achi ved in some countries where population 
growth is high . 
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FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

. . 

11'-lTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: April 29, 1968 

Irving S. Friedman 

Status of Report on Economic Five-Year Projections 

As at the end of business, Friday, we had received first drafts on 
Ethiopia, the three East African countries, the U.A.R. and Turkey. 
These are now in various stages of review, with Ethiopia and the U.A.R. 
most advanced. 

We expect to have the first drafts of the Latin American countries, 
with the exception of Brazil, this week. 

Our draft on Indonesia has run into rather serious statistical 
problems, which we hope can be overcome. 

Mr. Aldewereld has been informed of the above. 

~ask-tent f .as n 



FoRM No. 57 INTERNATIONAL DEVELl 
ASSOCIATION 

.NT I INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

"~~OFFICE MEMORANDUM 
TO: Mr. Roberj S. McNamara DATE: April 18, 1968 

FROM: Irving S. Friedman 
Presiden has s"en 

SUBJECT: Economic Work in connection with Five-year Program 

. ; 

This is to report briefly on the status of the economic country work 
in connection with the overall five-year program, and I will try to report 
frequently, as requested. 

Turkey and Yugoslavia continue to be included because they are 
relatively important as recipients of development finance. Moreover, they 
are the only two countries being done at this time by the European Department. 

I am not particularly pleased with the proposed delay on India until 
the latter part of May. However, the Asia Department feels strongly that 
this is best done by our team in Delhi, and the country economist, Mr. Waide, 
is going out to Delhi very shortly. As it happens the Economic Committee is 
reviewing this afternoon a paper prepared by our staff in India for the forth­
coming consortium meeting on the economic situation, but it is essentially an 
up-dating paper, emphasizing current developments and the outlook only for the 
next year. It may help us, however, to make some tentative judgments on the 
five-year outlook until we have something more appropriate from the field 
office. 

The countries listed in the attached table are!/ 

AFRICA: Ethiopia, Ghana, Kenya, Tanzania, Uganda, Nigeria. 

ASIA: Philippines, Pakistan, Korea, Malaysia, India, Indonesia, 
Thailand. 

MIDDLE EAST 
AND NORTH AFRICA: U.A.R., Tunisia, Sudan, Morocco. 

EUROPE: Turkey, Yugoslavia. 

WESTERN HEMISPHERE: Brazil, Argentina, Chile, Colombia, Mexico, Peru. 

!/As compared with the original table sent to you on April 12, we have dropped 
Congo(k), and added Ethiopia, the Philippines and Chile. 

cc: Mr. Knapp 
Mr. Aldewereld 
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,: 
Country 

AFRICA Ethiopia 

Gb,ana 

Kenya 
Tanzania 
Uganda 

Nigeria 

ASIA Philippines 

Pakistan 

Korea 

Malaysia 

India 

Indonesia 

Thailand 

MIDDLE EAST 
AND 
NORTH AFRICA U.A.R. 

Tunisia 

Sudan 

ECONOMIC WORK IN CONNECTION WITH FIVE-YEAR PROGRAM 

Economist Timing 

Kochav/Khandker On schedule 

Hammel/Hansen On schedule 

Bruce/Krishna/Shourie On schedule 

Hansen Late (one week) 

Alisbah April ?6 (first 
draft) 

Hablutzel May 3 ( - do -:--

Reif April 26 ( - do -

Khan/Niebuhr April 26 ,(- do-

Waide May 24 ( - do -

Tims April 19 ( - do -

Blobel April 26 ( - do -

Karaosmanoglu On schedule 

Mabouche On schedule 

Hilmy On schedule 

Remarks 

Plan under preparation. 
Detailed analysis available. 

Emphasis on reconstruction. 
No plan. 

Detailed analyses available. 

Qualitative only, including 
data recent past. 

No official plan. 
Need assumption on Vietnam spending. 

Detailed projections available 
until 1970. 

Consultative Group meeting in April. 

Have projections until 1970. 

Mainly qualitative, in view of 
great policy uncertainties. 

Mainly qualitative analysis. 

Tentative. May have to be 
dropped from present exercise. 

Projections heavily dependent 
on political factors. 

Economist preparing for 
Consultative Group meet ing. 
National income accounts poor; 
investment proj ect ions hignly 
tentative. 
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MIDDLE EAST 
AND 
NORTH AFRICA 
(Cont'd) 

EUROPE 

WESTERN 
HEMISPHERE 

April 18, ·1968 

Country 

Morocco 

Turkey 

Yugoslavia 

Brazil 

Argentina 

Chile 

Colombia 

Mexico 

Peru 

- 2 -
Economist 

Westebbe/Torelli 

Schaad/Dubey 

Simmons 

Lerdau 

Dosik i 

Quijano 

Teigeiro 

Ross 

van der Heij den 

Timing 

Late 

April 26 (first 
draft) 

Late 

May 6 

On schedule 

On schedule 

On schedule 

On schedule 

On s chedule 

Remarks 

Projections to be completed 
after Economic Report for Consulta 
tive Group (deadline May 10). 
Uncertainty re readiness of 
agricultural projections. 

1967-72 plan available. 
Assessment to be firmed up by 
economic mission scheduled for 
June. 

Paper to be prepared upon 
return of economic mission 
about April 22. 

To be prepared upon retur n 
(April 22) of economic missipn 
now in Brazil. 

No quantified sectorial detail. 

Mainly qualitative, except 
balance of payments. 

No detail on long-.term investment 
projections. 

No problems. 

No detailed plan available . 

... 



FoRM No. 57 I NTERN.ATJ ONAL DEVEL\. _NT 
ASSOCIATION 

TO: Mr. Robert S. MeN 

INTERNATIONAL FINANCE 
CORPORA T1 ON 

EMORANDUM 
DATE: April 17, 1968 

FROM: Irving S. Friedman 

suBJECT: Study on the Stabilization of Prices of Primary Products 

Pursuant to my memorandum of April 16, we understand that Mr. Schweitzer 
announced today to the Fund Board that the outline· of the study will be circu­
lated shortlyo Considerable interest in the outline was expressed by the 
Executive Directors for Canada and for some Latin American countries. 

I recommend that you announce 
lation of the outline to our Board. 



FoRM No. 57 

. TO: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

-~\\ OFFIC~ ~1MORANDUM 
Mr. Ro~ert S. McNamara~ DATE: April 16 1968 

FROM: Irving S. Friedman ee 
SUBJECT: 

. . 

Study on the Stabilization of Prices of Primary Products 

Attached hereto is a draft outline of our Study on the Stabilization 
of Primary Products, which has been prepared by the Bank and the Fund in 
response to the Rio Resolution of last September. It already incorporates 
comments received from the Senior Staff and has not been circulated sooner 
because we were waiting for the Fund staff to have a chance to clear it 
with Mr. Schweitzer. I recommend its circulation to the Executive Directors. 

As you are aware we are trying to do a joint study with the Fund on 
Part I dealing with the economics of the problem, and Mr. Avramovic is 
heading up the Bank group on this matter-- he has been in close .touch with 
the Fund staff. They are now clearing this draft outline with Mr. Schweitzer, 
before sending it to their Executive Directors. 

It will be noted that the attached draft outline is ~uite comprehensive 
and even ambitious, but only covers Part I. We will probably delete or 
treat lightly some of the material, as indicated in the head note. 

You may wish to announce to the Board at the next meeting that the out­
line will be circulated. We understand that Mr. Schweitzer may communicate 
this to the Fund Board on April 17. 

In response to a re~uest from Mr. Donner, Mr. Woods promised that there 
would be a Board discussion of the outline. This is likely to be a difficult 
discussion, if for no other reason that that it will involve complex 
technical issues, with sensitive policy implications. 

Attachment 



MATERIAL FOR OUTLINE TO BE PRESENTED TO BANK AND FUND BOARD 

STUDY ON PROBLEM OF STABILIZATION OF PRICES 
OF PRIMARY PIDDUCTS 

NOTE: The attached draft outline has been prepared by the joi nt Fund-Bailk 
working group as a basis for the organization of its work on this 
study. The outline is of course subj~ct to such revisions, as 
regards both addition and deletion, as may appear appropriate in the 
course of the work. 

PART I 

The General Setting (Chapter I) 

1. The problems of instability and of adverse trends in the e:xports 
of less-developed countries have been studied intensively over a long period 
of time from many points of view ~th limited progress towards a solution. 
However, there are some new elements in the present situation, which may 
lead to a more effective attack on the problem: 

(a) A general recognition that the solution of some of the problems 
of commodity trade is intimately connected with the· development 
efforts of the less-developed countries, concerning both the 
choice of development strategy and the ability to finance the 
chosen pattern of development. 

(b) An important consequence of recognizing policies relating to 
commodities as the means of promoting the economic development 
of the poor countries is that in participating in international 
commodity negotiations, exporting and importing countries m.-:~y'" 

be urged to take account of the major interests of development, 
and not only of the interests of the respective producers and 
consumers of individual connnodi ties. 

(c) Olne important question, which needs careful investigation, is the 
possibility that certain international policy actions related 
directly to commodity trade may provide donor countries 1n th a 
more convenient vehicle for the transfer of development assistance 
to the less-developed countries, as indicated in some aspects of 
the proposals for an organization of markets. 

~ 2. Foreign exchange receipts of developing countries derived from primar.y 
products have varied from year to year. Over the longer run, trends in export 
receipts of the LDC' s , taken as a Whole, have show.n slow growth: slow relative 
to the growth of world trade and slow relative to the increase in imports· re­
quired to sustain a satisfactory rate of growth in these countries. For indi­
vidual primary products and for individual countri~s, trends have ranged from a 
rapid increase to a slow decline. For many products, the demand rises slowly and 
in a fluctuating manner. 
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3. The comrnodi ty problem is a part of the general problem of development . 
Fluctuations and adverse trends reflect the excessive dependence of low-income 
countries on primary products and their limited fle.xibili ty of shifting resour,.: es 
i. n more productive uses. The problem is COII¥>Ounded further by restrictions on 
market access, which throw the burden of adjustment on t he l ow-income countries 
·l,Jhose resource mobility and therefore the capacity to adjust i s s everely lim._i_ ted . 

4. Not all external difficulties of developing countries result from weak 
commodity trends: a particular country or a group of countries may f ail to p r o­
duce for the existing international demand, whether the latter increases slo1-rly 
or rapidly, ~le increases in imports are frequently induced by inappropri ate 
domestic policies. Foreign exchange difficulties which are caused by inadequate 
supplies of primary products in strong demand in external or domestic markets of 
the low-income countries or by bursts of their import demand cannot be at tributed 
to the commodity problem. 

5. Wide price fluctuations and weak price trends are serious inso·far as 
they cause instability and adverse trends in countries 1 e:xport earnings and pur­
chasing poHer and affect the competitive position of primary products . The 
ultimate solution for excessive dependence by less- developed countries on products 
1vi th sluggish long-term growth in demand, or 'With 'Wide price fluctuations or 
wasteful cobweb-type supply responses, lies in the acceleration of economi c 
growth and of diversification in the low-inccme countries. The question i s 
whether intermediate solutions can be found: they should reduce fluctuati ons in 
earnings and prices, improve long-term earning capacity, and at the same t i me 
facilitate (and certainly not make more difficult) the resouxce shifts necessa ry 
to accelerate growth and diversification. The problem is whether and through 
what means these objectives can be made mutually consistent. Effective action 
on the earnings of primary producers may, acc.ording to differing conditions, 
demand a combination of approaches, in fields including price stabilizati on, 
international fiscal action, improved market access, etc. 

6 . One of the major consequences of t he commodity problem for the LDC ' s 
is t he impact on their balance-of-p ayment s position in the short run, as an 
adj unct to the pursuit of long run devel opment policies. As such, it is o. l:;.c t cr· 
affecting the role of the IMF in relation to these countries. 

7. At the same time, the commodity problem is also a part of the generol 
problem of development. Here 1 it is a factor affecting the role of the I BRD in 
relation to these countries. 

Trends and Fluctuations in the Commodity Trade of the LDC's (Chapter II) 

8. Smmnary presentation (rates of growth and measures of instability) 
of prices, quantities and values of exports of major commodities and o f." in­
dividual developing countries. Both short-term and periodic fluctuations should 
be discussed. 

9. Analysis of r e sults. Not all commodities suffer from the commodi ty 
problem: there are primary products -- e.g., petroleum, aluminum -- for 1rrl-1ich 
demand rises rapidly, p rice fluctuations are limited, and supply is adjusted 
with relative speed to demand trends and demand fluctuations. There a re aJ ;o 
comrnodi ties 'Whose price fluctuations are very wide, but the underlying demand 
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trend is strong (e.g., copper). In many cases, however, a relatively slow grcn rth 
in demand is combined w.i th price variations; and in the case of agricul tura.l 
products, cobweb-type supply reactions may cause a continuing sequence of oveJ·­
:tr' d under-production. 

Caus es of Adverse Trends and of Instability (Chapter III) 

10. Relationships of price, volume and value. Condition of demand and 
supply in world markets for primary commodities. Some illustrative statistical 
m1alysis of demand and supply functions for export. 

11. Demand factors underlying long-term trend·. Supply factors underlying 
trend the long-term tendency of developing countries to over-cro~ the markets 
of primary products due to absence of alternative ~mployment opportl:ni ties. The 
role of synthetic substitutes and of limitations on the access to markets. 

12. Factors involved in cyclical and irregular fluctuations. Relationship 
of price fluctuations to fluctuations in export earnings and producers' incomes. 
Relative importance of demand-induced and supply-induced instability. 

13. Summary examination of factors behind major short-term declines in 
export ean1ings experienced in this period. 

Consequences of Adverse Trends and of Instability (Chapter IV) 

14. Effects of adverse trends on import capacity, inco.me growth and 
possibly on production and investment patterns. Effects on ability to finance 
development. Experience of the Bank with member countries. 

15. Impact of instability on producers' decisions -- cobweb effects. 
Impact of instability on the demand for primary materials -- the conpeti ti ve 
position of primary products vs. synthetics • . 

16. Impact of fluctuations in prices and export receipts on payments dif-
ficulties and on the maintenance of internal equilibrium -- issues arisLn.g for 
national authorities in domestic financial policies and on balance-of-payments 
adjustment with unstable cormnodi ty markets -- e:xperience of the Fund with member 
countries. 

International Cormnodi ty Policies: Past Experience and Proposals (Chapter V) 

17. A brief review of general approaches to stabilization-- the Havana 
Charter -- the UNCTAD approach -- the organization of markets -- other approaches. 
The case for a commodity-by-cormnodity approach. 

18. Techniques of commodity stabilization -- application of these teclmique~ 
in the postwar period. Problems of negotiation and problems of effectiveness of 
the techniques themselves. 

Measures £or Dealing with Fluctuations Around a Trend (Chapter VI) 

19. The concept, distinguished from price leverage. Various techniqU('S 
available -- buffer stocks -- and other or supplementary techniques to influence 
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prices, quantities, and earnings, including quotas, levies, buffer funds, multi­
lateral and_ bilateral contracts and market access. Particular conditions of 
elasticities, pattern of flv.ctuations, commodity characteristics, favoring CJl­
temati ve techniques. Effects on e:xport earnings/availabilities, producer earn·· 
ings and on trend. 

20. Buffer stocks: criteria for establishment of buffer stocks (physical 
and economic). The problems of management, price adjustment (moving av.erage vs. 
steps), relationship to commercial stocks. Financial aspects of buffer stocks 
under various alternatives. 

Heasures for Improving the Level and Trend of Earnings (Chapter VII) 

21. Different ways of i111proving the level and trend of export earnings: 
improvement of access to markets, irrq:>.rovernent of the corrpetitive position of 
primary products in relation to synthetics, stinrulation of e:xports of manu­
factured goods from developing countries, management of supply of primary products. 

22. The concept of remunerative prices, the concept of adverse trends 
defined in relation to the possibilities of improving the trends. 

23. Conditions under 'Which supply management is feasible and appropriate. 
Techniques of supply management: e:xport restrictions m th or w.i thout production 
controls; e:xport levies; diversification; irrq:>ort levies in developed consuming 
countries for transfer to developing producing countries. Link with buffer 
stocks. The efficiency problems. Suitability of particular ·cormnodi ties to suppl;,r 
management and to different techniques of management, depending on the character­
istics of commodities. Implications among producing countries and consuming 
countries. 

24. Side effects of supply management -- problems relating to new producers , 
tenns of competition, etc. 

25. Financial implications of supply management fo.r the exporting and im-
porting countries. 

The Problems and Prospects of Diversification (Chapter VIII) 

26. Diversification as part of over-all development policy. Different con-
cepts of diversification -- in the broad sense (development of new activities 
without displacing factors of production from the existing activities) and in 
the narrow sense (displacement of factors). E:xperience with diversification. 
The most acute cases. The localized cost (nationally) and the wide-
spread benefits (internationally) of diversification. Financial aspects of 
diversification in the nar~>W sense. Who should diversify? The need for inter­
national decision-making in diversification in order to avoid emergence of surpluses 
in alternate products. The link with internal price policy within the developing 
conntries. 

Summary (Chapter IX) 

27. A su.pnnary review of the analytical report (Part I) with special re.fer-
ence to the differing financial implications of the various approaches discussed. 
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PART II - Bank 

Implications for possible actions by the World Bank Group. 

PART II - Fund 

Implications for possible actions by the International Monetary 
Fund. 

Joint Fund-Bar~ Working Group 
March, 1968 



FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE 
CORPORATION ASSO CIATION RECONSTRUCTION AND DEVELOPMENT 

. TO: Mr. Robert 

~FFICE MEMORANDUM 
. McNamara DATE: April 15 1968 

FROM: Irving s. Friedman Pres=dent has see 
SUBJECT: Five-Year Bank Projection of Development Programs 

. . 

In connection with the current program of preparing five-year projections 
of development in selected countries, you may be interested in seeing the 
attached material dealing with the Bank's economic staffs' efforts to project 
the external capital req_uirements of the LDC's. This work was begun in the 
latter part of 1964 when I first came to the Bank, essentially for three reasons: 
Firstly, to get a generally acceptable estimate of the over-all external financial 
"needs" of .the LDC's to substitute for the highly controversial and seemingly 
unrealistic "gap" figures then in circulatio.n; secondly, to provide the basis for 
judging the size of the then forthcoming IDA replenishment and to have a firmer 
basis for calculating the desirable size of the World Bank operations; and 
thirdly, to begin to give more emphasis in the Bank's economic work on countries, 
to the construction and use of projections. 

I found that projections of commodity prices and trends and external debt 
positions were already being made. In a number of cases . individual staff members 
had made projections of export earnings, thus there was thebeginnings of 
competency in this field, but only the beginnings. Because of this lag I spent 
a considerable part of my time in the first months in the Bank on this work and, 
with the assistance of a special task force, prepared instructions for a program 
of work which has subseq_uently been incorporated into the regular program of 
the Area and Economics Departments. The attached material is not a complete 
file, but it does contain papers which indicate the methods being followed and 
the results obtained in 1966. . 

Our estimates have emphasized the ability of the developing countries to 
use external capital effectively for high priority purposes. Our aim is not 
to make the ."gap" the center of attention or concern. Our central concern has 
been the economic performance of the country with respect to development -- how 
to judge it and how to improve it. For this reason our first task was to get 
the systematic picture of the economies of the LDC's and to keep this up to 
date. We have finally completed at least one comprehensive economic report on 
every LDC member of the Bank. But this is only a first step; we are now entering 
the more difficult stage of trying to help countries improve their stock of 
economic data essential for deci.sion making, to get a clearer understanding of 
the policy tools or mechanisms available in the. LDC 's and how they work o.r might 
be improved~to devise ways and means of more accurately measuring performance on 
an international as well as national basis, to find acceptable criteria for 
investment decision making and for international allocations of scarce external 
capital, etc. . 

Attachments: 
"Estimation of External Capital Req_uirements" (EC/5/66-39) 
"Bank Estimates of Capital Inflow" (EC/0/67-87) 
Tables showing "Revisions to Capital Inflow Estimates as of September 1967" 
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FoRM No. 61.EC 
(7. 65) 

INTERNATIONAL BANK FOR RECONSTRUCTION ANb DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

ECONOMIC COMMITTEE»E~~:~:n 
WBG ARCHIVES 

EC/0/66 39 

April 4, 1966 

Estimation of External Capital Requirements 

1. Attached for your information is a revised draft 
of the memorandum, "Estimation of External Capital Require­
ments" {EC/0/66-33), which was distributed on March 14. 

2~ The re~~sed draft, which reflects the comments re-
ceived from Economic Advisers, will be discussed at the Econo­
mic Committee meeting scheduled for Thursday, April 7. 

Messrs. Friedman 
Kamarck 
Adler 
Avramovic 
Rist 
de Vries 

DISTRIBUTION 

Bell 
Edelman 
Gilmartin 
King (B.B.) 
Larsen 
Lipkowitz 

C. F. Owen 
Secretary 

Maiss 
McDiarmid 
Sa dove 
Thompson 
Weiner 
1~right 



ESTIMATION OF EXTERNAL CAPITAL REQUIREMENTS 

I. Introduction 

1. This memorandum describes the methods followed in estimating external 

capital requirements. This is one aspect of the Bank's continuing analysis 

of the economies of developing countries and of the problem of development 

finance. Where relevant, this memorandum refers to other aspects of 

economic work which are closely related to the estimation of capital re­

quirements. 

II. The Main Steps 

2. Following is an outline of the main steps and how they tie together. 

Not all steps can be carried in the same degree of detail in all cases 

(see para. 3). 

a. For a relevant past period as well as a base period we will 

normally have estimates of output and income, investment and 

savings, and principal elements in the balance of payments. 

In some cases this information will be available in sectorial 

detail. 

b. For the economy as a whole, projection of output and investment. 

(See Section IV). 

c. Projection of total domestic savings from past behavior of the 

main variables (a), supplemented by knowledge of government 

financial policies (d) and trends in the private sector 

(including independent analyses of components of savings, e.g. 

family budget studies, corporate financing, etc.). The 

domestic investment-savings gap is projected from this savings 

projection and the projection of investment (b). (Section IV). 
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d. For the public sector, projection of investment; likely savings 

(i.e. gross revenue minus current expenditures), use of domestic 

credit and other resources, and external financing requirements. 

Information on the import component of public investment should 
' 

be related to the balance of payments projection (e). (Section 

V). 

e. Projection of the external resource gap; i.e. difference between 

imports and exports of goods and services (excluding transfers 

of investment income). (Section VI). 

f. The projection of investment (b) and the resource gap (e) 

implies a level of domestic savings which should be checked 

against the savings projection under (c). In other words where 

an investment savings gap is derived independently of the 

import-export gap (e), the two sets of estimates may need to be 

reconciled. (Section VIII). 

g. Projection of investment income payments, debt amortization, 

changes in reserves and direct foreign investment. Net and 

gross external financing requirements. 

h. Final checks may be needed to safeguard against biases in the 

projections, especially of primary commodity export earnings, 

those segments of investment treated as a residue (e.g. social 

investment, private investment) and the adequacy of external 

and domestic credit resources available for the development of 

the commodity producing sector. 
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i. Financing plan for investment, showing principal categories 

of investment and financing sources (domestic and externa~) 

in the private and public sectors. Integration of projections 

with the country's monetary program with the purpose of 

assuring (or demonstrating) that monetary policies are con­

sistent with the public sector financing plan (d), the external 

financing plan (f), and~ versa. (Section VII). 

3. The concepts referred to must be understood in the national accounts 

framework in which they are normally used. Definitions should always be 

made explicit, especially when questions as to "gross" and "net" magni­

tudes arise, or "national" or "domestic" differences. It is particularly 

important to indicate the following distinctions, where they can be drawn:-

(i) The breakdown of Gross Capital Formation into fixed capital and 

inventories. 

(ii) The composition of the current account of the balance of payments; 

it is suggested that to maintain consistency between countries, 

private transfers (gifts, remittances, etc.) be included in the 

current account, and official transfers be included in the capital 

account. 

(iii) Public Savings are defined as the difference between current 

revenues and expenditures of the public sector. If possible, 

borrowing should be excluded from current revenues to make this 

calculation and debt amortization should be excluded from 

current expenditures. 
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III. Special Aspects 

4. Some of the steps outlined require macro-economic analysis, while 

others involve analysis of individual sectors or even projects. These 

two approaches normally supplement each other and are merged in the pre­

paration and presentation of the estimates. In most situations macro 

models are useful to check the consistency of estimates which are derived 

by other methods. Some economies are sufficiently complex that major 

reliance needs to be placed on macro-economic analysis. In some other 

countries, national income and other macro-economic data may not be 

regarded sufficiently reliable as a tool for making projections. The 

analysis of the country's development and financial policy and the work 

on external aid coordination will often require sectorial and pro~~ct 

detail which cannot be obtained from macro-economic analysis. (See 

Section V). 

5. The period of projection differs in length with the purpose for which 

the projection is prepared. Projections of investment and financing in 

the public sector, external financing and the balance of payments and 

the monetary program are needed in some detail and usually for a two-year 

period when they form the basis for an understanding with a government 

on its policies and on its external financing requests and needs. For 

the purpose of projecting over-all investment, the period should be about 

5 years (which is also the more relevant for project planning and for 

general planning of aid by donors). For the purpose of determining 

suitable terms for new loans, the balance of payments (including external 

capital flow) usually needs to be projected for 10 years, sometimes longer. 
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6. To the maximum extent feasible, the investment projection is based 

on an appraisal of the country's capacity to prepare and carry out high 

priority projects (both public and private). This capacity is not fixed 

and may change, even over a period of 2 or 3 years, depending inter alia 

on Government policies and external (financial and/or technical) assist­

ance. In all cases the projection of investment is subject to the 

restraint imposed by the requirement that all the various investments 

included be an integral part of a development program which provides the 

best framework and basis for achieving satisfactory growth. This would 

mean that all investment projects will yield a reasonable return for the 

country's development, although it may be possible to demonstrate this 

only for the larger projects and sub-programs. A country's actual invest­

ment plans could fall short of the investment projections described here 

because the plans are based on a realistic estimate of available financing 

(usually external). Such a situation would prevail more often for the 

short-term (1-2 years) than for the long term (5 - 10 years). In such a 

situation the investment levels underlying the external capital pro­

jection may be higher than the projection of the likely level of 

investment over the next 1 - 2 years. 

7. The Government's economic and financial policies will affect output 

(resource utilization), imports and exports, and domestic savings. 

Assumptions as to what policies are desirable for the country's development 

will have a bearing on the projections. Where relevant, these assumptions 

should be explicitly indicated. Policy assumptions should be in line with 

Bank recommendations on a country's policy and/or the policies specified 

in a memorandum of understanding with the Government. 
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IV. Output, Investment, and Savings 

8. Projection of total output is the result of analysis of likely 

growth performance and problems of the various sectors of the economy. 

Estimates of the over-all growth rate are usually based on several factors, 

including past growth experience, the income growth target contained in 

the government plan, the policies being pursued to achieve this target, 

the estimated output effects of certain major investments to be completed 

in the projection period, and the assumed external financing. In addition, 

the estimates make allowance for likely government policies affecting 

resource utilization. 

9. The projection of investment is an essential part of the Bank's 

appraisal of a country's development program. The program should be the 

best available set of activities and expenditures for the achievement of 

satisfactory growth. The individual investments within the overall scheme 

should not only be suitable as an integral part of the program but, 

especially the larger projects and sub-programs, should also be reviewed 

to assure realism in execution and reasonable investment yields. There 

will necessarily be an interraction between the judgments and analysis 

of the overall plan and of its components. Developments in the economy 

and its key sectors during a relevant recent period 1v.Lll normally indicate 

a trend in total investment. This trend, the country's plans and invest­

ment policies, and the estimation of its capacity to carry out investments 

are principal elements in the projection of investment. 

10. In the appraisal of the capacity to execute investment the public 

sector assumes a central place. (See Section V). The short-term trends 

in private investment will usually be indicated by investigation of the 
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agricultural and manufacturing sectors (including direct investigation 

of major industries or projects). The analysis of private investment 

is essentially one of major trends, general composition and direction. 

Since the private sector can usually not be analyzed on a project basis, 

a residual will need to be estimated, over and above that which was analyzed 

directly. Only informed guesses and relationships with the part of in­

vestment directly studied can furnish estimates on the size of the residual. 

11. Expectations and intentions of private entrepreneurs, on which much 

of the private investment analysis must rely, may well differ from the 

capacity level. Private expectations may be influenced either by the 

particular phase in the business cycle, or by expectations regarding the 

availability of funds. Trends in availability of funds for private in­

vestment are usually studied in connection with an analysis of monetary 

policy, development finance institutions and private foreign investment. 

Availability of funds for private investment, as indicated in the monetary 

programs, is of particular relevance for short-term (1 - 2 years) pro­

jection. In many cases, help can be obtained from government plans for 

certain private industries, and from information available in industry 

associations and in development banks, private and public. 

12. Recent trends in income and domestic savings, and the projection 

of output and income (para.7) will suggest a feasible level of gross 

domestic savings in the projection period. The level of savings so 

indicated must be given substance by further analysis of its major com-

ponents. The public sector component is usually analyzed in detail 

(Section V). For private savings the analysis is usually spottier and 

attempts to allow for trends in such components as savings mobilized by 
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the capital market (bonds, shares, insurance companies and other insti­

tutional savers), internal cash generation (i.e. reinvestment of company 

profits), and personal savings (as indicated by family budget studies). 

13. This part of the analysis will conclude with an estimate of the 

projected gap between investment and domestic savings. 
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V. The Public Sector 

14. Expenditures and revenue, investment and savings of the public 

sector will usually be analyzed in detail. Public investment (including 

state enterprises) often accounts for one-half to two-thirds of total 

investment, and comes in big units. Analysis of public investment is 

therefore crucial in arriving at a judgment of the country's capacity 

to execute investment, and ~fortiori of the capacity to "absorb" external 

financing since often the proportion of investment financed with external 

funds is larger for the public sector than the private. Current expendi­

tures also need to be analyzed in detail, to form a judgment both of the 

adequacy of the level and pattern of development expenditures, and the 

level of public financial resources available for capital and other 

development expenditures. 

15. The coverage and detail of the public sector analysis will depend 

on all or some of the following factors: 

a. The availability of project and sector studies. 

b. Work on a policy understanding with the Government 

(including taxation policy) as an element in the 

formulation of plans for lending by the Bank-IDA or 

by members of a coordinating mechanism (consultative 

group, consortium), of which the Bank is chairman. 

c. The need to prepare a list of projects for purposes 

of an external financing plan, a Bank lending program, 

and/or of external aid coordination. The majority of 

these projects usually fall in the public sector. 

d. The need to have an estimate of the total cost of 

projects suitable for external financing in order 
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to derive a formula for cost-sharing (i.e. the pro­

portion financed with domestic as against external 

funds). 

16. The financing plan for the public sector will show the feasible 

level of public investment and the major sources available for financing: 

a. Current account surplus of Central and other governments. 

b. Profits of government-owned corporations available for 

financing capital expenditures. Surplus of social security 

schemes etc. 

c. Internal borrowing, including borrowing from the Central 

Bank in amounts consistent 1ri. th mone·tary stability. 

d. Disbursements of external loans already contracted. 

e. Disbursement of new external loans needed to assure a 

balanced public sector financing plan. 

17. The first one or two years of the financing plan may be a key 

element in working out a policy understanding with the Government (see 

para • 14 (b) ) • 

VI. Projection of the Balance of Payments Gap 

18. Balance of payments projections form the basis of an independent 

assessment of the external capital requirements and make possible a check 

on the investment savings gap estimate. 

19. Underlying the balance of payments projections are key assumptions 

about financial and trade policies (e.g. the pursuit of a non-inflationary 

domestic credit policy, the maintenance of a reasonably realistic rate of 

exchange and a tolerable level of import restrictions and protection), the 

utilization of existing production facilities to meet domestic demand and 

the level and composition of investment (see para. 6). 
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20. Exports: Exports are analyzed largely independent of other parts 

of the projections in that exogenous conditions (e.g. external demand, 

weather) are important in determining volume and price. However, the 

export projections are related to projections of other items, for example, 

when they are affected by the completion of certain investments and the 

growth of manufacturing industry. 

21. The export projections will need to be checked for consistency with 

the Bank's projections of world commodity markets. 

22. Imports: The projection of imports is based on several factors, 

including an estimate of demand arising from the expected pace and pattern 

of growth, the requirements of industry in meeting effective domestic 

demand and the import requirements of the investment program. The pro­

jections will take into account past trends in relationships between major 

variables (e.g. between major categories of imports and investment, con­

sumption, industrial production). To the extent possible, a greater degree 

of precision should be achieved by projecting major components (e.g. imports 

of consumer goods, raw materials, semi-finished goods and capital goods) 

and by relating the projections to the functioning and requirements of 

sectors (especially manufacturing and agriculture) and of the larger in­

vestment projects. 

23. Investment income payments and private transfers: Profits and 

dividends are estimated on the basis of past experience and appropriate 

assumptions regarding the inflow (and yield) of private foreign investment. 

The projection of interest charges on the debt follows from the trend of 

disbursements in future years. A similar projection is undertaken for 

transfers. 
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24. Gross capital requirement: The total finance required to cover the 

current account deficit (resource gap plus net investment income payments), 

plus amortization payments on old and new indebtedness, plus or minus any 

appropriate change in the level of external reserves, gives the gross , 

capital requirements for the economy in question. A judgment on the level 

of reserves is generally given by country economists, since it depends 

on the present level of reserves and the need to finance expected short­

term deviations of trade from the projected values in each country. 

Judgments on individual countries need to be checked for consistency from 

time to time when all countries are considered together. Projection of 

amortization on new debt is based on the assumed structure of new capital 

inflow. 

25. The structure of new capital inflow (direct investment, private 

borrowing, grants, project and program loans, and extent of local currency 

financing) is projected on the basis of several factors, including trends 

in recent years, scheduling of projects, the country's policy toward pri­

vate capital inflows, and the incurrence of short- and medium-term debt. 

It also takes into account the likely terms of major components of new 

capital inflow. Estimates derived on a country basis are checked later 

against estimates for other countries, for purposes of maintaining con­

sistency and realism of assumptions. Once the probable structure of 

foreign capital inflow is known, it is then possible to estimate interest 

and amortization payments on the new indebtedness, and to estimate further 

both elements in the additional indebtedness created by adding to the 

country's deficit new debt service payments. Interest payments on the 

new and added indebtedness can now be summed to the projection of interest 
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on outstanding debt to arrive at total investment income payments and at 

the current account deficit. 

26. A statement of capital flows for 2 years or so, with a breakdown 

of major categories (including an indication of terms), may be used as , 

an external financing plan for a country's capital requirements (which 

may be specified in a memorandum of understanding with the Government). 

A complete external financing plan normally indicates the amount of new 

loans to be attached to specific projects and approximately what propor­

tion of total project costs will be financed with external loans. (see 

paras. 15 (e) and 14 (d)). The determination of the desirable amount of 

project lending will (in addition to a judgment on the availability of 

external finance not attached to projects) depend on an analysis of the 

extent to which this form of lending is essential or helpful in improving 

investment capacity and levels of productivity. 

27. The external finance requirements derived are calculated on a dis­

bursement as well as a commitment basis. The relationship between 

commitments and disbursements is derived, where possible, on the basis 

of project-by-project review. 

VII. Financial Flows 

28. Projections of investment, public and private, should be related to 

likely movements in the corresponding financial flows. Projections of 

financing of investment should be consistent with likely developments in 

money, banking and the balance of payments. It should normally be possible 

to indicate the implications for the growth of the money supply, domestic 

credit and the balance of payments of any projected investment plan. This 

will provide a check whether the needs of the private sector for credit 
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are consistent with the demands that the public sector will make on the 

banking system, after due allowance has been made for external financing 

likely to be made available to the private sector, either directly, or 

through the banking system. 

29. For some countries the necessary framework for such financial flow 

projections exists in the form of the consolidated figures for the 

banking system. These projections are of special relevance for the short­

term, 1 to 2 years. It is unusual for such accounts to be projected 

beyond twelve months, but in some cases longer-term outline projections 

may be possible. 

30. ~fuere possible, use should also be made of other data on private 

sources of finance, such as depreciation funds, reinvestment of profits, 

capital from parent companies and subsidiaries overseas, all of which are 

normally as important a source of capital as local borrowing and the issue 

of shares. In more simple economies where the money supply is still pre­

dominantly in the form of notes and coin, expected increases in the 

holdings of money as the economy grows will provide some financing for 

the public sector, as government obligations are issued as the counterpart 

of the increase in the currency holdings of the public. 

31. Financial flows cannot be considered in isolation from the insti­

tutional framework of the economy. When making projections, therefore, 

reference must be made to particular features which may be of importance 

in that economy, such as reserve requirements, the role of interest 

rates, the use of Currency Boards and controls over the use of bank 

credit. 
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VIII. Checks on Internal Consistency of Estimates and Possible Biases 

)2. In cases where the balance of pa~nents gap (Section VI) and the 

investment-savings gap (Section IV) are derived in an independent manner, 

the estimates of the gap may be different and will need to be reconci~ed.1f 

This may be done in various ways, depending on availability of data, 

knowledge of policies and the realism of the assumptions made. For example, 

if the investment-savings gap is greater than the balance of payments gap, 

we might have to consider increasing the savings rates assumed in Section 

IV or increase the import rate assumed under VI. Similarly, if the balance 

of payments gap is greater than the investment-savings gap, we might con-

sider greater export growth or more rapid import substitution or a higher 

grol~h rate in consumption. These adjustments might require corresponding 

adjustments in policy prescription. Much will, of course, depend on the 

judgment of the economist concerned on what is most feasible for each 

particular country. 

33. Under the approach in Section VI, certain (usually optimistic) 

assumptions as to import substitution may lead to capital requirement 

~stimates with a downward bias. If it is to reduce external capital needs, 

import substitution must be accompanied by an increase in savings in 

relation to total national output. If additional savings are not being 

so generated, the country's resources may be put under pressure and, if 

a certain investment plan is to be realized, it may need to be supplemented 

~ by external assistance over and above the level initially indicated. In 

certain cases, the government may want to follow a policy of full 

In last year's exercise the two approaches were followed in two 
cases, viz. Malaysia and UAR (see Appendix Annex B). 
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utilization of the country's own capital goods industries which, if slower 

in delivering than their foreign competitors, may, in practice, tend to 

reduce the level of investment realized. This may, or may not, be con-

sistent with the growth policy targets. 

34. As indicated in paragraph 2(i), the various projections may be 

integrated with a financing plan for the public sector (paragraph 15) and 

an external financing plan (paragraph 25). Where the country has a 

monetary program, its major components should be consistent with the public 

sector and external financing plans. 

35. Among the possible general biases from which the estimates may 

suffer special mention should be made of underestimation of social invest-

ment and current development expenditures. Certain types of public 

investments, especially those in the social sector (e.g. education, 

housing, health facilities, waten~orks) may, in practice, receive less 

detailed analysis than other sectors (e.g. power, transportation, irri-

gation works), and are often treated as a residue. It is possible that 

the focus of the investment program review tends to underestimate the 

requirements and technical possibilities of executing investment in the 

social sector. In addition, it is not uncommon for current development 

expenditures to be underestimated and, consequently, public savings' 

potentials to be overestimated. 

36. Similarly, where private investment is treated in less detail than 

~ public investment, the projection may have a downward bias. It is parti-

cularly desirable that the amounts for private credit expansion indicated 

in the monetary program (see para 29), with financing available from other 

sources, permit an adequate growth of the private sector. 

Barend A. de Vries 
April 4, 1966 
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APPENDIX 

ESTIMATING EXTERNAL CAPITAL REQUIREMENTS: 
METHODS USED BY THE WORLD BANK IN THE PAST 

1. This note explains the methodology followed during the past by 
the IBRD's staff in estimating future external capital requirements of 
less developed countries. Such estimates have been a standard feature of 
most Bank economic reports during the last few years. Annex A lists a 
number of countries for which our recent economic reports include such 
projections for one or more years. 

2. Between November 1964 and April 1965, the Bank engaged in an 
attempt to ascertain a measure of external capital needs of all under­
developed member countries for the second half of the 196o's. To a con­
siderable extent this stuqy was based on forecasts which had been made in 
country economic reports. In cases where recent estimates were not avail­
able, additional projections were prepared by the Area Departments. Thus 
a fairly large sample of countries was covered by the study. 

3. The basic conceptual framework within which all those estimates 
t-rere made, is outlined as follo'tvS: 

a) calculate investment requirements 

b) calculate domestic savings 

c) derive internal resource gap (a - b) 

d) calculate import requirements 

e) calculate export earnings 

f) derive external resource gap (d - e) 

c must equal f 

g) calculate net investment income remitted abroad 

h) calculate amortization on external debt 

i) estimate desirable changes in reserves 

j) estimate private foreign investment 

k) derive at total public capital requirements by 
adding (g + h + i - j) to c or f 
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4. However, the material on which the forecasts were based varied 
greatly in quality and depth. Moreover, substantial differences were 
observed in the methodological approach followed by individual country 
studies depending on the availability of factual information, the structure 
and particular problems of the economy, on the country's importance for 
Bank operations, the size and composition of recent country missions, ~tc. 
Some of the major methodological differences are described in more detail, 
as follows. 

5. The focal point for projecting external capital needs is the 
resource gap. Basically, there are two ways to estimate this gap: 

a) by projecting domestic investment and savings 
(internal gap = I - S); 

b) by projecting imports and exports of goods and 
services (external gap = M - E). 

Although ex post both gaps must be equal by definition, the projected 
resource gaps estimated under each methodology are frequently not the same. 
Depending on where the main constraints appear in a particular economy, the 
estimated external gap may be larger than the internal gap, and vice versa. 
Ideally, both gaps should be projected independently and reconciled sub­
sequently by adjusting relevant variables. However, from a practical point 
of view this two pronged approach could be follo1~d in a few cases only. 
Annex B summarizes the methodology followed in the studies specially pre­
pared for the capital requirement exercise a year ago. The numerical 
results of this exercise were summarized in EC/M/65 - 12. The Annex shows 
that in the majority of case studies of the Bank's comprehensive exercise 
only the external gap was estimated. 

6. The Annex also indicates which parameters have been chosen as 
independent variables, and which ones have subsequently been derived from 
the independent variables. For example, export receipts were, in practically 
all cases, estimated as an independent variable although the effects of 
investments on the volume of export were occasionally taken into considera­
tion. Another independent variable was frequently total output (GDP/GNP) 
in the sense of an overall target growth rate. But there were other cases 
which focussed on the projection of a realistic investment program taking 
the growth of total output as a function of investment and/or other variables. 

7. Domestic investment and savings have been treated both ways. 
Usually investment was considered an independent variable, but occasionally 

~ it was estimated as a function of GDP, assuming a certain investment rate. 
Savings were mostly taken as a function of national income and only excep­
tionally estimated independently. Likewise, imports were in most cases 
projected as a function of domestic consumption and investment. 
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8. Another methodological variation shown in Annex B concerns the 
difference in the use of macro~ and micro-economic techniques. To a certain 
degree the method which had actually to be chosen was determined by the time 
period under consideration: as a rule, for the short and medium run micro­
economic techniques were applicable whereas for longer run projections macro­
economic methods had to be taken. Frequently, both techniques were applied 
simultaneously with a view to check the consistency of the analysis. · 

9. In order to render possible the aggregation of individual country 
results, certain assumptions were introduced which tended as far as possible 
to harmonize the methodological and statistical differences of individual 
country estimates. Thus, it was assumed that in all countries economic per­
formance would be satisfactor.y within the limitations and peculiarities of 
each country. It was also assumed that the need for internal and external 
capital in each country was to depend - as far as this could be ascertained -
on the technical, administrative and skill capacity to invest in economically 
justifiable projects assuming no limitation on the availability of finance. 
This made the overall results an estimate of the likely needs of foreign 
assistance rather than a projection of the likely flow of foreign funds. 

10. Moreover, a series of checks was undertaken by aggregating the 
individual country results. These were intended to show whether, for the 
group of countries studied in detail, the assumptions continued to appear 
reasonable after aggregation. The main difficulty which arose from this 
control procedure concerned the growth of exports, which were forecasted to 
grow at a faster rate than could be reasonably expected from a review of 
world market prospects for the major export commodities involved. Alterna­
tive assumptions were then made on the bahavior of exports to see what their 
influence was on the estimated current account deficit of the group of 
countries -analyzed. 

11. In order to increase the comprehensiveness of the study, a further 
step was undertaken. An estimate of the current account deficit of the whole 
developing world (excluding Eastern Bloc countries) was arrived at by ap­
plying the past ratio of the share of countries directly investigated in the 
current account deficit for all LDCs to their projected current account 
deficit. By difference, the current account deficit of countries outside 
the sample was obtained. 

12. The validity of any study of external capital requirements hinges 
both on the quality of the data taken as a basis for projections and on the 
reliability of estimates concerning the crucial parameters of both methodol­
ogies. In the Bank's study, the reliance on country economic expertise 
should have reduced the data problem to its realistic minimum; it should 
also have insured against major mis-estimation of parameters. 
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13. Once the resource gap for each count~ was estimated, net invest-
ment income payments were also projected. This was undertaken for each 
country by separating profits and dividends from interest payments, relating 
the former to the likely inflow of private foreign capital and the latter 
to past indebtedness and its future growth. The future growth of indebted­
ness is determined by adding to the resource gap (after a suitable hypqthesis 
regarding the grant element in future financing), net private transfer out­
flow, amortization payments on past indebtedness and desirable increases in 
external reserves, and subtracting expected disbursements from already 
committed finance and net private capital inflow. Thus, both net and gross 
financing requirements were estimated. 



Country 

Afghanistan 
Argentina 
Basutoland 
Bechuanaland 
Brazil 
Cameroon 
Ceylon 
China 
Costa Rica 
Dominican Republic 
East Africa 
Ecuador 
El Salvador 
Ethiopia 
Gabon 
Guatemala 
Guinea 
Honduras 
Iran 
Israel 
Japan 
Korea 
Malaysia 
Mauritania 
Mexico 
Morocco 
Nepal 
Nicaragua 
Pakistan 
Panama 
Paraguay 
Peru 
Philippines 
Singapore 
Sudan 
Thailand 
Tunisia 
Uruguay 
Venezuela 

ANNEX A 

PROJECTION OF FOREIGN CAPITAL INFL01rJ 
IN IBRD COUNTRY ECONOMIC REPORTS 1/ 

No. of Bank Report Period of Projection 

AS-95a 1965-1970 
111}H-144a 1965-1969 
EA-149a 1965 
EA-145b 1965-1968 
'WH-146a 1965-1970 
AF-15a 1965 
FE-46 1965-1966 
FE-36a 1968-1970 
'WH-156 1966-1967 
WH-15'0a 1965, 1968, 1970 
AF-35 1965-1969 
WH-133a 1965-1970 
WH-140a 1965 
AF-38 1965-1970 
AF-24a 1965-1966 
~JH-148 1965-1967 
AF-41 1964-1970 
WH-132a 1965 
AS-110 1965/66-1967/68 
AS-108a 1965-1970 
FE-47a 1966-70 
FE-38a 1965-1970 
FE-51 1966-1970 
AF-28a 1965-1966 
WH-147 1965, 1966, 1970 
AF-36 1966-1970 
AS-lOla 1966-1970 
WH-135a 1965 
AS-109 1965-1969 
1NH-149a 1965-1970 
WH-153a 1965-1968 
WH-155a 1965-1970 
FE-34a 1965-1970 
FE-52 1966-1970 
AF-40a 1965/66-1970/71 
FE-50 1968-1970 
AF-39 1965-1968 
WH-139a 1970 
WH-152 1965-1968 

!( The following country economic reports do not include projections of 
foreign capital inflow: Greece (EA-151), Haiti (WH-151), Iraq (EA-155), 
Portugal (EA-154a) and Turkey (EA-153a). 



Methodology Followed in Individual Country Studies 

Country Techniques of estimating independent variables 

GNP/ GDP Investments Sav~ngs I'.Xports Consumption 
t1a 3/ Ni 4/ Ma Mi Ma l'd. ~ Ma 

Methoa of Es tima-
tin~ rtesource Gae 

M-E 1/ I-S 2/ 

X X X X 
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THZ : :ORLD BANK'S ESTIMATES OF CAPITAL INFLO"f r n~~TO TH~ 
D:SVELOPTIJG COUNTRIZS 

Introduction 

1. The Bank has been engaged in studies aimed at producing estimates 

of the capital inflow into the developing countries. The first such estimates 

were made in 1964/65 and the present paper gives the results of the most 

recent calculations made in 1966. The Bank is not the only institution 

engaged in producing estimates of this kind and one aim of this paper is to 

set forth the nature of the Bank's figures so that they may be clearly dis-

tinguished from those produced elsewhere. It has become custom~ to describe 

estimates of this kind as "capital requirements figures". This title implies 

a further question, "requirements for what ?11 , which is usually ans"tvered in 

terms of the amount of capital needed to enable the developing countries to 

achieve certain targets; these targets may be defined in terms of rates of 

growth of income, consumption, etc. In the case of the Bank, however, no 

such concept lies at the back of the figures presented here. It would be wrong, 

therefore, to describe these as capital requirements estimates, since they 

are essentially figures of the amount cf capital that countries could use in 

an effective way. The figures have been produced as a by-product of the 

continuing economic work of the Bank. They are, therefore, operational in 

origin, a part of the process by which the economic work provides the necessary 

background to the lending activities 1r1hich are the function of the 1~Jorld Bank 

group. 

2. The figures given in this paper are obtained from the country 

economic reports prepared in the Bank. These reports form the framework for 

the overall economic appraisal of a country's situation against which loan 

operations are carried out. This feature in itself is sufficient to 

distinguish the Bank's estimates from the capital requirements estimates 
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produced by other agencies)::./ ifue fact that the figures are derived as 

second~J data rather than collected primarily for this purpose increases 

the difficulties that must be faced in handling and interpreting results 

given here, although it does not necessarily detract from the value of these 

results. In fact it can be argued that one of the virtues of these estimates 

lies in the manner in which it is possible to bring together in a statistical 

form something of the collective judgments on the member countries performance 

and prospects that forms the major part of the Bank's countr.y economic work. 

This work is extremely diversified because of the diversified nature of the 

Bank's member countries. Behind this economic work, however, lies a common 

approach built up over the years on the basis of common procedures, policies 

and operational experience. 

3. This paper first discusses the results that have been obtained by 

aggregating the data from a large sample of Bank member countries. irJi th one 

or two exceptions these are all less developed countries, referred to within 

the Bank as "Part II" countries on the basis of the distinction drawn for 

the purpose of the International Development Association. Secondly, there 

is a discussion of the problems that arise in preparing these estimates and 

finally reference is made to other estimates produced elsewhere, in order 

to clarify the differences that exist between them and the Bank's estimates. 

As further background to the discussion, Annex I provides a series of notes 

on the approach taken towarqs particular countries in the original reports 

which are the primary source for these figures. 

The more important of these other estimates are reviewed later in this 
paper and the sources are listed in Annex II. 
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The Results 

4. The figures obtained from the economic reports, which are given in 

summar.y form in the accompanying table, are given in detail in Tables 1 to 6. 
1/ 

The basic sample consists of forty-three countries- for which reports were 

prepared during a period beginning March, 1965, and ending in February, 196T. 

The estimates prepared cover a five-year base period, 1960-64, and a further 

five-year period, 1966-70, for which projections had been or could be made. 

In each case figures are shown for the countries in the sample, with sub-totala 

on an area basis. 

5. An estimate is also shovm for countries not in the srunple (designated 

as 11unspecified11 in the tables) in order to obtain aggregate figures for 

areas and for the less developed countries as a whole. There are considerable 

difficulties in making such an estimate and the figures given are intended 

only as an order of magnitude. The methods used to obtain estimates for the 

unspecified countries are described in Annex III, which also gives an estimate 

of the size of the "universe" from 'tvhich the Bank's "sample" of forty-three 
2/ 

countries has been drawn.-

6. The results are given in detail in Tables 1-6. (Particular 

attention is dra1vn to the footnotes to the tables, which set out the qualifica­

tions which have to be made for some of the figures.) Table lis a basic 

reference table showing the rates of growth for the period 1960-64, together 

1·Jith those projected for 1966-70 for the key aggregates of the economy: GDP, 

II Sleven countries in Africa, seven in Asia, ten in Europe and the l1fi.ddle 
East and fifteen in the Western Hemisphere. No country was selected for 
this particular purpose; the choice was determined solely by the availa­
bility of a report during the period 1vhich had been cleared through the 
Economic Committee revie1·J procedure. 

'll Apart from the I !lF data, ·uhich is used in Annex III, the other main source 
of 2§-St figures for capital flows is the DAC. Unfortunately itt> definitions 

~ · and concepts are very different from those used in Bank coU11t ry econo;f!i t~ 
reports • See .fL.~ne~~ IV . 



THE NET;,.FLOW OF OFFICIAL AND PRIVATE CAPITAL TO DEVELOPING COUNTRIES* 
(us$ Billion) · 

Official Private 
Years CaEital~- CaJ2ital Total 

A) SamEle Countries 

1960 2.8 0.9 3.7 
1961 3.2 leO 4.2 
1962 3.5 0.7 4.2 
1963 4.1 1.0 5.1 
1964 4.4 1.4 5.8 

1966 5.4 le7 7.1 
1967 5.7 1.9 7.6 
1968 5.8 2.) 8.1 
1969 6.0 24U 8.4 
1970 6.1 2.5 8.6 

Increase of 
1970 over 1960 +3.3 +1.6 +4.9 

Annual Average 
1960/64 3.6 1.0 4o6 
1966/70 5.8 2.2 BoO 

Increase of 1966/70 
over 1960/64 +2.2 +1.2 +3.4 

B) ALl DeveloEing Countries 

Annual Average 
6~.0 1960/64 4.7 1.3 

1966/70 7.7 2.9 10~6 

Increase of 1966/70 
over 1960/64 +).0 +1.6 +4.6 

--7~See footnote to Table 3 for qualification of "officia111 o 

Source: Tables 2-6. 
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Exports and Imports of goods and services, Consumption (per capita) and 

Investment. Also sholm are three calculated parameters relevant to the grovrth 

of the economy, the Domestic Savings rate, the Harginal Savings rate and the 

Incremental Capital/Output ratio )J While these parameters have some bearing 

on economic performance they cannot be regarded as policy variables. In 

particular it should be noted that they are defined on a "domestic" basis, so 

that they refer to aggregates defined 1~th respect to a particular geographical 

area. Domestic savings, for example, refers to savings generated v-rl.thin a 

given geographical area and a proportion of the total will be at the disposal 

of foreign ovmers of factors of production. Such aggregates are not necessari-

ly directly amenable to national policy measures. 

1. Table 2 provides the main results of the study in the form of a 

comparison between the period 1960-64 and projections for 1966-70. They are 

presented in the form of a simplified balance of payments statement. The 

deficit on current account measures, in principle, the extent to which a 

country draws on external resources (including the use of its own foreign 

assets). A convenient 1.vay to present the data, therefore, is to sho-v1 the 

deficit on current account, together 1vith the way in v1hich it is financed 

either by a capital inflovl (short and long term) or by changes in reserves. 

This is shown in Table 2, where columns 1 and 2 show the deficit and columns 

7-12 shovl the nay in which it is financed. It is useful to recall that this 

form of statement, as with all accounting statements of this kind, deals 

tdth identities and the two sides are equal by definition. They show the 

end results of the economic processes that have taken place in the past and 

are forecast to take place in the future (including the processes that ensure 

equality betHeen the effective demand and supply of foreign exchange ) • 

!7 These parameters have been calculated from the data to indicate what is 
implied in the figures; they should not be regarded in the same light a 2 

estimated parameters that Tiould be obtained from a properly specified 
econometric model. 
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8. · For some purposes it is important to focus on the deficit on current 

account. In Table 2, hotrJever, this is further divided into two parts, the 

Resource Gap (cols. 3 and 4) and net Factor Income Payments (cols. 5 and 6). 

1rfuile both must be covered by the net capital inflow and reserve use, they 

have different implications for development. The former measures the real 

transfer of goods and services from abroad achieved by a foreign capital ini1.cN 

and the latter represents a payment for the services of foreign owned factors 

of production, including the services of capital made available in the past. 

It is the capital contributing to the Resource Gap "tvhich has a direct impact 

upon development, although it can hardly be considered apart from the factor 

income payments lJhich reflect the cost of covering the Resource Gap of the 

economy by the use of overseas capital. The connection may not be a direct 

one in the short run, hovJever, because the factor income payments made in 

any cur1~ent period are largely determined by past borrotrdng and private 

investment. 

9. The relationships betHeen the various items in the balance of payments 

concerned are as follovJs:-

Exports of goods and services 
- Imports of goods and services 
= Balance of goods and services 

+(or -) Current Trru1sfers, net 
= Resource Gap (or Surplus) 
+ Factor Income payments and Interest, net 
Cl~rent Account Deficit (or Surplus) 

The figures given in Table 2 have been cast, as far as possible, within this 

1/ frameuork.-

Y' In some countries it is difficult to make the distinc·cion bet·l';reen t.he value 
of exports of goods and services and the factor income payments associated 
uith them. In these cases only the net receipts to the country are record­
ed in the balance of payments, often amounting to royalties or license fees. 
1rJhile this should not affect the measure of the Resource Gap, it will cause 
estimates of Factor Income Payments to be understated. There may also be 
cases where there is a Resource Surplus, but a deficit on curren• ac00unt; 
such cases need special handling to ensure that the accounting relat: o:ns.t1ips 
are not mistaken for descript::l.ons of the economic processes vJhich brir.g 
about such results. 
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10. The importance of making these distinctions is illustrated by the 

results shovna in Table 2, where it can be seen that estimated changes in net 

factor income payments can cause a substantial difference between the expected 

Resource Gap and the deficit on current account. In the period 1960-64 the 

current account deficit for All Countries has been estimated as an annual 

average of $5.2 billion, made up of a Resource Gap of $2.1 billion and factor 

income payments of $3.1 billion. For the period 1966-70 the deficit is 

projected to increase to $9.6 billion, an increase of 85%, made up of a 75% 

increase in the Resource Gap (from $2.1 billion to $3.7) and a 90% increase in 

net factor income paJr.ments (from $3.1 billion to $5.9). In other words, the 

collective judgments of the country economic reports, when put into a standard 

quantitative form, imply that a $1 increase in the real transfer of resources 

to the developing countries ~iill be accompanied by an increase in net factor 

income payments by those countries of $1.20. 

11. The right hand side of Table 2 shows first the Net Capital Inflow, 

defined as long term capital from offi!ial and private sources, then short term 

capital movements (including "errors and omissions") and changes in reserves. 

For the past period the Net Capital Inflow, at $6.0 billion, exceeded the 

Current Account deficit to the extent that there was a net outflow from the 

developing countries on short term of $0.5 billion, whilst reserves increased 

$0.4 billion. For the projection the net capital inflow is estimated to 

increase to $10.6 billion, still in excess of the projected current account 

<~r deficit, because the anticipated movements in short term flo1vs and reserves 

1f.Lll be in the same direction; a short term net outflow of $400 million is 

projected, while reserves are projected to increase by $550 million. The 

former would be slightly smaller in absolute terms than for the past, but 

much smaller relatively to total capital flows (equivalent to 3% of the net 
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capital inflm~J", as compared ui th 8% in 1960-64) • The net increase in exchange 

reserves projected should be viewed as one of t.he uses made of available 

foreign exchange, including the net capital inflow, and it reflects policy 

prescriptions made in country reports. 

12. The picture shown in Table 2 can best be summed up in terms of the 

changes forecast between the two periods: 

Net Capital Inflow 
Current Account deficit 
Resource Gap 

Increase in 
$ billions 

(All Countries) 

% Increase 

75 
85 
77 

It is not the intention of this paper to discuss the country results in detail, 

but it should be noted that the totals (especially the totals for the specified 

countries) are heavily influenced by the relatively large inflows projected 

for certain countries 't-Jhere more than $100 million per annum is involved. Two 

countries, in particular, India and Pakistan, accounted for $1.4 billion of 

the $4.6 billion net capital inflow for the specified countries in 1960-64. 

In the projections this would increase to $2.5 billion,
11 

out of a total of 

$8.0 billion. 

13 . The remaining Tables 3-6 provide more detail on the i tern shovm in 

Table 2 as Net Capital Inflotf. They shm.; the breakdot-m between public (or 

"official") and private flo'tiTS and also give information on gross and net 

official flows. Given the focus of the Bank's interests and operations, 

... Tables 3 and 4 are possibly of greatest interest and make the most use of 

its special expertise. Table 5, covering the net inflow of private capital 

into the developing countries, is possibly less firmly based statistically, 

1/ These figures are very conservative estimates, particularly the figure for 
India. See Annex I and the dis cuss ion belovJ of the "financial constraint" 
bias. 
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but it does reflect the collective judgment of the country economic reports 

as to the likely order of magnitude of a large item that is often less 

predictable than official capital flows and very sensitive to questions of 

confidence. 

14. Since it is presumed that official capital flovJS are, to some extent, 

under the policy guidance and control of international organizations and the 

governments of both developed and developing countries, it is better to look 

at private capital flo-vrs first. The official capital flo1vs have often then 

been considered partly as a residual requirement to supplement the flouJ of 

capital available to the country from private sources. It is recognized that 

this is only part of the story, however, for official capital may still be 

desirable as a supplement for domestic financing in cases where, on overall 

balance of payments grounds, there is apparently no need for it • This 

arises in countries 1-1here there may be a Resource Surplus, whether or not 

accompanied by a surplus on current account. 

15. Table 5 sh01oJS that the net in:t.'lo'tv of foreign private capital has 

been estimated at $1.3 billion per year for 1960-64, for all countries, or 

slightly more than 20% of the total net annual average capital inflow for the 

period. It is projected to double that amount in 1966-70, t-Jhich vJould 

represent a major change in world capital flows, rising in relative importance 

to 27% of the total. Most of this increase ~v-ould be concentrated in the 

specified countries and, vJithin that group, four countries - Greece, Spain, 

Hexico and Venezuela - would accolurt for $730 million, 60% of the total for 

the specified countries and J~?% of the total for All Countries. This high 

degree of concentration illustrates the fact that such private capital flows 

are most important in countries 1vith a tradition of absorbing such capital 

and ~~th a well-developed absorptive capacityo The future inflow, however, 
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is necessarily a function of the continum1ce of a favorable investment climate, 

or of prospects of improvement in the recipient count~J's performance. lfuen 

projections are made of this order of magnitude, therefore, it implies that 

an optimistic, but realistic, view is being taken both of absorptive capacity 

and of the future performance of the economy, in all its aspects. 

16. Tables 3 and 4 cover the figures for the net inflow of foreign 

official capital, with some detail as to amortization, tJhere it is avai]a ble. 

The information shotm in Table 3 can be summarized in the follo-uing v1ay: 

Projected Official Net Capital Inflowi Specified Countries, 
Annual Averages, 196 -70 

% Increase 
Area U.So$ billions % of Total 1960-64 

Africa 1.0 18 +110 
Asia 3.0 51 + 78 
Europe & ~.fiddle East 0.8 14 + 5 
1rJestern Hemisphere 1 .. 0 .lJ.. +50 

Total 5.8 100 + 62 

over 

The total figure shm·-m here is for the specified countries; 1d th an estimated 

adjustment to include others not in the sample group the total for all 

countries comes to $7.7 billion, as compared with $4.7 billion in 1960-64. 

17 . lJi th the exception of developing countries in Europe and the Ydddle 

East, where the future inflow may not be very different from that of the 

recent past, t:he future capital inflows are expected to be shared between the 

regions in roughly the same proportions in the future. Asian countries, wh..ich 

received an average of $1.7 billion, are projected to absorb roughly $3.0 

billion over the next fe1jv years. India looms large -vJithin this total, with 

a projected net official inflow of $1.6 billion p.a., as compared with an 

average of $0.9 billion p.a. in the earlier period.!/ Other major recipien~s 

1/ If India were to receive the same per capita aid as Pakistan, the total 
~ l - net capital inflo'v would be as high as $3 . 2 billion p • a • 
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in Asia 1'1Tould be Pakistan ($0.8 billion p .a.), Malaysia ($0.1 billion p .a.) 

and Iran ($0.2 billion p.a.). It has been assumed that some countries may 

not be able to absorb much more capital in the near future. Indonesia is 

one such case (although this may change radically) and others are Vietnam 

and Laos. The net inflm'IT into Taiwan is expected to taper off. 

18. In Africa the three biggest possible recipients listed are Algeria 

($0.4 billion p.a.), Nigeria, subject to the solution of the constitutional 

problems ($0.2 billion p.a.), and Morocco ($0.1 billion p.a.). In addition, 

there are a number of smaller countries who may each absorb a relatively 

small amount of capital, which 1~ill add up to in total $1. 0 billion p • a., a 

figure appreciably higher than past flows. 

19. For Latin America six countries account for three quarters of the 

total projected for the area: Brazil ($0.1 billion), Chile ($0.1 billion), 

Colombia, Venezuela and Mexico ($0.2 billion each) and Peru ($0.1 billion). 

However, for Argentina, Brazil and Mexico the flows projected are lower than 

they have been in the past. 

20. Table 4 shows figures for the payment of amortization on official 

loans. (It should be noted that the figures cover only the sample countries.) 

Figures for the past can be based firmly upon actual records and show that 

such payments were already a substantial sum, in relation to the flows of 

trade and capital. Projections for the future must be based on assumptions 

about disbursements, terms and grace periods, etc; those given here are based 

on different assumptions for individual countries, depending upon the amount 

and structure of present debt obligations and the sustainable repayment 

schedule for future credits, as suggested in Bank reports. The latter vary 

from about. 20 years 1 duration, t-Jith 2 to 3 years of grace to 50 years' 
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duration and up to 10 years' grace period. For the sample countries the 

actual figure of a~ortization on official loans is put at $1.6 billion 

average p.a. for 1960-64 and projected to increase to $2.7 billion - an 

increase of 91% - for the period 1966-70. Most of this increase uould. be 

the result of debt incurred prior to 1966, since loans made within the period, 

given an average grace period of 2 to 3 years, have little effect upon 

amortization payments until after 1970. 

The Source of the Estimates 

21. The figures given above are derived from reports prepared in the 

course of normal Bank operations, when a revim·J" of economic developments in 

member countries is normally carried out every 12 to 18 months. Some fifty 

countr:i.es are covered each year and three types of economic reports are under­

taken for this purpose. The first is a detailed study described as a "study 

in depth". This is characterized by an investigation of the main sectors and 

aims to give a comprehensive picture of the structure of the economy and its 

historical pattern of development. The second type is focused on a country's 

development program or plan, including an appraisal of the policies which are 

being followed. It is less comprehensive than the first kind of report 

because it does not normally include detailed sectorial studies. Finally, 

there are briefer reports which aim to up-date the information available in the 

Bank on the economy of a member country in bet-v·Jeen the times 1'Jhen it is felt 

necess~ to mount a more elaborate mission. All these reports have in common 

~ an analysis of the actual situation of the country as far as the public sector, 

fiscal situation and exGernal economic relations are concerned; they differ 

mainly in their ftmctions and the amount of detail covered. 

22. Over the years there has been a steady development in the scope of 

country economic reports. Formerly they "tvere designed mainly ·to give the 
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basis for decisions as to a country's credi t-vrorthiness for Bank lending. This 

creditworthiness uas a relat:vely narroH concept related mainly to the likely 

ability of the country to be able to service the loans made to it. The scope 

of a count,ry report has no't-J 1rJ·idened considerably so that the question 9f Bank 

operations in a member country is considered tri thin a context 11rhich will 

include not only the possible direct role of Bank lending but also the place 

of all such assistance in the overall development prospects. Considerable 

attention, for example, is paid to an assessment of economic performance and 

official policies. This broadening of the scope has led, almost imperceptibly, 

to a situation in which a typical economic report 1~1 discuss a country's 

requirements for overseas capital, on both short and long term, and the role 

that such capital can play in domestic development. A general pattern has 

also emerged which places great stress on an analysis of the public sector 

and its financial and fiscal position, a similar analysis of the balance of 

paYtnents and, to a lesser extent, the complementary developments L~ the 

moneta1~ sector. 

23. Although the topics covered recur in different reports, the analy-t,i-

cal methods employed can vary. Some reports, for example, vlill quantify 

their conclusions and their projections in the form of detailed forecasts. 

In other cases no such quantitative projections are made or, at the leas·t,, 

are not made for all sectors. Some missions make quantitative projections by 

sectors and great care is taken to insure that such projections are consistent 

Hith each other. It has not been the general practice for Bank economic 

reports to ernploy econometric models, although a number of reports have made 

use of model frameworks in order to achieve the above mentioned consistency. 

On the Hhole, however, reports are more literary than quantitative documents 

hvhose greatest strength lies in the judgment that missions can bring to bear 



- 13 -

on a country's development problem. Such judgments encompass attempts to 

measure the absorptive capacity of a country; although no formal attempt has 

been made to define this concept, its many facets, political, social and 

economic, are normally taken into account. 

24. The typical B~~k report focuses mainly on possible developments 

during a period of up to five years ahead. Those developments will often be 

determined largely by events that have alrea~ taken place and increases in 

income ~dll be largely the result of past investment decisions. Investment 

expenditures made during the period, therefore, may have little impact upon 

output during that period. It follows that an analysis which relies heavily 

t~on a link between investment and increases in output may be of limited 

value for the short run appraisals whiCh form the bulk of the countFy economic 

work. vllien the perspective shifts beyond a period four to five years ahead 

there is a much greater eA~ectation that structural changes ~dll take place 

in developing countries. This provides a further source of uncertainty for 

any form of analysis and there is a cle·::tr need to incorporate the possible 

effects of those structural changes that can be foreseen. 

25 o It can be argued that the relatively short vie-v:rpoint taken in the 

average report is one of the reasons why it is possible to make reasonable 

projections at all. Since, as stated above, the pattern of main developments 

in the economy is largely determined for some years ahead by decisions 

alrea~ taken, or knovm, the implications of those developments can be 

~ analyzed "':d th some confidence. The basic structure of the economy is not 

likely to change sharply over suCh a period and the availability and quality 

of the factors of production Hill also be relatively stable. Hhere significant 

structural changes are likely, such as the coming into operation of a major 

s·~eel plant, or the completion of a large dam, it Hill usually be possible to 

estimate the ef~ects on the economy. 
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26. In the course of tne country reviews forecasts and projections are 

often made of the trends expected in the main sectors of the economy, in public 

revenues and e.xpendi tures and in ~orts, exports and the balance of payments • 

These projections form the basic material from -vrhich the capital inflo'T.v 

estimates in this paper have been assembled; they will normally include some 

direct estimates of investment possibilities and plans, often on a project by 

project, or a sector by sector basis. They take into account not only "needs" 

in the narrow sense of the word, but also the way in which the possibilities 

are dependent upon a constellation of policies bearing on the efficiency 

with which the econornw is managed and resources employed. 

27o In these circumstances the estimates that emerge from such appraisals 

take into account what can actually be invested in an effective T.vay. Such 

estimates must rest on the past ability of the country to prepare and bring 

forward economically justifiable projects; they must also take into account 

the financial resources available to the country for that part of the costs 

which will not be covered by a capital inflow from abroad. That capital 

inflow is then regarded as the missing element required to permit a higher 

level of investment than would be possible, given all the domestic factor 

availabilities, the local infrastructure and the possibilities opened up by 

the policies and level of performance of the government and the economy. 

This level of investment is necessarily more effective and -vrl.ll usually be 

larger than can be achieved by the country on the basis of its mm resources, 

-.. othertvise there is no case for a capital inflo-v; from abroad at all. 

28. Although Bank economic reports are perforce not homogeneous they 

have, of necessity, one element in common, which is that they are all 

concerned -vdth countries which need additional real resources from abroad to 

be able to develop faster than is possible solely on the basis of their own 
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resources. The limitations which such economies face are basically of three 

kinds. The first is that imposed by the absorptive capacity of the econom.y; 

this covers all the ways in which the ability to plan and execute development 

projects, to change the structure of the economy and to reallocate resoUrces 

is circumscribed by the supply of crucial factors, by institutional problems, 

or by unsuitable organization. The second kind of constraint is that 

imposed by the inability to generate sufficient domestic savings. The third 

is set by the supply of foreign exchange available to the country from 

exports and donations; this supply may be insufficient to cover current 

import needs, repayment of debt, etc., and the goods and services required 

for development purposes. 

29. In any particular case elements of all three may be present. In 

order to illustrate the constraints that were regarded as significant in 

different coun·tries by the country missions, notes have been prepared for 

twenty-nine countries and these are sumrarized in Annex I. It will be seen 

that a wide variety of considerations are taken into account, which are not 

aluays explicitly resolved into the basic limitations on development listed 

above. In addition there are some cases where an a priori condition is 

imposed 9n the analysis which may render one or more of the constraints 

redundant. It may often be assumed that the amount of external capital 

available to a count~r is limited by factors not connected with any of the 

internal characteristics of the economy. This condition imposes a financial 

constraint and choices have to be made within this limitation as to what 

projects should be carried out. The results are often put in the form of an 

"agreed financing plan 11 ~Jhich adjusts priori ties to both the external. and 

internal resources likely to be available. 
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30. The aim has usually been to work towards a financing plan which 

will be acceptable to the country and to the major suppliers of foreign funds. 

In terms of international financial diplomacy this approach offers consider­

able advantages because countries and institutions are more willing to 

discuss aid 1~thin the context of such a financing plan. Hence the Bank has 

used this type of analysis where it has organized a Consultative Group or a 

Co11sortium for a country. It can also be argued in its favor that such an 

agreed financing program may make it easier to obtain finance for a particular 

project, or set of projects, compared with a situation in which such 

investments are put forward as simply undifferentiated claimants amongst a 

whole spectrum of possible demands for foreign capital. 

31. The prim~ focus of a Bank report is normally on the public sector 

and the most detailed information available is usually for the public invest­

ment program. However, this cannot be considered in isolation from the 

situation in the private sector. In some cases an equally full appraisal 

will be made of the possibilities and n~eds in that sector, usually where a 

mission undertaking a study in depth has the resources to investigate the 

industrial or financial sectors in detail. It will also be done in cases 

where the Bank has been, or is likely to be involved in the financing of 

development banks or where IFC is engaged in financing operations in private 

industry. Generally speaking, however, Bank reports limit thenmelves to 

considerations of the interrelationships between public and private sector 

~ plans, an assessment of the possible private inflow from abroad (in aggregate 

terms) and judgments on the level of ability and confidence of the private 

sector. These latter have a considerable bearing on the overall judgments made 

as to the general outlook for the economy and its absorptive capacity. 
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The Methodology 

32. The methodology employed to obtain the estimates from t~e countrJ 

economic reports makes use of the logic of National Income Accounting and 

uses the following concepts. 

Investment and Savings 

1. Gross Investment 
2. Gross Domestic Savings 
). Savings Gap= (1.-2.) 
4. Gross Domestic Product 

A similar table is prepared for the Balance of Payments items: 

Balance of Payments 

1. Exports of Goods and Services 
2. Imports of Goods and Services 
). Balance of Goods and Services (1.-2.) 
4. Current Transfers, net 
5. Resource Gap, (or Surplus ) ( 3. +4. ) 
6 • Factor Income Payments, net 
7. Current Account Deficit, or Surplus (5.+6.) 
8. Private long term capital inflo~J", net 
9. Public long term capital inflovJ', net 

10. Use of Reserves 
11. Residual Items, net (mainly short term capital 

movements, including II~ drawings, errors 
and omissions ) • 

These concepts are those that have been found to be most convenient for the 

purpose of producing figures in a standard form. (The choice of a particular 

concept is not intended to imply that it is necessarily superior for analytical 

purposes to other alternative concepts.) The items are completed for the 

period 1960-66 using actual figures, or the latest estimates. In addition, 

projections are made for the years 1966-70 on the basis of the most recent 

B&!k assessment of the econo~J. For the past it is usually possible to 

complete both the savings and investment and the balance of payments statement 

in a consistent manner. Such consistency, ·within the framew·ork of the 

National Accounting system, requires that the Resource Gap be equal to tile 

Savings Gap. In the case of project.:.ons, ho1nrever, it is rarely poss:! .blo to 
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complete both approaches in a way that gives complete consistency between the 

internal savings/investment relationship and the external balance of payments. 

111Tithout l.Ulderestimating the difficulties of either kind of projection, it has 

been found easier to project the main balance of payments entries. The basic 

difficulty of the savings approach is the paucity of data on savings and its 

constituents in developing countries~ Such estimates are rare and often un­

reliable; the historical data reflects this difficulty, in that the savings 

estimate is frequently calculated as the residual item. The danger with 

such indirect estimates is that they necessarily become the repository of all 

the errors of measurement that enter into the other items in the National 

Accounts that are estimated directly. 

33. The principal aim of the capital inflow estimates is to concentrate 

attention on the contribution to be made by capital from abroad in supplement­

ing the development expenditures that can be carried out with domestic 

resources. This contribution is measured by the Resource Gap. The figures 

are required on a net basis, although the contribution to be made from 

abroad cannot be isolated unless the gross figures are also taken into account, 

so that it is necessar.y to consider all items of the current and capital 

account of the balance of payments and make projections 'tvithin "t·Jhich the net 

inflow can be assessed. Before such projections can be made, however, a 

number of problems of measurement and methodolo~r must be handled, not all of 

uhich have yet been disposed of in a satisfactory Hay. These are the 

~ problems of projecting exports and imports of goods and services, current 

transfers, factor income payments, short and long term private capital 

movements and reserve requirements. 

~~orts of goods and service~ 

34. Present practice uithin the Bank permits this item to be estimated 

and projected in tuo separate ways.; for each conntry estimates and projectiirJ!1S 
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form part of the economic report. To the extent to which such estimates 

can be aggregated it is possible to sum up the individual country estimates 

and obtain a total for the sample countries. In addition, figures are 

prepared in the Bank for the developing countries as a group, summing ~he 

past statistics for the historical series and making projections for the 

future on the basis of Horld market conditions for particular commodities. 

35. In the process of preparing economic reports there is an interaction 

bet1.u-een the various missions and the work concerned with studies and projectio:P...s 

for particular commodities. The result is that the country reports take 

into account all possible developments in the markets concerned tvhich will 

affect the relative position of that country. This means that both the world 

market for the products concerned and the market share of that particular 

country -v.rill be revie1·.red. In add.i tion, it is also necessary to make assumptiolJS 

about the policies that will be followed by the exporting country, since they 

vrlll have an influence on the value of eA~orts additional to those influencss 

originating in world market conditions . However, a country mission has to 

Hork -vrlthin the limits of its ovm terms of reference and of its own possible 

sources of knowledge; in the last resort it has to make certain ceteris 

paribus assumptions. In particular, 1i.rhen making assumptions about trJorld market 

conditions, shares of the market m1d national policies, a mission must either 

assume tl1at the policies of all the other countries concerned (producers and 

consumers) are given, or that those policies ~~11 change in certain predictable 

~ ways in response to the actions of the country under study. The possibility 

still exists, hot..rever, that the sum of the projections made by aggregating 

the results of country reports will differ from the results obtained by 

making projections on a world basis. Tests made to compare the figures 

obtained by the t-v.ro different routes show that such differences exist, although 



~ . 

- 19 -

they are 11i thin the order of magnitude that could be expected from errors 

of measurement and estimation. It uould be possible to impose a reconciliation 

on the tuo estimates by an iterative procedure which t-Jould bring together 

the projections of the estimated uorld market for a particular commodi ~y and 
1/ 

an allocation of marl{et shares betv;reen exporting countries.- Such a procedure 

has not been follovJed tdthin the Bank; if it were to be adopted it would 

require the continuous readjustment of the results of a large number of 

economic missions as conditions changed and as economic reports are completed. 

Since reports for all countries are not prepared or reviewed at the same time 

such a procedure t-rould not be consistent Ni th the present methods for carry-

ing out country economic work. In fact, a reconciliation imposed in this 

v.ray 't-Jould be alien to the basic philosophy 1-Jhich lies behind the present 

country economic work. 

36. n~e reason for this is to be found in the assumption that has to be 

made in order to produce a consistent solution in the form of an agreed 

projection of 't·Jorld trade and an agreed allocation of market shares; the 

assumpti on is that each country 't-Jill set its ovm policies so as to achieve 

precisely the right market share, regardless of the actions of other 

eJ~orters.~/ The principle (and practice) of country economic analysis in 

the Bank is based on the premise that policies cannot be taken for granted, 

1( Such a reconciliation would have to take into account all the co~~tries 
contributing exports to world markets and not simply those for which 

~ economic reports 't·Jere being prepared. 
2/ 1-Jhen stated in this uay it is obvious that such reconciliations can 

never be unique solutions, but are dependent upon such assumptions about 
policy behavior. 
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since countries are free to vary them and are frequently recommended to do 

so. To the extent, therefore, that exports are amenable to policy manipulation 

it is not realistic to make reconciliations bet1-1een projections in country 

reports and projections for the world market by imposing iterative chapges. 

To do so would involve a change in the -vrhole concept of country economic 

analysis as presently practiced; essentially this is based on a "partial" 

country-by-conn try approach, not a "general" level of analysis. 

37. The upshot of this discussion is that it may not be possible, even 

in principle, at the present stage of the countr.y economic work, to reconcile 

fully estimates prepared on a country-by-country basis with figures for 

exports of the lesser developed countries as a whole prepared on an aggregate 

basis. This 1-rould be true even if fully comparable economic reports 'tvere 

available for all countries (and not merely for a sample, as in the case of 

the present estimates). The basic reason is that any individual country 

estimate must make assumptions, e.xplici·l:i or implicit, about the policies to 

be folloued by the country and by all other countries concerned. The reactions 

of these other countries, however, to the policies followed in the country 

concerned cannot be forecast with any certainty. Since the actual outcome 

'tv:tll depend pru:•tly on these unknovm reactions the problem becomes one to 

which there is no determinate solution. 

Imports of Goods and Services 

38. At the present time projections of imports are prepared vJithin the 

~ Bank only on a country-by-count17 basis. The problem here is that the total 

imports of a commodity implied in the aggregation of country-by-country 

estimates may exceed the supplies likely to be available at the prices assumed 

in the projections. (In this case assumptions have to be made not only about 

national policies impinging on the supply of imports, but also about the 
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actions of individual suppliers in particular markets.) 'VJith a fe't'J exceptions, 

however, the total imports of most products into the developing countries 

forms a relatively small part of total world trade in those items, so the 

above is not likely to be a practical problem. In addition, it has not been 

customary to consider imports in the same degree of disaggregation that has 

been applied to eA~orts. Instead of a commodity-by-commodity approach imports 

are grouped into broad categories, where possible, or, in some cases it may 

be possible to consider only total imports. 

39 . ~fuen projecting imports some concept of nrequirements" is usually 

employed, linked either to a level of output, or to a rate of gro-urth of output. 

Such projections are built up from an analysis of trends and likely develop­

ments in investment, consumption and exports, often uith particular emphasis 

on the import content of specific projects for vJhich independent information 

may be available. In a few cases imports have been projected as the residual 

item of a balance of payments projection, usually with some check as to the 

consistency of the result with past trends and with what is kno~m of possible 

developments in the main sectors of the economy. 

Invisible Items 

40. The methodology used in the Bank for capital inflo't-J estimates does 

not distinguish bet11een exports of goods and services. Some mention of 

invisible exports and imports is required, ho-vrever, in vie-tv of its importance 

to developing countries. The question of the treatment of these items is 

not one that can be generalized about easily. The methods of projection 

used in countr.y economic reports V~J as between countries, and for most 

countries invisible trade is not large, on a net basis, compared ld th the 

more important visible items. Only in those cases where tourism is important 

is it likely to be a significant factor in the balance of trade. Freight 
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and insurance charges a.J."'e also important in that the balance of such 

eJ~enditures tends to be passive for the developing countries because such 

services are supplied largely by the developed countries. 

Current Transfers and Factor Income Payments 

4J.. Both these items present difficulties of measurement in the past 

and of projection into the future. The first is of major importance in only a 

fet? countries vrhich have a large number of people v1orking overseas and making 

remittances to the home country. Such remittances are notoriously difficult 

to measure uith any accuracy; Hhere transfers go to and from the public sector 5 

as with government-to-government transfers and grants, the problem is often 

easier. The question of factor income payments to and from abroad is of 

much greater importance and is probably a major source of ·t-realmess in most 

balance of payments estimates. There are two elements to this item; the 

first is the payment of interest on official debt incurred either by official 

entities, or guaranteed officially so as to become a de facto part of official 

obligations. Historical information on this item is normally reasonably 

satisfactory and the Bank is the major source of comprehensive information on 

such debt. For projection purposes established techniques can also give good 

forecasts of interest payments to be paid on existing debt, vJhile for nevJ 

loans assumptions have to be made as to nevJ comrni tments, terms, and grace 

periods. For short run projections over the next three to five years, hoHever, 

such payments are not likely to be significant compared v-1ith interest on past 

~ borrovdng. Standard assun~tions as to terms, interest rates, etc. applicable 

to all countries Hould not be appropriate here. The country missions are in 

the best position to kno-v;r the ldnd of terms likely to be available for that 

particular country. The ilnportant thing is that the assumptions as to terms 

must be made explicit. 
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42. It is the second element in factor income payments that is the more 

difficult to handle. This is interest payments on private debt an~ payments 

to the foreign o-vmers of factors of production situated in the country, i.e., 

the payments overseas of profits and dividends earned in domestic prod~ction 

activities, less any incoming payments earned by the nationals of the country. 

Statistics on such remittances are generally not good, although the size of 

the item may well be relatively large in many lesser developed countries. 

Furthermore, the net total may change sharply from one year to the next and 

be difficult, to predict.!/ The extent to uhich country missions master this 

problem varies 1-Ji th the nature and size of the mission and the Bank 1 s general 

background kno~vledge of the economy and of the plans and intentions of the 

private sector. To the extent that the latter depend upon a confidence 

factor the projection of such pa~r.ments into the future does involve taking 

a position as to 1-1hat the climate of confidence is likely to be as a result of 

the uhole range of possible public policies, developments elseuhere in the 

economy and the relative position of the count~J in the 1vorld economy. It 

is clear that such projections can never be easy to make. 

Private Capital Movements 

43. Huch the same considerations apply ~Jhen dealing with private long and 

short term capital movements. The latter are particularly di.fficul t to deal 

with because of their heterogeneity; they include many monetary items, 

1/ A related problem is that of the reinvestment of profits; obviously such 
profits are not actually remitted overseas; for statistical purposes, 
ho"trever, it should be assumed that they flo-v.r out through the current 
account of the balance of payments as current payments, and flow in tl'...rough 
the capital account as a ne'tv inflot·J of foreign private capital. There is 
also the practice, already referred to, of netting out factor income 
paJr.ments from export receipts so that both the value of exports ~~d factor 
income payments are understated in the balance of payments. 
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movements of "hot money" and short term working capital requirements of 

national and foreign-o1~1ed firms. 

44. Most Bank missions concentrate, of necessity, on the public sector 

and are able to appraise public investment a~d its possible sources of 

financing 1v.ith some confide11ce. It is not always possible to enter into the 

possibilities for the private sector in the same way and, generally speaking, 

country economic reports do not contain material from which firm projections 

of investment in the private sector can be made. Similar uncertainty 

attaches to the projection of private capital inflows. Long term inflows 

can often be made 1vith some confidence, especially 1r1here information is 

available about major devalopments in the private sector involving capital 

from abroa.d, or ·t..rhere past trends are sufficiently well based as to provide 

a guide as to the future. Short term movements, however, are often erratic 

in the past and tmpredictable in the future, owing to their dependence upon 

questions of confidence, the performance of the economy and the whole constella­

tion of economic and monetary policy. Short term flows recorded in the past 

(as Hell as the movements in the "errors and omissions" item) will also reflect 

capital flight that has taken place. Although it is known that such erratic 

movements of short term capital ~rlll take place in the future it is difficult 

to project them; indeed, it would be undesirable to project such movements, 

if it vrould L"Tlply an expectation, on the part of the Bank, that a country 1 s 

policies and performance v-rill be such as to lead to capital flight o It may 

also be necessary to take account of a more normal "reverse flou" of capital 

from developing to more developed countries which is quite distinct from 

capital flight and less likely to vary from year to year. The projection 

of such flow·s will depend upon lmmvledge by the missions concerned of the 

likely reasons, sources and destinations of such capital movements. 
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Official Capital l~vements 

1+5. This item is open to t'uo different definitions and some difficulties 

have been encountered in dealing Hith it in a consistent fashion. Such capi.::,al 

movements may be ~ official sources, such as other governments or inter­

national agencies, and be destined for the use of either official or private 

borrowers. Alternatively, they can be defined on the basis of the recipient, 

in which case even funds provided by private sources abroad may be classified 

as "official capital" according to destination. The figures given in this 

paper generally represent the inflm-r of capital from official sources, most of 

which is destined for the public sector. In some instances, however, finance 

from private sources to the public sector has been included because it is 

not yet possible to separate out the flotrs by source and destination. The 

histori cal data for official capital flo'tvS is available in some detail. For 

projection purposes assumptions have to be made as to the stage of preparation 

of projects, likely lenders, patterns of disbursement and terms of amortiza­

tion. lfJhere non-project aid is concerned, it "&Jill be necessary to have some 

idea of the intentions and plans of possible donors. 

Movements in Reserves 

46. The use of exchange reserves (including the facilities of the IMF) 

provides, in the short term, a source of foreign exchange; similarly, such 

reserves may be acctunulated over a period either as the involuntary result 

of all the other ch~~ges in balance of payments items, or as a planned policy 

objective. Historical data on actual movements in reserves can usually be 

assembled by country missions, uho may also be in a position to project some 

part of the movement of reserves in the future on the basis of information 

knovm to the country and to the INF. There are clear and obvious limitations, 

hm·rever, to the projection of changes in reserves. Given fixed 
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such changes are the er1d res~t of all other external transactions, the final 

residual movements in the balance of paymentso Some contractual items, such 

as the repurchases of D·1F drm·rings, can be foreseen, but they are aluays on 

the repayment, or debit side. It is not possible to project the extent to 

uhich such dra1·1ings vdll be made in the future, especially as this t-Jould 

involve assumptions about the activities of another independent international 

agency. Frequently these difficulties are faced by making a projected change 

in reserves a policy recommendation or requirement; the missions'judgment 

is that reserves should change in the direction indicated. 

47. Underlying any consideration of balance of payments items is the 

question of a countr,y 1s exchange rate. The projection of such items necessari­

ly implies a view as to the exchange rate that will obtain in the future. A 

country's exchange rate system is the primary responsibility of the IMF and 

Bank missions pay close attention to its vie-vJs on the subject. 1rJhere it is 

kno1m t hat changes are contemplated or likely they are incorporated into 

the projections; in other cases it is clearly impossible to do more than 

assume that the exchange rate t~ll remain unchanged during the period under 

review. 

~Possibility of Biases 

48. The above discussion is aimed at highlighting the problems that 

arise when attempting to derive estimates of capital inflow from country 

economic reports. It "tvill be seen that the difficulties are of t 1-10 kinds; 

there are those inherent in the methods used to produce country economic 

reports, and, secondly, there are those of a statistical nature arising out 

of the problems of estimation and projection for certain key aggregates 

whose values are large enough to make a significant difference to the net 

and gross infloHs that are the object of the exercise. 
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49. The het.erogenei ty of the country economic reports raises some 

problems, but the underlying unity of approach behind such reports is such as 

to make these problems less serious than might appear at first sight. It is 

the absence of a standardization of method which gives rise to statistical 

di f ficulties; these differences of method are inevitable because of the very 

big differences that exist between countries in the quantity and quality of 

the statistics available; in other cases the differences can be traced to 

operational requirements. At least some of the variety of treatment, however, 

derives from differences of style and approach between area departments, rather 

than from basic differences betl"Jeen the countries under study. 

50. The effects of these differences of approach on the total assembled 

in this paper cannot be assessed easily. Something can be said, in general, 

about three possible "biases" Hhich originate from the second source of 

difficulties, which are statistical in origin. Almost all Bank missions spend 

less time and are less able to appraise likely developments in the private 

sector, than in the public sector. Since lrhat cannot, or has not been 

measured is likely to be treated as less important and hence ~~derestimated 

in the total, this suggests that the capital requirements of the private 

sector may be rated on the conservative side in the totals. Secondly, ~Qthin 

the public sector the attention given to social investments - housing, public 

health and education - is generally much less than that given to the sectors 

such as transportation and p01.ver vti. th which the Bank is more familiar. It is 

likely, therefore, that the investment needs of these sectors have also been 

underestimated. 

51. A third possible dovm'tv-ard bias arises from the financial constrai nt 

implied 1vhen a mission follovJs the technique of l·Jorld.ng out an "agreed 

financing plan n Hhich considers only those projects vJhich can be financed Hi th 
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domestic and foreign resources thought to be obtainable, rather than the 

vJhole range of worthuhile expenditures lrJ'hich could be considered if that 

restriction did not apply. This -vJill also impart a downward, conservative 

bias to the figures givan here. 

52. The probable net effect of the "biases" listed above is almost 

certainly that the capital inflow estimates are underestimated, rather than 

overestimated. This is a bias toHards realism that is probably more acceptable 

in country economic analysis than any other. It probably contributes to the 

greater acceptability of Bank estimates of capital inflm·JS, compa~ed -vrl. th 

those produced by other organizationso It should be stressed, however, that 

there is no such thing as a "correct" projection of future capital inflows. 

The projections given in this paper are conditional forecasts based on 

assumptions made by cou.~try missions as to the policies that countries vrlll, 

or should follow. Given the importance of these policy assumptions, the 

question of biases in the figures becomes a less important problem. In 

addition, it is an unfortunate truth at the present time that even the Bank's 

conservative estimates of the amount of capital that the developing countries 

could usefully employ in the near future is much larger than the amount of 

such capital likely to be available to them. 

Other Estimates of Capital Requirem~ 

53. A number of authors and L~stitutions have been engaged in the 

preparation of capital ~equirements estimates and it is useful to compare the 

~ approaches used with that described in this paper as now being followed 

within the Bank.l/ Before reviewing these studies briefly it should be stressed 

11 For ease of reference the various studies referred to are listed by title 
in Annex II, where they are numbered and the numbers used as references 
in the text. The study by Adams (1) provides a comparative analysis of 
the theoretical backgrounds to the estimates. 
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that the principal difference bet-v1een them and the approach used lid thin the 

Bank is that they are all concerned With the "requirements" aspect of capital 

inflo'tvS • A target is specified and the capital needed to reach that target 

is then estimated. As has been stated above, no such target is used to 

arrive at the Bank's figures; they represent, instead the amount of capital 

1,rhich might be used in an effective 'tvay in the future, provided that a certain 

level of economic performance is achieved and suitable policies are followed 

by the governments concerned. 

54. One of the first of these estimates was made in a report prepared 

by a group of experts for the U.N. (2), meeting under the Chairmanship of 

Arthur Lewis, in 1949. The figure produced in this Report tvas $12 billion, 

defined as the net additional foreign resources required to permit the develop­

ing countries to reach a target gro"t-Tth rate of 2.5% p .a. The figure tv-as 

reached by way of an analysis of the capital that vJould be needed to bring 

about a continuous transfer of labor fr(>m the agricultural sectors of the 

economy to industrial employmen·~; since the investment per capita required 

in the industrial sector t·Tas considered to be a very high figure per head, 

a relatively large capital requirement estimate was obtained. 

55 e The latest U.N. estimate, hovJever, emanated from Hork carried out 

~J the Secretariat and first presented in 1962; this was subsequently publish­

ed in 1964 (3). It was these estimates which were submitted to UNCTAD in 

1963 and tvhich form the basis for the detailed Tvork vJhich has been done by 

the UNCTAD Secretariat since that date and 1.vhich is still continuing. The 

essence of this approach is a "trade gap" model making use of derived 

relationships between rates of growth of GDP, exports, i mports and investn~nt. 

The model is used to project the import requirements considered necessary 

to achieve certain target rates of grm.r:.h; these are then compared vJi th ot~1,er 
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projections for exports and the difference emerges as a "trade gap" which 

measures the capital inflo"tv required. An alternative approach, discussed in 

(3) is to project independently savings and investment. The investment 

required to obtain the target rate of growth of income is then compared with 

the savings projections and the difference is seen as a "savings gap" which 

H'ill have to be filled by capital from abroad.l/ The results obtained are 

summarized in the following table: 

Developing Countries- Trade Gap and Savings Gap. Estimates . 
(u.s.$ billions, 1960 prices and exchange rates)r----

1960 1970* 1975* 
(ACtUal) 

Savings Gap 5 16 20 

Trade Gap 5 20 30 

* Assumed rates of grmvth of 5% for 1960-70 and 5.5% for 1970-75. 

Source: (3) pages 67 and 68, as revised in (9), page 21. 

The fact that the Trade Gap is larger than the Savings Gap is taken as prima 

facie evidence that a shortage of foreign exchange is more likely to be the 

main constraint on the growth of the developing countries than a shortage of 

savings. The $20 billion shown as the Trade Gap for 1970 is the long term 

capital inflow required; this has to be compared with the figure of $5 billion 

for 1960 to give an additional requirement of $15 billion. In a more recent 

paper (9) the U.N. has reworked these estimates and made substantial changes 

y The independent derivation of these t wo "gaps" has become knmm as 11the 
t'!vo gap approach 11 ; the logic of national accounting states that these t"tvo 
gaps are alHays equal, since they are alternative ways of measuring the 
same thing. This logic shows up in the historical data, but there is 
nothing in the models employed by the U.No to require that independent 
projections of the tuo gaps be equal. lJhere they diverge, as in the U. N. 
and other estimates, this signifies either that the past relationships on 
which the projections are based cannot all be continued into the future} 
or that the target rate of growth specified for GDP is not consistent 1vith 
t he other relationships of the model. 
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in the gap estimates as a result. The concern of this study, however, was 

not to produce neu figures for the gaps, but to focus attention on the 

sensitivity of all such estimates to changes and revisions in the data used. 

This -vras done by bringing the earlier 1964 study up to date by the addition 

of figures for later years that have become available and also, where possible, 

the use of revised data. The gap estimates on this ne1v basis are as follo-vrs: 

Savings Gap 

Trade Gap 

1970* 

12 

10 

(U.S.$ billions, 1960 prices 
and exchange rates) 

1975* 

13 

13 

*Assumed rate of gro1~Gh of 5% for 1960-70 and 5.5% for 1970-75. 

So~e: (9), page 21. 

56. The second major source of capital requirements estimates in recent 

years has come from the -vrork of Messrs. H.B. Chenery and A. M. Strout, carried 

out for the U.S. Agency for International Development (4). L[eference should 

also be made to (5) and ( 6 ]J. The importance of these studies lies as much 

in the considerable influence they have had on the thinking in this field 

as in the figures that 'trere derived from the exercise. The innovation vw-as to 

move from the "t~;Jo gap approach" to incorporate a third constraint o This 

third constraint, or "gap", is viewed as some r.v-ay of approximating to a 

measure of absorptive capacity, a measure that is also seen as being closely 

linked to the performance of the economy. The availability of foreign 

assistance is then regarded as a means of overcoming the particular constraint 

that is applicable at any stage of a country's development; the value of such 

assistance ':-~ill vary ui th the country 1 s m-~ ability to use it effectively. 

The aim of the AID analysis is to shoVT ho1.v much foreign assistance uould 

be required to assist countries t9 attain certain target rates of growth, 
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given varying assumptions about economic performance (t·;hich vrould be reflected 

quantitatively in savings behavior and absorptive capacity) and the factors 

determining exports. 

57. The other interesting feature of the study is its extensive 

coverage on a countr,y basis, since the model was applied to fifty developing 

countries and totals were then obtained for a wide spectrum of different 

assumptions • This makes it difficult to summarize the results, and this is 

best done in the authors' own words: 

"To compare our results to other estimates, we can state them 
in terms of the net capital inflow in 1970 and the implied 
increase in external assistance between 1962 and 1970. Omitting 
the less likely combinations of assumptions, the indicated 
range of capital requirements in 1970 is from $10-17 billion, 
corresponding to the rate of growth of external capital of 3 per 
cent to 10 per cent from its $7.4 billion value in 1962. This 
range compares to the U.N. estimate f~ 1970 of $20 billion and 
to Balassa's range of $9-12 billion.l Our estimates have the 
advantage of making explicit assumptions as to country per­
formance and of showing how the total depends upon them." 

(American Economic Review, September 1966, page9 721-722) 

58. Apart from estimates originating in institutions there are a number 

of studies made by individuals; two of these are mentioned here because they 

have both had some influence on international discussions of capital require-

ments. In 1961 Professor Rosenstein-Rodan made projections of "capital 

inflow requirements of underdeveloped countries" ,6)ages 117,8 (827 given 

rates of growth which he judged to be possible on the basis of each country's 

absorptive capacity. His approach incorporated several original features 

which make it difficult to compare the restuts obtained with those from other 

sources. The definition of "aidrr, in particular and hence of capital inflot-v 

is such as to make it difficult to compare the results obtained with those 

!/ This refers to (7), 1:-hich is discussed bela··.: . 
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of other studies and of the Bank. The importance of the work is that it 1vas 

one of the first comprehensive exercises to make use of a "savings gap" model 

and apply it consistently to all underdeveloped countries. 

59. The other important study made by an individual is that published 

in 1964 by Professor Bela Balassa (7). This Hark follows a different approach 

from the other studies revietfed above. The estimates are based on a detailed 

balance of payments projection. This "Lias not obtained v-rl. thin the frame'tfork 

of a model but carne from an examination of "prospective trends in the exports 

and imports of developing countries, as well as future changes in the so­

called invisibles •• " [.(7), page llJ. The capital requirements, measured as 

a current account deficit for the developing countries as a whole, are 

given as $9.4 billion in 1970 and $11.3 billion in 1975 (at current prices). 

The deficit for 1960 is put at $4.6 billion, so that the additional inflow 

projected for 1970 is $4.8 billion. 

These estimates, and others wh~ch are less authoritative, do not 

come to the same conclusions as those produced by the Bank, nor is there any 

reason why they should do so, given the differences in approach and methodology. 

The Bank is constantly involved in discussions concerning aid flows at which 

estimates of this kind are employed; it is important that the Bank be in a 

position to appraise the value of estimates prepared elsewhere and be in a 

position to justify its own figures. The object of the present paper is to 

provide the necessary background to an understanding of the Bank's estimates 

~ and permit a comparison 1vith figures from other sources. 

Economics Department 



Table l: BASIC ECONOMIC P~ FUR SAMPLE OOUNTRIES 

Domestic 4/ Marginal 2/ 
Annual Rate of Growth ~Eercenq 

Incremental 6/ 
Saving Rate Saving Rate Capital/Output 

GlJPl/ mortJ? ~rt.s2/ Cons64)tion3/ Investment ~~ercent~ ~~rcent~ Ratio 
Ar~a./CoWl t..!:l 1960/b!i 196b/7o Difference 19b5/b4 r---;7~ Difference 19li~li4 __._770 Difference . '-9 7~ 19li477~ r 4 l97o 1904/70 l9bii770 

AFRICA: 
Algeria -3.2 H.o +11.2 1.7 10.8 +9.1 2.7 7.4 +4. 7 4.8 10.4 20 18 l4 2.3 
Cameroon rJ. O 5.2 +0.2 9.0 3.6 -5.4 13.6 6.4 -7.2 3.2 9.4 ll 9 5 2.3 
East Africa 4. 0 4.5 +0.5 8.1 2.4 -5.7 4.7 5.2 +0.5 2.4 8.4 15 13 5 2.9 
Ethiopia 3.9 4.2 +0.3 11.3 4.4 -6.9 11.5 3.9 -7o6 2.8 6.2 9 7 4 2.2 
Li.~eria 10.9 6.6 -4.3 9.9 6.6 -3.3 13.6 2.6 -lloO 5.1 0.8 27 30 32 2o8 
Malagasy Republic 3.3 4.5 +1.2 10.2 1.9 -8.3 10.3 3.6 -6o7 1.8 8.5 12 13 14 2.9 
Morocco 3.5 5oO +1.5 4.4 6.0 +1.6 4.0 7o2 +3o2 1.0 8.9 9 13 23 2.6 
Nigeria 4.6 6.2 +1.6 7.4 6o2 -1.2 4.3 4.3 o.o 3.3 8.5 12 16 28 2.5 
Senegal 2.9 4.5 +1.6 -3.2 3o7 +6o9 -Ool 3o8 +3o9 1.8 7.7 6 7 11 2.4 
Sudan 3.9 5.6 +l. 7 1.5 4.2 +2. 7 -1.4 7.2 +8o6 2.1 9.9 6 9 16 2.1 
Tunisia 7.0 5.1 -1.9 0.5 12.1 +11.6 5.3 5.1 -Oo2 0.6 5.2 10 20 49 s.o 
Sub-total l l !?/ 2. 9 5.8 +2.9 4.7 6.3 +1.6 4o3 5.7 +1.4 2.8 8.5 12 14 19 2.6 

ASIA: 
"Ceylon .3.4 4.5 +1.1 -0.9 2.1 +3.0 -1.4 -l.l +0.3 1.0 7.6 11 13 23 3.4 

India 5.3 8.7 +3.4 5.6 • 14/ • 14/ 5.9 • l4/ • 141 2.5 9.1 13 1.6 26 2.6 
Iran 5.1 7.0 +1.9 5o9 10.0- +4.1- 3.9 10.0- +6o1- 4.0 9.9 22 26 29 2.2 
Korea 5.4 6. 0 +0.6 17.8 11.4 -6.4 2.9 7o8 +4.9 2.9 7.6 8 10 15 2.1 
Malaysia 5.4 4.7 -0.7 -1.1 1.3 +2o4 4.8 2.9 -1.9 2.1 7.7 18 17 17 4.0 
Pakistan 5.6 6.5 +0.9 1.3 8.8 +1.5 14.3 L.7 -9.6 2.4 8.9 12 16 26 2.9 
Thailand 7.5 6.8 -0.7 10.8 3.1 -7.7 10.9 6.h -4.5 3.3 8.3 21 22 22 3.4 

Sub-total Y2/ 5.6 6.3 +0. 7 4.2 6.3 +2.1 6.7 5.5 -1.2 2.8 8.7 15 18 24 2.8 

FlB>J!B & MIDDlE EAST: 
cyprus 1.3 7.0 +5. 7 1.2 . l4/ • 141 Oo9 • 141 • l4/ . l4/ . l4/ 12 0 l4/ • 14/ • 14/ 
Finland 6.2 s.o -1.2 7.6 6.2- -lo4- 9.2 . ID 0 Itt . IIi! . 1lil 28 . I4! . IIi! . IIi! 
Greece 7.0 8.0 +1.0 12.3 11/ • 14/ • l4/ 14o1 11/ 0 Ilil o ID 6o4- 10o2- 19 21- 26- 3.0-
Ireland 4.4 5.1 +0.7 10o4- 12.2- +1o8- llo8- ll.O- -Oo8- 3o8 7.0 16 20 32 4.8 
Israel 10.0 5.4 -4.6 14.3 15o 7 +1.4 14.1 10o8 -3.3 3.1 -Oo4 25 20 7 4.5 
Jordan l Ool 6.0 -4.1 21.5 16.2 -5.3 5o6 3o6 -2.0 1.2 4.9 -5 5 29 2.8 
Spain 12.1 5.5 -6.6 12.2 11o0 -1.2 25.3 8o9. -16o4 5oO 6.7 24 24 25 4.1 
Turkey 4.1 7.0 +2.9 6.5 0.6 -5o9 .3o9 4.9 +loO 3.2 10o8 l2 16 23 2.2 
UAR 6.5 7.2 +Oo7 0.6 6o7 +6ol 6ol 4.5 -1.6 4.2 4.4 14 16 27 2.5 
Yugoslavia 8.2 8.0 -0.2 14.9 10o5 -4.4 12.6 11•1 -1o5 7.7 2o6 41 .35 23 4.7 

Sub-total l/}!J/ 8.5 6.3 -2.2 10.0 10.3 +Oo.3 13o2 8o9 -4 • .3 4.4 5o5 22 22 24 3.6 

Pl.eaae see footnotes on page 2. 





~: CUM!NT ACCOUNT BALANCE A!ID EXTERNAL CAPITAL INFIDWS 
(us$ Million) 

Annual Averaces 

r .u-rent et nces Total 
Ac cow1: Rtsource)l Capital in (Cols:-'(,9 & 11 and 

Def icit 1/ Ga12 2/ Inflow. ~Y!J~ i~68il£' 10 & 12) 
Ar11~ ' r'>·.u . ~ r .·.· F6 64 1966/76 1966764 1966/76 196677 . 

--r- -z- ---y- ---r- .- -rr- ~ 

;, ''!IC:A: 
~r:·, 72 9/ 412 +8 v -174 121 -80 9/ -238 !Q/ 159 v 442 121 -92 v - 10/ +52/ -30 121 72 412 

C:'l"''er '>o·. ') - 44 +3 -33 -8- -11 7 37 +1 +8- -3 -1 5 44 
&<s•. Ar'r <". 38 96 +1 -30 -39 -66 33 96 +5 38 96 
E~.hi ') :-. i·, L: 33 -7 -23 -6 -10 22 33 -3 -6 ]:) 33 
Libert·, 59 12 -24 +32 -35 -44 42 28 +15 -16 +211/ 59 12 
~"'.ala2"..~:y Ren~ .l Ll i · 29 60 +8 -17 -31 -43 29 60 +2 -2 29 60 
Mnr occo 57 64 -75 -39 +18 -25 58 106 - 23 -22 +22 -20 57 64 

172 269 -147 -60 -25 -209 115 269 +9 +48 ,172 269 
Scne~a l 18 52 -10 -41 -8 -11 15 49 +8 +) -5 18 52 
3 ;J ia~ 6 86 -56 -69 -4 -17 )6 86 +10 +1.4 60 86 
; , l ~ I~ 96 102 -89 -64 -7 -38 80 86 +4 +19 +12 -3 96 102 

~ - t. :. ·,rl:!. i 62S 1,230 -390 -520 -230 -710 590 1,290 -70 +100 -60 620 1,230 

ASIA: 
--c;ylotc 43 88 -34 -75 -9 -13 19 87 +9 +) +15 -2 43 88 

I nib 935 1, 702 -769 -1,332 -166 -370 931 1, 702 -50 +54 935 l, 702 
T!"'lC• +11 239 +331 +437 -320 -676 55 281 -30 -52 -36 +10 -11 2.39 
Kore• 238 245 -242 -224 +4 -21 223 255 +4 +11 -10 238 245 
Hahys:·. 32 197 +38 -119 -70 -78 111 196 -54 ~51 -25 +52 32 197 
?'1kis•a :-. L69 793 -454 -711 -15 -1!2 473 793 -4 469 793 
:h ilac . .i 5? 115 -48 -115 -4 92 119 +19 +8 -59 -12 52 115 

Sub- tut;; 2- l 1 , 76r; 3, 380 -1,180 -2,140 -580 -1,240 1,900 3,4hO -100 -100 -ItO +hO 1, 7&J 3,380 

::UROPE & :·1IDDIE EAST: 
Cyprus 11 -4 +10 8/ -7 -10 8/ -5 +2 - 8/ +1.4 - 8/ 11 
" i!'lla!1 i 77 100 -61 -80 "B! -16 -20 1J; 74 100 +26 - 1J; -23 - "B! 77 100 
lrt:'"ece 115 321 -85 -271 ~ -30 ~ -50~/ 123 321 +6 -~ -1.4 -~ 115 32i 
Irel:lnj 37 99 -7h -121 +37 +22 56 99 -19 37 99 
Israel 112 125 -65 -53 -47 -72 201 189 -12 -26 -77 -38 112 125 
Jor:tln 75 56 -96 -90 +21 +34 79 79 +9 -13 -23 75 56 
s,-, ai!'l +102 350 +115 -266 ~ -13 -84 !!I 186 400 -48 -240 -50 -102 350 
'fur key 191 Sl -155 -20 -36 -61 174 99 +30 -18 -13 191 81 
UAR 186 l?u -168 -131 -18 -43 131 174 +18 +37 186 174 
·:· .. r3 l c ... t:. 158 +32 -135 +83 -23 -51 179 48 -12 -9 -80 158 - 32 

Sut - :o·.·, . _ 860 1,280 -730 -940 -130 -340 1,200 1,510 +20 -ho -)&J -190 860 1,280 

WES TERJ! HFJ-ll SPHERE : 
.t..rgent.ina 159 +30 -79 +179 -80 -149 2l4 3 -104 +5 +49 -38 159 - J. ,.J 
;lracil 204 110 -73 +66 -131 -176 217 275 -9 -l4 -4 -151 204 J:!. ' 
~h ~ l e 192 135 -105 +53 -87 -188 l40 177 10 -l4 +42 -28 192 1.35 
S:>:'1 r1:>i3 119 212 -5 3 -105 -66 -107 83 217 12 +24 -5 119 212 
E-""' i.: ~· 1'1r 55 +11 -26 -20 -29 13 43 -2 +2 -2 +10 9 55 
F. } J ·,lv., lor 12 52 -7 -43 g ; -5 -9 10 44 +3 -1 +8 12 52 
Gu.::t •e:"'11. ~ 1 27 24 -21 -23 -6 -1 18 23 +8 +1 +1 27 2c. 
H':lrdur·,: 11 -1 -9 w -2 -2 w 4 15 -1 +2 w -6 ~/ 3 11 
J:s~aica 13 53 +23 -1 -36 -52 19 39 +13 -6 +1 n 53 
~exico 26: 430 -44 +16 -216 -446 296 468 ' -10 -2 -26 -36 2&J 43'. 
P1.:;:t~a 22 36 -19 -23 -13 -13 26 36 +4 .!21 +2 &I 32 36 
?1r1.~ -:~; 1 21 -8 -16 -2 -5 9 21 +1 +3 -3 10 21 
~p; ; '= ~ 16C +47 -62 -71 -107 37 157 +11 +5 -24 +7 24 167 
':' r i: .. ,., l J bJ?O 54 64 +13 +6 16/ -67 -70 16/ 49 17/ 64 16/ -2 -lY +7 -w 54 6i. 
·.'e:.e:",Jel·. +417 39 +1,050 +815- -633 ~854- -255- 171- -137 -159 -25 +27 417 .3 ~, 

~= 1,380 +730 +830 -1,430 -2,210 880 1, 760 -220 -170 +40 -210 700 1,)8r, 

ALL CC''J!ITRIES 
S"ec i:'ied 7 ' ; , : .... 7 ,27'1 -1,570 -2,770 -2,370 -h, 500 4,570 8,000 -370 -310 -2&J -420 3,940 7,2rJ 
TT. - ; .-."'i: .. iej 1 ·~ : . 2t. 2, 330 -500 -930 -7&J -l,uOO 1,4&J 2,550 -110 -90 -90 -130 1,2&J 2,y;r •. 

~- ~AL ~ 9, 6 )) - 2, '170 -3' 71J -3,130 -5,900 6, 030 10,550 -LBO -hoo -350 -550 5,200 9,60'J 

1 Pl'.ls=curre!1': ~cc:r.m· surplus. 91 196)/65. 

~ . Plus•res:>urces s'.lrpl•Js. 1'51 1967170. 
Plus =,...e: receipts. IT! 1961/ 65. f ::e~ ~"' ; .. ·-· ~;~ C1!"':_· :: :.~. ~~:. ) \1; :':'~:I : ·' :'icia: ac.j :Jrivate s ources. 12; 1966, 1968 and 1970 . ~ ?~·:.:--"":"',..,. 

.. .•- 1::-: :1: sr:- 12C OtL"". ~ S :'· r res: jaal capi'.al t.r3.ns- n~ 196"1'69. 
~1 ,.. .. : ..... '"~:.I :~:-r :.. '1.· · ~ ::: ":-1e:-; .. s iae • .. _.. r .,und.in2;. IT; 1966 169. 

~ 
?"lus =je ::-;·-.1r.c :- ~-~~· · · <:>::- . I>! 1960/ 63. 
:to·..e : jei :''. - ·.:re: . Tb : 1968. 

2 ==~ - :._ ... .o - e. TI :le t ;:•Jhlic capital inflow 1962/ 65. 



Table 3: NE!' rnFIDW OF FOREIGN OFFICIAL CAPITALi-Y~ 
--- (us$Mililon) 

Annual Avera~e 
Actual Projected 

Area/Countrz 1960/64 1966/70 Change 

AFRICA: 
-Algeria 172 .v 381 v +209 

Cameroon 7 37 +30 
East Africa 74 78 +4 
Ethiopia 12 21 +9 
Liberia 7 2 -5 
Malagasy Republic 24 43 +19 
Morocco ·6o 102 +42 
Nigeria 43 194 +151 
Senegal 15 49 +34 
Sudan 28 80 +52 
Tunisia 60 64 + 4 

Sub-total~* 500 1,050 (+550 
(- 5 

ASIA: 
-ceylon 19 87 +68 

India 915 1,602 +687 
Iran 11 171 +160 
Korea 215 225 +10 
IvJ:a1aysia 33 118 +85 
Pakistan 454 759 +305 
Thailand 64 75 +11 

Sub-total* 1,710 3,040 tl;-330 

~OPE AND riTDDLE EAST : 
Cyprus -5 0 +5 
Finland 37 53 +16 
Greece 56 121 +65 
Ireland 1 22 +21 
Israel 106 106 
Jordan 76 74 -2 
Spain +9 100 +91 
Turkey 145 78 -67 
UAR 131 174 +43 
Yugoslavia 179 48 -131 

Sub-total* 740 780 (+2h0 
(-200 

1/ 1963/65. 
II 1967/70 

* Rounded figures. 
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Table 3: NEr INFLOVJ OF FOREIGN OFFICIAL CAPITAL** (Cont.) 
(us$ Million) 

Area/Qountry 

TtlESTERN HEl:'1ISPHERE: 
Argentina 
Brazil 
Chile 
Colombia 
Ecuador 
El Salvador 
Gua teraa.la 
Honduras 
Jamaica 
Mexico 
Panama 
Paraguay 
Peru 
Trinidad & Tobago 
Venezuela 

Sub-total ~~ 

ALL COUNTRIES: 
Specified 

Unspecified 

Total 

3/ 1962/65. 
li/1968 

* Rounded figures. 

Annual Average 
Actual Projected 
1960/64 1966/70 

18 
171 

94 
61 
6 
4 
9 
5 
5 

199 
8 
6 

23 
11 3/ 
18-

640 

3,590 

.L,150 

4,740 

-59 
130 
125 
150 

32 
27 
15 
14 
14 

178 
10 
17 

126 
17 4/ 

162 -

960 

5,830 

1,870 

7,700 

fhange 

-77 
-41 
+31 
+89 
+26 
+23 

+6 
+9 
+9 

-21 
+2 

+11 
+103 

+6 
+1~.4 

(+460 
(-140 

( +2,580 
(= 340 

+720 

+2,960 

~~k Note: Figures in this statement generally represent the inflow· of 
official capital for financing the public sector, but in certain 
instances they also include financing from private sources; this 
is particularly true for pa.st figures. 



Table !!_: Ar·10RTIZA'£ION OF FOREIGN OFFICIAL LOANS* 
- (US$ Billion) 

~nual Average 
Actual Projected 

Area/Country 1960/64 1966/70 Change 

AFRICA: 

Algeria 9lf 39 _g.J + 30 
Cameroon 2 2 0 
East Africa 13 ~/ 32 + 19 
Ethiopia 3 8 + 5 
Liberia 3 7 + 4 
Malagasy Republic 1 7 + 6 
IV!orocco 5 25 + 20 
Nigeria 10 53 + 43 
Senegal 4 5 + 1 
Sudan 11 11 0 
Tunisia 2 33 + 31 

Sub-total 63 222 +159 

ASIA: 
-ceylon 2 9 + 7 

India 106 340 +234 
Iran 40 67 + 27 
Korea 30 38 + 8 
I'1alaysia 3 22 + 19 
Pakistan 27 49 + 22 
Thailand 12 26 + 14 

Sub-total 220 551 +331 

EUROPE AND MIDDLE EAST: 
Cyprus 24 2 -22 
Finland 0. 0 • 
Greece 8 19 +11 
Ireland 2 4 + 2 
Israel 133 144 + 11 
Jordan 2!!/ 5 + 3 
Spain 33 63 + 30 
Turkey 48 83 + 35 
U.AoR• 73 127 + 54 
Yugoslavia 89 202 +113 

Sub-total 412 649 +237 

1/ 1963/65 
2/ 1967/70 
3/ 1961/64 
[I 1963/64 

~~ Including private debt guaranteed by t he national government 
concerned. 
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Table 5: NEI' :rnFI.OW OF FOREIGN PRIVATE CAPITAL 
(us$ Million) 

Annual Aver§..g__e 
Actual Estimated 

Area/Country 1960/64 1966/70 

AFRICA: 
Algeria -131/ 61 E_/ 
Cameroon • 
East .Africa -41 18 
Ethiopia 10 12 
Liberia . 35 26 
Halagasy Republic 5 17 
Morocco -2 +4 
Nigeria 72 75 
Senegal • . 
Sudan 8 6 
Tunisia 20 22 

Sub-total~*' 90 240 

ASIA·: 
-ceylon 0 0 

India 16 lQO 
Iran 44 110 
Korea 8 30 
Nalaysia 78 78 
Pakistan 19 34 
Thailand 28 44 

Sub-total * 190 400 

EUROPE A.liJD I\1IDDLE EAST: 
Cyprus • • 
Finland 37 47 
Greece 67 200 
Ireland 55 77 
Israel 95 83 
Jord~"'l 3 5 
Spain 177 300 
Turkey 29 21 
UAR • 
Yugoslavia • I) 

Sub-total ~~ 460 730 

1/ 1963/65 .. 
2i 
-'l. 

1967/70/ 

* Rounded figureso 

Cl!-ange 

+74 
• 

+59 
+ 2 
- 9 
+12 
+ 6 
+ 3 

• 
·.•2 
+ 2 

(+16o 
(- 10 

0 
+84 
66 

+22 
0 

+15 
+16 

+210 

4l 

+10 
+133 

+22 
-12 

+2 
+123 

-8 

(+290 
( .., 20 
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Table 5: NET INFLOvJ OF FOREIGN PRIVATE C.li_PITAL (Cont.) 

Area/Countrz 

tVESTERN HEI.'1ISPHERE: 
Argentina 
Brazil 
Chile 
Colombia 
Ecuador 
El Salvador 
Guatemala 
Honduras 
Jamaica 
Mexico 
Panama 
Paraguay 
Peru 
Trinidad & Tobago 
Venezuela 

Sub-total* 

ALL COUNTRIES: 
Specified 

Unspecified 

Total 

3/ 1967. w 1968. 

* Rounded figures. 

· ""("us$Ml"TiioriJ 

Annual Aver~ 
Actual Estimated 
1960/64 )})66/70 

196 62 
46 145 
46 52 
22 67 
7 11 
6 17 
9 8 

-1 1 3/ 
14 25-
97 290 
18 26 
3 4 

14 31 
38 47 !!/ 

-273 9 

240 800 

980 2,170 

310 680 

1,290 2,850 

Chan~e 

-134 
+ 99 
+ 6 
+ 45 
+ 4 
+ 11 

- 1 
+ 2 
+11 
+193 
+ 8 
+ 1 
+ 17 
+ 9 
+282 

(+690 
(-130 

(+350 
(-160 
+370 

+1,560 



Table 6: NET HRAHINGS FROM THE IMF* 
(US$ Million) 

--- ------------------ --- - -------------------~- - ~------- ---- ------- -· ----- ------ ----------- -- -- -- --·-- - - -- ----· 
total 

Area/ Coun t_!Z 1960 1961 1962 1963 196h 1960/64 1965 1966 

·--- ----------------- ---·-- --------------------------·---------- ------
AFRICA 
-Algeria 

Cameroon 
East Africa 1/ 
Ethiopia 
Liberia +).6o +).80 
Malagasy Republic 
Morocao -7.52 +13.12 
Nigeria 
Senegal 
Sudan -0.42 -2.92 -2.92 +5.12 
Tunisia +5.25 

Sub-total: Africa -0.42 -10.44 -2.92 +).60 +27 .29 

ASIA 
--Ceylon +11.24 +11.25 

India -72.50 +122.50 +25.-oo -25.00 -50.00 
Iran +45.00 -11.97 -37.94 +17.50 
Korea 
Malaysia -3.18 -0.19 
Pakistan +12 .so -12.50 
Thailand 

Sub-total: Asia -15.00 +121.77 -;1. .69 -40.68 -32.69 

!/ Covers Kenya, Tanzania and Uganda. 

* Note: If a country shows neither 'transactional nor a dash for certain years, this 
indicates that the country was not yet a member of the IMF. 

Source : IMF. · 

+7.40 +).00 +1.59 

+5.6o -5.91 

-1.14 +18.75 +15.00 
+5.25 +11.80 +8.29 

+17.11 +27a64 +24.88 

+22 .49 +15.50 . +19.00 
+125.00 +100.00 

+12.59 -).46 

-3.37 -1.14 
+SJ.5o +9.50 

+31.71 +189.40 +128.50 
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Annual Rate of Grawt.h (Eercent) 
GD¢.7 

Area/ Coun t r;r 19 I 19'b6770 Difference 1 I 
m;p 
i76 Difference 

WESTERN HEMISPHERE: 
Argentina 2.4 5. 0 
Brazil 4.8 5.8 
Chile 4.0 5.5 
Colombia 5.9 6.0 
Ecuador 4.4 5.5 
El Salvador 6.8 5.0 
Guatemala 5.6 5.0 
Honduras 4.0 3.5 
Jamaica 4.3 5.0 
Mexico 6.6 6.0 
Panama 8.7 9.5 
Paraguay 3.2 5.2 
Peru 7.5 6.5 
Trinidad & Tobago 7.3 2.5 
Venezuela 4.4 5.8 

Sub-total Y12./ 4.9 5.7 

GRAND TOTAL YW 5.7 6.0 

11 In real terms (five-year periods). 
'2! Goods and services 
j / Per capita. 

+2.6 6.4 11/ 
+1.0 1.9 
+1.5 6.4 11/ 
+{).1 6.2 
+1.1 3.8 
-1.8 14.3 11/ 
-0.6 9.5 ID 
-OS 10.4 II! 
+{). 7 6.5 !!/ 
-0.6 7.9 
+0.8 19.3 11/ 
+2.0 5.0 II! 
-1.0 ll.6-
-4.8 2.9 
+1.4 1.2 

+0.8 4.8 

+{),3 5.8 

4/ Gross savings as a percentage of G.D.P. >1 Increase in savings between 1964 and 1970 as a percentage 
- of increase in G.D.P. between the two years. 

7 .o 11/ 
6.2 
0.7 11/ 
5.0 
1.5 
3.5 11/ 
4.6 ID 
4.3 IT/ 
5.o rr; 
5.4-
9.3 11/ 
7.0 IT! 
1.7 
2.4 
2.7 

4.4 

6.6 

61 Total investments during 1964/69 as a ratio of the increase in GDP in 1970 
- as compared t o 1964; the ratios assume a constant annual growth rate 

in investments between 1965 and 1969. 

+0.6 
+4.3 
-5.7 
-1.2 
-2.3 

-10.8 
-4.9 
-6.1 
-1.5 
-2.5 

-10.0 
+2,0 
-9.9 
-0.5 
+1.5 

-0.4 

+0.8 

19 164 ifMHJ? 1 0 

0.5 11/ 8.0 11/ 
-7.1 9.2 
2.4 11/ 5.7 11/ 
5.7 7.5·-
5.7 7.2 

12.1 11/ 3.2 11/ 
9.4 ID 5.2 !!/ 
2.0 ID 3.8 III 
6.5 III 6.o III 
6.6- 6.1-

16.3 11/ 9.1 11/ 
. 3.0 IT! o.o IT! 
12.0 2.6-
1.9 2.5 
o.o 5.0 

1.9 6.3 

6.1 6.9 

lSOiiiestic Ii? 
Saving Rate c-onY Investment ~~rcent~ 

Difference . 9 70 1L 12...2 

+7.5 3.5 5.4 21 21 
+16.3 2.6 6.7 18 18 
+3.3 2.0 7.8 12 15 
+1.8 1.3 11.0 16 21 
+1.5 2.4 8.5 15 14 
-8.9 • 141 • 141 12 • 141 
-4.2 1.6- 7.9- 11 13-
-5.2 1.1 6.2 13 15 
-0.5 2.9 6.7 21 21 
-0.5 2.2 4.9 18 18 
-7.2 . 141 • 141 17 • 14/ 
-3.0 1.7- 8.2- 12 17-
-9.4 3.1 9.7 20 21 
+{),6 • 141 • 141 25 • 14/ 
+5.0 2.3- 1o.s- 34 33-

+4.4 2.5 7.0 20 20 

+0.8 3.2 6.9 19 20 

7 I Weighted aTerages. 
lJ/ Covers all suple countries in Africa. 
711 lla:1uding India. 

10/ Bl:cluding CJprus, Finland and Greece. 
ID Good8 and net services. 

Marginal 2.7 
Saving Rate 

~pew7t~ 19 0 

21 
17 
25 
33 
13 
• 14/ 
21-
15 
21 
17 
. 14/ 
29-
21 
• 14/ 
32-

21 

22 

12/ lla:luding Kl. Salvador, Panama, Trinidad & Tobago. 
!!/ Bl:cluding countries not accounted for in "sub-totals". 
ID Not available. 

'fiicrementa1 6/ 
Capital/Output 

Ratio 
!964!7l5 

3.6 
3.0 
2.8 
3.5 
3.2 

• 141 
2.6-
3.1 
4.1 
3.2 

• 14/ 
3.,-
3.4 
• 14/ 

4.1-

3.3 

3.3 



ANNEX 1 

THE BACKGROUND TO THE COUNTRY ESTIMATES 

1. The country estimates from which the capital requirements figures 

are derived are each based on the work of missions which regarded certain 

limitations on development as of peculiar importance in the co~~try with which 

they were concerned. To illustrate the approaches used each mission was asked 

to prepare an account of the constraints that were considered important, 

grouped under four headings:- (a) absorptive capacity, (b) export possibilities ~ 

(c) domestic savings, and (d) expected availabilities of foreign exchange. 

An edited version of these country notes is given belo-v1, covering tHenty-nine 

of the countries in the Bank sample. 

AFRICA 

Ethiopia 

2. The projections of capital requirements were estimated mainly on 

the basis of past performance in public and private investments in Ethiopia. 

The projected capital requirement figures were arrived at after a close 

scrutiny of sector programs o Therefore, "low absorption capacity" tv as the 

main constraint used in these estimates. Projections of export earnings were 

derived on the basis of the quantity of exportable surplus as well as world 

markets. For coffee, which is the principal export, projections were based 

on production, international quota restrictions and movements in international 

prices. For the less important exports, the projections were derived mainly 

on the basis of domestic production and consumption. 

Liberia 

3. The major constraint is public savings, and within this area, rates 

of increase of recurrent eJ...'J)enditures, revenues and the existing external debt 

are particularly irr.portant. The external debt burden feeds back in terms of 
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a second constraint; the amount of external capital available on soft terms 

determines the gross and net inflows that determine the size of feasible 

public investment, given the public savings potential. Absorptive capacity 

is a lesser constraint. 

Nigeria 

4. Foreign Exchange has not been a crucial constraint upon growth, 

compared with the availability of domestic savings, particularly public 

savings and absorptive capacity in the public sector. Public savings is a 

central problem limited as it is by the need to operate an open mixed econorn.r 

with a convertible currency and a significant private sector. This puts 

finite limits on the scope for taxation and deficit financing. Secondly, 

the external debt burden and the rate of increase of recurrent expenditures 

reduce the ability to increase public savings. 

The Sudan 

5. The projections of capital requirements were estimated assuming 

"lotv absorptive capacity11 as the main constraint. The public investment 

proposals which were being seriously considered by the Government were 

examined to see if the proposed level of public investment was feasible on 

technical and administrative grounds, as well as financially. In arriving 

at the capital requirement projections due regard was paid to the feasible 

level of foreign financing, although "low absorption capacity11 remained the 

main constraint. 

6. The export projections were estimated on the basis of the future 

production and internal consumption of export commodities, taking into account 

future world markets and expected international price movements as foreseen 

by the commodity section of the Bank. For example, it was assumed that the 

average price of cotton (the main export) was expected to decline during the 

next fevJ years. A similar approach was taken in estimating the export earning 



- 3 -

projections for most other commodities, the most important of which were oil 

seeds and gum arabic. 

ASIA 

Ceylon 

7. The principal constraint is the availability of foreign financial 

assistance. The potential of markets abroad for Ceylon's major export 

products, particularly tea, severely limits the scope for increasing export 

earnings. There is considerable scope for import substitution in both 

domestic manufacturing and agriculture, but the pace at which these potential 

exchange savings can be realized is limited by the capacity of both the 

private and public sectors to undertake and manage the investments requiredo 

To the extent that exchange savings through import substitution are expected 

to be realized in the next five years, they have been taken into account in 

projecting imports. 

8. Projections also imply that a considerable part of the foreign 

financial assistance, within the overall limitations assumed, will be available 

in the form of non-project aid. If this assumption turned out to be incorrect 

and if donors insisted on linking all assistance to projects, less aid than 

assumed would probably be absorbed because it is difficult to see how, for 

administrative reasons, a sufficient amount of projects could be prepared 

to form the basis for project assistance in the amount assumed. Export pro­

jections take into account prospective markets abroad for the major products 

as well as expected prices in the future. 

India 

9. In drawing up the projections of growth for the Indian economy, the 

principal limiting factor taken into consideration was the economy's ability, 

in both the private and public sectors, to move ahead ~v.ithout, at the sa~e 
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time, creating serious bottlenecks in certain sections of the economy. In 

a sense, therefore, absorptive capacity is the main constraint underlying 

the projections. Export projections take into consideration prospective 

world market and expected future prices. 

Iran 

10. The main constraint is absorptive capacity with emphasis on the 

public sector after taking account of oil revenues likely to be available for 

development. 

Korea 

11. The main constraint on the volume of investment was assumed to be 

the lack of domestic savings. Korea has a high capacity to implement invest-

ment projects and the supply of foreign finance is also large. The domestic 

savings rate is quite low, however. 

Malaysia 

12. The projections represent judgments of the best possible, realistic 

outcome for the next few years and also were prepared, deliberately, to 

provide a basis for policy decisions on a ~vide variety of issues. The capital 

requirements estimate is not determined by 11absorptive capacity" (since more 

could be absorbed) nor by "export possibilities 11 • It vras derived by 

balancing: 

a. Levels of capital expenditures, 
b. Likely availability of eA.rternal capital, 
c. Domestic savings. 

A solution emerged (one of many possible solutions) implying a level of 

expenditures slightly above the tolerable rninimum, yet implying capital 

requirements rather higher than the expected maximum availability, after 

maximizing savings by certain fiscal measures. 
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Pakistan 

13. The estimates were based on both external and internal gap computa-

tions. The principal constraint in the balance of payments has been the 

export possibilities for traditional exports and the import substitution 

inherent in the Third Plan investments. Since a limiting constraint in 

preparing the Plan -v.ras the assumption regarding the availability of foreign 

aid, there is a certain circularity in using the Plan magnitudes and para-

meters as the basis for projecting foreign aid requirements. 

Thailand 

14. As regards public investment, the principal constraint lies in 

absorptive capacity. This takes two forms: 

a. Ability of agencies in the public sector to carry out investment 

projects in general, particularly to provide the follow-up services necessary 

to make the best use of projects upon the:ir completion. 

b. The ability of the public sector to prepare projects for 

foreign financing. 

As regards private investment, the principal constraint is domestic 

savings related to the slmv-er gro~:..rth of export earnings that is expected. 

Export projections take into account prospective world markets and expected 

future prices. 

EUROPE AND THE IviiDDLE EAST 

Finland 

15. The main constraint has been the availability of foreign capital to 

supplement the high level of domestic savings. This foreign exchange 

constraint arises from the relationships between the rates of growth of GDP, 

exports and imports. Given that less foreign capital has been available 

than can be used on the basis of the economy's absorptive capacity, it has 
' l 

been necessary to cut do1m the rate of growth of output and imports. 
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Ireland 

16. The constraint on grm·Jth is a mixture of absorptive capacity and 

savings limitations. Exports have groHn rapidly, but not sufficiently to 

cover the need for imports. The absorptive capacity problem sho1r1s up in the 

ability to change the structt~e of the economlf quickly to make better use of 

the presently underutilized resources. These structural changes require 

capital from abroad to supplement domestic savings. 

Israel 

17. This economy can obtain more capital from abroad than it desires to 

use and the Government desires, as a policy objective, to reduce the capital 

inflo't'\T . The critical constraint is the extent to which domestic savings can 

be raised in relation to the rate of growth of exports, which is not likely 

to be a major constraint. 

Jordan 

18. Absorptive capacity is expected to be the principal constraint on 

investment. A high level of foreign inflow has been available in the past to 

the point 1'rhere exchange reserves have gro-vm; this inflo1tv is likely to be 

reduced in the future to be more in line with absorptive capacity. 

Spain 

19. This economy suffers from the lack of a sound statistical base from 

1-1hich to judge and estimate the nature of the constraints upon groHth. It is 

kno1rm that domestic savings have been high and neither export possibilities 

nor the availability of external capital have been factors limiting gro~~h. 

Although absorptive capacity is high the ultimate constraint could probably 

be identified in terms of the need for structural reforms in both public and 

private sectors, before the contribution of domestic and foreign capital can 

be optimal. 
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Turkey 

20. The rate of growth cara1ot be maintained on the basis of domestic 

savings alone and there are political and economic obstacles in the way of 

raising savings. At the same time a structural need for a minimum l0vel of 

L11por ts has arisen as a result of industrialization, aimed primarily at 

import substitution, rather than export promotion. For this reason the 

foreign exchange constraint may be considered more basic than the availability 

of domestic savings. 

United Arab Republic 

21. The basic constraint is the shortage of foreign exchange although 

both domestic savings and exports might be increased, given the right 

policies by the government. This shortage takes the form of a gap betv-reen 

the absorptive capacity of the economy to carry out projects a....'1'1d the amount 

of foreign financing that the government wished to contemplate, as a 

proportion of total investment. 

lVESTEBN HEMISPHERE 

~gentina 

22. The primary constraint was the inadequacy of proper project prepara-

tion t,;rhich limited the country's capacity to absorb foreign capital o In the 

past this capital had been absorbed, however, in the form of short term 

borro~~g to cover inadequate public sector savings, giving rise to a heavy 

debt service burden vJhich limited the scope for further borrmv-ing. Export 

possibilities were regarded as limited by future world market prospects and 

the curb1.ng of domestic consumption of agricultural products. 

Brazil 

23. Absorptive capacity Has considered a constraint in the sense that, 

all projects vdth good prospects that could meet the standards of financing 
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agencies were included in the program and no case was made for a new program 

loan. External capital availabilities were not considered a bottleneck by 

the Bank mission; ho1rrever, the Brazilians who formulated the program revieued 

by the mission might vJell have made up a larger program if they had seen 

prospects of getting the money on reasonable terms (medium term supplier 

credits 11ere forbidden under the Standby Agreement with the IMF) • Export 

projections were made on the basis of the most likely market developments. 

Chile 

24o A detailed projection of the balance of payments gap was used as a 

measure of the basic constraint to which the possible rate of growth of the 

economy and the required rate of domestic saving was linked. (The debt 

service burden formed a major component of this balance of payments gap.) 

The extent to 1vhich foreign lending could fill the gap depended partly on 

absorptive capacity (in the form of the speed at tvhich projects could be 

prepared) and the continued possibility of program lending. The final 

element considered was the ability to raise the public savings required through 

a program of economies in current expenditures. 

Ecuador 

25. The dominant constraint assumed was that of export possibilities, 

imposed by world market conditions in the case of traditional exports. For 

the non-traditional exports local supply conditions were the limiting factor, 

arising out of the difficulties of internal organization ~dthin the economy. 

Overall savings were not seen as a constraint at the aggregate level, but 

the maldistribution of public savings within the public sector was a limi ta~.: ... . 

tion. I·I01vever, this latter effect 111]'as another aspect of an absorptive 

capacity constraint arising from technical limitations as well as from the 

diffused nature of public administration. 
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El Sal vader 

26. For exports, the quota limitations on coffee were accepted; on cotton 

deteriorating market conditions were superimposed on supply difficulties; on 

the 1rrhole, limits to the amount of arable land available were thought to 

place the major constraint on long term growth. Absorptive capacity was 

limited by project availability, but the supply of domestic saving was 

thought inadequate for even a feasible program; however, new tax measures 

lJere anticipated to eliminate this constraint. No external rationing of 

foreign aid "t·Jas expected. 

Guatemala 

27. On eA~orts, quota limits were held to in the projections for 

coffee; supply conditions and political uncertainty were thought to restrict 

expansion in alternative lines. Absorptive capacity 'tvas thought to be 

limited by a low rate of project preparation and a shortage of skills. 

Domestic saving was thought too lo'v to help finance even a feasible invest­

ment program ~~thout new tax measures whose implementation, however, was 

not thought to pose insuperable problems. There was nevertheless some 

restriction on the flow of foreign aid due to problems created by default 

on the so-called sterling debt. (This problem has now been solved.) 

Honduras 

28. For exports, coffee 'tvas limited to prospective quota increases; 

bananas to the allocations made bet-vJeen sources of supply by the banana 

compru1ies; for the rest, supply conditions imposed the major constraint. 

Absorptive capacity was the chief constraint on the prospective amounts of 

foreign aid available, determined partly by lags in project preparation and 

partly by political and administrative delays. Domestic savings Here con­

sidered only barely adequate to match foreign lending on the assuraption of 
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comparatively high burden sharing ratios for the latter. No outside limita-

tions on the flow· of foreign aid 1.vere anticipated. 

MeJdco 

29. The main constraint foreseen was a limitation on foreign exchange 

availability, 1iJhich vrould become operative before absorptive capacity 

constraint becomes significant. The foreign exchange constraint is composed 

of t"L-vo parts - (a) the limited rate at which foreign markets can absorb 

exports, and (b) a limitation imposed on long term lending by the policy 

reqturement of the government that the level of debt service payraents be 

frozen at the 1965 level. 

Panama 

30. Exports to the canal zone 1rrere thought to be limited by demand rather 

than supply factors; banana exports depended on the deployment by the banana 

companies of their operations betHean c'Juntries; coffee exports vlere limited 

by supply factors, not by quota. Abso1~tive capacity, as reflected in the 

pace of project preparation, was considered the primary limiting factor for 

foreign aid operations. An inadequate domestic savings effort Hould, 

however, have limited them in any case, at least until ne1v tax measures were 

implemented, a task -vrhose feasibility was also stressed. No problems of ex-

ternally imposed limits on the amount of foreign aid were anticipated. 

Paraguay 

31. The investment program, while based on absorptive capacity, was 

subject to the overriding constraint of a shortage of public sector savings. 

The availability of foreign aid 1iJas also taken into account in dra"tving up 

the investment program. 

Venezuela 

32. This economy has been characterized by high foreign exchange receipts 
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from exports and a high level of domestic savings. The constraints that 

operated Here first a limitation on absorptive capacity because of a general 

lack of skilled manpower, and the organizational 1-Jeaknesses of important 

government agencies. Secondly, the continuing capital outlow, composed of 

dis-investment in the petroleum sector and a general "reverse fioH" of 

capital detracted from foreign exchange availability. Thirdly, it was felt 

that there was a maldistribution of domestic savings, with too small a 

proportion available to the public sector. 



ANNEX II 

Estimates of Capital Requirements prepared by other Institutions 
and Authors 

(The numbered references are used in the text for identificatio~) 

(1.) F. Gerard Adams .... Alternative Projections of the Foreign Exchange "Gap"; 
A Reconciliation. 

(2.) 

UNCTAD, Trade and Development 
Board, November, 1966. 

U.N. - Measures for the Economic Development of Underdeveloped Countries. 
Report of a group or· experts under the Chairmanship of Professor 
Arthur Lewis, (1949) 

(L.) H.B. Chenery & A.N. Strout- Forei n Assistance and Economlc Develo ment 
A.I.D. Discussion Paper No. 7 Revised , 1965. 

Also published in the American Economic Review, September, 1966. 

(5.) H.B. Cbenecy & ~!. Bruno ~ "Development alternatives in an ·open economy: the 
case of Israel." Economic Journal, March, 1962. 

(6.) I. Adelman & H. B. Chenery - "Foreign Aid and Economic Development: the case 
of Greece." Review of Economics & Statistics, 
February, 1966. 

(7.) B. Balassa -Trade Prospects for Developing Countries. (196L) 

(8.) P .N. Rosenstein-Rodan - "International Aid for Underdeveloped Countries." 
Review of Economics & Statistics, !~~ay, 1961. 

(9) U.N.(Centre for Development PlanningJ Projections and Policies)-
Methodolo of World-Wide Pro ections. A methodological note on 

some gap projections or eve -oping countries. 
(Paper submitted to the 2nd.session of the Committee for Development 

Planning, April, 1967. E/AC.54/L.21) 

• 
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ANNEX III -----
ESTIMATES FOR UNSPECIFIED COUNTRIES 

The Current Account Deficit of Developing Countries 

1. There are no official data of the balance of payments of the whole 

developing world. Individual scholars have attempted to construct such a 

balance for spot years (1960, 1963), but a series covering the 1960-64 period 

- the period used in this report as a base - is not available. The sample 

of countries specified in this report is known to represent a large pro-

portion of the whole, in terms of either net capital inflow or current account 

deficit. Ho1'1Tever, unless the "universe" is known, there is no way of proving 

that the sample is indeed large. Furthermore, if the results offered by 

the sample are to be generalized and applied to the developing world as a 

-vrhole, it is necessary to kno'ti the whole for the base period. Any calcula-

tion of a current account deficit for all LDCs cannot but be very rough. 

For this report, the following procedure was used. 

2. The current accotmt deficit as estimated in IBRD co1.mtry economic 

reports has been taken, in preference over IMF statistics, since the former 

constituted the basis of the projection. Close inspection, hovJever, sho-v.rs 

that the conceptual frame~rork follo'tued in IBRD reports is almost universally 

t he Ir~ balance of payments frrunework.!/ For this reason, the annual average 

1960-64 current account deficit for coturrtries which are not included in the 
2/ 

IBRD sample, was taken from II~ data.- Even the IMF data, however, do not 

cover all developing countries. In particular, data are lacking on a number 

11 See attached table which compares I~W and IBRD reports data for the sample 
countries. 

21 Not all the countries surveyed by the II1F show data for the 1960-6l~ period. 
Shorter averages have been used in a fe1'1 cases. 
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of African countries in the French Franc Zone. For these, estimates were 

made, on the basis of OECD aid and capital flowJ statistics, of the average 

annual net capital inflow· 't"Ihich was then taken as representing the current 

account deficit. For a number of countries ~v.ithin this group, this 

procedure is certainly incorrect. Holvever, the amounts involved are not 

as large as to seriously affect the total. 

3. The following table summarizes the resultsu It refers to 88 

developing countries, or to the whole developing world exclusive of centrally 

planned economies (inclusive, holfever, of Yugoslavia), Afghanistan, South 

and East Arabia Sheikdoms, Buthan, Yemen, and Indonesia. 

Current Account Deficit of DeveloEing 
Countries 2 Annual Average 19o0 - 191)4 

A - $ Millions 

IBRD Sample IMF OECD TOTAL 

Africa 619 92 553 1,264 
Asia 1,758 282 54 2,094 
Europe and Middle East 860 -136 15 739 
Western Hemisphere I 701 121 822 
Dependent Territories~ 220 80 300 

Total 3,938 ~ 702 ~,219 

B - Number of Countries 

Africa 13 8 15 36 
Asia 7 5 2 14 
Europe and Middle East 10 6 1 17 
Western Hemisphere 15 6 21 

Total 45 25' rrr BE' 

~/ of France, the Netherlands and the U.K. 

4. The 1960-1964 total current account deficit of $5.2 billion (annual 
1/ 

average) compares 1vith $4.6 billion for 1960 as compiled by Mr. Balassa-

ll Trade Prospects for Developing Countries, (Illinois) 1964. 
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and "t.Jith $5.1 billion for 1963 as compiled by r.rr. Madison.Y 

S. The "universe", so estimated, has been used to project the un-

specified countries in this report. It has been assumed that the current 

account deficit in 1966-70 for the unspecified countries vdll be proportional 

to that of the specified countries. Other breakdowns in the projections 

presented in this report are based on the same assumption. 

~Aid Flow·s as Reported by DAC and the Current Account Deficit of Develop­
ing Countries 

6. The base period and the projections included in this report are set, 

conceptually, in the balance of payments framework. Thus, it is not possible 

to compare the net capital inflow as shovm in this report, with the figures 

on the net flow of assistance to developing countries as compiled by DAC. 

According to the latter, developing countries received each year, on average, 

$8.9 billion in 1960-64 as net inflow of capital from all sources.S/ There 

are a nmnber of conceptual differences betv:een the OEDD datum and the net 

inflow used in this report. ~ ~' t-he former does not take into 

account reverse capital flows of both long and short run nature from develop-

ing to developed countries, vJhich may uell have been a substantial amount. 

7. That the major discrepancies are to be found in private capital 

movements is also shown by the comparison between DAC's and this report's 

data separately on net official capital inflow and private capital inflow. 

The average 1960-64 net official bilateral and multilateral flo~v as reported 

by DAC is $6.2 billion against $4.7 billion in this report. The latter 

estimate does not include technical assistance to the "specified" countries -

something of the order of $0.7 - $1.0 billion -which is part of the current 

1/ "The Balance of Payments of Developing Countries", Banca Nazionale del 
Lavoro Quarterly Revielr, June 1966. 

2/ Development Assistance Efforts and Policies, 1966 Review, Report by the 
·Chairman of the Development Assistance Committee, 
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account. The difference between the two estimates is, then, of the order 

of $0.5 - $0.8 billion, resulting mainly from the fact that the definition 

of "official" in this report differs in many cases from the definition 

adopted by DAC. For private capital flow·s, this report gives an estimate 

of $1.3 billion, while DAC gives $2.7 billion. The difference - $1.4 billion 

- is ver,y significant and illustrates well the nature of the discrepancy. 

8. In conclusion, the present report's data for 1960-64 cannot be 

reconciled uith DAC 1s data. It is not possible, therefore, to use the 

1960-64 relationship betueen the tvJo sets of data and apply it to this 

report's net capital inflow projection for 1966-70 so as to obtain the 

corresponding figure in terms of the DAC concepts. In fact, to the extent 

that the t"Ho estimates for 1960-64 differ on account of reverse capital 

flows from developing to developed countries, the present report's projection 

1fould converge tmfards the DAC concept, s:ince the projection implies a 

reduction of reverse flotvs as a result of the "good performance" assumption 

made throughout country projections. 



Current Account Deficit, Annual Average 
1960-1964: Comparison Between 

IMF and IBRD Reports 
($ Millions) 

IBRD Reports 

Africa 
72 Algeria 

Cameroon 5 
East Africa 38 
Ethiopia 13 
Liberia 59 
Malagasy 29 
Morocco 57 
Nigeria 172 
Senegal 18 
Sudan 60 
Tunisia 96 · 

Asia 
--Ceylor .. 43 

India 935 
Iran -11 
Korea 238 
Malaysia 32 
Pakistan 469 
Thailand 52 

Eur~ and Mi4d1e East 
rus 11 

Finland 11 
Greece 115 
Ireland 37 
Israel 112 
Jordan 75 
Spain -102 
Turkey 191 
UAR 186 
Yugoslavia 158 

Western HemisEhere 
Argentina 159 
Brazil . 204 
Chile 192 
Colombia 119 
Ecuador 9 
E1 Salvador 12 
Guatemala 27 
Honduras 3 
Jamaica 13 
Mexico 260 
Panama 32 
Paraguay 10 
Peru 24 
Trinidad 54 
Venezuela -417 

;~o t e: - equals current account surplus 

1/ 
IMF-

n.a. 
n.a. 
n.a. 
21 
n.a. 
n.a. 
68 

192 
n.a. 
60 
95 

9 
19 

118 
55 

156 
75 

-71 
158 
228 
151 

160 
277 
205 
133 
18 
14 
29 
6 

15 
271 

32 
10 
25 
53 

-363 

1/ Balance of Payments Yearbook, Vol 17, 1960-1964 -Current Account deficit 
defi ned as net merchandise, freight and merchandise insurance, investment income, 
other services ano private transfer ~ts. 

2/ Fiscal years. 
ll 1961-1964 average. 



ANNEX IV 

'J.lHE NON-COMPARABILITY OF BANK DATA ON AVERAGE ANNUAL FL01nJS OF CAPITAL (NET) TO 
THE SM~LE COUNTRIES DURING 1960/64 viTTH DAC DATA ON OFFICIAL BILATEP~ FLOWS 

TI'JCLUDING TOTAL MULTILATERAL FIDl'ITS 

DAC country figures in the last column are not comparable to the Bank's figures 
because the former do not include nrever se flow·s 11 , "capital flows (net) from 
non-DAC members" and net flow· of private capital. The average annual flo-vr of 
capital during 1960-64 from non-DAC members to the less developed countries as 
a whole has been reckoned by OIDD at $554 milliono On the assumption that of 
this average, the sample countries accounted for about $366 million (estimated 
on the basis of the ratio of sample countries to the total bilateral official 
flows), the DAC figure for the sample countries 'W'Ould amount to $4,139 million 
(3773+366). This figure is also not comparable to the total of $3,590 million 
under Col. 1. because in addition to other factors, the former also accounts 
for private capital from non-DAC members. 

.Area/Countr~ 

AFRIB.A 
Algeria 
Cameroon 
East Africa 
Ethiopia 
Liberia 
Halagasy Republic 
Horocco 
Nigeria 
Senegal 
Sudan 
Tunisia 

... 

Sub-total 

Official 
Capital 

(net) 

172 
7 

74 
12 
7 

24 
60 
43 
15 
28 
60 

500 

1/ Average for 1963-65. 

BANK 

Private 
Capital 

(net) 

(In US$ l~llion) 

-13 
... 

-41 
10 
35 
5 

-2 
72 

8 
20 

90 

Total 

1591/ 
7 

33 
22 
42 
29 
58 

115 
15 
36 
80 

590 

DAC 
Bilateral Official 
Flows from DAC 
Countries to Less 
Developed Countries 
Plus Flow from 
MUltilateral Agencies 
(net) 

350 
n.a • 
109 

24 
33 

n.a. 
90 
35 

n.a. 
24 
74 

740 
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BANK DAC 
Bilateral Official 
flows from DAC 
Countries to 
Less Developed 
Countries Plus 

Official Private Flow· from MUlti-
Capital Capital lateral agencies 

Area/_.9ountr~ (net) (net) Total (net) 

ASIA 
-ceylon 19 0 19 15 

India 915 16 931 869 
Iran 11 44 55 53 
Korea 215 8 223 230 
Malaysia 33 78 111 19 
Pakistan 454 19 473 389 
Thailand 64 28 92 44 

Sub-total 1,710 190 1,900 1.!618 

EUROPE & MIDDLE EAST 
Cyprus -5 • -5 16 
Finland 37 37 74 n.a. 
Greece 56 67 123 46 
Ireland 1 55 56 n.a. 
Israel 106 95 201 112 
Jordan 76 3 79 84 
Spain 9 177 186 31 
Turkey 145 29 174 183 
UAR 131 131 195 
Yugoslavia 179 • 179 143 

Sub-total 740 460 1,200 810 
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BANK DAC 

Bilateral Official 
Flows from DAC 
Countries to 
Lens Developed 
Countries Plt'!.s 

Official Private Flow· from -
Capital Capital lv'lul tilateral 

.Area/Country (net) (net) Total Agencies (net) 

vJESTERN HENISPHERE 
.Argentina 18 196 214 49 
Brazil 171 46 217 186 
Chile 94 46 140 112 
Colombia 61 22 83 68 
Ecuador 6 7 13 17 
El Salvador 4 6 10 9 
Guatemal~- 9 9 18 11 
Honduras 5 -1 4 10 
Jamaica 5 14 19 7 
Hexico 199 97 296 52 
Panama 8 18 26 14 
Paraguay 6 3 9 8 
Peru 23 14 37 11 
Trinidad & Tobago 11 2/ 38 49 10 
Venezuela 18- -273 -255 41 

Sub-total 640 240 880 605 

GRAND TOTAL 3~~0 3/ 280 ~570 3;773 J/ 

2/ Average for 1962-65o 
1/ See note at the head of the table 



AFRICA : 
S.:.une roon 
S:-~.st Africa 
ET...hiopia 
Liberia 
l·lalaeasy RP.public 
NLge:ia 
SeneGa.'. 

.Su!:>- total 

ASIA: 
--ceylon 

Incti a 
,.o ren 
\::\la:m'_a 
l',:d:i. St.:l:1 
T!'Jai L:wd 

s·_·:wrE : 
{:Y!:rus 

?inlaml 
G ''!ece 
Ireland 
S?ain 
'l'l~rkey 

':ugoslavia 

Su!:l-tot.~ 

:UD)LE EAS T JJ:D NORTH A.'II'R!CA: 
-,Ugena 

lr<i!l 
l:;rael 
Jordan 
Morocco 
:Judan 
':.'IL'li Sil'!. 

U . A .R. 

S•Jb-total 

'n'E.S TS P_~ HE!!ISPHERE: 
-x::-·;::e."1:.1.na 

!lra~il 

Cf'nt •:;..l America 
Chile 
cl ~ o:nbia 
?.cuador 
h.maica 
~~~x:i co 
Fa...,O.HL3. 

P~,.,..r,~uay 

?e ru 
'l'r inh!.ad and Tobago 
Ve nezuela 

Su')-totailll 

~9!g221 

1966/6o.~ 
(l) 

5.0 
3. 87.1 
4 . 2J./ 

10.9 
3 . l 
4 . 8 
2 . 9 

3.9 
5.3 
5.5 
5 . 6 
5.8 
7. 2 

5.5 

1.3 
6 . 3 
7.0 
4 .5 
7. 7 
6.o71 
8 . 2-

7.1 

- 3 .2 
5.17/ 

10 . 2-
10 . 1 

3 .8 

~ : ~v 
6 . 5 

4 . 9 

2 . 2 
h .8 
6 .r;J./ 
4 .3 
4. 7 
4 . 8 
L. : 
6 .6 
7. 5 
J . 2 
? .6 
7 . 3 
4 . 1, 

4. 8 

B 

GDPY 
1966776 

( 2) 

5.2 
6 . 0 
4 . 3 
6.6 
4 . 0 
6. 2 
4 .5 

5.6 

4.o 
8 . 7!Y 
6 .0 
4 . 5 
5.5!Y 
8 . 0 

7.8 

6.9 
5. 0 
8 .0 
5 .1 
5.5 
7 .o 
8.0 

6.5 

8.0 
7 . 0 
6 . 0 
6 . 0 
3 . 5 
5 .6 
6 .0 
7 . 2 

6.5 

5.2 
5 .8 
2 . 5 
5.5 
5. 7 
5.5 
5 . 0 
6 . 0 
9 .5 
5 . 2 
L .e 
2.5 
5 . 8 

5.5 

~ 

D~f l erence 
(3) 

+0.2 
•2 .2 
+0 .1 
- 4. 3 
+0.9 
•1.4 
+1.6 

+1. 2 

+0 . 1 
•3.h 
+0.5 
-1.1 
-0 .3 
+0 .8 

•2. 3 

+5.6 
-1.3 
•l.O 
•0.6 
- 2 .2 
+1.0 
-0.2 

-0.6 

+11.2 
+1.9 
-h.2 
-4.1 
- 0.3 
+1. 7 
... o .5 
+0 . 7 

+1. 6 

+3.0 
+1.0 
- 4 . 4 
+1.2 
... 1.0 
+0 . 7 
• 0 . 7 
- 0 .6 
+2 . 0 
•2.0 
- 2 . 8 
-h .S 
•Lh 

+0 . 7 

• 1.1 

Table 1: !'ASIC ECONO~C PAR.A.'!ETSRS FOR SJ\.'{?LE COUNTniES 

9.0 
7.0 

10 .6 
9 . 9 

10.1 
7.4 

-3. 2 

7.6 

-0.9 
5.6 

17.8 
-1.1 
6.@ 

10.8 

4 . 2 

1.2 
7. 6 I 

12.3g 
10.4 
16.411/ 
6 .L.:!;b 

14 . 9 

13.7 

1.7 
5. 9 

11.3 
21.5 
4 .6 
1.5 
2.4 
0 . 6 

5.4 

5.9 

~ :i!Y 
6.ldY 
6 . 9 
J .8 
6. 5g/ 

, ~· ;121 
-s :o~.Y 
11.6 

2 . 9 
1.2 

Annual Rate of GroYth (percent) 

3 .6 - 5 .4 
3.4 - 3 . 6 
7 . 3 - 3 . 3 
6 . 6 - 3 . 3 
2 . 9 - 7 . 2 
6 . 2 -1. 2 
3 . 7 +6. 9 

4 . 7 - 2 .9 

3.$91 .+4.4 
9 .2- +3.6 

11. 4 - 6 .4 
1.3 +2 .4 

10.1.!£/W •4.3 
5 . 1 - 5 . 7 

6.4 +2.2 

n.a. 
6. 2 

n.a. 
12.2 

10 . ~11/ 
5.u:::_ 

10.5 

10.5 

10.8 
10.n 
16 .1 
16 . 2 

6 . 0 
4.2 

11.5 
6 . 7 

10.0 

6. 79_/ 
6.2 I 
2 . 7g 
0 . 7~::!/ 
8 .9 
1 .5 I 5.og 
5. 4 
9 . 3W 
7 .o!:.Y 
0 . 2 
2.4 
2 . 7 

4. 3 

6 . o 

n.a. 
-L4 
n . a . 
+1.8 
-5.6 
-1.4 
-4.4 

-3.2 

+9.1 
+h . 1 
+1. 8 
- 5 .3 
+1.4 
+2.7 
+9 .1 
+6 .1 

+4 .6 

+0.8 
+4 .3 
-6 .4 
-5. 7 
+2.0 
-2.3 
-1.5 
- 2.5 

-10 .0 
+2 . 0 

-11. 4 
-0.5 
+L5 

-0.6 

Imo0rtt~21 
rn>.,..o;..,b..,.4----T1~~c-._,6..,/"""7o""'--.,Di.,... •""'f ..... e-rc_n_c_P 

(7) (8) (9) 

13.6 
7.8 

10 . 7 
13 . 6 
10.3 
4.3 

- 0 . 1 

7 .6 

-1. 2 
5 . 9 
2 . ? 
4 .8 

12 . 9W 
10 . 9 

6.3 

0 .9 

1h:iw 
11 . 8 
29.811/ 
3.5= 

12.6 

17 .1 

2. 7 
3 .9 

15.6 
5 .6 
4 .0 

-1.4 
7'. 7 
6 .1 

6 .6 

o. 7 

-J :~w 
2.@ 
7. 6 

~ · Z111 () , , _ 
6.6 

16 . 3W 
J .o£.1 

12.0 
1.9 

0 

2.3 

6 . 2 

6.4 - 7 . 2 
4 . 9 - 2.9 
6 . o -u. 1 
2 .6 -11 .0 
u.J - 6 . o 
4 .3 0 
3 .8 ·•3.9 

4.1. - 3 .2 

2.2 +3. 4 
3 . 2.2/ - 2 . 7 
7. 8 +4.9 
2 . 5 - 2 . 3 

13.3~..Y +0 .4 
10 . 6 - 0 .3 

4.8 -1.5 

n. a . 
n.a. 
n . a . 
11 .0 

~ :gw 
11.1 

7.4 
10.0 
10.2 
3.6 
7 .3 
7.2 
4.5 
4 . 5 

7. 8 

6.7'!_/ 

5:~g; 
5.6g/ 
7. 9 

t~ 
6.1 
9.@ 

0121 
1.6-
2.5 
5 . 0 

6 . 4 

6 . 8 

n.a. 
n . a . 
n . a . 
-0.8 

- 21.7 
+5 . 1 
-1.5 

-7.7 

+4.7 
+6 .1 
- 5 . 4 
- 2. 0 
+3 .3 
+8 .6 
-2 . 2 
-1.6 

+1.2 

+6.0 
+16 .3 
- 4 .6 
+3.2 
+0. 3 
+1.5 
-0.5 
-0.5 
- 7. 2 
- 3 .0 

-10.4 
+0 .6 
+5.0 

•4.1 

+0. 6 

Gor>stllltD­
tion3! 

--mri7'70 
(10) 

3 .1 
3 . 5 
2 -3 
3 . ) 
o.4 
3 . 1 
2 . 2 

2 . 9 

0 .9 
2. 5 
J . 0 
2. 2 
2 . 9 
4 .3 

2.6 

n.a. 
n . a . 
6 . 1 
3.4 
5. 2 
3 .6 
7 . 4 

4 .6 

5.2 
3 . 7 
4.2 
1.3 

- 0 . 1 
3 . 0 
3.4 
3 .8 

3 .5 

4.0 
2. 7 

- 0.$ 
2.5 
1.3 
2.4 
2.6 . 
2. 4 

n. a . 
0.8 
2.1 

n.a. 
2.3 

2 . 4 

Invest ­
::-jent 

I'?Ou77(j 
(ll) 

9 . 9 
11 .6 

7. 6 
- 0 . 4 
5.1 
8 .9 
7 . 7 

8 . 8 

7 .4 
9 . 1 
8 . 0 
S.J 
7 .1 

10 .8 

8 . 7 

n.a. 
n.n. 
10 . 2 
7.3 
6.2 

14 .0 
2.8 

6 . 7 

10.2 
10 .3 
-1.0 
5 .4 
8 . 0 
3 .4 
3 . 9 
4.5 

5.7 

5.4 
6. 7 
6 .8 
8 .1 
8.5 
8 . 5 
6 . 7 
4.2 

n. a. 
8.2 
6 . 3 

n.a. 
10.5 

6.5 

Domestlc 
Saving Rate~ 

(oercent ) 
~"9'70 
(12) (13) 

11 
17 
10 
27 
11 
11 
6 

13 

10 
13 

7 
18 
lL 
22 

13 

15 
28 
24 
16 
25 
13 
40 

23 

20 
20 
26 
- 6 

9 
11 
13 
13 

17 

20 
18 
9 

12 
15 
20 
21 
19 
17 
:w 
21 
27 
34 

19 

10 
15 
11 
32 
12 
17 

7 

15 

13 
17 
lO 
16 
16 
23 

17 

n.a. 
n. a . 

28 
20 
31 
18 
35 

24 

18 
23 
20 
5 

13 
9 

18 
16 

18 

20 
18 
10 
15 
19 
20 
21 
17 

n. a . 
17 
18 

n.a. 
33 

19 

!-'.argin:~ l Incr=2n~ 
S:l'.rint; Capitll.ll 
RateZt Output 

iE!!_cent) P.1.tio£/ 
l961J170 ----rroc7i\J 

(14) (15) 

7 
8 

u 
4J 
17 
29 
12 

20 

23 
26 
l7 
13 
21 
26 

25 

n.a. 
n. a . 

34 
33 
22 
26 
26 

24 

14 
29 
6 

30 
30 

3 
28 
20 

21 

20 
17 
13 
23 
28 
20 
21 
15 

n. a. 
28 
10 

n. a . 
32 

19 

22 

2 . 5 
2 . ) 
2.6 
) . 2 
3 .3 
2 .6 
2. 4 

2 . 5 

3.8 
2 . 8 
2 . 3 
3 .9 
4 .0 
3.1 

.3 . 0 

n.a. 
n.a . 
3 -9 
4. 7 
1: . 1 
2.1 
5 . 5 

3.8 

2 .4 
2.1 
4 .3 
2. 7 
3. 7 
2 . 7 
3 . 7 
2 .6 

2 . 7 

3 .5 
3 . 0 
4.2 
2 . 5 
3 . 4 
3 .9 
4 . 1 
3 . 2 

n.a. 
3 . 3 
h.l 

n. a . 
3 . 9 

; , J 

l / I n r eal t enns (five-year peri ods). 
3' I Goods and se rvi_ces. 
j / Pe r capita . 

8 1 lb.gh r.rowth r ate is due t o exceptionall:' low GD? f igure in case year; 
1965170 r ate is 5.8 percent . 

fol Grnss savi ng as a percentage of GDP. 
1;/ Increa se in saving between 1961, and 1970 as a f)P.rcentage of the in:: re ase i n GDP between these two years. 
~/ To:_:ll inve s tment ci '-lri fl: l0(,4160 ClS n rntio of tre inc r e:1;.e i n GDP be t .-een 1961, and 1970 . The ratios assume 

::;, con:; ar:t annual erowth of inve s~:nent between 1 ' 6!, .-me l o6o . 
_ ~ ·lc 1/65 . 

Sst:i :n.~te. 

1965/69 ~ Thi rd F'ive-':ear Plan period . 
Exclud.:i. ng se::-vi ce s . 
Goods and net servi ces . 
Excluding Cyprus , Finlartd and Gr eece . 
~cludlng P.:marn and Trir.i.dad and Tooar,o . 
E.xclud.ing cotmt.ries not ac counted fo !" in s ub-t.ot.als. 

a 
to ...... 
0 

~ 
c+ 
0 

0 

~ ...... 
c+ 
~ 





l' ... s "'· /',f;}ie~ 
J ~"~~:~!~ .. (r~-;.J ·:· .. 
l ·\ ~: 2-ly J~ :1, 

jfi--~ ~L; .. --·~-:::..: ~! ~-Ci~t.1· .. ) .. J.e 
~~~ :~~o~\ol:J. 
E~t .:·~~c=}J~ 

.i:~:;: ~~~ 
~'~" ~~(~(I--~Yr~ . 

~~~~ ... --· t:-. 

l·: .. ;.l~r~~~/\1} ;;.~ 
::~': .. lri~r.~ ~ ao:. 

.>:1'!...~ ... :t)'i:,~ 1.: 
~;r-....:..-'1flt'#.~t.uP(~ -,..._ 

J~j~·:trt~~ ~ 
...... ;.~· . ...,."::"'~--. 

lrJ::~~::~t ~4 

• ,·t.nJ .. ~.J.ld 
G~:~::-.Jec 
:r 'f(1 J..:lnd 
!>)~.tn 
''Pr ;;·!·~oy 
.{ti,!)O q 2?C~"..' ~tt\ 

l~o::-:0'"~·)~"> 

S!ldr~l 

.... ~. ··~~ 

1 
lt"-' -~ 2/ 

¥';: 
t 

~r.-~ 

!'=' ~-7~ 

~5 

"l Lt .. ,v 

172 h/ ,, 
fil~ 
7S 
6(j 
23 
66 
-~ 
~ ... 

.. 4·=--.J.. • 

"l . I' 
<.) 

r .. 

2 
r:s 
~ , 

... flt;-~~ 4 

i l9 
<'~ 

L· , . 

.Ol 
i ~· ') ... ~:;v ~ ' <t 

:f")l.t 
(,.£,~ ..,} 

" 3 
71'.. .;· ,., ,.. 

'0 

2,8~? 

c.2 
1.6 

:t Bl 
hJ 

q 
t, 

... to?J t l -~ 

"I 

(. l: ):!-~/-~ 
~.~ ~--~ 

~30 
• 

' •. : l· 
.!C) 

- ~ 
4~ 

"rl5l 
.,,. -:_, I .• 

~=·~;. 

16 
.t.,.t:'~ 
.... ;;.1 

~? 
<·2 .. 

~·~09 
·J/:)t 

.•:11 
t'l 
~ 



I:\:~~\.-;:~ 1 ~1~ 
( ;r_:: ·1:,l:-:·r::~ 

!hilt) 
c,):t:;! ~w~ la 
.. : .. ~·;2 :::. :'t ·; ;.:\ 

,1 (.~''(~<·. :'1.c~ 
!i: .... ~:.J; .. ) 

":.'.!:-:·:':'~ 

'?:;:: ::;• ·~r ,'J.,.~ / 
\ ... 'f.'t:.J. 

r.:t,.J:~ ~L: 41 ~ ~1 .~ }~1 (3,. rij0~}t_.~j0 

if·~~'l:;.~~t~:Jlt .. \ 

21 

1,9/0/(! .' 
~C'~~ 

3.'iCl O 
l 1 t.~,.l , ..... :;v 

4j760 

1! 

~'OY.l('~.r}cl O;(:~:tc:lal Ct~.~):i. t!W~ I (c~ .. c·v) 
c..-.:.::;o ..... _.,,"'itffC.Jfl:.'~t-~ ~ 

.. r}!) 
1:),J 
~1.(>:: 

l 21. 
18 

J 

~('!1 

·t-2 
o.:.'' 1 

+ ,')t,) 
~;(: 

·· "" , 300 . "'" '"'; ••• c:. ... 



t ; 

Table 4: 1\.'T.ortization o f Foreign Official Loans l/ 

($ million) 

AlliJ.ual Average 
Area/ Country Actual Pr oj ected 

1960/ 64 1966/ 70 

A.F'"rtiCA : 
- C.s.;neroon 2 2 

East Afri ca 12 _g_/ 30 
Et hiopia 3 10 
Liperia 3 7 
Nalagasy Hcpublic 1 2 
Nigeria 9 53 
Senegal 4 5 

Sub-total : 34 109 

~SIA : 

Geylon 4 11 
India 106 340 
Korea 30 38 
Halaysia 3 23 
Pakist&n 18 .58 2/ 
Thailand 13 22 

Sub -total : 174 492 

EU~-tO?E : 

-c-,-;~;;:-Ll s 24 2 
" ..l -

Fi~l@"ld . 
Greece 8 19 
Irel and 2 4 
Spain 30 31 
Turkey 4.5 83 
Yugosla·via 89 202 

Sub--total : 198 341 ------
11I DDLE EAS1' & NOR~--1 .AFRICA: 
p..fc=;er:La 9 4/ 39 .5/ 

0 -

r-r-~n 40 67 ~ -c. ...... .-

I s!'&el 133 144 
"' Jordail 2 6/ .5 

Eo :roc co ,- 2.5 
Suda.D 11 11 
Tunisia .5 31 
U .A.R. 73 127 

Sub-total: 278 449 

Change 

0 
+18 

+7 
+4 
+1 

+44 
+1 

+75 

+7 
+234 

+8 
+20. 
+40 

+9 

+318 

-22 

+11 
+2 
+1 

+38 
+113 

+143 

+30 
+27 
+11 
. +3 
+20 

0 
+26 
+54. 

+171 

(continued next.page) 
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Table 4: AJnortizatio:n of Foreign Official Loans ~/ ( con ' t) 
($ million) 

Area/Country 

-------· - -----
\\TES T3RH h-"Ef·liS FHillE : 
-.t::r-;enffna - --

0 

Brazil 
Centl'al America 
Chile 
Colombia 
Ecuador 
J amaica 
Ee.xico 
Panama 
Paraguay 
Peru 
Tri.nidad & Tobago 
Venezuela 

Sub-total: 

Annual Average 
-A-c-tt-la_,_-1 -Projected 
1960/64 1966/70 

230 
155 

30 4/ 
81 
25 8/ 
6 -
. 

247 

3 
30 

.5 9/ 
52 

894 

3.50 7/ 
308 -

30 
97 
7.5 51 
13-
. 

346 .. 
6 

64 
5 

40 

1,334 

Chanrre 
(,? 

+120 
+123 

0 
+16 
+50 

+7 

+99 

+3 
+34 

0 
-12 

+440 

P.LL SPECIFIED C01HJTR.IES: 1,580 10/ 2,730 10/ +1,1)0 10/ 

1/ Including private debt guaranteed by the national government concerned. 
2/ 1961/65. 
3/ 1965/69 = Tnird Five-Year Plan period. 
4/ 1963/65. 
!>I 1967/70. 
6! 1963/64. 
7/ 1966/69. 
8! 1961/65 .. 
9/ 1962/6L~. 

10/ Rounded figures. 
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FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert S. McNamara DATE: April 12, 1968 

FROM: 

SUBJECT: 

~ . 

Irving S. Friedman 

Status of 5-Year Bank Projection of Development Programs 

I have met with the Area and Economics Departments' Advisers to review 
the scope of this exercise and agree on the organization of the work. We 
have agreed on the attached outline of this work which provides an economic 
framework for development operations in the countries concerned. The 
attached outline may look somewhat ambitious but I have emphasized that we 
are to base the work on available information and only to do that which is 
now feasible. However, I have also urged the economists to do their best 
on the basis of available data to quantify their thinking. I believe this 
is not time consuming for a number of countries as long as we are talking 
about crude projections, which we will not try to test at this time for internal 
consistency or probability. It would provide a frame of reference for any 
qualitative statements and judgments. 

Mr. de Vries of the Economics Department is reporting to me on the progress 
of the exercise. He heads a task force in the Economics Department which will 
advise and assist the Area Departments' Economic Advisers who are directing the 
work in their respective Departments. 

cc: Mr. Aldewereld 



FIVE-YEAR BANK PROJECTION OF DE~ELOPMENT 

IN SELECTED COUNTRIES 

OUTLINE 

I INTRODUCTION 

1. The projections form part of the preparation of a 5-year program 

for Bank activities, which also includes projections of loan and project 

operations and an analysis of the consequences of these projections for 

the financing and staffing of the Bank. 

2. The projections will necessarily be based on the Bank's present 

assessment of development achievement, problems and prospects. The 

extent of detail and quantification, particularly on sectors, will 

necessarily depend on the status of the Bank's current work on the 

country. Areas where our knowledge or judgment could be significantly 

improved by additional work should be identified. 

3. The objective will be to specify for the countries concerned: 

a. Major development problems. 

b. Desirable and likely focus of countries' efforts. 

c. Principal policies and measures required for these efforts. 

d. Trends of major elements of development programs. 

4. The countries to be covered are listed in Annex 1. Data and 

projections should be for 1962-66 (recent past), 1967 (present), 1969 

and 1970 (immediate future) and 1973. 
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II PRESENT POSITION 

5. A statement on present position is needed as a base for the 5-year 

projections. This and the next section should focus on problems and 

policies. 

6. Present economic position and trends in past 5 years (Balance of 

Payments, Investment-Savings, Public Sector, growth trends in major 

sectors). (Where relevant line up statistical series with projections) 

( C f. Annex 2) . 

7. Give your judgment on principal development priorities and 

identify key problems facing country, for example: 

a. Financial: inflation, savings and tax performance. 

b. Resource allocation: 

Physical controls 

Price structure 

Adequacy of emphasis on particular sectors (agriculture, 

industry, infrastructure). 

Excess of low priority public expenditures 

Treatment of private sector 

c. Planning: Performance in selecting and executing high 

priority investment, capability to increase effective 

development effort. 

d. Population 



- 3 -

III POLICIES 

8. Based on our current vietvs and knowledge, identify changes in 

present policies and measures required to cope with problems listed under 

para. 7. Indicate desirable timing (e.g. "immediate", "in next 2 years 

or so t! ), their political and technical feasibility, their likelihood, and 

the problems which may be encountered in adopting these policies. 

IV FIVE-YEAR PROGRAH AND PROJECTIONS 

9. ~~at, in the Bank's present view, should be the country's priorities 

and the focus of its development effort in the next 5 years. 

a. Which of present problems (para. 7) are likely to persist 

and deserve major attention in a development program. In 

which sectors should development expenditures be increased and 

where should there be cut-backs. 

b. Indicate present and projected level of development expenditures. 

Composition by major sectors in greater detail for 1967, 1969 

and 1970 than for 1973. (Tra~sport, power, telecommunications; 

education, health and housing; agr:i.culture and industry). (Cf. 
Annex 2, page 4). 

c. vfuere possible and relevant, indicate impact of recommended 

policy changes and measures {Cf. para. 8 and 9a) on level and 

composition of development expenditures. (e.g. impact of new 

taxes, shift in investment allocation, steps to improveproject 

capability, improvereent in export performance). 

10. Projection of Major Elements in Program (1969-73): 

a. Statistical series of Annex 2. 
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b. \.fuere relevant, specify ranges in projections, and indicate 

policy factors influencing these ranges. 

11. External assumptions: No constraint on aid availability. 

Use standard assumption about absence of major world depression. Consult 

Economics Department on commodity price projections and prospective growth 

in industrial countries. 

V CAPITAL INFLOW AND EXTERNAL DEBT 

12. a. Range of external capital inflow indicated by IV. 

Composition (private and short-term, public loans, grants, 

use of reserves). 

b. Debt position follo~ving from a., on appropriate assumptions 

as to terms of new debt. 

VI WORK ORGANIZATION AND TIMING 

13. Economic Advisers will be responsible for organizing and phasing 

the vJOrk on their countries. They will be in touch 'tvith Mr. de Vries who 

will head a group in the Economics Department which will provide necessary 

assistance to country experts. 

14. Papers should be passed on to Mr. de Vries as they are ready in 

preliminary form. The deadline is April 26, 1968. 

Economics Department 
April 11, 1968 



ANNEX 1 

SELECTED COUNTRIES 
(Provisional) 

Africa: Ghana, Kenya, Tanzania, Ug~nda, Nigeria, Congo(K); 

Asia: India, Pakistan, Korea, Malaysia, Indonesia, Thailand; 

Europe: 

Hiddle East & North Africa: Morocco, T~a, Sudan, U.A.R.; 

-Western Hemisphere: Argentina, Br~zil, Colombia, Me ico, Peru. 
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Annex 2 

Balance o£ P~ents Data tor Past and Base Years 

Exports o£ goods and non-racter services. 

(a) Merchandise 

(b) Services 

Imports o£ goods and non-factor services. 

(a) Merchandise 

(b) Services 

Current Transfers {excluding official. grants, but including 
technical assistance. 

Factor Income Payments, grosa. 

(a) Interest on public debt, gross 

(b) other 

Long-term Private Capital Inflow, net. 

(a) Direct Investment, gross 

{b) Other 

Long-term Public Loans. 

(a) Gross loans received 

{b) Amortization 

(c) Grants 

Use of official reserves 

Base year 1967 -
Past years 1962..66 

Page 1 
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Annex 2 

National Income Data for Past and Base Years 

Gross Domestic Product 

(a) at current market prices 

(b) at constant market prices 

Consumption 

(a) private 

(b) public 

Gross Fixed Capital Formation 

(a) private 

(b) public 

Change in Inventoriea 

Exports of Goods and non-factor services 

Imports of Goods and non-factor services 

Base Year 

Past years 

1967 

1962-66 

Page 2 



ANNEX 2 

Projection (1969, 1970 and 1973) 

(1} Exports and Imports of Goods and Non-factor services 

(this may be either: 1. rate of growth or 

Page 3 

2. year-by-year detailed figures) 

(2) Factor Income Payments:· 

(a) Interest on public debt, gross 
(b) other 

(3) Investment, Public and Private 

(4) Expected Rate of Growth of Gross Domestic Product (either growth 
rate or projected levels) 

(5) Rough Estimates of the Probable Range of Gross Official and 
Private Capital Inflow up through 197 3 

(6) Judgment on the Feasible Improvement in the Savings and Imports. 

(7) Public Sector Revenue and Expenditure (1962-66, 1967 and projections) 

Note: Where possible indicate ranges and policy factors determining · 
these ranges. 



1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

Transport 

Power 

Annex 2 

Composition of Development Expenditures 
(1962-66, 1967, 1969, 1970 and 1973) 

Telecommunications 

Education 

Health 

Housing 

Other Social 

Agriculture 

Industry 

Services 

Page 4 

Where relevant distinguish between private and public sectors and 

give major subcategories (e.g. item 1: roads, ports, railroads, airports; 

item 8: irrigation, credit, storage; item 9: heavy capital goods, light 

consumer goods). 

Future years can be less detailed than past years. 

Where relevant , indicate ranges and factors influencing range. 
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FORM No. 89 
(2. 66) 

• INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INl~RNATIONAL DEVELOPMENT 
_ASSOCIATION 

INTERNATIONAL FINANCE 
CORPORATION 

Mr. Friedman 

Remarks 

From 

Have you any comments on the 
attached paper, especially with regard 
to the Statement of Assumptions? 

J. Burke 



•· 



• 

assumed to be ._._A.,..LHJD.lO 



Statement of Assumptions 

• 

/· 

' . 



/ 
/ •r' 

!/ /: 
/ 

it 
j . 

,.;. I 

~/ / 

\i 
:"l 

( 

!. 

r. 
,f: 
'I 

I , 
I' 

,·I 



r 1 1 68 

l 



oU RM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I I NTERNATIONAL F I NANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: • Robert • Me ~ara DATE: Ap:rU 3 1 68 

FROM: Irving S. Friedman 

I am attaching hereto an invitation which I h Ye received o att n 
a Conf renee on Wor~d Cooperation for Development which i bein co­
sponsored by the World Council of Churches and the Pontifical Commission 
on orl Ju tice and P . c , and I am also a.ttachin ny interim r ply. 

I would like to take this o.Qca.sion to inform you of 1JJY relation 
with th se in~titutions. 

A f . years ago, some time in 1964. I first b ~8me acquaint d with 
Monsignor Gremillion through some utu.al frlends outside the Bank. At 
that tie Monsignor Gredllion was still in t e United Stat s working to 
obt in greater inter st and support of the churches nd t eir embers for 
the developin countries. (T.hi was b fore t Papal cyclic l had be n 
writt n.) 1e had a. number of priv te discussions on what :might be done 
and how economists might be helpful in this effort. Perhaps my prin.cipal 
point wa that it was undesirable and unnecessary for the church s to 
issue stat ments in which the economic~ was poor nor was it necessary to 
develop an independent expert group of economists because I was convinced 
there would be many conomists in the World Bank and ela where, including 
myself~ who would be happy to cooperate on a. voluntary basis. 

In the summer of 1967 Monsignor Gr :million v.rent to Rome to be Secretary 
of the Conu:nission for World Justice· and Peace~ and Monsignor Bord lon in 
~ ashington became Director of th U.S. Secretariat for or Ju tice and 
Peace, whioh is under the Bishop's Committe for orld Justice nd Peace 
of the National Conference of Catholic Bishops.. He waa introduced to me 
by Mansi nor Gremillion and I have ·had cloae continuous relations with 
him. At his urging I hav articipated in a n ber of discussions organiz d 
by his group as w 11 a givin informal elp and advic when sought. and 
also involving other Bank economists through e on a volunteer in~o 1 
basis. For example, we did a. critique from the scientific conomic iev­
point of the Papal Encyclical -- again on a vo,luntary, ersonal a.nd con­
fidential ba. is -- and Monsi nor or elon and Barba.t" Ward have repeat dly 
told me that it has been gre6tly appreciated. xoreovert 4onsi or Bordelon 
tells me that Rome has deeided that there will b no f ture jor pro-
nounc ments involving economic matters without first tryin to get the 
benefit of' experienced economists. 

I had hoped that at some time it might be appropriate for th World 
Bank as n institution to p rticipate t le st as observer in the d libera­
tions of these groups. Durin 1967 it seemed to me that the time had 
beco ppropriate for th World B to have such a relationship wit 
the Pontific$1 Commi ion as it had already establi hed one with the 
World Council of Churches. 



I a.rra ed for ns 1 lon. to eet r-ir • 
Intor tion Dep rt nt I &l o took the initiative 
-~. D th o t. to be th gular channel of eommuntcatio 
requestin assi t _ c fro: our in t1tut1on. tt 
.. • H rold Gra. es s de i at d the a.nk' - continuin 
to thi purpos t nd a.n inYitation was tend d to Mr. Graves to 
atten a m eting of church 1 de $ ·n Brus els nd tin in 
eirut 1n 1968. H has since bee invit d to other ti I 

d ~ ·G:ra.vea e.coompa.ny me to cou le of etings i 
• 'W York 1d N ark. I have tri d to di i Uisb rq participation 

a f!Jiendl.y expert in international econo · cs and. d velo ent 
from our rticip :tion a an 1nsti tution. I h :ve e:r:pla.ined to 
Mo~signor Grem!l~ion ardelon an~ ot ers. my belief that ta 

Qr l relationship i b tt r intaine by so on who oan particip e 
in th ir d1seussio s and 's mor ail b e. I have lso ph si~ 
t t H rold Graves is bl p r on ex riene in xpl inin ot 
only the tiviti s or t e a~ but alao the ituation in the d lo ing 
vorld to publie audi n es. I s id that I would b ~ h y to b ot help 
wh n they needed .1 lp which vre t beyond that vbich Harold Gr ves eo.uld 
iv • I am war that there i proba ly much personal fee in involved 

h r in their attitu~e toward e since I wa. amon the first to n­
cours. . their effort::J an to vol teer ervices and provide th m 
with informal link to the ank's eat expertis in dev lopment 
matt r • Th ir efforts are lready be ring fr-ui 't and. prom.is to be 
very i:mr>ortant in the fut w.,.e. 

Th proposed Conference in Beirut is fro April 21-27 . It i th 
first ec eniaal effort in our field of develop ent. If I wer·e to o 
I would thinl~ in terms of b-ing there for about he first thre days 
say dtY thro h Tue day ~h n the int naive dis uas1ons on the 
d v lopin vorld and h t a be on by the ehur hes likely to 
b held. Harold Grave i planning to b ther& for the entire period 
as a B$nk particip nt. I am sure his partic1 ation will b worthwhile 
from all vie oints. I planning to ccept the invitation to o 

technical consultant , but if you woul pre r th t ! ~ni ze my 
tra.vellin · t this ti~ I woul.d; of course. uud r t nd. In any c e 
1 v1.ll a n · pap r .r'lioh I premia d to theln on Develop nt 

Pa- t Twent _!~· 

Your r ctio to this ould be n1o t a.ppreci :~-t d,. 

Atts: (2) 
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INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATJON 

OFFICE OF THE PRESIDENT 

Mr s . Jacobsen : 

INTERNATIONAL FINANCE 
CORPORATION 

April 3 , 1968 

We talked t11is morning. Attached 
pl ease f ind the full paragrap on IDA which 
I read to you over the telephone except fo r 
t he two sentences in brackets . Sena t or 
Percy may want to include these sentences un­
l es s he feels his speech gets t oo l ong . 

With many thanks , 

Mrs. Nadine Jacobsen 

Rai ner B. Steckhan 
Pers ona l Assistant to 
Mr. McNamara 

Office of Senator Percy 
Ne\v Senate Office Building 
Constitution and First Street 
Room 1200 



I should like to xpress my wholehearted support for the propo ed 

replenishment of the resources of the International Development Association (IDA). 

As you know, IDA is an affiliate of the World Bank Gr oup with it resources 

contributed by 18 of the richest countries , i nc l uding the Uni ted St tes. I under­

s tand that the propo al will be to increase its total resource by $400 mi~lion a 

year for a period of thr ee years . Of this the United St tes shar will be 40% or 

$160 million a year. This means that for every dollar put up by the United States, 

a dollar and a half will be put up by other donor countries . This indeed is unique 

and most welcome. }1oreover, I understand that arrangements have been agreed whereby 

thexe will be no adverse rfect whatever on the U.S. balance of payments from IDA 

operations for at least a number of years ahead. [This is being done without inter­

fering with the high standards of international camp titive bidding which are the 

under-pinning of the sound reputation enjoyed by the International Development 

Association~/ We have all come to learn tnat despite the s oft t e rms on which IDA's 

crectits are extended to t he developing countr i es most in need of such terms, I DA 

applies the same rigorous, car eful, cauti ous standards we have come to take for 

granted from the World Bank . From every viewpoint I am sure t hat there is no way 

i n whi ch we give as effective contr ibuti ons to help finance increased producti vity 

in the poor countries as through the multilateral mechanism of the International 

Development Ass ociation. LLast, but not least, this very large operation is carried 

o with very little administrative cost. I ndeed, ita administrative expenses amount 

to only about 1% to 2% of its entire disbursements. The rest is used for the purposes 

for which I beli~ve we shoul d appropriate t he f unds , namely to help meet the pressing 

needs of the many poor countries served by this institution./ 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPft-fENT 

FIDM : The Secretary 

AWARD OF THE MEDAL OF FREEOOM '10 
MR. ROBERT S. McNAMARA 

SecM68-5o 

February 29, 1968 

Attached for information is the text of the statE.ment made 

by President Lyndon B. Johnson at a ceremony at the tv.hite House 

yesterday at which he presented the Presidential Medal of 

Freedom to Mr. Robert S. McNa..'llara. 

Distribution: 

Executive Directors and Alternates 
President 
President's Council 
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FOR IMMEDIATE RELEASE 
. ,""'" ' .... · FEBRUARY 27, 1968 

.- , OFFICE OF THE WHITE. HQUSS PRESS . ~ECRETARY 

·, . 
THE. WHITE HOUSE 

RE~S- OF THE PRESI.PENT AT 
THE CEREMONY AWARDING .. THE 
MEDAL OF FREEDOM TO SECRETARY 

.. .. -· 
·ROBERT: S. MC :~~RA 

THE FAS!f' ROOM 

Secretary and M+~·· McNama~a ~nd fam~ly, M~~ers - of 
the Cabinet, Members of Congress, Chief Justice, Dist'inguished 
Gues~s: .. 

. .. 

Thomas Jefferson said: 

· ., "When . a man a~sume.~ a p'ub'!ic tr.us~. ' he should 
. consider himself public 'proper'ty~ .· " 

The man we honor here today has lived that philosophy 
for more than ,seven long years. 

The_ General Service.s Administration qoes not ~~st him 
among our official assets, but he is one ·of America •.s most 
valuable public properties • 

. . · Be>b McNama.ra may -not have .accompl.ished the impossible. 
But he has achieved the unlikely: managing and di~ecting 
the huge complexity that · is our defense establi~hme.rit of the 
United States of America. 

Those of us who serv~¢1 in Government during the 
S~cond World War came out o£ t~~t ~onflic~ very prouq_ of qur 
Armed Forces. -- but all _of us we.re deeply concerned for our 
future. 

President Truman,. ~hat .great leader of our country, 
at that time said: 

·"One of. the strongest .. conviqtions which I brought 
to the office of ·the Presidency was .. that the antiqu~ted .. 
defense setup of the United States had to be reorganized· · 
quickly as a step toward i .nsuriJ1.g ,. our. future safety and 
preserving .world peace. From the · b~ginning of my administra­
tion I began to push hard for ·unification· of the military 
establishment into a single department ••• " · , 

- J ' • 

As a ·Congre~sman l spent .hours and .days listening 
to the testimony for. and :against unif;c.a_ti9n. Most of the 
arguments came down to one . commen denomlnator: it j_ust 
can't be done. It is impossible. 

No one heard that refrain more often than the man 
who is about to become our new Secretary of Defense·. clark 
Clifford was here i~ the White . House . trying to help President 
Truman. He has told me this: · ' 

MORE 

(OiER) 
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"I know so clearly what President Truman had in 
mind all during that time. And all through the years. he 
kept hoping that we could and we would some day reach that 
point. Under Bob McNamara we finally did." 

So, Bob McNamara has really served faithfully three 
Presidents: as a member of the Cabinet under President 
Kennedy and myself, and -- after 20 years -- as the man who 
made our Defense Department what Harry Truman wanted it to 
be. 

Now, another distinguished American assumes the 
leadership of the establishment that he helped to create 
--and that· Bob McNamara · helped ~o perfect. 

The task, I think, and I think Bob McNamara thinks, 
could not have passed to abler and wiser hands. 

In Bob McNamara, the World Bank is gaining an 
executive of vision and a thinker who is also preeminently 
with apologies to Mrs. Johnson -- a doer~ 

Daily we read the reports that the developing 
nations are hopelessly far behind. The gap between . the 
"haves and the have-nots" is said to be so wide and so growing 
that is is 'a great threat to world peace and that it will 
never be narrowed. 

I do not generally make predictions on such matters 
and certainly my record does not c·ompaJ:e with certain noted 
columnists, but I will make a prediction here in the East 
Room this morr~i.ng. · 

I predict. that 20 years from now another President 
will stand here and say: "a revolution of achievement in the 
developing nations began with the appointment of Roberts. · 
McNamara to the tfiorld Bank in 1968." 

For many long years Bob McNamara has guided our 
defense establishment~ He has helped · to give :·Arne rica the· 
strongest, nost efficient rnili tary :.)O!ver in history. 

Now he is going to try, try to build the kind of 
world that alone can justify that strength. 

We are asking him to attack the root causes of 
violence and turmoil poverty, disease, ignorance, and 
hopelessness. 

Those are the ancient enemies of the human race, who 
have never been defeated before. But our generation has the 
strength and the power and the resources, I hope, to eliminate 
them from the face of the earth. 

What n.ow is needed is intelligence -- and organization 
and the will. 

In this intensely loyal, brilliart:. and good man, · 
America is giving to the world - ·- and if I may be personal 
I am giving the world the very best that we have to win the 
most important war of all. 

MORE 
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America is grateful for what he has done -- and I 
speak for all of America this morning -- and more important, 
for what he is about to do. 

Mr. Secretary, on behalf of your fellow Americans, 
all of them, your country salutes you. 

I will now read the citation of the highest medal 
that the President can award to a civil servant. 

"The Presidential Medal of Freedom citation, Robert 
s. McNamara. For 7 years you have administered our complex 
defense establishment, unifying our strength so that we might 
respond effectively wherever the security of our free world 
was challenged. A brilliant analyst, a modern administrator, 
you have brought a new dimension to defense planning and to 
decision-making. 

·~ou have grasped the urgent social crisis of our 
time, the awakening of hope among the world's poor. You 
have understood that while freedom depends on strength; 
strength itself depends on the determination of free people. 

'Your seven long years of unshakable loyalty to 
the Republic, to the President, and to all who serve beside 
you and under you in the Armed Services, is an example for 
the public servant and an inspiration for your countrymen. 

'May your selfless service spent in defending 
freedom bring even greater awards in be larger work that 
you now undertakeJ to promote freedom throughout all the 
wor.ld." 

It is signed "lyndon B. Johnson, President, the 
White House. " 

END (AT 1:29 P.M. EST) 



FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSO C IATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM I 

. TO: FILES DATE: February 28 1968 

FROM: Irving S. Friedman 

suBJECT: Lunch with Mr. Merchant 

Yesterday at lunch Mr. Merchant inq_uired what I thought the 
three critical problems which would confront the new president 
when he came to the Bank. My reaction was that they were: 

1. The decision whether the Bank should continue to try to 
play the role of leadership in world economic development. In 
other words, should it continue the Woods policy of making the Bank 
a development finance institution, although Bank, to the private 
notion, is that a bank is a bank. (Mr. Merchant thought that there 
was no q_uestion of returning to the past and that the Woods innovations 
ought to be further developed.) 

2. The external indebtedness problem giving a lead to the world 
as well as for Bank/IDA participation. 

3. The structural changes within the Bank to cope with the new 
roles of the Bank initiated by Woods. This includes relations 
between the president and the Board and the Board and the staff, 
as well as within the staff itself, and relations between the staff 
and members. 

4. The implications for the Bank of having to ration part of IDA 
funds so that both the recipient as well as donor countries became 
mainly concerned with how funds were being used. 
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• on Monday, you might like to have a d scription of the w~ 
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Mr. Georg D. Wood ·- 2- F bruary 23, 1966 

3. External Debt 

ln r eent 1 ar th Fund bas ao uired an tnt r st in external debt 
problem a · it b be n celled upon to h ·1 oountrie get through balance, 
ot aya nta ctai in which debt rep nt an i portent item~ Also 
1n tts stand-by arrangements the Fund b a been exper1ment1n with etting 
conditione on the ounts o character of u plier • credits a country 

ay t on. Sine the b&aio ext rnal debt data i produc d in the Bank 
&rid 'the Ban has a m Jo int r t in th:le fi ld, it has b com clear that 

p _oial arrang ent nee to b worked out tor better coordination betwe n 
:th Fund and the Bank; 1n this r ard. Consequently, Mr. rck, 1thin 
who e d part nt tb xtef:"nal d b work falls ~ and • Sture , the Direetor 
of tb behan e and Trad Relations D par nt of the Fund W'ho i responaibl 

. tor eoordinating ~ork in thi& field in th Fund, haYe be n. to h v r gvlar 
m~tinss to coordinate the Fund and Bank a.pproache • As a · part or th 
oollaboration in ~his 1 ld~ the Econo 'ics Dep&rtmen~ :ha provide t ff 
for mia ion where pelp as ne ded to r concile ebt and b lance ot 
payment data. 

4. . Rio Commodi,ty Stud;t 

Th a.rrangem nts tb t w re t UJ> tor this study are as follows : 
or he Bank, Mr. Avramovic h a.ds up the work. Hi d uty is Louis Gorewc, 

an a.dvia r of th Eeonomics D partment ho v ro rl with · AO. 
Sundrum, on ot my all person 1 roup, ba.a "been as igned full tim to 
thi study aJJ w 11 lora Whit and K. Kriahnamurty or the Economic -
D partment. The Economie De artm nt' port rojeotiona and Trad D1vi-
eion is g1Y1n up ort to the study by providin data and baekground 
analyses on problems relating t6 commodities to be di cuss d in the tu~y. 

j-f-j -. I •• 

On the r. Polak~ rtbe Economie Couns llor of th und, 
·i in general har Under im are d Hirsch, Senior Advi er in the 
R e reh and stati tics Department ; ilton of' t Exehange and 
Trad Relations De art ent ; Duncan Ridl r and ieh l Kuczynski, both ot 
the R rch and Stat'! tic D-epartment. Th Furld · t tf w re bl to devot 
only art time to th1 tudy until rec ntly · now, &11 exc pt Mr. Polak are 
fUll-time. Th vork is coordinated thro h joint workin party ot the 
two statt' . 

It ba b ~n agreed that the r~port will b writt n in three' rt . 
P rt I vill eontain the analyai or the comtr1odi ty problem a.s it atr et _ 
leea dev lop d countries t.nd th economic feasibility ·ot "''Uious olution , .• 
to b prepared by th joint working party of the t~o statts. P rt II, to 
b · prepared by the Bank staff* will contain the plications for pos 1bl 
etion by the Bank. Si ila.rly, Part III, to b prepar d b tbe Fund statt ,, 

will eont n tmplications ~or po ible action by th FUnd. 



Mr. or e D. Wood - 3 - bru ry 23, 1968 

:t r &1 to~ ·provisional ou lin ot P rt. I b n agr 

5. Other e earob 

~, AMKarrtarck ner 
February 23, 1968 
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