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THE ROLE OF THE INTERNATIONAL BANK 
FOR RECONSTRUCTION AND DEVELOPMENT 

Address by 

Morton H. Hendels 
Secretary, International Bank for 

Reconstruction and Development 

to the 52nd Annual Convention, Haryland Bankers' 
Association, htlantic City, ~~y 28, 1948. 

There are so many misconceptions and misunderstandings about the Inter
national Bank that we who work in the Bank welcome the oppor~unities given to us 
to describe Hhat the Ban1c is, and ho"t..r it functions. In po.rticular, it is an 
honour to do so before a body as representative c.nd as important as tl1e Uo.ryland 
Bankers' Association, assembled at its annual convention. Before going on to 
many of the current inaccuro.to ideas about the Bank, may I describe briefly a 
little of tho atmosphere surrounding the Bank and its purposes. 

The Reason for the International Bank 

The United States today is a r...o.tion which has the greatest productive 
capacity in tho world and which is producing in record-breaking quantities every
thing from food to steel and automobiles. ~cross the oceans, east and west, are 
nations starving for those goods, but ~nthout tho foreign exchange resources ~dth 
which to purchase them. They find themsGlves in that condition because of the 
ravages of war. They are suffering not only from the destruction of their 
industrial plant by bombs and shells and enony sabotage, but also from the deter
ioration of their economics because of lo.ck of proper upkeep nnd r1aintenance 
during tho war years and tho exhaustion of their working stocks resulting from 
the war. That deterioration has been accentuated in some countries by fear and 
lack of confidence arising from political uncertainties o.nd disturbances, de
preciation of currencies and severe shortages of food, fuel, clothing, o.nd other 
living essentials. 

To restore peace, if it is to moan anything, must moan to restore free 
international intercourso, the free exchange of goods nnd services betvmon those 
who need them and those who can satisfy tho need. In order to restore that free 
intercourse it is first necessary to create in the countries which neod such 
goods and services tho purchasing power with which to buy them, so that they may 
restore tho normal functioning of their own econor~es and thus create their own 
purchasing power through tho production of c)q~ortnblo surpluses of goods which 
they can produce. 

llt tho monent tho needs of tho rospecti vo coun·crles are so gron t, and 
political and economic conditions arc so uncertain thnt private investors hesito.to 
to take the risks involved. In order to bridge tho gap, the representatives of 
44 nations who met at Bretton Woods, N.H., in July 1944, created two groat inter
national cooperative institutions which were intended between them t o promote 
freedom and stability in international exchanges and to restore tho flow of intor
na tional capital investment. Those two institutions are th0 Into rna tionnl l',J:onotary 
Fund and tho Internatioml Bank for Reconstruction and Development. It wns in
tended ~~at the Fund should operate in the intor~~tional monetary fi0ld nnd the 
Bank in the international investmont field. 
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It should be remembered that at the tine this Conference t-m.s hold and 
these plans were laid for future rebuilding of a war-torn world, it was not ye t 
clear how formidable a ta.sk lay ahead. The extent of destruction and econor.rl.c 
collapse was not fully apparent. 

To meet the much bigger job a more ambitious and drastically nltorod 
program had to be developed. The Hnrshall Plan -vrns the answer c~.nd the Econor.rl.c 
Cooperation ~d~inistration is now actively effectir~ that groat hununitarian and 
development program. Beca11se of the size of this undertaking many persons in 
this count~J have gained the impression that thoro would be no further nocd for 
the International Bank for Reconstruction and Development. That is not true. 
There is still need for tho Bank but before it could discharge its obligations 
and undertakings it was necessary that a power program precede the Bank to take 
over an irnrJediate load not anticipated or fully comprehended. 

A large share of EGA assistance in 1'tu·ope will bo in the form of grants, 
which arc essential in many parts of the 18 co~L~t~J area. hdditional assistance 
will be in tho typos of loans 1.vhich the Bnn.l<: 1 s J~rticles would not perni t it to 
effect. Once the critical needs for food, fuel, and raw materials are cot and the 
immediately required loans have been effected on terms -vrhich those borroHors can 
meet thore should be developed n number of projects for financing by tho Inter
national Bank. Sone of these already arc being oxrun:ined by tho Bank and loan 
negotiations are in progress. Actuo.lly tho European Recovery Progr:::Lm should 
complement tho Bank 1 s operations rather than interfere in any ~nnner. I t~~ru{ 
you will find the two organizations -vrorking closely in tho dotor~inntion of their 
respective arens of financial assistance. hnd in its proper area the I ntorrntional 
Bank for Reconstruction and Dovelopnont will function actively. 

Organization of the Bank 

The Bank is o.n international institution owned by its member govornnonts, 
now numbering 46. Unlike some international bodies, however, it has the power 
to take action and not merely to ~nke recoTI~ondntions. It has funds of its own 
to lend nnd authority to borrow more. Its staff is internationn~ vdth members o.t 
the moment from 23 different countries but in their work, they owe no rosponsibilit 
to their respective governments, only to tho B411k itself, There is n Board of 
Governors, composed of one governor appointed by each r.1ornbor and o.n nl tornnto for 
each Governor, which hns been meeting anpually. L Board of 14 Executive Directors, 
each representing one or nore of tho t10mbor govornnopts1 neots regularly at the 
Bank, sets policies, and passes on najor decisions, but tho initiative in all 
operations is taken by tho Bank's intornntionnl stnff. Pecisions of the Board 
are made by ~njority vote, each Executive Director having a different n~~bor of 
votes depending on the amount sub.scribed to the B'a.nk' s capito.l by the nation or 
nations he represents. In practice, thoro ha s been nn e~trnordinnry uni~y of 
viewpoint on the ~njor questions of ' policy fncing tho Bank, nnd the Executive 
Directors of all nationalities have given fine support to tho nnnagonont and 
staff. 

Finances of the Bank 

A unique aspect of tho BGnk is the source of its finances. Although it 
is an intergovernmental institution, and its newbor governments have subscribed 
to the Bunk's capital in vnrying amounts according to their means, it nust obtain 
most of its loanable resources from private sources by selling Bank bonds. · Tho 
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total of member subscriptions in all currencies is equivalent to $8,263,100,0GO 
of an authorized capital of $10 billion. 

There is one special source of strength deriving from the Bank's inter
national character. It is not an arm of any government, but is responsible to all 
46. Its loans are made, therefore, on an objective, non-political basis, ta]dng 
into account not only the soundness of the particular project it is asked to 
finance but the effect of the loan on the borrowing country's economy as a whole 
and releVant international factors as well. 

At tne same time, as a cooperative institution of its 46 members the EarJ~ 
has greater prestige and authority than any private institution could have. u~nce 

its interests are identical with those of its members the latter have confidence 
in its objectivity. The Bank is therefore in a strong position to insist on the 
conditions which are necessary not only to safeguard its loans, but also to make 
them effective - conditions which might be resisted as an invasion of sovereignty 
if they were imposed by another government or by private investors. 

One of the Bank's major purposes, in fact, is to assist its members, 
particularly those which are economically under-d~veloped, to establish internal 
conditions which will promote stability and healthy growth. It tries to help them 
to lay their economic plans realistically and to mal::o the best uso of both domestic 
resources and foreign aid in carrJing out those plans, It has indicated its 
readiness to help its membors obtain necessary technical aid, either by assigning 
experts from the Bank's own staff or by assisting in tho selection of corn.petont 
private advisers. 

After this rather general background, it would be useful to look at some 
of the misconceptions and misundcrsta~dings about the Bank to which I referred at 
the outset. It is inevitable in the case of such a uniquo institution that there 
should be little kno-vm and many mistakes in that knovJledgo . ThGre ·Hill be time, 
of course, to cover only certain of the more important miscon8eptions. 

I. AS TO .ANOUNT OF BANK'S CAPITAL Al\lD FUNDS AVAIUiBLE FOR LENDING 

The Bunk does not have the full amount of its subscribed caoital of 
$8,263,100,000 on hand. Nomber countries are requirud to pay in oniy 20% of their 
subscriptions amounting to (ia,652,62o,ooo. Of this 20%, however, only 1/10 or 2% 
of tho total, had to be paid in gold or u.s. dollars, tho remaining 18% being paid 
in membersf own currencies. Therefore, the Bar~ actually received approxiwatoly 
0731,000,000 in u.s. dollars made up of 2% of each member COQntry's subscription, 
together v.ri th 18% of the U.s. subscription. The BarJ( also has $915,858,000 in 
member currencies, representing 18% of the other members' subscriptions. Of these, 
the Bank has lent Belgian francs to the equivalent value of ~:~2,000,000 but it is 
not anticipated that there can be any considerable lending of these currencies for 
some time, in view of the inability of the co·Qlltries concerned to export capital 
at this time. They are however, an asset of the Bank. 

The remaining 807s of each country's subscription cannot be used for lending 
and can be called only when needed to meet the Ba11k's obligations. You can see, 
from these figures, that the Bank's only access to funds over and above the 
original ~;>731,000,000 paid . in, is through the investment market. 
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There is one very vital fact thnt should be borne in mind about this 
uncalled 80%. If called, the unpaid 80% of ench subscription must be pnid by 
each country regardless of whnt other mombor countries do. In tho cnse of the 
United Stntos, the 80% pnrt of the subscribed cnpitnl amounts to $2,540,000,000. 

II. AS TO STRENGTH OF GUARANTEE OF 80% CAPITAL S113SCRIPTIONS 

Following the losses on inter-Govornnontnl loans made during nnd follm.ring 
World War I, nnd due to tho emphasis on the unfavorable nspocts of u.s. lendors 1 

experience with foreign dollar bonds, there is o. tendency to rognrd fo;roign l endin€: 
o.s suspect per se. There are certain factors on the other side of tho picture , 
however, which nre sometimes overlooked, such ns the excellent credit roc0rd of 
many foreign countries nnd the fnct th2t considerable cnpital WO.$ invested in bonds 
v!hich wero nlrondy a. questionable risk at tho time of issue. Some foreign issues 
were sold nt substa.ntinl discounts, there vmrc yields running ns high ns 87b, and 
excessive underwriting co:rnnissions, Hhich all constituted wnrning signals. 

The record shows that 75% of the total capital of the International Bank 
is subscribed by governments that have never defaulted on extern.al public debt. 
Of the remaining capital, 10% is subscribed by countries 1~ich defaulted only 
because of conditions arising out of Wo~ld War II. The majority of those countries 
have since cleared up most of their deferred obligations. Only the remaining 15% 
of the Bank's capital is subscribed by com1tries that may be said to have had un
satisfactory default rer.ords. 

III. AS TO THE REPAYABILITY OF THE BANK'S LOANS 

The Bank has an excellent staff of men experienced in foreign lending. 
In considering a loan application, these men devote months of study and investiga
tion to its advisability. Hhen their report is completed it goes to a loan com
mittee. Only after that co~uttee has recommended tho soundness of tho loan does 
the Bank's President recommend the loap to the Executive Directors. 

Under its Articles of Agreement, the Baruc can make loans only for pro
ductive purposes and cannot make political or re~ief loans. Under its operating 
rules it is perr.rl.tted to advance money only on documents showing that ~he noney is 
to be used for the specific purposes for which the loan v.ras 1:1ade . To 1:1ake sure 
that this condition is mot, it carefully follows up on tho use of tho proceeds of 
all loans, 

Arra.ngonents have bQen r.~ade with the borrowing countrj_es whore by Bad-: 
observers assure that the goods purchased are used only as speci:ied in tho loan 
agreements. In addition, the borrowing countries provide tho Bank regularly v.Ji th 
full inforr.ntion on the loan's contribution to their entire reconstruction or 
development effort. In fact the Bar~ systen of supervision over tho ond use of 
its loans is a r:aj or contribution to s.ound into rna tional financing , and a techr.J.que 
which may be borrowed by the European Cooperation Adninistration. 

In nearly two years, the Bank has made six loans totalling $513,000,000: 

One to France 
One to Netherlands 
One to Denmark 
One to Luxenbourg 
Two to Chile 

$250,ooo,ooo 
~i>l95 ,ooo,ooo 
$ 40,000,000 
$ 12,000,000 
$ 16,ooo,ooo 
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An exanple of tho effect of tho Bank's lending opcrntiono nny be seen 
in tho case of the French loan. Franco has purchased such ra-v; naterials Q S cotta~ 
and capital goods such as steel mill oquipnent, loconotivcs, cranes, and drilling 
and autonotive r~chinery. Bank observers on tho spot have found that tho uso of 
these connoditios has contributed D.aterially to tho restoration of French industry. 
Production figures in recent nonths have been encouragining; in some industries 
thoy have surpassed pro-war levels. 

E...~erionce shows that loans are not :r.1nde rapidly and \vill not be 1:1ade 
rapidly. -Tho -vmy tho Bank approaches a loan and thoroughly oxm-:1in.os tho ocono:oy 
of a borrowing nation, as well as underlying credit f~cts, precludes haste . 
Reasonable assurance is required that a loan will bo used for productive 9urposes 
and that it will be repaid. 

IV. AS TO TB.E BANK DISPLACING PHIVATE LENDING 

It is a stated objective of the B~nk to encourage the revival of private 
for~ign investment. In fact, where private financing is available on reasonable 
terns, the Bank is forbidden fron lending. The Bank is concontro.ting on tho 
encouragement of the re-entrance of private foreign investnont. In tho absence 
of pri vato capital the Bank makes production loo.ns on roc.sonable terr:.s, the ruby 
strengthening the economy and credit standing of tho borrowing nation, i:Thich in 
turn ·Hill promote vJOrld trade. The Bank liko1..rise is establishing a pattern for 
a sound resumption of privo.te international investment on terns equitable to both 
lender and borrower. Those are objoctivos which the Bank staff keeps constantly 
in nind. 

A fact usually overlooked is that the Intorn~tional Ban~ is authorized to 
participate in loans or guarantee loans ~nde by others, and it is likely that it 
will not only be frequently invited but will be wolcono, oithor to gunrantoo 
foreign loaps or to participate. 

As to the idea that private bankers l.J:i.ll sldn tho croan c.nd leave tho less 
desirable loans for tho Bo..nk, one noods only to examine the j.rticles of J..gre.~nont , 

the oporn.ting practices and tho record to date to recognize tho Intern..ntionaJ Bank 
staff has neither tho right nor tho inclination to make unsow~d loans. Certainly 
thGro is going to bo a risk attached to sonc of our loo.ns, but it will bo a cnl
culnted risk. The Bank 1·lill mako no loan unless thoro is a r oasomblo prospect 
that it will be repaid. 

V. AS TO THE B:~NK' S JilliLITY TO BUILD UP R~SERVES .:J.G.i~INST POSSIBLE LOSSES 

Tho figures show thc;.t tho Bank is building up a rosorve. Its loans carry 
a fixed 1% annual co:r.u.:rl.ssion charge, -vrhich the Bank is required to hold in liquid 
forD in a Special Resorvo, and which is not included in profit . On l'-'hrch 31st, 
w'i th a total of about ~:>400 million disbursed, thoro -vms o.lroo.dy C;l, 993,000 in the 
Special Reserve. Each I!lonth thoro is an increasing ari:ount added, to be hold ex
clusi vely for the paynent of the Bank's liabilities undor its own borrovlings or 
guarantees. 

VI. iJ.S TO QU.L~LIFICATION OF THE B.:.NK 1S BONDS FOR INVESTNENT 
I 

Subject to various qualifications as to amounts and certain other con
ditions in some states, ns of 11hy 20th.last, International Bank bonds wore 1ogal 
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for investnent: 

a) By con~ercinl bnnks in 39 states nnd the District of Colur:bia. , 
holding approxinn toly 90% of tho deposits of nll com1orcial bnnks 
in the United StatGs. Lll no. tiono.l banks in tho Uni t od Statos nny 
i nvest in Bank bonds up to 10% of t heir capital nnd surplus, by 
ruling of the Conptroller of tho Currency. 

b) By insurance conpa.nies nnd fraternal organizations in 28 sto.tos, 
't.J"herein 88% of the ndni tted insurance conpo.ny ns sots arc hold. 
The jurisdictions include such inporta.nt insurance s tat es o.s 
New York, New Jersey, Hassachusotts, Connecticut, Pennsylvania, 
Wisconsin and Illinois. 

c) By savings baru(s in 22 states and tho District of Columbia.. 
Since 13 states hnve no separate savings ba.nks, this nea.ns that 
there are only 13 that a.ro doubtful. 

d) By trust funds in 28 sta.tos o.nd tho District of C olurJbia~ 

In the state of Naryland, as you kno-vr, tho Bo.nJ{'s bonds arc;; legal for 
investT:lent by all typos of invostors. Negotiations and lcgislo.tion o.r e pending 
in othor states. 

VII. AS TO THE BANK 1'-t~KING ONLY LllRGE LO:.NS 

It happens thCtt the Bank's first tvro loans woro largo, but they do not 
necessarily establish a precedent. The Bank onpho.sizos the desirability of · 
snnller amounts. Although applications for l oans usually are in large anounts, 
because the prospective borrower is thinking in t erms of l ong-term over all pro
grams, the Bar~ts loan officers encourage the breaking do~1 of tho plans into a 
series of immediately-required, separate projects; the most urgent to be financed 
first. 

VIII. itS TO THE Bl~NK OFFERING FREQUENT BOND ISSUES IN Ll~RGE JJ.1QUNTS 
I 

The Bank sold ~~250,000,000 of its bonds in July 1947. Tho size of t 11is 
offering, ngnin, establishes no procodent for the future, :ls c.. rnt::!.ttor of r ecord, 
the B~nk has nt the nomont, about :::>470 million available for lending. 

Unless its present r ate of lending increases r apidly, thor e s hould not bo 
any necessity for selling noro bonds for so~o time. However, us a nc..ttor of sound 
business, the Bnnk 1..rill probably offer bonds whonovor tho invost nont rrnrket appeare 
ablo t o absorb then, and provided tho Bank noods the nonoy. That does not moan 
they will necessarily bo lnrgo issues. It night ovon prove dosirc.blo t o soll (~100 
million at a tirao or n.1.ybe ~~ 50 million. It is oven possible t hat fran time to 
tine foreign markets will bo able to nbsorb sr~ll issues, n possibility that is 
continually being explored. 

IX. AS TO THE SECURITY BEHIND THE BliNK t S BONDS 

To sumr.nrize briefly in conclusion, it should be pointed out thnt tho 
Bonds which tho International Balli{ sells to p~ivate investors have behind t hen 
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the following assets: 

a) The Bank's own portfolio _of carefully-~nde loans; 

b) The Baru{'s liquid assets, including nn increasing special 
reserve; and 

c) The entire 80% of the Bank's uncalled capital subscriptions, 
amounting to approxirnntely ~>6 billion 600 million. 

Speaking off the record, and as a Canadian, I hnve observed the onphnsis 
given, in the selling of the Bank's bonds, to the u.s. guarantee in effect of 
2 billion, 540 million dollars. i-Ihile it cannot be denied that this is a strong 
factor in the security behind the Ba~~'s bonds, it should not be allowed to hnve 
the effect of subordinating tho other f orms of security behind tho Bnnkfs bonds. 
The Bnnk 1s portfolio of loans, its growing liquid assets, nnd the virtual 
guarantee provided by the 80% of its members 1 subscriptions nll serve to distinguis~ 
the kind of international financing that the Bank is creating fron previous forD1S 
of such financing and tho distinction is prim~rily in tho spread of risk among 
all its members and the total collective security behind its obligntionso 
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Address by Horton H. Mendels, Secretary 
of the 

International Bank for Reconstruction and Development 
before the Canadian Institute of International Affairs .-----· -· -.....__ 

·--D ; ' 
at Toronto, Ontario -February 9, 1955 ,'0 ,·,_ ; .' " 

THE \.JORID BA.NK - RETROSPECT AND PROSPECT 

I was very haPPY to be asked to address this distinguished group, 

have such good reason for visiting Toro:q.to_. To r.ae as a Canadian - after all, 

I am still a Canadian even after working in Washington since 1946 -- Toronto 

remains one of the friendliest and most pleasant cities I knovr. 

The institution which I am to talk about tonight is now nine years old. 

Since its birth it has gro-v1n fast and has travelled far. But it has rarely 

excited either the fervor or the fUry that international innovations usually 

attract. Being concerned with nuts and bolt , roads and railways, tractors and 

turbines, rather than with blueprints for Utopias, it has not occupied the centre 

of the internati'Jnal arena. \,Je believe that it has been getting on -vri th its job 

all the same -- and it is a job in -vrhich Canada has lent a strong hand. 

The International Bank for Reconstruction and Development (for short, the 

World Bank) took shape at the conference held at Bretton Woods, Ne1..r Hampshire 

in 1944. This conference was organized by the ~llies (with Canada as a very 

active member) as part of the· effort to set the world back on a sane peacetime 

course and to reopen the channels of international investment and trade. As 

you doubtless know, and as its name implies, the Bank was set up to help, through 

finance and knovr-how, to reconstruct the apparatus of production in waD-shattered 

areas, and to develop more effective use of economic resources. Its ultimate 

objective has been to spread the use of the productive processes and patterns which 

have become available in t he 20th century, and so help to raise living standards 

throughout its member countr.ies. 
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Long-term loans are the main instrument put into the Bank's hands to car~ 

out its task. The necessary capital has been ~rovided both from the capital 

subscriptions of member governments and from t he investment of private funds. 

An indication of the Bank's progress is given by the fact that it now has 56 

members and a subscribed capital of some $9,030 mil lion. It has made loans 

amounting to more than $2,060 million, on which we are now receiVing a growing 

flow of repaJroments. It has bonds outstanding on the capital markets of Canada, 

the United States, the United Kingdom, Switzerland and the Netherlands. 

At the outset let me make one point quite clear about the way the Bank 

machine works. The Bank is a cooperative international institution~ But is has 

always held firmly to the belief that it must also be a workable and durable 

business organization.. As Secretar.y of the Bank I should certainly not denY 

that its international structure serves to complicate some of our worldng 

procedures. I l~ow of no private corporation whose management would not be 

alarmed at t he thought of having representatives of its stockholders always at 

their headqudrters, as we do with our Board of Executive Directors continuously 

in Washington. I know of no other head of a corporation who might claim, as 

could our President, Mr. Eugene R. Black, that votes from 56 countries counted i n 

his selection. But the fact remains that the Bank works with most of the 

administrative and legal characteristics of a business corporation and profits 

from the advantages that this gives in efficiency of operation. 

This has allowed the Ba nk to develop powers of judgment and decision without 

which no banking business could for long be successful. It has helped us to 

make more than 110 loans without a single default, and to raise some $S50 million 

on the capital markets. It has helped us (dare I say this?) to operate at a 

profit. As a businesslil~e undertaking with growing obligations on its hands, w~ 

regard the building u~ of an appropriate reserve from earnings as a mark of 

. , 
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prudence and not of original sin. W;; ;~ ~ake no apology for the fact that our 

income now exceeds our expenditure by more than $20 ~~llion a year. 

Canada's stake in the Bank is a large and growing one·. ThUs is ba~ 

surprising. The World Bank's twin objectives of promoting the international 

flow of private capital and encouraging the growth of international trade fit 

in remarkably 1--rell 1..rith Canada's national interests and established policies • . 

Canada, after all, carries on more foreign trade per head than any other country 

in the world. Goods and services worth so~ $630 are bought abroad or sold 

abroad on behalf of each Canadian in a year.· Canada also attracts larger invest

ments of foreign capital than any other country. Over the last five years 

private long-term investment, either from fresh investment or from earnings 

reinvested in existing enterprises, has poured into Canada from the United States 

alone at an average annual rate of about $525 million. This is equivalent to an 

addition to Canada's resources of $35 for each Canadian each year, and has 

usually more than paid for the excess of imports over exports which Canada has 

been running. 

Moreover, as a country of high production and high living standards, Canada 

can look forward to playing an increasing part as an exporter as well as an 

importer of capital. Since 1951 Canadians have been putting $50 million a year 

into long-ter.m investments abroad, and this is a process which must surely 

quicken as Canada's economic stature continues to grow. 

It is fully in line with this development that Canada should feature in the 

Bank as a source rather than a destination, of both finance and equipment needed 

by Bank borrowers. There is nothing in the B8nk 1 s &rticles of ~greement to 

prevent Canada from applying for a loan . -~ the Bank can lend in the territ9r.1. of 

any of its members. But one of its basic principles is not to lend Hhere private 

funds can do the job. And indeed, with the favorable position occupied by Canada 
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as a magnet for u~s. and other investors, a Bank loan here vrould look rather 

like a modern version of carrying coals to Ne1..rca stle. 

Qanada subscribed the equivalent of $325 million in U~S• dollars to the 

capital of the Bank. Under the Articles of Agreement, 2% of this, amounting 

to $bt million, bad to be paid in gold or u.s. dollars. The Articles provide 

that a further 18% shall be paid in the member's .. ovm currency, not to be used 

without the member's consent. Canada and the u.s. are the only countries which 

have so far given full consent and so made the whole of their original lS% 

subscriptions-- in Canada's case amounting to $58t million-- freely available 

for Bank lending. The remaining 8o% of a member's subscription may not be used 

for lending and is not paid in, but can be called to meet the Bank's obligations. 

This guarantee fund, as we rr.ight call it, has been a substantial help to the 

Bank in establishing a market for its bonds. 

Two bond issues have been made in Canada. The first, a ten-year issue of 

$15 million, W3S made in February 1952; and the second, a 15-year issue of $25 

million, w~s made last June. Apart from holding most of these issues, Canadians 

hold $25 million in Bank bonds issued in the United States. This raises the 

total of funds provided to the Bank by Canada to $115 million. 

Investment of Canadian funds in Bank bonds was made easier by federal 

legislation passed in the early days of the Bank. The Bank is now hoping for a 

further extension of the market for its bonds through the passage of legisl ~ tion 

allo1.ring the ii1Vestment of the fUnds of insurance and trust companies, and similar 

institutions in the various Canadian province.s. The Bank is particularly anxious 

to see such legislation passed in ontario, as a leading financial province. And 

I am gl8d to be able to say that the Government of Ontario, in recent discussions, 

gave us e very favorable t1earing, and action may soon be taken. 

Bank funds ~re being spent as '"ell as raised in Canada. There is no tying 

of the Bank's loans, and the Bank's borr~vers are given full freedom in choosing 
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their supplierse It should therefore be particularly pleasant for Canadians 

to notice that the sums being spent by borrowers in Canada have grown fast, and 

have now reached important dimensions. Under our loans, some $SO million 't.J'orth 

of Canadian products have been exported to 16 of the Bank's member countries 

under 32 different loans. Let me give examples of major items only: $30 

million worth of electric power equipment to Brazil; $19 million worth of railwa: 

equipment to India; $9 million' worth of transport equipment and petroleum 

products to France; $5 million worth of locomotives and agricultural machiner,y 

to A.ustralia; $3 million worth of lumber and \JOod products to the Netherlands; 

$3 million worth of power equipment to Mexic~; and $1 million worth of railway 

stock to the Union of South Africa. 

A recent ~ample of the success of Canada's manufacturers in ":inning busi

ness financed by the Ba~~ was provided in the case of a $61 million loan for 

railway improvement in Hexico. 'ltJith the Bank's encouragement, a contract for 

steel rails 1,{-Jrth about ~~25 million was opened to international bidding. It was 

secured by the Dominion Steel & Coal C~ny which will supp~ 1?5,000 tons of 

rails for use on the railway serving the-west coast of Mexico. Experiences of 

this kind are doing much to stimulate the -interest of Canadian businessmen in 

orders arising under Bank loans. It was for this reason that the Canadian 

Manufacturers Association sent a group to visit the Bank last October. They 

spent s~veral days in vJashington studying the way the Bank works and what is has 

accomplished(t 

wt me now say a few words about the loans that the Bank bas made.o (Although 

we have made loans in various currencies to fit the needs of the borrower, for 

convenience I shall give U.S. dollar totals.. I hope you will forgive me for not 

showing the slightly-smaller figures that would result from expressing them in 

the harder currency used in Cm:.::.:.la.) Our f:lrst business uc."s to make loans for 
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the reconstruction of Europe. That we did in 1947, at a time when Canada had 

already begun her extensive aid program, but in advance of the u.s. European 

Recovery Program itself. To France, the Netherlands, Denmark and Luxembourg, l~ 

made four loans vrhich totalled about half a billion dollars. Since 1947, the 

Bank has been lending principally for projects which will help the less developed 

countries of the world. In this second phase of our activity, we have lent 

something over a billion and a half dollars. 

It 1..rill come as no surprise to Canadians, I think, to learn that t.rherever ve 

have gone, we have found that basic utilities must be provided as the backbone 

for economic growth~ More than $550 million of our investment in development 

has been devoted to electric power. Nearly $500 million has gone to transporta

tion: railways and roads, ships and aircraft,. ports and pipelines. The third 

major field of our lending has been indust~J and mining, for which we have lent 

over $170 million. Our investment in agriculture has been nearly as much, and 

has gone i~to irrigati~· schemes, projects to clear and rehabilitate land, and 

fanp. equipment-=> Finally \.re have lent over $100 million for general programs 

of development embracing most or all of these different fields of acti~ity. 

Apart from g~Jernments which have borrowed from us, our largest single 

private borrower is, as it happens, a Canadian company. It may help to give you 

an idea of ~ ~rhat the Bank has done if I mention our lending to the Brazilian 

Traction, Light and Power Compan~r. It is the largest supplier of electric 

power in Brazil, and the principal supplier for the rapidly gr~ring industrial 

area around Sao Paulo and Rio de Janeiro. In 1947, the Company began an 

expansion program which required more capital than it could obtain from the 

Canadian and American markets. In 1950 and 1951, and again in 1954 the Bank 

made three loar~ s, totalling ~~109 million, to Brazilian Traction. The expansion 

pro~m supported by these loans is now completed, and tt.!O Bank staff members 

recently had a chance to see at first hand something of what this means to 
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Brazil. 

Last November these two Bank representatives attended the inauguration of a 

giant underground power plant-- not so large as &lean's Kitimat plant completed 

last year, but still one of the largest underground plants ever built. The 

inauguration was an historic occasion for Brazil and President Caf~ Fiiliho was 

present 1..ri th all his senior officials. The plant is 30 miles from Rio de Janeiro, 

and was financed with the help of the Bank's loans to Brazilian Traction. To 

drive the turbines, Hater from the Paraiba River has to be pumped over a ridge 

and then shot dO\vn a 1,000-foot drop into a cavern hewn out of the rock near the 

edge of the Atlantic. The turbines have a capacity of 330,000 kw. and have 

doubled the s~pply available in the Rio-sao Paulo area. other parts of the 

expansion program previously completed 1.ri th Bank assistance have added over 

400,000 kw. to the Company's capacity. 

This obviously means a lot to Brazilian Traction. It means a lot to the 

people 1.rho uill actually use the pm..rer. And I believe -- as the Brazilians 

evidently do too -- that it may even mean much to the future of Brazil. Of course, 

I could not pretend, particularly in the light of recent developments in Brazil, 

that ample electricity supplies are all that is needed to ensure a prosperous 

economy and a stable government. But t his kind of solid economic accomplishment 

can do a good deal to help a country ride out the tempera~ storms that spring 

up l-.rhen export income slumps or governments topple. 

On the other side of the world I might 1nention a much smaller project, but 

one which will be of interest to you at a time Hben Canada's petroleum '1.-Iealtb is 

for the first time being discovered and harnessed. · The Bank is helping to 

strengthen the economy of 1·Je st Pakistan by introducing natural gas to take the 

place of more expensive imparted fuels. Soon after the Burmah Oil Compaay found 

gas deposits in the Baluchistan foothills, Pakistan approached the Benk for a 

loan to finance the laying of a pipeline from the gas wells to Karachi. 
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A private company t.ras set up early last year to operate the pipeline, and the 

Bank male a loan of E5 million to bear part of the construction cost. First 

the industries and later the homes of Karachi (so long dependent on coal or 

kerosine -- or in very many dwellings only wood or, more often still, buffalo 

dung ~-) should begin from August this year to make the acquaintance of this 

modern fuel. 

Altogether the Bank has lent the equivalent of $145 million in the Indian 

subcontinent. Apart from the gas pipeline, it has helped to finance irrigation 

and land clearance, electric power, railway modernization and an iron and steel 

expansion project. But the Bank does not limit itself to underdeveloped 

countries. One of its largest borrowers is Australia, which has received $204 

million. This is being used to cover the dollar cost of tractors, trucks, 

industrial equi~ent, aircraft and other impcrts needed to make possible the 

present rapid economic grm.Jth of the country. In South Africa; to pick another 

Commonwealth example, the Bank bas lent $110 million to increase electricity 

supplies and improve transport services. 

With its great diversity of physical resources and human skills and exper

ience the British Commonwealth has been the scene of a large part of the Bank's 

activity. The Commonwealth as a whole has received $518 million in Bank loans -

more than one-quarter of all the Bank's lending for development. ~any of these 

loans have provided dollars with tvhich the borrmvers have bought dollar goods. 

This has supplemented their capital resources and at the same time provided parts 

of the Commonwealth with essential equipment and materials. 

In other cases, perhaps still more significantly, the Bank has been able to 

provide dollars even in cases where the necessary goods were available within 

the sterling area. Our four loans in the Union of South Africa and our two loans 

in the Federation of Central Africa have all been made in dollars but spent in 

the sterling area. We are at this moment \-Jerking toward a similar operation in 
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the British East ~frican territories. In each of these cases our loans both 

relieve the strain on the London capital market and add to the sterling area's 

central reserve of hard currency in London" They have thus helped to ~[eep up 

the tempo of economic development 1:1i thin the Com.mon1.,Jeal th and at the same time 

made more currency available for imports from Canada and other dollar countries. 

Being a newcomer to the field, the Bar.k bas been careful to work very closel~· 

-vrith the established centers of international finance. London in the Old Horld, 

like Heto~ York and Toronto in the Nevr 1 constitute -vrclls of both funds and 

experience from which the Bank has drawn freely. Wherever possible it bas 

collaborated actively with institutions engaged on the same task as itself. Thus 

it took a keen interest in the formation of the Common,real th Finance D0velopment 

Company in London. Both the pipeline loan in Pakistan and a loan for the 

establishment of an Inductrial Credit and Investment Corporation in India were 

arranged in close collaboration with the Company. 

I believe that the Bar.k can look back on the record of its first nine years 

with real sati sfaction. But I should not pretend that ~·Je have not had our 

troubles and our teething pains. We encountered a quite widespread initial mis

underst~.nding of our function. At first l;Je \-tere sometimes looked upon rather 

like a ne-vr kind of gold reef 1.-thich had to be staked out and dug into quickly 

before the supply was exhausted. For example, shortly after 1.-re had opened for 

business in 1946 one country hur~ied to us with a tHo-line application for a 

loan of $500 million in the fear that our reserves uould soon be used up. 

After that, when the Bank's policies 1.-1ere better kn01.r1n, it came under fire 

for being much too miserly t-~i th its money. Even people l.rrho recognized that 1.-te 

were t here to meet long-t0rm financing needs, and not to rrake swift and 

irreversible handouts, accused us of holding back our fu:..1ds from 1.-1orthuhile 

development tasks. Ue l.vere told -- and '..re are still being told - that we are 
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too conservative in our assessment of an underdeveloped country's ability to 

absorb outside capital, and that our rate of lending should be higher -- some 

say a great deal higher. But we have held to our position that He make loans 

not gifts, and that our job is to provide funds for carefully prepared projects 

that should bring solid econorrdc gain to the borrower. 

Even vJhere t..re have made a loan, and where the borrower is beginning to feel 

the benefit of the equipment and supplies we have financed, we are sometimes 

accused of meddling too much in the borro·t-rer' s affairs. It is true that we 

watch to see that our money is in fact spent as we have agreed. If the management 

of the project is weak, or if the government is following policies which put 

the project in jeopardy, we say so. We may suggest ways in which the situation 

could be improved. In this 1.-1ay we believe that vJe can make a most important 

contribution to the development effort. But at the same time we are forced 

into the unenviable position of the candid friend -- vJhich is supposed to 1:e 

the quickest of all ways of losing friends, even Hi thout being a lender as 1...rell. 

Against this Lackground I think it is significant that the membership of our 

club has continued to gro-vr since the beginning -- and that we are still on 

speaking terms with all our members. (In honesty I ought to add that we have 

lost two members _(but only two) --Poland in 1950 and Czechoslovakia last year.) 

I have said enough about the Bank's past; now perhaps a t-rord about its 

future. 

Though ·· the Bank was set up under the stress of war and vras fashioned with 

special reference to the troubled seas that would inevitably fol101..r the storm, 

today, almost ten years after the end of the war, it seems clear th9t the 

world has safely navigated those waters. Even if vie do not trust the future, 

we can hardly claim any longer that our problems are still those of the 

transition from war to peace. 

The problems that are occupying the world today are surely tyPical of 
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peacetime. We have fears of unemployment, breaks in commodity prices, mounting 

agricultural surpluses, a stock exchange boo~. We have a struggle for export 

markets, and established industries calling for tariff protection. We have here 

and there a country in debt up to its waist ( or higher) on import account, and 

we have exporting countries continuing to bail the debtors out and to look to 

them for new orders. All this has a familiar peacetime ring. If the world is 

"back to normal" to this extent, can the Bank, tailored in part at least for 

the transition period, still play a useful role? 

In answer let me first say in all honesty that, when the transition is truly 

over, the Bank should find little call for its services. As I have already said, 

it is one of the basic concepts of the Bank that it should encourage and supple

ment, not supplant, private capital. If we are confident that in the long run 

private funds will be available to seek out all the opportunities for sound and 

productive investment abroad, then in the long run the Bank should be able to 

retire. I am ~rsonally not too confident that this is the long-run prospect• 

~rhaps the most unique feature of the present age is the phenomenal rate of 

population growth. With about 30 million extra mouths to feed every year, in 

much of the globe a desperate race will have to be run even to keep misery and 

starvation at bay. In these circumstances, it seems to me at least arguable 

that, even in the long-run, the need for productive investment may well remain 

beyond the capacity of traditional private sources. But we need not pause for too 

long to peer into the more distance future. All that we know for certain is that, 

as Lord Keynes so rightly said, in the long run we shall all be dead anyhow. So 

we should surely devote most of our planning and pondering to ~Jhat lies only a 

short way a heqd• 

In the short-term, I should be surprised if the Bank were not still busier 

than it has been in the past • . There are already indications of this. Our rate 

of lending in the financial year ending next June promises to be the most 
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active on record, 1.Jith a total of new loans that may be :o?er ~400 million. Our 

survey missions, our engineering and economic studies and other technical 

assistance activities are now in such demand that we are having quite a hard 

time in organizing ourselves for the volume of new work. 

Moreover, we are devising new kinds of operation to meet changing world 

conditions. We were recently able to give effective help toward reviving the 

use of the New York market as a source of capital for foreign governments. When 

the Belgian Government decided to seek capital last December through a bond 

issue in the United States, it did not take business away from the Bank. On 

the contrary, the public issue, amounting to ~~30 million, was made conditional 

upon Bank association with the operation. The Bank therefore made a simultaneous 

loan of $20 million to Belgium, to supPly longer-term funds than those raised 

publicly. It also made arrangements whereby the publicly-raised funds woUld be 

used for the same projects and with the same safeguards as in the case of its 

own loan to Belgium. A similar joint operation is now under discussion with 

another Europaan country. 

Another new project on uhich '"e are now at work is the proposed International 

Finance Corporation. This would be an affiliate of the Bank and 1.rould be 

intended to cover ground which Bank loans cannot reach. When we lend to a 

private borrm-rer the loan must be guaranteed by the government of the country 

in which the loan is to be made. This has meant that some excellent projects 

in particular private industrial ventures and useful but relatively small 

proposals of many ldnds - may not come to the Bank. The sponsor may hesitate 

to accept a government guarantee because ·t o him that would imply the threat of 

government interference. The government, on its part, may fear charges of 

favoritism in extending a guarantee to any particular private company. A 

second limitation upon Bank lending has arisen from the fact that all the 

Bank's financing takes the form of fixed-interest loans. The Bank does not 
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make equity or share investments. Yet these w2y be more appropriate than loans 

for the financing of various kinds of venture. 

The International Finance Corporation will set out to overcome both these 

limitations. It ,.,rould make loans Hi thout government guarantee. It ""ould also 

make certain other special types of investment -- again without government guarantet 

While it would not make equity investments, it would buy securities providing 

private industrial companies ~ith a more flexible source of funds than in a 

conventional fixed-interest loan. We believe that an equally important function 

of the Corporation would be to act as a clearing house to bring together private 

investors and .industrial investment opportunities in foreign countries. The 

Corporation as now proposed would start operations with an initial capital 

subscribed by the member governments totalling ~~100 million, 

The establishment of the International Finance Corporation was first proposed 

in 1951. Since t hen we have carefully studied and canvassed the proposal, and 

have found that it showed promise. Canada sho-vred a l<een interest in the idea at 

an early stage. I am therefore glad to be able to say that there is now a real 

prospect that the Corporation may see the light of day in the fairly near future. 

Last November George Humphrey, Secretary of the u.s. Treasury, announced that 

the u.s. Administration had decided to support the proposal, and provision for it 

has since been written into the Administration's budget proposals for tbe coming 

fiscal year~ · . · Canada also announced her definite support for the proposal toward 

the end of last year, and the U.K. and other major capital exporters are actively 

studying it. Meanwhile the Bank has set up a Comw~ttee which is busy drafting a 

charter. 

I think I have now said enough to show wny the Bank has proved a useful and 

effective addition to the 1-1orld 1 s financial machiner<J. I have also referred 

briefly to some of its recent activities vJbich suggest that it is growing and 
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adapting itself as required by the changed conditions of the post-transition 

economy. It. only remains for me to admit frankly that the task of increasing 

productivity and raising living s t andards throughout the world is a truly 

formidable one. In relation to this task, the Bank's efforts may seem puny. 

But most people would surely agree that the building of a prosperous and stable 

world depends above all on local money, local skill and local initiative. The 

greatest contribution that the Ba~ can make is to help through its loans and 

thl:-ough its influence, to overcome the 'l.rJeight of age-old inertia and to direct 

these local energies into hopeful and productive endeavor. I know that it is 

in this light that Canada judges the Bank's achievement, and has accorded it 

such wholehear ted, active and valuable cooperation. 

# # # # # 



By M. M. Mendels 

THE PRESENT-DAY FLOW of private 
capital and know-how from the 

developed to the developing coun
tries is influenced by a wide variety 
of forces. They include, for ex
ample, a new-found confidence in 
some Latin American countries, 
constraints on company planning 
by tighter credit conditions in the 
industrialized countries and the 
underlining, by recent harvest fail
ures, of the need for fertilizer in
dustries in Asia. While it is too 
early to say what all this will mean 
in quantitative terms, there is no 
doubt that private industry has an 
opportunity to play a bigger role 
than ever before in international 
economic development. This article 
explains the way in which the In
ternational Finance Corporation 
(IFC), an affiliate of the World 
Bank, is helping to develop partner
ships that foster the spread of pri
vate industry for the benefit of 
both the developing and the indus
trialized countries. 

Canada was a founder member 
of the Corporation, and has made 
a continuing and valuable contri
bution to the evolution of its poli
cies. A number of Canadian com
panies also have been associated 
in one way or another with projects 
that IFC has helped to :finance. 
One of IFC's earliest investments 
was undertaken to help establish 
a Mexican subsidiary of Bristol 
Aeroplane Company of Canada, in 
conjunction with Mexican airlines, 
for the overhaul of aircraft engines 
and other engineering activities. 

Canadian companies also bene- . 
fited from the expansion of a Chile-

IFC: investment banker 

to world free enterprise 

an pulp and paper company, serv
ing the domestic Chilean market, 
which was :financed with the help 
of IFC. In this case, the Corpora
tion was called in to help close a 
:financial gap by joining the Chilean 
company, the Inter-American De
velopment Bank and the Canadian 
Export Credit Corporation in an 
investment which totaled some $42. 
million U.S.; and once the plan 
went ahead, Canadian companies 
shipped some $8 million of ma
chinery and equipment for the proj
ect. 

In general, however, Canadian 
industrial companies with overseas 
interests have not made as much 
use of IFC as might have been ex
pected. Canadian investment insti
tutions, unlike many of their coun-

terparts elsewhere, have so far 
not joined IFC in pursuing their 
interests abroad. Yet IFC' s finan
cial resources are growing, and the 
scope of its operations likewise is 
increasing. 

Unique Provisions 
IFC was established in 1956 as 

an affiliate of the World Bank, with 
the specific aim of assisting private
ly owned enterprises, especially in 
the less developed areas of the 
world. This concentration on the 
private sector in itself makes IFC 
unusual among institutions en
gaged in international financing; 
and among international organiza
tions, its ability to provide risk 
capital makes it unique. 

Since IFC made its first invest-

in brief: The International Finance Corporation, an affiliate 
of the World Bank, was founded specifically to assist privately
owned enterprises, especially in the world's less developed 
areas. Its charter empowers it to invest in private enterprises 
without government guarantee and to provide them with risk and 
working capital. IFC also provides its clients with a variety 
of expert services such as private investment firms in Canada 
and the U.S. make available to corporate customers. Although 
Canada was a founder "tember, Canadian industrial companies 
with overseas interests have not made as much use of IFC 
as might have been expected. Yet the Corporation's financial 
resources are growing and the scope of its operations increasing. 
This article explains how IC helps to develop parnerships that 
foster the spread of private industry for the benefit of both 
the developing and the industrialized countries. 
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ment in 1957, it has made commit
ments of over $155 million in 34 
different countries. Of this amount, 
about $90 million U.S. has been 
committed for projects in Latin 
America, about $30 million for proj
ects in Asia (with enterprises in 
Pakistan and India leading the list), 
about $20 million in Africa and 
about $15 million in some of the 
less developed countries of Europe. 

The over-all cost of the projects 
in which IFC has participated is on 
the order of four to five times as 
large as IFC' s stake-say half a 
billion dollars or more-and very 
often, it has been the IFC partici
pations which, in one way or an
other, have made it possible to ar
range or complete the total finan
cing involved. The Corporation has 
often been joined in its investments 
by overseas industrial companies 
and investment institutions of North 
America and Europe. United States 
commercial banks have been par
ticularly frequent investment part
ners in undertakings IFC has 
helped to finance; as far as indus
trial sponsors are concerned, it has 
been chiefly domestic entrepre
neurs, and to a lesser extent, Euro
pean and American firms, that have 
been involved. 

The origins of IFC go back to 
the early 1950s, when it was real
ized that the World Bank itself 
could not meet some of the press
ing needs that existed in the broad 
field of development financing. 
For one thing, when the Bank 
lends to private borrowers, it is 
required to have a government 
guarantee; but many governments 
are reluctant to extend guarantees 
and many businessmen are reluc
tant to accept them. For another 
thing, the Bank makes loans; it 
does not invest in shares. Again, 
the Bank almost always finances 
specific goods and services, and 
especially those which must be 
imported; it is less common for 
Bank financing to cover local ex
penditures, and in any case, the 
Bank does not provide working 
capital. These factors appeared to 

indicate a need for an institution 
able to invest in private enter
prises without government guar
antee, and able to provide private 
enterprises with risk and working 
capital. IFC was fully armed to 
achieve the second objective only 
in 1961, when its charter was 
amended to permit investment in 
capital shares. 

How IFC Operates 
Today, IFC gives support to the 

private sector with four typical 
methods of operation. First, it in
vests its own funds in private 
enterprises. Second, IFC . enters 
into standby or underwriting 
arrangements in support of new 
stock or bond issues by private 
companies. Third, IFC actively 
seeks to sell parts of its invest
ments to other private investors. 
Finally, IFC has taken a particu
lar interest in helping to establish 
or strengthen local development 
finance companies (sometimes 
known as development banks), 
which provide long-term capital 
for industrial enterprises in the 
less developed countries. 

IFC's charter says that the Cor
poration must invest in enterprises 
that are predominantly . private in 
character; but it does not specify 
what particular kinds of enterprise 
are to constitute the Corporation's 
field of investment. At the begin
ning of its activities, the Corpora
tion felt that it should concentrate 
its investments on industrial or 
mining projects. This policy was 
adopted out of purely practical 
considerations: in the first place, 
industrialization was considered 
to be of high priority; and in the 
second place it was felt that the 
Corporation itself should acquire 
some seasoning before it attempted 
a wider range of investments. 

Apart from investments in de
velopment finance companies, the 
principal categories of projects in 
IFC' s investment portfolio are still 
industrial: for example steel com
panies in Argentina, Brazil, India, 
Mexico and Venezuela; companies 
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providing cement or other con
struction materials in Greece, lra11, 
Peru and Mexico; textile companies 
in Colombia, Ecuador, Ethiopia 
and Pakistan; food products in 
Chile, Colombia and Venezuela; 
and fertilizer companies in Greece, 
Peru and Tunisia. 

Supports Va riety of Projects 
It was never intended, however, 

that the Corporation should be 
permanently limited to industrial 
financing, and one of the notice
able current trends in IFC's opera
tions is the larger variety of proj
ects to which it is now giving 
support. For instance, IFC recently 
helped to finance a grain storage 
company in Colombia, and is now 
preparing to invest in a project 
there for producing and distribut
ing beef. The Corporation also 
has under consideration invest
ments in an electric power com
pany, a hotel operation and a 
telephone company-all, of course, 
owned by private investors. On the 
other hand, IFC does not finance 
export or import trade, nor does 
it invest in real estate development. 

At the same time as the scope 
of the Corporation's investments 
has grown, IFC has become a sea
soned investment banking institu
tion providing a variety of expert 
service to its clients, such as pri
vate investment banking firms in 
Canada or the United States make 
available to corporate customers. 

Virtually all IFC operations go 
beyond the mere provision of capi
tal. Frequently, IFC assists both 
in the determination of the true 
financial requirements of a project 
and helps the sponsors to arrive 
at a sound plan, tailored to their 
needs, for financing the project. 
The Corporation may also assist 
in finding financial or technical 
partners for the sponsor, in the 
organization of the corporate 
structure and of management, in 
recruitment of managerial and 
technical personnel, and by ad
vancing pr.oposals for improvement 
of the project. To be in a position 



w supply any or all of these forms 
of assistance, IFC must apply ex
pertise not only to the particular 
problem or problems, but also 
must examine the basis on which 
the whole project proposal rests. 

Underwriting and 
Standby Activities 

Among the most important serv
ices rendered by IFC are its 
underwriting and standby com
mitments to insure the sale of 
shares or obligations issued by 
private corporate enterprises in the 
less developed countries. By its 
underwriting and standby activi
ties, IFC has been helping to in
troduce into the less developed 
countries a technique for the sale 
and distribution of corporate se
curities that is vital to the develop
ment of a capital market . . 

IFC is contributing to the de
velopment of a market for private 
issuers in other ways. It constantly 
seeks to sell and distribute to pri
vate interests items held in its 
investment portfolio. To date it 
has sold, internationally, some $32 
million equivalent of portfolio in
vestments, equal to more than 25 
per cent of total holdings. For 
IFC itself, of course, these sales 
have the advantage of retrieving 
capital already invested which 
then can be re-employed in new 
investments. 

As investor and advisor, IFC 
helps bring together the many 
essentials necessary to the sound 
financing and implementation of 
development projects in the pri
vate sectors of its less developed 
member countries. And many of 
IFC' s clients have returned to the 
Corporation for further assistance, 
thereby establishing the typical, 
continuing relationship common to 
the investment banking business. 

The establishment of NPK En
grais in Tunisia demonstrates some 
of the activities of IFC. This com
pany was founded to construct and 
operate a triple superphosphate 
fertilizer plant, capacity 150,000 
tqns a year, at the Port of Sfax. 

The plant is designed to use locally 
available phosphate rock as its 
principal raw materiaL 

The principal interest in NPK 
is held by a major Scandinavian 
fertilizer company, which turned 
to IFC for assistance in completing 
the financing of the project. The 
Corporation examined the project 
and advanced several proposals 
for improvement that were in
cluded in the final project plans. 
To insure marketing of NPK's out
put-all of it to be exported-IFC 
suggested that the Swedish sponsor 
contract to purchase and distribute 
a sizable amount of NPK's produc
tion on a long-term basis. 

IFC also proposed that NPK 
construct and operate its own sul
phuric >acid unit, as part of the 
project, on the grounds that it 
would be more efficient and 
cheaper than importing acid. Adop
tion of this proposal involved the 
addition of more capital and the 
need for more technical help. 
These were obtained by gaining 
the participation of a subsidiary 
of a leading American sulphur 
company. 

Through the intervention of IFC 
the missing capital elements were 
obtained for NPK, and the project 
was improved. IFC actively sought 
outside private participation, and 
sold over $1 million of its $3.5 
million investment to financial in
stitutions in the United States, 
Kuwait, Sweden and the Nether
lands. 

NPK' s plant is now in produc
tion, and is making a solid con
tribution to the economic develop
ment of Tunisia. It is utilizing a 
raw material resource, providing 
work for several hundred Tuni
sians, along with technical train
ing, and increasing foreign ex
change receipts through export of 
its output. 

In India, the Corporation has 
provided loan and share capital 
for Mahindra U gine Steel Com
pany, Limited, which is construct
ing a mill designed to produce 
18,000 tons of finished alloy steel 
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products annually. The sponsors 
are the Mahindra business interests 
in India, and U gine, a leading 
French alloy steel producer. The 
initial cost was estimated at nearly 
$14 million, including about $6 
million in foreign exchange. The 
sponsors were joined by leading 
Indian investment institutions and 
by the Industrial Credit and In
vestment Corporation of India, a 
privately owned development fi
nance company originally organ
ized with the help of the World 
Bank. 

A serious gap in the foreign 
exchange portion of investment 
requirements could not be closed 
by the sponsors or their backers, 
and ICICI asked IFC to examine 
the proposition with a view to in
vesting in it. During the course 
of its examination, IFC urged that 
the technical arrangements be
tween the sponsors be clarified to 
insure the project's soundness and 
efficiency. It also concluded that 
cost estimates were too low, and 
offered a financial plan that in
cluded an over-run agreement to 
finance expenditures beyond those 
estimated. During the period of 
nearly two years required to work 
out the details of the project and 
an acceptable plan for financing 
it, IFC maintained liaison between 
the interested parties in France 
and India. 

In this instance IFC's help was 
instrumental in keeping the spon
sors and their backers together and 
in spurring them to bring the 
project to fruition. In addition, 
the Corporation's investment, 
amounting to $3.4 million U.S., 
made possible a total investment 
of some $14 million in an enter
prise that should prove profitable 
to the sponsors and valuable to the 
economic development of India. 

I FC As Underwriter 
An example of IFC' s activities 

as an underwriter is illustrated by 
its role in the financing of a very 
large expansion program by Cia. 
Fundidora de Fierro y Acero 



Pouring molten metal at blast furnace No. 2 of the FUNDIDORA steel plant at Monterrey, 
Mexico. The Campania Fundidora de Fierro y Acero de Monterrey, S.A., (FUNDIDORA), the 
largest private steel company in Mexico, is being expanded with the financial assistance of an 
International Finance Corporation (IFC) investment. 
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de Monterrey (FUNDIDORA), 
Mexico's largest privately owned 
steel company. 

In 1962 FUNDIDORA, as part 
of a U.S. $100 million expansion 
program designed to increase 
annual ingot capacity to 500,000 
tons from 200,000 tons, decided to 
make a stock issue equivalent to 
about $5.1 million. The size of the 
issue presented problems to't the 
Mexican market, and the company 
sought IFC' s assistance. The Cor
poration bought 128,000 shares for 
its own account at a cost of $1.1 
million equivalent; and it agreed to 
underwrite 75 per cent of the 
remammg shares, · to be sold 
through an offering to existing 
shareholders. The 25 per cent not 
covered by IFC was underwritten 
by Credito Bursatil, a subsidiary of 
the Banco Nacional de Mexico. 

As usual IFC sought to bring in 
other outside capital, and ·enlisted 
financial institutions in New York 
and Zurich to take up part of its 
underwriting commitments. The 
offering was a success, with the 
bulk of the shares going to Mexi
can investors, and some being sub
scribed by investors in Canada, 
Europe and other countries of 
Latin America. When in 1964 the 
company decided to broaden its 
equity base further, it turned again 
to IFC. This time a share issue 
amounting to $12.5 million was in
volved, the largest of its kind ~ver 
to be offered in the Mexican mar
ket. IFC, the same New York and 
Zurich underwriters, and Credito 
Bursatil underwrote the issue. This 
second offering also was a success, 

with the bulk of the shares being 
taken up by Mexican interests. 

The expansion of the Corpora
tion's role as an investment insti
tution has been matched by its 
assumption of new responsibilities 
in the World Bank Group, consist
ing of the Bank itself, IFC and 
another affiliate, the International 
Development Ass~>eiation (IDA). 
The Bank makes long-term loans 
at conventional interest rates. IDA 
lends for much the same kinds of 
projects as the Bank, but deals 
with a rather different group of 
customers: its particular mission is 
to lend to countries not fully able 
to bear the burden of loans made 
on conventional terms, and its 
credits are made at very long 
term and free of interest. 

Appraisal Responsibilities 
The Corporation, because of its 

special expertise, has now been 
made responsible for the technical 
and financial appraisal of all pro
posals for industrial and mining 
projects that come before the three 
institutions. It has also assumed 
similar responsibilities in regard 
to development finance companies. 
Altogether, the three members of 
the World Bank Group have made 
loans, investments and credits for 
industrial development amounting 
to well over $1.5 billion. 

IFC's capital, pa1d in U.S. dol
lars by its 81 member countries, 
amounts to $99.4 million. It has 
been able to deploy considerably 
more than that by selling items 
from investment portfolio, by using 
its underwriting and standby capa-

bilities, and by enlisting participa
tions in its commitments. 

Recently, the Corporation's hori
zon has broadened still further . 
Amendments to its charter and the 
charter of the World Bank now 
permit IFC to borrow up to about 
$400 million from the Bank. The 
availability of these additional 
funds will make it possible for IFC 
to take part in a larger number of 
transactions as well as larger indi
vidual transactions. For example, 
IFC' s largest single commitment 
up to now has been around $6 
million; in the future, the Corpora
tion will be able to invest up to, 
say, about $20 million in a single 
enterprise. IFC will be able to 
commit funds borrowed from the 
Bank, just as it commits its own 
funds, without government guar
antee. This will add greater flexi
bility to the financing which the 
World Bank Group can supply to 
the private sector. 

IFC itself will continue to put 
emphasis not only on the funds 
that it can provide itself, but also 
on the amount of investment that 
it can mobilize from others. Its 
access to loans from the Bank gives 
IFC the prospect of growing from 
a $100-million to a $500-million in
stitution; and the multiplier effect 
of the Corporation's investments 
on the mobilization of private capi
tal may likewise be enhanced. 

• 
About the Author 

M. M. Mendel is Secretary of 
the International Finance Corpora
tion, Washington, D.C. 

Reprinted from INDUSTRIAL CANADA, June, 1966. Published by The Canadian Manufacturers' Association 
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IFC has invested the equiva
lent of $449,400 in the 
Pakistan Industrial Credit 
and Investment Corporation 
Limited (PICIC) to assist the 
growth of industry in Paki
stan. Photo at right shows an 
artisan at work in the Dada
bhoy Ceramics plant at Ka
rachi, one of the industries 
benefiting from PICIC funds . 

Below: an overhead orane 
loads storage bins at cement 
plant of Campania de Ce
menta Pacasmayo, S.A., of 
Peru. An IFC investment of 
$1,600,000 is helping this 
company to double its ce
ment production capacity. 
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Banker to the world 

by Morton M. Mendels 

In the drive to close the gap between 
plenty and poverty, the World Bank is 
recognized as one of the leading 
development agencies. This article 
describes Canada's important role in 
the Bank's work. 

CANADIAN ENGINEERS from Montreal and 
Vancouver are today engaged in a $2.5-mil
lion appraisal of the potential hydroelectric 
resources of South-Central Brazil. They 
have been there since 1962 and their task 
will not be completed for another year. 
Other Canadian consultants are working in 
Bolivia and Pakistan, while still others have 
recently been engaged in surveys of port and 
irrigation requirements in Guatemala and 
of mineral resources in Surinam. 

These firms all have one thing in com
mon: their presence in these countries, in 
the pioneering stages of major development 
projects, has been financed, wholly or in 
part, by loans or credits granted or super
vised by the World Bank group of institu
tions. Moreover, it is a continuing process. 
One of Canada's leading highway engineer
ing concerns will shortly be undertaking 
surveys for two new road projects in 
Somalia as a result of contracts obtained 
through the World Bank group. 

The International Bank for Reconstruc
tion and Development (World Bank) of 
which Canada is a founder member, is as
sociated with the United Nations as a spec
ialized agency. It is chiefly concerned with 
channeling funds from the developed to the 
less developed nations. It does so by mobil
izing the proceeds of the paid-up shares of 
its 103 member countries and by using its 
own credit standing to float bond issues and 
sell outstanding loans for long-term financ
ing of approved development projects. Its 
own credit standing in the world's capital 
markets is backed by 19 years' successful 
operations and over $23.4 billion of capital 
subscriptions. (All dollar figures used in 
this article are expressed in terms of Cana-

dian dollars, $1.08 Canadian = $1 United 
States.) 

By June 30, 1965 (end of fiscal year), 
the Bank had lent the equivalent of nearly 
$9.7 billion in 77 countries for basic de
velopment projects in the fields of power, 
transportation, agriculture and heavy in
dustry. These loans represent a significant 
contribution to the total development financ
ing provided from all sources. In 1962 and 
1963, the latest period for which the com
parison can ·be made, it is estimated that the 
contribution of the Bank and its affiliates to 
financing development projects in the · less
developed countries was somewhat in ex
cess of one-fifth of the total bilateral and 
multilateral assistance committed for this 
purpose by governments of the non-com
munist industrialized nations and by inter
national agencies. 

Canada is also a member of the World 
Bank's two affiliates: the International 
Finance Corporation (IFC), established in 
1956, and the International Development 
Association (IDA), founded in 1960. IFC's 
chief objectives are to assist private enter
prise in the less developed of its member 
countries without government guarantee, 
and to help mobilize private capital along
side its own investments. By contrast, IDA 
was formed to make interest-free loans with 
longer repayment periods to countries which 
need somewhat "softer" assistance than 
conventional borrowers, although the types 
of projects financed are essentially the same 
as those financed by the Bank. 

The projects financed by the Bank range 
from livestock improvement schemes to 
giant power dams, from the building of 
highways to tte construction of steel or 
pulp and paper mills. Whatever their size, 
these projects need skilled preparation and 
sometimes extensive preliminary studies. In 
cases where the Bank conducts a study on 
its own behalf or as executing agency for the 
UN special fund, it chooses the engineering 
and management experts together with the 
suppliers of machinery and any other serv
ices for the job. In other cases, where the 
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Bank is the lender but not the executor of 
the project, it has the responsibility of ap
proving the experts chosen by the govern
ment and ensuring that their terms of refer
ence are suitably drafted. 

This makes the Bank a significant factor 
in world business. Its influence has been 
direct and indirect; in a way, the very size 
of the contracts it helps to set up have 
demonstrated the advantages of pooling re
sources in consortia, which might include 
many firms of varying sizes to meet the 
wide range of services now required by the 
world's developing countries. This is a 
newly emerging feature in Canada and it 
could well grow in importance in the future. 
Consortia such as CANAMBOLA (Mont
real Engineering and G. E. Crippen and 
Associates of Vancouver) and CANSULT 

(which includes 11 firms drawn from 
Toronto, Montreal, Vancouver and Calgary) 
are among these groups. 

How does Canada benefit? 
When businessmen ask what Canada has 

got out of its membership of the Bank the 
answer is a complex one, but it reduces 
finally to a fairly simple conclusion. Both 
sides have benefited to a considerable de
gree and the benefits include those which 
can be counted statistically, like orders and 
contracts, and the intangibles which are no 
less important and which result from the 
interaction of ideas and policies in a con
tinuing partnership in the business of 
raising living standards for a major section 
of the world's population. 

Tangible benefits have accrued to the 
firms which have won orders. So far this 
year, Canadian factories have shipped mil
lions of dollars worth of capital equipment 
to developing countries who decided to 
"buy Canadian" with the help of loans and 
credits from the World Bank group, after 
shopping around Europe, Japan and North 
America. The exporters include manufac
turers of electric power equipment, railway 
materials and agricultural machinery. 

The amount of this business coming to 



Canada at present is no longer com
parable with the flood of orders 

• won in the mid-1950's. This un
doubtedly reflects much fiercer 
competition in world markets and, 
because competition is a spur, need 
be no precedent for the future. In 
fact, Canadian deliveries in the first 
quarter of this year under these 
types of contracts, won in open 
international competitive bidding, 
and financed by the Bank and its 
affiliates, were running at an annual 
rate of over $7.5 million. This 
represents an increase ova the rate 
of the earlier sixties. 

Canada has won orders from 
over half the developing countries 
which have borrowed from the 
Bank. Her customers include gov
ernments and public service authori
ties in Asia, Africa and Latin 
America. Canadian firms so far 
have sold more than $170 million 
worth of goods and services for 
Bank-financed projects. The total 
value of these orders is more than 
double the amount of Canada's paid
in capital subscription to the Bank 
and they have gone chiefly to the 
electric power and railroad equip
ment industries, and to a large 
category of miscellaneous industries. 
In addition, a further $11-million 
worth of orders can be traced to 
projects financed through funds 
provided by the International De
velopment Association. A somewhat 
different kind of transaction is 
represented by the sale of $8-mil
lion worth of Canadian-built ma
chinery and equipment to a pri
vately-owned pulp and paper mill 
in Chile. This was done through the 
help of financing provided by the 
Export Credit Insurance Corpora
tion, in conjunction with an IFC 
investment in the Chilean company. 

Orders for electric power equip
ment have included transformers, 
relay equipment, generators and 
cables, and the total value of this 
business to date is more than $62.5 
million. Some of the prominent 
firms in Canada which have fulfilled 
these contracts include Federal 
Pacific of Canada, John Inglis Com
pany, Foster Wheeler Limited, 
Canadian Westinghouse, Canadian 
General Electric and Aluminium 
Limited Sales. 

World Bank financed purchases 
of railroad equipment in Canada, 
including locomotives, rails, cars 

and timber, have totaled around $70 
million with a further $9 million 
attributable to funds made available 
by IDA. The firms which have re
ceived orders include Montreal 
Locomotive Works, Dominion Steel 
and Coal Corporation, Canadian 
Car and Foundry Company, Sea
board Lumber Sales Company and 
Brown Site Company. 

The rest of the developing 
countries' shopping list ranges from 
Canadian-built aircraft and aircraft 
parts, communications equipment, 
trucks and ferry boats to tractors, 
mechanical shovels, agricultural 
combines, cranes and livestock. The 
firms in this sector include de Havil
land Aircraft of Canada, Ford 
Motor Company of Canada, An
drews Antenna Corporation, Mas
sey-Ferguson, Allis Chalmers and 
Blackwood Hodge. 

Intangible benefits 
This trade is helping to build 

goodwill for Canada through com
petitive selling - and something 
extra. Essentially, this "extra some
thing" reflects the value of Canada's 
own contribution to the package of 
technical and financial assistance 
which made the orders possible in 
the first place. The technical assist
ance includes the work of consul
tants and experts on the Bank's own 
staff (whose total includes some 80 
Canadian nationals) in the prepara
tion of development projects. As 
founder member of the Bank and 
its affiliated organizations, Canada 
has played a prominent part in the 
evolution of policies designed to 
obtain the maximum developmental 
returns from its overseas investment 
dollars. Her paid-in capital sub
scription to the Bank of $81 million 
has been well utilized to "buy devel
opment." A new proposal has now 
been approved by the Bank's board 
of governors to increase Canada's 
total shareholding by a further $45 
million, of which 10% will be paid 
in for lending purposes. 

Canada has also helped to swell 
the funds available to IDA for lend
ing on easier terms to developing 
countries. Her original subscription 
of approximately $40.8 million has 
been followed by a commitment to 
supply an additional $45 million, 
payable after November 1965. 

Canadian investors have peri
odically helped to replenish the 
funds available for projects in the 

World Bank pipeline by subscribing 
to the Bank's bond issues. Four is
sues, aggregating $80 million, have 
been floated on the Canadian 
market, through underwriting syndi
cates headed by Wood, Gundy and 
Company Limited, Dominion Secur
ities Corporation Limited and A. E. 
Ames and Company Limited. The 
last issue totaling $25 million was 
made in March 1965. The total of 
outstanding Canadian dollar issues 
of the Bank is now about $44 
million. These issues are held by the 
big investment groups, such as the 
chartered banks and insurance com
panies. These groups have also 
bought some of the Bank's out
standing loans, joining the ranks of 
investors in more than 20 other 
countries who now hold World 
Bank loans in their portfolios. 

Another way in which Canada is 
able to mobilize help and in 
fluence events in a practical manne1 
is through its role in the Consortia 
of aid-giving countries which, in 
partnership with the Bank, focus 
technical experience and critical ad
vice, as well as material help, on the 
problems of individual countries. 
The "Aid India" and "Aid Pakis
tan" clubs are examples of these. 
Each member country in the con
sortium has its own special contri
bution to make and Canada has 
pledged $270 million so far to the 
development plans of India and 
Pakistan. Canada has also included 
shipments of commodities in short 
supply, such as aluminum, copper, 
wheat, woodpulp, and sulphur to 
Pakistan, as well as special loans 
and export credits for such items as 
electric power stations and trans
mission lines. 

These are all long-term continu
ing processes. The gap between 
plenty and poverty is more perva
sive today than the most divisive 
ideologies. The need to close the 
gap or at least prevent the gulf from 
widening is part of the constant 
search for world stability. In this 
process, the World Bank is recog
nized as one of the leading develop
mental agencies and Canada's posi
tion in it is well knmln an<' 
respected. Canadians can well be 
proud that their government has 
chosen to join in the effort to 
accelerate the economic growth of 
the less-developed countries of the 
world. eg 

Pdnted i n Canada J 
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