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December 20, 1950

M yours,
I (8igned) Gene
Fugene R, Black
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- Mr, Sommers
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Hr. Eugene R. Black December 19, 1950

Leonard B. Rist
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Preliminary Memorandum: Role of the International Bank
in P

e

1. The Pregent Situation

The situation can be briefly summarized as follows: The United
States, still the main source of Bank funds and of capital equipment
desired by Bank borrowers, is beginning to rearm urgently. There is
already manifest in parts of the U.S8. Government a tendency to judee
every institution by the narrow eriterion as to whether its activity
will directly contribute to the military effort of the U.S. within the
next 3-4 years. If this tendency becomes dominant in U.S. poliey, the
Bank may find itself "put on the shelf" for the duration of the mobili-
zation and the war which may develop.

3 If the Bank has no useful role to play now, we must all agree that
' it should hibernate and await a more favorable season for reavakening.
However, careful examination shows that the Bank is not useless; it con-
tinues to have an important part to play in the world of today.

: 2. The Need for the Bank

The Bank was intended to meet a fundamental need in the world of
today -~ the need for an economic institution which could undertake the
fertilizing, productive role in the under-developed areas which direct
| private investment used to be able to perform by itself. This need con-
| tinues to exist; moreover, the demand that it be met has acquired a
- momentum all over the world which cannot easily be halted. Nearly every
undeveloped country and colony has a development program in course or is
preparing one. The hopes and aspirations of millions of people are at
stake,

A decision to inactivate the Bank would, also, be counter to the
long-term interests of the U.S. itself. The U.S. took an active part in
founding the Bank because of its own permanent interest in the development
and reconstruction of the world. Jettisoning fundamental objectives in a
time of emergency is not the act of statesmanship but of panic. Proper
poliey requires meeting emergencies in such a manner that permanent objec-
tives are not lost but, if possidle, furthered.

In terms of resources, continusnce of progress in this direction is
not forbiddingly expensive. The export of capital equipment from the U.S.
to all of the underdeveloped areas put together was less than 3% of the
total U.S. production of such equipment in 1949. The percentagze of this
| call in the future could be even less as the development programs are
- rescreened to take account of the present higher scarcity value of equip-
ment., The key note of the present situation is mot to be negative but to
be selective.
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It muet aleo be pointed out that the objectives which the Bank
serves should not de regarded as something uncomnected, or even competi-
tive, with the present over-riding objective of the Western World.
Communism cannot be countered by direct military means alone; the effort
to strengthen the weaker nations of the non-communist world must be an
integral part of the policy of the U.S, and her allies. Heonomic develop-
ment, soundly conducted, can furnish the needed strength while at the same
time, in many cases, it provides vital rav materiale for the defense
economy.

While the Bank should continue to function, the present situation
will have an influence on ites activity. Probably the main changes should
be the following:

a) The Bank should devote even more attention to the over-all
economic development programs and policies of its borrowers. It will need
to be interested in the whole framework governing the use of resources
rather than only in the marginal amount furnished by the Bank. For
example, if the Bank makes possidle the purchase of a hydroelectric
plant from abroad, we will have to be sure that this does not free
resources to bid for additional supplies of luxury goods either from
abroad or at home. We will have to study the over-all economic policies
of the borrower from the viewpoint of how economic development can be
most efficiently facilitated in the light of a gemeral world shortage
of civilian goode: Any increase in incomes which is not needed to in-
crease production and which results in increased consumption with higher
imports or at the expense of investment at home will need to be prevented
or siphoned off.

b) The Bank will have to emphasize, even more, economizing on or
postponing the import of equipment items and try to secure all possidle
ingenuity in using local or more easily procurable items. European
sources of equipment may have to bYe tapped more than before: less of
European capacity may be converted to war production than in the U.S.
for air defense reasons, and Huropean countries will probabdbly give

exports a higher priority over civil consumption than will the United
States.

e) More flexibility may now be exercised im granting "loecal cur-
renay” loans even if the indirect impact of such loans is to increase
imports of necessary consumer items, provided such items (food, for
example) are either in surplus or abundant supply. A greater priority
may now be given to those "local currency" loans which primarily aid
in mobilizing the internal resources of a borrower without even indirectly
adding to its imports. That is, all other things being equal, if & bor-
rower needs additional reserves to enable it to finance an investment
program without upsetting its monetary arrangements, such a loan now has
additional attractiveness by very reason of the faet that it would not be
used to finance imports.
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d) The Bank will naturally, for economic reasons, encourage the
acceleration or production of items in eritically short supply in the
world. Unquestionably, the U.S. Government will take direct action in
this field through Export-Import Bank loans or, more likely, through
prepayment arrangements, The Bank will have to keep in touch with such
activities and try to influence them so that the resulte will be ecoor-
dinated with Bank activities and not be destructive of existing develop~
ment programs.
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DRAFT December 18, 1950

nuramflla

I want to thank you very much for your letter of December 8, and am
delighted to use this opportunity to indicate my ideas about the role the
Bank might play during the next twelve to eighteen momths. The background
of this thinking can best be seen in my letter to Gordon Gray of November
2. I enclose therefore that letter as well as our Staff Memorandum on the
Gray Committee Report.

Any present estimate of what total of new commitments by the Bank
might be guessed between now and July, 1952, for the underdeveloped areas
as well as Europe, clearly depends on policy decisions by the Bank's Members
State Govermments and, partioularly so, on those of the United States
Covernment . m_wmzmawwmmmw
of an international action for underdeveloped countries which would gal-
vanize the hopes of free peoples end create e faith and a confidence in a
better future for two~thirds of the world population. The order of magnitude
of aid proposed by this Report seems to be sufficient to gemerate hope in
the underdeveloped areas, sufficient to make a real impact on the rate of
their development and also to be within the technical absorptive capacity
of these countries. The $1.2 billion of grants and loans proposed &id not
mmuy/lt:‘:mmu.s. economy. The recent increase in the rate of
mobilisation raises a new problem as to the availability of resources. I
should like to stress two points in that commection: First, Atlantic
m-ummnmuumm-armmmmlmm
ummp.m.nmun.uhswm ------ -
The Western world can offer these peoples a better opportunity of develop-
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ment (whieh include peaceful agrarian reforms) at a cost to the advanced
nations vhich s but a fraction of sdditionsl armaments, which would become
necessary if Communism epread among the one billion free peoples of the
poor areas. It is vitally important, both on moral and practical grounds,
to show them that their fate and opportunity to improve their future are
so much at heart of the advanced nations that a special high priority for
resources required for their developmert will be allocated even in times of
stress and general mobilization. Secondly, the amount of resources which
should receive a high priority for development needs is not as great as
might appear at first sight, The total imports by all the underdeveloped
mdd&ﬂouﬂcﬂmﬁnﬁuﬁut&“«d%hlﬁﬂm
uz.”wofmmwma«mm-mmmmswa.
A priority in export licenses of such goods would involve a sacrifice dn .
strain but not one which should nd®t prove unsurmountably difficult. Durable
and equipment goods, moreover, only form about one-third of all the goods
required by the underdeveloped countries while about two-thirds are non-
durable goods of which a high proportion will be in the category of surplus
commodities.

If the United States, United Kingdom and other govermments decide to
w-mzmmummmmmm-,m
if funds from other sources (grants and loans of about $600 to §700 million)
vere made availsble) then the International Bank could increase its volume
of loans to underdeveloped areas up to a total of $400 million per annum.
mm.m,amm-mwmhrmm-mu
reached since a great deal of preparatory wvork, programing studles, ete.
would have to be undertaken before the full rate of lending could be
realized, In addition, as you are aware, there would still be a considerable
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lag between cosmitments and disbursements. Assuming that the decision to
implement an action on the Cray Committee lines were to be taken by about
March of 1951, a year's time at least would be reguired before lines of
eredit for four to six years development programs in various countries could
be accorded. xsmu,tm,m/zmmmalmmm
full rate of annual commitments of $400 million could be reached, A very
rough and tentative guessed estimate for lending in a year after the spring
of 1952 may look as follows:
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The power of the I.B.R.D. to make loans in U.S. dollars is deter-

mined (a) by the amount of its own capitel peid up in U.S. dollars and gold,
end (b) by the amount it can raise through the sele of bonds in the U.S. cap-
ital market., Since the source of (b) cannot be stated with any degree of
exactness without making more or less arbitrary assumptions, it is preferable
to meke a minimum estimate (which in the long-run should definitely prove to
be too pessimistic) based on the sssumption that an amount of btonds equivalent
to the guesrantee of the U.S. Government can be marketed without difficulties,
If loangy disbursements and loan commitments mede up to August 31, 1950 are
taken into account, one arrives at an approximste amount of $2,533 million as
a minimum estimate of the Bank's additional lending power over and above pro-
spective repayments or sales from ite portfolio without its gusrantee, The

derivation of this sum is shown in the following table:

U.S. eapital contribution $ 635 million
2% of capital subseription of all other member
countries, peid in U.S, dollars or gold 99 »
Bond issues equivalent to U.S. capital subsorip-
tion not pald up 2,540 .
Bond issues equivalent to Special Reserve Fund 15 b
" " " " Additions to Special
Reserve over next five years (estimate so ©*
General reserve accrued from interest earnings
(approximetely) 30 "
Additions to general reserve over next five
years (estimate) 100 "
Total $3,469 million
Minust
Loan disbursements in U.S. dollars 612 million
Undisbursed balances of effective loans 131 9
Loan commitments not yet effective 193 »
Total $ 936 million

Additional dollar lending power $2,533 million



It should be noted that the dollar holdings of the Special Reserve
Fund are included in the above figures, although under the Articles of Agree-
ment this reserve cemnot be used for loans; to the extent to which this spe cial
reserve is built up, however, it can be considered as a guarantee for further
borrowings by the Bank, The amount shown for loan disbursements in U.S. dol~
lars includes disbursements in Swiss franes since Switzerland is not a member
country and the bonds are assumed to be "govared" by the guarantee of the U.S.
dollar subscoription not paid in, The figures of undisbursed loens and loan
commitments are ;hanjhi ::E’ although loans may be made in currencies other
than U.S. dollars, in which case the additional dollar lending power would in-
crease by the corresponding amount.

The power to make further U.S. dollar loams would be greatly enhanced
by the convertibility into U.S. dollars of the currency of at lesst some member
countries, The additional dollar losns would represent, however, a met addition
to the supply of dollars available to foreign countries only to the extent to
which American investors would consider the unpaid eepitel subseription of these
countries as a guarantee as fully effective as that of the U.S. Government and
therefore purchase more dollar bonds issued by the I.B.R.D., or because they
would be willing to purchase, for dollars, I.B.R.D. bonds denominated in our-
rencies of other member countries (e.g. Canada).

As indicated above, the estimate of $2,533 million of the Benk's -
used dollar lending pover is a net amount, exclusive of loans which can be made

from funds received in smortiszstion of loans outstanding. The gross dollar
lending power is mot likely to be substantially larger than the net amount, if
the rate of lending is sccelerated in the course of the next few years and
reaches en amount of $500 million per year. In that case, consideration would



heve to be given to the possible limitation of the Bank's ability to make fur-

ther dollar loens under the above-stipulated assumptions regarding the Benk's
capacity to borrow funds in the U.S. capital merket,



The I.B.R.D. disbursed nesrly $82 million on loans during fiscal
1949/50. Approximetely $72 million, or some 80% of the total, were directed
towards “underdeveloped”" areas of the world. From July 1, 1950, to mid=-
September 1950, an additional $12 million of principal was disbursed by the
I.B.R.D., with "underdeveloped" countries agsin receiving over three-fourths
of the total,

During fiscal 1949/50, principel repayments on I.B.R.D. loan com-
mitments totalled mearly $1.8 million. All such repayments vere made by Euro-
pean countries. From July 1, 1950 to mid-September 1950, additionel repayments
of $1.8 million were made, with epproximtely $1 million being received from
"underdeveloped" areas,



(in thousands of dollars)

"Developed" countries
Belgium
Finland
Luxembourg
Netherlands

Sub-total

"Underdeveloped" countries

Bragil
Chile
Colombia
India
Mexico
Yugoslavia

Sub=-total

Total = fiscal 1949/50

"Developed" countries

"Developed" ccuntries
"Underdeveloped" countries

1/ Notes guaranteed by the Netherlands Govermnment were delivered to the I.B.R.D.

Disbursements  Repayments

10,373
2,445

21,960

31,158
9,810

87,869

2,“8

L.208

18,310
81,362

Ceald

0,153
0,099

1

1,752

0,749
1,080

.82

2,201
1,380
2238

prior to July 1, 1949, as collateral for $12 million Dutch shipping loens,

These notes in turn were sold by the I.B.R.D., under its guarantee, to pri-

vate U.S. institutional investors. The $1.2 million shown above comprises
the payments made to such U.S. investars by the Dutch shipping companies

during fiscal 1949/50.

2/ Cancellations totalled some $7.6 million during fiscal 1949/50, divided as
between "developed" $6.44 million and "underdeveloped" $1.2 million, Cen-

cellations have not been included in the above

tables.
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A,

B Plsesl J48/49

c. Eisend 1u9/50

Grand Total

(U.8. § thousands)

Disbursements

158,000
195,000
16,500

12,000
23,500
1,400

-
et m—

264900

1,271
1,773
10,373
A
5,862

0,414

0,373
—La547
—2u3%

Ll

1/ Notes guaranteed by the Netherlands Govermment were delivered to the

1.B.R.D. during fiscel 1948/49,

as collateral for $12 million Duteh
shipping losns. These notes in turn were sold by the I.B.R.D., under its
guarantee, to privete U.S. institutional investors.
million have since been made to such U.S. investors

Repayments of $2.4
by the Duteh Shipping

companies, mnh‘oto.s million in fiscal 1948/49; $1.2 million in

fiscal 1949/50; and
1950,

6 million between July 1, 1950 and September 15,



2/ The I.B.R.D, $16 million loen to Belgium in March 1949 was secured by
$16 million Belgian Government bonds. These bonds were received and sold

wmm.mmm to U.S. investors during the same month.
mmmmwuwhmms.w

3/ Including $0.448 million Luxembourg bonds sold by the I.B.R.D., without
recourse, to the B.I.S. in July 1950, These bonds havh been received by

the I.B.R.D. covering the Luxembourg loen of August 1947.
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Grand Total
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INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT CONFIDENTIAL
~LASSI
Date: .

November 27, 1950

THE GRAY COMMITTEE REPORT
A. BACKGROUND

On March 31, 1950, Mr, Gordon Gray, who had recently resigned as
Secretary of the Army, was appointed Special Assistant to the President
of the United States for the purpose of heading a committee to study the
post-1952 United States balance of payments prospects and their impli-
cations on United States foreign aid policy,

On June 13, 1950, as a result of informal conversations with Mr. Gray,
the management of the Bank arranged a meeting between Mr. Gray and his
chief associates and the senior staff of the Bank, in order to glve Mr.
Gray information about the Bank's operations and policies which might be
relevant to his studies. In the course of this meeting Mr. Gray asked
for a rough estimate of the rate of United States dollar lending which
the Bank might be expected to do during the years immediately following
1952 and a further estimate of the amount of United States dollars which
the management believed could be raised in the market during the same
period, Mr, Gray was told, in answer to the first part of his question,
that a rate of 250,000,000 per year would, in the management's opinion,
be a reasonable estimate and, in answer to the second part of his question,
that the management anticipated no difficulty in raising funds at the same

rate during the period in question,



It subsequently developed that the $250,000,000 figure mentioned at
this meeting had given rise to some misunderstanding, particularly as %o
the assumptions on which the estimate was based. Accordingly, Mr. Gray
wrote Mr, Garner a letter, dated June 19, 1950, a copy of which is at-
tached as Appendix A, asking for clarification on this point. Mr, Gray's
letter was answered on August 2, 1950, by a letter from Mr, Black, a copy
of which is annexed as Appendix B,

At the same meeting Mr, Gray asked whether his associates might feel

free to call on the Bank for factual information needed in their studies.

_ Mr, Gray was told that the Bank would be glad to furnish information and

Mr. Rosenstein-Rodan was designated as the Bank's liaison officer for
this purpose and from time to time supplied factual material requested
by the committee,

On October 26, 1950, Mr, Gray sent a confidential draft of his re-

port to Mr, Black with a request for his comments, Mr. Black replied by

letter dated November 2, 1950, coples of which were distributed to the

' Executive Directors on November 16, 1950 (Secretary's No. 604).

The official text of the Gray Committee Report was published on
November 13, 1950, It differed in a few respects from the draft which
was the subject of Mr, Black's letter of November 2, 1950.

The analysis and the recommendations in the Report represent Mr,
Gray's considered judgment, and "they should not be taken as nece-
ssarily representing the views of other officials in the Executive

Branch,"
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B. SUMMARY
The Gray Committee was appointed on March 31, 1950, with a special
assignment to "make recommendations in charting the United States Govern-

ment's course in the field of foreign economic policies and programs,"

‘remembering that their "basic purpose has been and must continue to be

 to help build a structure of international economic relationships which

will permit each country, through the free flow of goods and capital, to
achieve sound financial growth without the necessity for special financial

aid." (p. III). The Gray Committee's central problems at that stage were

‘the dollar shortage and the way to fill the dollar gap in a situation in

which "production has increased to the point where shortages have dim-
inished and the central economic international problem has shifted to the
field of trade," (President Truman's letter to the Honorable Gordon Gray
dated March 31, 1950), In the summer of 1950, however, the Korean events
led to major changes in the world economic situation which changed the
dimensions of the problem, even if they did not change its basic nature,
The dollar shortage was so much reduced that for the time being at
least the market problem was replaced by a problem of resources, At the
same time, the importance of convertibility, as an immediate issue, re-
ceded into the background, Under these circumstances, the Gray Committee

shifted its emphasis and produced a comprehensive report on the major

~ issues of American foreign economic policy. It contains a detailed de-

scription of economic conditions all over the world and an analysis of
the strengths and weaknesses in each area, Its conclusions refer to

three groups of problems: (I) Western Europe, (II) Underdeveloped Areas,

L
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(III) United States Commercial Policy, and can be summed up as follows:

I. Europe

1. The ECA would have achieved its aim by 1952 had it not been for
rearmament, The additional rearmament burden, however, would make it
impossible for Europe to maintain both its high rate of investments and
its high rate of exports, If these were lowered, the defense economy
would produce distortions in the economic structure of Europe which would
require a major effort of adjustment afterwards and might unnecessarily
prolong Europe's need for economic aid, It would be better, therefore,
to continue the ¥Ci aid, apart from military equipment beyond 1952 for
another three or four years beyond the present time, This aid should be
plenned on the basis of an overall assessment of requirements rather than
on a specific project basis. The aid would enable Western Europe to
undertake rearmament without cutting unduly either its standard of living
or its investments or its exports, It would thus enable Western Europe to
maintain a healthy economic structure and should, on balance, make Europe
more creditworthy than would otherwise be the case.

2, The desirability of maintaining the financing of overseas invest-
ments by the United Kingdom and the importance of sterling balances for
development within the sterling area is stressed, as well as the primary
role of the pound sterling for a return to a healthy world economy, "Pro-
gress towards sterling convertibility should take the form of a gradual
relaxation of discriminatory trade controls on the part of the sterling

area countries," (p. 44). When all the conditions for convertibility,
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other than adequate reserves, will have been fulfilled, a stabilization
loan for the sterling area should be considered.

3. The EPU fulfills a vital role of promoting integration within
Western Europe although it contains an element of discrimination against
‘the dollar area, For a transition pericl of the next few years the aim
of integration in the EPU has a priority over the element of discrimination
implied in it. "Thus basically the EPU should be viewed as a transitional
mechanism in the process of achieving both a greater integration within
Western Europe and an approach toward freer trade between Europe and the
rest of the world." (p. 39). Accnrdingly, a part of the ECA aid should

continue to be allocated to the EPU,

II. Underdeveloped Areas
1. Over and above the needs of the defense economy, the fundamental

long-run need of development in underdeveloped areas should not be for-
gotten, "The economic stagnation, political unrest, and extreme poverty
of most underdeveloped countries represent a growing threat to the rest
of the free world ... Despite great obstacles, it is more important than
ever to the security and well-being of free countries that social and
economic progress be achieved in the under-developed areas." (p, 8-9).
It is therefore the major interest of the Western world to galvanize the
hopes of free peoples and to create a faith and confidence in a better
future for two-thirds of the world population., A clear evidence of
American intent and continuity of ald are as important in this respect as

dollars, "Economic development cannot be soundly planned from year to
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years; deyeIOpmept programs must be framed on a long-term basis ...
Borrowing couptries mustlhayela reasonable degree of assurance that, if
they pursue sound policies, additional capital required for the further
progress of the program will be available, Indeed, the ability to provide
further funds is one of the major instruments for obtaining sound perform-
ance on.the part of the borrower. (p. 66) ... To attempt to plan, program
or operate on a year to year basis -- or to appear to do so -~ is a
guarantee both of reduced effectiveness and of greatly increased eventual
cost in pursuit of our objectives." (p. 22).

"In contrast to the industrial countries, most of the under-developed
areas of the world have, in general, shown relatively slow progress in the
post-war period ... A major obstacle to development in underdeveloped
areas has been their long standing poverty itself, which has made it im-
possible to produce a sufficient margin over subsistence needs to build
for the future, To overcome this obstacle, these areas need a flowing
of capital from abroad substantially greater than they have been re«
ceiving ... There have also been major obstacles to development unrelated
to financing, Administrative machinery and technical skills are grossly
inadequate., The inertia of custom and tradition frequently results in a
lack of enterprise, Many of the governments are new and inexperienced,
and, in some cases, there exists an unwillingness to take the steps nece-
ssary for development within the countries themselves, While these factors
limit the rate at which new capital can be absorbed and new techniques
learned, they can be gradually overcome," Development aid "activities

have not been pressed with a viger that the situation requires and they



have not yet been fused into a sufficiently effective program." (p. 5).
2, Local resources must necessarily form the main part of develop-
ment funds. They should be supplemented, however, by external aid in the
form of private investment, public loans, technical assistance and grants,
Private investment is the most desirable means of development and the
original Point IV proposals for investment treaties and guarantees to
private investors should be expedited. But in the early stages of de~
velopment, the function of private foreign investment must necessarily be
strictly limited, It could grow only gradually as econcmic conditions
and climate improve and those can only improve if other sources of fin-
ancing prop them up over a transition period of several years, What
private investment cannot do, public lending must. Cooperative develop-
ment programs for underdeveloped areas are therefore recommended running
for at least five years and financed by
(a) International Bank loans supplemented by Export-Import
Bank loans for a combined total of #$600 to $800 million
a year, of which half or more should be supplied by the
International Bank, These loans should be coordinated
with effective technical assistance activities,
(b) continuation of private investment; and
(¢) direct United States grants for development and for
technical assistance of %500 million per annum,
The total external dollar aid to underdeveloped areas forthcoming per annum

would thus amount to roughly speaking
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i) ~ International Bank - plus Export s
Import Bank $ 800 million

ii) Private investment (this being the
amount including reinvestment of
earnings which took place in 1949,
five-sixths of which was in the

petroleum industry $ 500 million
11i) Grents and technical assistance $ 500 million
Total $ 1,800 million

This would represent an increase of roughly speaking, $1 billion over
the amounts flowing at present. "In adﬂition, other countries could be
expected'ﬁo contribute through international agencies to development
activities, and a considerable volume of investment will be made by
Western European countries, largely in dependencies." (p. 73).

In spite of many difficulties of absorbing capital, it is probable
that these sums represent a i'neiaded, feasible and effective program,"

3, In order to enable the Export-Import Bank to supplement the
International Bank's lending in underdeveloped areas by an amount of from
$200 to $400 million per annum, its lending authority should be increased
by about $1.5 billion from the present $3.5 to #5 billion, Like the Inter-
national Bank the Export-Import Bank (a) should make untied loans, (b)
should in selected cases make loans for local currency expenditures, and

(c) should supplement its loans by technical assistance.

III, United States Commercial Policy

1. Changes in U.S. economic policy which affect international trade

are recommended, notably:
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(a) long-term extension of the "Reciprocal Trade Agreements
Act;" témpbrary power to the President to make_upilﬁterdl tériff ;
reductions,

(b) international negotiations to end cargo preference
schemes (as the best way to end the U.S, fifty-fifty shipping
clause and similar measures),

(e) recasting of farm-pride support policy so as to
minimize its worst effect on the rest of the world,

2, UWhen export controls are introduced, development needs should
have a high priority.

3. For the emergency period of the next few rearmament years, the
U.S. should aim at the creation of an international mechanism for the '

allocation of important strategic raw materials,

IV, Administrative Recommendation -
A single new agency is proposed to coordinate and administer grants,
technical assistance and foreign lending (separatgd_from the agency pro-

viding military equipment),

C. THE MAGNITUDE OF THE PROGRAM FOR THE UNDERDEVELOPED AREAS .

There cannot be any disagreement on how important it is that the .
peoples of the undefdevéloped countries should have a greater opportunity .
to increase their standard of 1i§ing. 'Their "economic betterment must
obviously have a central plgce, but siﬁce.resulta can accrue by and large
only over a considerable period of timé,,the immediate need is to generate
hope and a promise for the future that carries conviction of fulfillment,"
(pe 21).
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! The increase in external development aid proposed amounts to about
| $1 billion (4350 million increase in grahts and technical assistance and
%600 to $650 million increase in lending by the International Bank and
; the Export-Import Bank). It may be hoped that further increases of aid
‘ from other advanced countries -- both as envisaged already by the'Ccmﬁén-
| wealth countries in the Colombo Committee and by others -~ may step up.
this increase to say around $1.,5 billion, Three nain-quéstions arise in
that connection: . ;
i) "Can these amounts be technically absorbed?"
ii) "Is it enough to make an impact'on.the rate of progress
in underdevéloped countries sufficient to raise their
hopes and galvanize their efforts?"
iii) "Are these amounts within the capacity of advanced
countries to provide without straining their economies?”
It is obviouély impossiblé in a short paper.fo atudy'ﬁhese questions fully,
Nor can secure knowiedge on these matters be claimed, Scme background in-'
formation is given, however, in the light of whiéh the issue may be jﬁdged.
Considerable deéelopment is already taking place in the underdeVGioped
countries at the present time, The 800 miliion ﬁéopie inhabiting those
areas of the free world have the equivalent of a national.income of $120
to %150 billion per annum (equal to half the national income of the United
étates) and realize a gross. investment of between ;12 to $16 billion per.
annum (approximately ome-third of the amount of gross investment in the
United States). The proposed increase in eiternal aid represents oﬁlthe

average a 10% increase in their gross investment.
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Of the $12 to $16 billion worth of gross investment in the under-
developed areas, only 54 to 6 billion represent net invegtment. The
bulk of the external development aid on the other hand would represent al-
most entirely net investment and would thus increase the to£ai net invest~-
ment by 25 to 35%, The rate of growth at present, mostly betﬁeen 1l and
2% per annum -- and therefore frequently no increase at ﬁll of income per-
head - might be stepped up by perhaps 50% prnviding a rate of_growth-of
from 1} to 3% per annum, National inceme over a generation might tﬁus
increase by 40 to 100% instead of 25 to 50% and thereby assur;.a gfe;téf.
opportunity for progress and a rising standard of living.

The program recommended is "not large in comparison with" the U, S.
"grent program of recent years." The grants proposed ($500 miilion)
constitute one-fifth of one percent of the American national ingome;lif'
the proposed Export-Import Bank l-ans to underdeveloped countriéa.(gjoo'.
millioﬁ per annum) were added, the U.5. external development aid would |
represent around one-third of one percent of national income, Contri- |
butions from other advanced countries might alsm range between say one-~
twentieth and one-fifth of one percent nf their national incomes.

In view of the relative order of magnitudes involved (very sketchily
indicated in this paragraph), it is difficult to disagree with the con-
clusions of the Gray Committee Report that the amounts of aid proposéd'.

are within the abaorbtive capacity of underdeveloped areas, are aufficient
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to make a real impact on the rate of their development and will not unduly
\‘“—" T
strain the economies of the advanced nations. However, one 1mportant

T,
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qualification must be expressed. The way in which the aid is administered
is at least as important as the amount of the aid. Unless means are found
to administer the aid with maximum effectiveness, the program might fail
to achieve the hoped for results and thus not justify the additional

strain on the already heavily burdened economies of the advance countries.

D. THE ADMINISTRATION OF THE PROGRAM

"The administration of programs of development in underdeveloped
areas -- including loans, technical assistance, grants and measures to
encourage private investment, should be much more closely coordinated than
is now the case," (p. 18). This coordination should best be achieved
under international auspices, "Operation through international organ-
izations may be essential to accomplishing the basic purposes of aid.

It is frequently not possible for any one country unilaterally to give
effective guidance on internal operations without creating fears or
suspicions of interventionist motives, which would defeat major purposes
of the program, Such programs, therefore, will frequently be most ef-
fective if operated through internetional organizations, staffed in part
by nationals of countries in which the particular underdeveloped country
has confidence," (p. 98). This point is stressed repeatedly (pasges 13,
17-18, 22, 57-58, 65, 66, 68-69 and 98), It must be stated, nonetheless,
that some specific recommendations of the Report fail to reflect these
principles and are to some extent in conflict with its avowed purposes.
The Report proposes, in fact, that different agencies administer the

grants and technical assistante on the one hand and public loans on the
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other hand. No method of coordinating their activities between themselves
and with the International Bank, nor any method of effectovely cbordinating
the development assistance program of the U,S. with those of other countries,
is proposed, It is true that the combined effects of all these operations
are consistently emphasiﬁed and that it is taken into account that well
used grants may enhance the credifworthineas of underdeveloped countries
and their ability to absorb and repay sound loans. It is only on the
assumption of grants and technical assistance of %500 million that an
International Bank lending of say 400 to $500 million per annum and an
Export~Import Bank lending of $200 to 400 million per annum is assumed

to be possible,

Nevertheless, the recommendations in the Report do not contain any
solution to the problem of coordination which the discussion correctly
recognizes to be of primary importance., The authors of the Report are
evidently aware of the significance of this inconsistency since the Report
points out that it "does not attempt to deal with the problem of co-
ordination at broader policy levels or the relationship to various
mechanisms which are now in existence or under discussion for this pur-
poses (ps 18) «so Much further work remains to be done ¢t o TO convert
this policy statement into an operating program." (p. IV),

This is thé aspect of the Report that was stressed in Mr, Black's
letter to Mr. Gray of November 2, 1950, ‘It is also the aspect of the
Report which poses the most serious problems for the Bank and.ita member

governments.
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Failure to provide effective coordination for different types of
aid, and for aid from different sources, may make the aid program less
effective in promoting development, and may have serious implications
for international agencies operating in the development field including
particularly the International Bank,

To be fully effective, loans, grants and technical assistance to a
particular country should be~combined in proportions which are appropriate
to the economic situation of the recipient, This can be done if the
several types of ald are administered by one agency, but if each is con-
trolled by a different agency, without coordination, confusion is sure to
result. As an example, loan programs which could be undertaken only on
the assumption that they would be accompanied by substantial grants would
be held up, in the absence of assurance that grants would be frrthcoming.
As a further example, countries which ought to receive aid largely in the
form of loans are likely to be reluctant to apply for loans and thereby
reduce the chances of obtaining grants.

The same kind of confusion might arise if aid is administered under
various independent national and internationel agencies without co-
ordination, Several different agencies would then be discussing a re-
cipient country's development program and offering it advice, The policiles
recommended might be inconsistent or even contradictory and; as Mr, Black's
letter to Mr, Gray points out, the multiplicity of voices might mske it
difficult to induce the recipient countries to adopt the measures which

are required in the interests of their own development.
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Moreover, the problem of coordination involves broader considerations.
If the leading advanced nations now decide to provide foreign economie aid
preponderantly under national auspices, the movement for international
administration, started at the Bretton Woods Conference, will receive a
severe setback. The advanced countries will appear to have lost faith in
the efficacy of providing economic aid through international agencies,

As far as the Bank itself is concerned, the implicationafmay be ‘ex-
tremely serious., If grant programs on a substantial scale are to be
administered through national agencies, the Bank might well find itself
in a position in which its lending operations could not be maintained even
at the present level, The Bank's experience in Europe during the ECA
period indicates that when national agencies can provide substantially
larger amounts of capital than the Bank, and can provide them on sub-
stantially more favorable terms, the Bank's own operations naturally tend
to shrink to almost nothing, at least in the abgsence of an effective
system of coordination,

It thus seems clear that the problem of coordinating aid of different
types and aid from different sources is of paramount importance and that,
if large grant programs are to be undertaken by the United States and
other advanced countries, the Bank should be prepared to express an
opinion as to the ways in which such coordination can be achieved.

The solution to this problem involves answers to a number of diffi-
cult questions, of which the following are the most important:

(a) "Should foreign economic aid, whether in the form

of loans, grants or technical assistance, be wholly or in large
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paft integrated and administered through a single international
agency?" . ,

(b) "If integration is desirable, would the Bank be the
appropriate agency to undertake the job? If so, what changes
or reorganization are required to enable it to do so?"

(e¢) "If integration is not desired what form of coordinating
machinery can be devised that wili most effectively promote de-
velopment, reduce conflict between the several aid programs and
presefve the principle of international action in the development
field?"

A)l of these questions are nreseatly being studied.
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CONFIDENTIAL  Date: . November 2, 1950

Dear Gordon:

I want to thank you for your kindness in sending me a few days ago
the latest draft of your report to the President on "Foreign Economic
Policies" and for your telegram of October 25th, asking for any comments
I might care to make, Even a hasty reading discloses the report as a
whole to be a balanced, thoughtful and highly useful document and,
subject to certain reservations, I welcome it as an important contri-
bution to a field in which we are all interested, Although I have not
had opportunity as yet to give the draft the detailed study which it
deserves, I do want to give you my general reaction to those portions
of the report which most closely relate to the work of the International
Bank, namely the portions concerning the provision of additional assist—
ance for economic development. You understand, of course, that I am
expressing only my personal views since, because of the confidential
nature of the draft report, I have not felt free to discuss the metter
with the Bank's Executive Directors.

I think you have performed a very valuable service in underlining
how important it is that the peoples of the less developed countries
should have a greater opportunity to increase their standards of living.
Your analysis of the inevitably gradual nature of the development process
and of the obstacles which must be overcome if the process is to be
accelerated accords completely with the Bank's experience. And I am in
full agreement with your conclusion that the provision of additional
financial and technical assistance by the more advanced countries to
those less developed is desirable, provided that the conditions you
indicate are fulfilled, namely that the amount of additional capital
furnished is within the economic capacity of the less developed nations
to absorb and of the more advanced nations to provide without straining
their economies, that the assistance is effectively used for desirable
development purposes, and that the continued provision of assistance
to any particular country is made contingent upon the fulfillment by
that country of reasonable standards of performance.

In the report you point out the necessity for integrating programs
for technical assistance with any grants made to underdeveloped countries.
While I agree with this viewpoint as far as it goes, I do not understand
why a distinction should be drawn between loans and grants for this pur-
pose. It seems to me that the essential point is the need for integrating
technical and financial assistance for proper development programsg, irre-—
spective of whether any particular program is to be financed by grant, by
loan or partly by each,

I was glad to note the statement in your report that, in the case of
development programs particularly, operation through international organi-
zations may be essential to accomplish the basic purposes of aid and
your conclusion that such organizations should therefore be strengthened
and the scope of their activities increased. As you indicate, interna~-
tional action may frequently be more effective than national action in
inducing the less developed nations to adopt necessary, but politically
difficult, domestic measures. Operation through international organi-
zations also helps to insulate those nations furnishing assistance from

Sec,5-28
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charges of invasion of sovereignty, of economic exploitation, or of
discrimination as between different underdeveloped countries. Finally,
and not least important, operation through international organizations
would appear to be the best, if not the only, method of effectively
integrating the development assistance program of the United States with
those of other countries.

Despite your analysis of the desirability of operating through
international organizations and your recognition that foreign aid for
development must be so integrated as to promote consistent development
planning, those important considerations are not reflected in the
specific recommendations you make on the administration of the program.
You propose, in effect, as I understand it, that the United States
should provide, for development purposes, an additional $300 million in
loans and an additional $400 million in grants and technical assistance
per year for the next several years, and that this assistance should be
furnished through national rather than international agencies, lNo
method of coordinating this expanded United States program with the
programs of existing international agencies or with the assistance
programs of other advanced nations is suggested, There would be not
one voice but several voices discussing with a country its needs and
development program as a whole. The very multiplicity of veices,
perhaps expressing inconsistent or even conflicting policies, would
make it difficult to induce countries to take the painful and unpopular
decigions which, as you recognize, are often essential to their further
progress.

Such a situation would in my judgment seriously limit the
effectiveness of the proposed United States program in promoting the
development of backward areas, 4And I should be less than frank if I
did not add that it would also, in my opinion, seriously impair the
ability of existing international organizations operating in the de-
velopment field, including the International Bank, to expand or even
continue the contribution they are presently making, In that respect
your recommendations seem to me inconsistent with the statement in your
report that it is essential to the success of development assistance
that it be provided mainly through international institutions and that,
therefore, the United States should continue its stated policy of re-
garding the International Bank as the primary public institution for
extending development loans,

I recognize that the problem of coordinating development assistance

programs, particularly on an international scale, involves decisions of
great importance and difficulty for the United States and other countries.

Sec. 5"‘28
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‘lhile I have not as yet arrived at any definite coneclusion in my own
mind as to the best solution, I do have some views on the subject
which, together with other points in the report, I should be happy to
explore with you should you so desire. I am convinced that, unless
this problem is faced squarely, your report will not produce the
important and beneficial consequences in the development field which
it ought to have,

With kind regards,

Sincerely yours,

Eugene R, Black

The Honorable Gordon Gray

Special Assistant to the President
The Vhite House

Washington 25, D. C.

Sec, 5-28



i APPENDIX B

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

Washington 25, D.C,
Office of the President

August 2, 1950

Dear Gordon,

I very much welcome the opportunity afforded by your letter of
June 19 to Bob Garner to go further into the question of the future
lending operations of the International Bank, Although the political
and military events of the last few weeks are bound to cause material
changes in the economic situation of many of our member countries and
particularly in the international accounts of the United States, I
assume that a brief statement of our views prior to the newly arisen
situation continues to be of interest to you, since it may give you
an indication of our general concept of the role of the Bank in the
field of international economic and financial cooperation and as-
sistance,

As you know, in the last few years the lending operations of the
International_Bank were limited by several adverse factors, Our
member countries were slow in realizing the irportance of Justifying
! loan applications by preparing economically esound development pro-
| grams and properly engineered specific projects, Moreover, some
member countries lacked the experience of properly preparing and
presenting their. applications, while others showed some reluctance
to come forth with loan requests, especially when they hoped that
funds would be made available to them from other sources. In other
instances, the burden of existing foreign debts, particularly in
United States dollars, or the prevalence of undesirable fiscal and
monetary practices made us doubtful as to the immediate credit-
worthiness of loan applicants,

The figure of $250 million which was mentioned in our first
conversation as a possible annual average of loans to be made by
us during the years immediately following 1952, anticipated an
increase over the present level in the number of economically justi-
fied and properly engineered projects as our member countries become
more familiar with our requirements in this respect, and as technical
assistance from the Bank and other sources acts to expedite and im-
prove their presentation. We are ourselves anxious to assist our
member countries in the preparation of over-all development programs
which will give greater economic justification for the individual
projects submitted to us. We feel certain that this assistance will
speed up our processing of the loan requests filed with us. Further-
more, any educational and administrative improvements which can be
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brought about by technical assistance in its broadest meaning will
also be a favorable factor. It must be recognized, however, that the
effects of such reforms can only bear fruit very slowly.

One important factor which may tend to increase the number and
amount of loan applications is the fact that the Bank has recently
announced that it would, under certain conditions, consider financing
not ornly the direct foreign exchange expendlitures arising from a pro-
ject, but also the local expenditures, to the extent that the borrowing
country needs to import additional consumer goods or raw materials to
prevent the project from creating inflationary pressures. It is
likely that several countries will now find it desirable and expedient
4o prepare and submit projects which involve large amounts of locel
currency, in the hope that the Bank may undertake to finance a part
of the local currency expenditures, This may well tend to increase
the amount of eligible loan requests over the $250 million figure,

It must be recognized, however, that the main limitations which
we foresaw derive from the general world financial and economic
plcture, In the absence of convertibility of sterling and cther
major European currencies, and failing a clear hope of its early
restoration, we must necessarily, in undertaking loan commitments in
dollars, consider the balance of payment prospects of the borrowlng
country with the United States. In such consideration, we assume,
of course, a continued high level of income in this country and a
slowly rising demand for imports. Nevertheless, we must refrain
from encouraging sizeable increases in dollar debt service charges
since the cutflow of dollars which is at present supplementing
individual remittances and gold purchases does not seem to us to be
of a stable and continuous character. The size and the direction
of the capital outflow from this country are difficult to forecast
for the future since private foreign investment is subject to wide
fluctuations, We have not felt, therefore, that a substantial rise
in the already heavy dollar debt burden of the outside world can be
contemplated with equanimity,

Such are the assumptions upon which our estimate was based.
The outlook, however, would be quite different if fundemental con-
ditions improved materially. Obviously, if such an improvement
resulted in the restoration of convertibility, and if sufficient
leeway in the form of monetary reserves were available to the ex-
change authorities of Western Europe, we would be less concerned
with the dollar position of our member countries., Clearly, a
balance between the United States and the rest of the world at a
high level of international trade can ultimately be achieved only
through an increase of United States purchases of goods and services
from abroad, But if it were the established policy of the United
States Government to facilitate a continuous capital outflow, even
in moderate amounts, until such & balance is attained, we would feel
less hesitant to allow the world dollar debt burden to grow, pro=-
vided that such an increase would result in a rise in the productive
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and export capacity of the debtor countries. Clearly also, if the
difficulties arising from the admittedly heavy dollar debt service
of some European countries could be alleviated, we would be in a
position to consider greater assistance to Europe itself rather than
concentrating our efforts, as we anticipate now, on under-developed
countries or on mocderate lending to assist in the production eof
commodities which would earn or save dollars in the colonial areas,
In other words, if coavertibility and a certain degree of continuity
of outflow of dollars, even though moderate, seemed reasonably well
assured, the creditworthiness of our borrowers would probably be
considerably enhanced and thereby our lending capacity.

Assuming these favorable ciroumstances, it is not impossible to
anticipate that our loans might reach as much as §400-$500 million,
net of principal repayments, This amount represents in our opinion
the order cf magnitude of the net dollar lending that probably might
be suitable for financing from institutional sources on a sound loan
basis. In this connection I should like to point out that I do not
feel our borrowing capacity to be a limiting factor., The market-
ability of our bonds is well established and it would take a major
international crisis or a steep rise in interest rates in this
country to impair it.

Although in this letter I have discussed only the amouht of
dollar loans which the Bank might be able to make, I believe that a
long-run solution of the dollar problem can be achieved only by
generally increasing production throughout the world, For this
reason we feel that Bank lending, in non-dollar currencies as well
as in United States dollars, for productive investment purposes,
makes a significant contribution to this goal. Under the favorable
assumptions we have just cutlined, both types of lending should be
able to be increased very substantially from their present levels,

I hardly need to say that I should welcome an opportunity to
meet again with you and further discuss these matters, particularly
since the changing international situation may make a renewed ex-
change of views desirable, e

With kind regards, I am
Sincerely yours,
/s/
Eugene R, Black-
Mr. Gordon Gray
Special Assistant to the President

White House
Washington 25, D,C,.
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THE WHITE HOUSE APPENDIX A

Washington D,.C,

June 19, 1950

Honerable Robert L, Garner

International Bank for Reconstruction and Development
1818 H Street, N,W,

Washington, D.C,

Dear Bob:

After the meeting with you and your staff last Tuesday, I
discussed with members of my staff the figure of 250 to 300 million
dollars which you mentioned as the probable limit of the Bank's
lending operations. We soon realized that we were not clear as to
the agsumptions underlying this estimate, Among the things about
which we were uncertain are whether it was a net or gross lending
figure, whether it assumes the present or an improved state of
technical and administrative competence in underdeveloped countries,
what it assumes with regard to dollar supply in other respects, and
whether it includes any lending to Europe, No doubt there are other
assumptions which you may wish to make explicit,

I should also be interested in knowing how your estimate of
potential Bank operations would be affected by the use of assumptions
different from those underlying the 250 to 300 milliocn dollar figure,

We enjoyed the opportunity to meet with you and your staff, and
I believe we profited by the meeting,

With kindest regards, I am
Sincerely,
/s/

Gordon Gray
Special Assistant to the President
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Mr, J. H. Adler July 28, 1950
William G, Welk

As we agreed during our conversation this morning, I am giving
you below very briefly the thoughts which oceur to me with regard to
the sbove mentioned subjeet.

1 think that the proposal is on the whole excellent and that it
will greatly facilitate the establishment of a closer longer-term rela-
tionship between the Bank and its borrowers. It will make possidle a
more sustained and continuing interest on the part of the Bank in the
economic plans snd programs and in the general economic development of
the member countries which come to us for assistance, with particular
benefit to the less developed ones to which the Bank could thus supply
not only continuing financial assistanee but also much needed economie
and technical advice. '

Although the new vroposal thus seems emirently acceptable, it
will entail much more intensive and contimuing work on the prospective
Yorrower's economy snd therefore a greater volume of setivity for this
department.[{ Ae to the form which the Bank's indication of intention
to provide s eredit line to a particular borrower might take, I should
think that it would be difficult to generalize on this matter, but that
the nature of the Banik's indication of intention will have to vary
according to the circumstances of the particular case, Our offer will
probably be a much firmer one to countries with a clear economic out-
look and no particular administrative problems than to less developed
ecountries confronted with both economic and administrative uncertainties,

It ocours to me also that in the Working Party's diseussion of
the proposal some attention might be given to the advisability, in case
of lines of credit to run for several years, of a periodie review by
the Bank of the country's economic conditions and ereditworthiness,
say at semi-snnusl or yearly intervals.

WGW /vhn



Mr. Orvis A, Sehmidt July 21, 1950
W. A. B, T1iff

1. At a meeting on Wednesday, July 19th, the Staff Loan
Committee discussed General Counsel's memorandum of July 12th,

in which he advocated that the Bank should be prepared in
appropriate cases to inform a member government of the approximate
amount of credit which the Bank would be willing to extend to it,

2, The Staff Loan Committee expressed itself as in agreement
in prineiple with General Counsel's proposal and asked the Loan
Director to set up a liorking Party to examine the proposal in detail
and to make recommendations as to the technigue of putting it into
effect,

3. After consultation with the other Heads of Departments,
the VWorking Party, constituted as follows, has been set up:

Mr, Orvis Schmidt (Loan Department) - Chairman

Mr, John Adler (Economic Department),
with Mr, Harrison Clark as Alternate

Mr. Aron Broches (Legal)

Mr, S, Aldewereld (Treasurer's)
with Mr, Robert Cavanaugh as Alternate,

b Miss Wolfson will act as W,/ | f."

54 mcmmmmoumq(_w”m
been considering an approach of this the case of Chile, and
use

the study they have so far given the sulject may be of some
in your deliberations,

CC: T

Mr, Orvis Schmidt Mr, R L, Garner -
l'h‘. John Adler Hr. L. B. Rist

Mr, Aron Broches Mr, D, Crena de Iongh
Mr, 8, Aldewereld Mr. Dy Sommers

Miss Wolfson Mr. H, Folk
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(This document is for the use of the President, Vice President and members
of the Staff Loan Committee only. Its contents should not be communicated to
other persons except in the course of duty.)

¥inutes of Meeting of Staff Loan Committee Held at 10:00 s.m., Wednesday, July 19, 1980

1. There were enti
¥r. . i, Black
Mr. W, A. B, I1iff
ir. D, Sommers
¥r. D, Crena de Jongh
Mr, L. B, Rist
Mr. 0., H. Folk, Seserctary
In attendance
Mr. K. He Demuth
¥r. P. N. Rodan
Nr. J. H. Addler
Mr. d. N, Graves
¥r. A. Broches -

Mr. B. B, King
2. The Committee discussed:
(1) A Reply to ¥r, Gordon Gray's July 10 letter;
(2) The President's Speech at the Uovernors' Conference;
(3) Western Huropean Development Bank; and
(k) 8Le/0/23k, General Counsel's July 12 Memorandum advocating that the Bank
N should be prepured, in appropriate cases, to inform a member government
| of the approximate amount of credit which the Bank would be willing to
extend to it.

3, As regards Item (i) above, the Committee expressed iiself as agreeing in prineiple
with the Genmeral Counsel's proposal, and asked the loan Director to set up a Working
Party to examine the proposal in detail and to make recommodations as to the technique
of putting it into effect.

he The meeting adjourned at 11shS a.m.
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Mr. W.A.B, ILifF July @, 1950
Leonard B. Rist

With reference to your memorandum of 19, I have appointed
Mr. John H, Adler and lir. E. Harrison Alternate /to represent
nmy department in the Working Party to be up to and
recommendations on the technique that the Bank might adopt
cating to member jovernments the rate at which the Bank is
to negotiate loans with them over a period of several years.

i

ce: ir. Adler
M. Clark
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FROM:

SUBJECT:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mr, L, B, Rist _
Mr, D, Crena de Iongh DATE:  July 19, 1950

We A, B, I1iff

I shall be grateful if you would nominate the person
in your Department to represent you on the Working Party that
we decided in Staff Loan Cormittee this morning to set up te
study and made recommendations on the technique that the Bank

‘might adopt in indicating to member governments the rate at which

the Bank is prepared to negotiate loans with them over a period
of several years, (Mr, Sommers' mmnndul to Staff Loan Committee,
dated July 12th, refers,) (/¢ =/«

I am appointing Mr, Schmidt to represent the Ina.n
Director, and Mr, Sommers is appointing Mr, Broches,
arranging for Miss Welfson (Trainee in the Loan Dopu.rtnnnt)

act as secretary to the Working Party.y

..r"’f.-

CC: Mr, Schmidt
Mr, Sommers /Z
Miss Wolfason
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

STAFF LOAN COMMITTEE

/?/
///f///TO: Mr. Rist

A meeting of the Staff Loan Committee will be held at 10:L5 a.m.

on __ Wednesday, July 19, 1950 ~ , in Room No.

AGENDA

Copy No. 7
snc/a/ 171
CONFIDENTIAL

DEC

Date: July 1, 1333

@

Harold Folk

The Committee will consider the attached :5iC/0/23L,

Memorandum from the Ueneral Counsel to the Committee dated

July 12, 1950,
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CONF IDENTTAL Secretary's lMemorandum No. 668

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

DECLASSIFIED
:;{:5{10:0 BIW

(21 (-

FROM: Acting Secretary

MEASURES FOR THE DEVELOPMENT OF
UNDER-DEVELOPED COUNTRIES

With reference to S?cratary's llemorandum No. 667
to which was attached a copy of a report entitled
"lleasures for the Development of Under-Developed Countries",
there is attached herewith the Statement which will be
presented to the Economic, Employment and Development
Commission by the Assistant to the Vice President on
behalf of the Bank.

It is requested that this statement be treated as

confidential until it has been presented to the Commission,
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STATEMENT ON BEHALF OF THE
INTERNATIONAL BANK FOR RECONSTRUCTION & DEVELOPLENT BEFORE THE
ECONOMIC, EMPLOYMENT AND DEVELOPMENT COMMISSION

The management of the International Bank has examined
with great interest the Report of the Group of Experts entitled
"licasures for the Economic Development of Under-Developed Countries", .

May I say, at the outset, that we believe that the authors
of the Report have made an outstanding contribution through their
careful and comprehensive analysis of the problems of eccnomic develop- -
ment, They have pointed out with clarity, and with a commendable
sense of proportion, the many different factors involved in the
development process and the interrelationship among them.

Often in the past, the concept of development has been
thought of too narrowly as synomymous simply with the availability
of physical resources, capital and technology. Indispensable as
these factors are, they will not, as the Experts have pointed out
so foreibly, bring about development by themselves, Rather, ths
pace of economic progress is determined by a great variety of inter-
related elements — among which, in addivion oc physical resources,
capital and technology, perhaps the most importan® are the energy
and effectiveness of the government, the so~izal institutions of the
country, the distribution of wealth and opvourtunity among the various
classes of the population, the effectiveness of the educational
effort, and the character of the economic and finaneial policies
and institutions governing the allocation of the country's resources.
Economic development can proceed rapidly in any nation, as the
Experts have emphasized, only if there is & strong national will
to develop -~ a will to put the long-range interests of the country
as a whole ahead of short~term political advantages and ahead, too,
of immediate financial advantage to particular interests or groups,
however infiuential they may be.

The Bank welcomes the sense of urgency which pervades
the Report. With the psrmission of the Comnissicn, I would like
to repeat in this ccinezltion whabt the President of the Bank stated
to the Economic and Social Council at its recent meeting in Santiago.
He said; "I want to press on you again the view that development
is an urgent task. ‘le cannot build a stable world out of nations
whose populations are engaged in a tooth-and-nail struggle meraly
to keep themselves alive, lie can achieve shtahility only when men
are loyal to the sccial order in which they live, and when that
order provides an eqmitatle sharing of rewards, sc¢ that men can live
as neignbors rather than as rivals for an insufficient share of
the worldis goods.

"It Is imperative for all of us to help provide the means
for men to create a better tomorrow for themselves and for their
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echildren. It is imperative to help build a common stake in the
future which will lead to new unity and new vigor among the nations
which share the same ideals about the dignity of man, This can

be a great contribution to peace today. Carried on continucusly
and constructively, it ¢an be an even greater force for peace and
stability in years to come."

Vle have been glad to note that the Experts did not permit
their statement of the urgency of development to obscure their
analysis of the very difficult and complex problems which must be
faced if the pace of development is to be materially accelerated,
The problems they analyze in their Report are the very problems
with which the Bank, and most of the other international organiza-
tions, have been grappling for the past few years. The Report
recognizes that to overcome these difficulties will in most countries
involve painful readjustments; in some, major structural readjust-
ments of the economy will be required. Our experience in the Bank
amply confirms this analysis. “

I don't want to take the time of the Commission to go
over each of the many suggestions for domestic action discussed in
the Report. There are a few, however, which I would like to single
out';or special mention.

The first is the need to give high priority to education,
In those countries where, as a result of social revolution or
otherwise, great efforts have been made to spread education to the
people at large, the result has usually been a spurt in economic
progress; where education has been neglected, develcpment has rarely
achieved much momentum, This is scfrcely surprising, for the many
steps necessary to achieve dynamic progress =- and particularly
the creation of a national will to develop -~ depend very largely
on the existence of a literate and inquiring population.

Within the general field of education, the Bank is glad
to note the emphasis put by the Experts on three fields ~- the
growth of agricultural extension facilities, the training of skilled
workers and the training of executives and administrators able to
plan and execute development programs,

It has been our experience that, in practically all of
the under-developed member countries of the Bank, extension services
are still in their early stages. Knowledge of advanced production
techniques, better seed, better methods of fertilization and the
like is usually available or can be made available without undue
difficulty ==~ but to disseminate that knowledge to the farmers, and
to induce them to apply it, is a major undertaking, It is a task
that has not yet been tackled with the energy it deserves; even
the importance of the task is not widely enough appreciated. TYet
successful execution of a comprehensive extension program, accom-
panied by an appropriate agricultural credit program, can work
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a minor revolution in agricultural production in many countries
and can thereby raise the standard of living of a large segrent
of the population, make more resources available for industriel
development, create a broader market for industrial products, and
generally stimulate the entire development process.

The lack of trained executives and administrators and
of skilled workers at all levels is, as the Experts have stated,
a major bottleneck to development -~ and it is one that takes a
considerable period to break. Ve are peculiarly aware of this
difficulty in the Bank, for the most formidable single barrier to
the expansion of our development activities has been the inexperi-
ence of the less developed countries in working out programs and
projects up to the point where they are ready for financing, They
have also frequently encountered difficulty in finding the proper
personnel to manage new projects. The Bank has rendered consider-
able assistance to its members in meeting these difficulties. Our
engineers have often helped prospective borrowers on the technical
aspects of projects under consideration, Our loan officers and
economists have often been able to make suggestions as to adminise
trative or organizational arrangements for a project or as to
the plans for its financing., 4nd we have increasingly been asked
by our members to recommend foreign executive and technical
personnel to be employed by them to assist in the effective operation
of enterprises we have financed.

Progress has been made in this matter; it is reflected
in the increasing number of loan applications received by the Bank
and in the increasing number of development loans we have been able
to make. It is our confident hope that the international and
bilateral technical assistance programs, as they grow and begin
to bear fruit, will help to speed up the proper preparation of
projects and thus permit acceleration in the pace of our lending
activities.

Another suggestion for domestic action which we believe
the Experts properly stressed is the need to mobilize domestic
resources more energetically and to channel them into productive
investment. The Experts have called particular attention in this
connection to the advantages to be derived from the creation of
development banks and corporations. The Bank wholeheartedly supports
this position, although a warning is perhaps in order that no
single type of institutional organization will meet the varying
needs of different countries. The particular type of organization
required -~ how it is to secure its funds, what types of financing
it is to do, what its management and control are to be =~ must be
carefully worked out in the case of each country. The experience
of other countries can provide a guide, but not one that should be
copied blindly.
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As the Commission is doubtless aware, the Bank has been
quite active in this field. lle encouraged and provided substantial
assistance for the creation of the new Indusirial Development Bank
of Turkey and released one of our former officers so that he could
accept the position of first General lianager of that Bank., Te also
played a leading role in the creation of the new Development Bank
of Ethiopia. Both of these institutions have received substantial
credits from the Bank. In Mexico we helped to work out a consortium
arrangement of private banks, with the participation of Hacional
Financiera, the official Mexican financing ageney, which serves
the same general purpose as the Development Banks, and we have made
a line of credit available to the consortium, Similar propocals
for Development Banks or consortium arrangements in other countries
are under discussion. Furthermore, we assigned a member of our
staff to work for a number of months as an adviser to the newly
established Development Bank of Honduras -- and another member of
our staff has been assisting Iceland, at its request, in investi-
gating the desirability of creating a new investment agency,

The mobilization of domestic resources and the creation
of local capital merkets depend only in part, however, on institu-
tional arrangements; at least equally important, of course, are the
general economic and financial policies adopted by the government.
And in this field, too, we have often found ourselves able to be
of assistance. advice on such matters is less spectacular -- less
easy to dramatize -~ than assistance in the establishment of new
institutions, but it is no less important, 4nd I think I can fairly
say that, through staff missions and through outside consultants
employed by the Bank, we have been able to make a not insignificant
contribution to the formulation of economic and finaneial policy
in many of our less developed member countries which, in the long
run, should help substantially in their further development.

The final point I want to make on the domestic measures
proposed by the Ixperts concerns programming. Here, again, the
Bank's experience supports the analysis contained in the Leport
about the need, first, for a coordinated approach to development
problems, second, for the intelligent determination of priorities
for public investment expenditures and the formulation of appro-
priate policies for the private sector, and, third, for permanent
organizations to work out development programs, s, to keep.them under
constant review and to modify and adapt them as conditions require,

T/hen the Bank initially undertook development financing,
the loan applications filed with it all too often consisted simply
of lists of projects which the member government had under considera-
tion -=- usually without any indication of the relative priority of
the various projects, the relation between them, or their place in
the development pattern being worked out for the eoonomy as a whole.
A good deal of the time and attention of the Bank's staff has :
necessarily been devoted, therefore, to helping member countries
determine priorities among the different projects they had in mind
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and sometimes to suggesting additional projects in fields which
may have been overlooked or insufficiently emphasized.

Tt is a striking fact that practically every mission sent
out by the Bank -- and we have had migsions in almost all of our
under-developed member countries —— has reported back the inade-
quacy of development programming efforts and has urged the creation
of a high-level local development board, economic council or
planning agency, of one kind or another, to rectify the situation,
Development programming is a complex, inexact disecipline at best ==
but it is inescapably necessary if resources are not to be wasted
or, at best, applied haphazardly.

The Bank has played a significant role in this fields, Com=
prehensive survey missions organized by the Bank at the request of
member governments have made recommendations, or are in the process
of making recommendations, to Colombia, Cuba, Guatemala, Iraq and
Turkey, designed to assist those countries in formulating long=-term
national development programs. ''e have provided help not only in
the survey stage but in the even more vital implementation stage. In
addition to these comprehensive missions, members of the Bank staff
have assisted, on a somewhat more limited scale, in the planning of X
development, or in the study of the methods of programming, dn & .
number of other countries, such as Fthiopia, Chile, Iceland, Pakistan
and the Philippines. Ve have also joined with FAOQ in sponsoring a
mission to survey the agricultural economy of Uruguay +«=- and FAO and
the Bank are sending a similar mission to Chile at the end of this
month, Similarly, in response to a request from Nicaragua, we are
stationing two members of our staff in that country for a period of
from eight months to a year to help the government in formulating an
investment program, in arranging for technical experts in various spe@iale
jzed fields, and in coordinating and implementing the recomnendat’ons
of these other experts.

In other words, to the extent that we can effectively do so,
and through various devices to meet the varying desires and needs of
our members, we are pushing ahead as fast as we can with assistence
in the vital field:of devel opment programming.

So rmch for the domestic measures suggested in the Experts!
Report. Let me turn now to the portions of the Report that deal with
public loans for development -- and particularly with the discussion
of the International Bank.

T wish I could report that we find the same sense of reelism
in those portions of the Report as in so much of the rest of it., Un~-
fortunately, this is not the case. In dealing with the Bank, the Ixperts
seem not to have realized that the very obstacles to development they
high-lighted in earlier sections have been obstacles in the way of Bank
development financing. 'le have moved in various ways, as I have al-
ready indicated, to overcome those obstacles, but in the nature of
things it has not been an easy job nor one that could be accomplished
over-nighte



e

o o AT

e

I think a single set of figures will illustrate the
direction in which we have been moving, and the measure of success
we have achieved., In the fiscal year ended June 30, 19L8, we made
two loans for development, agregating $16 million. In the 1949
fiscal year, we made three development loans aggregating $109
million. In the 1950 fiscal year, we made eight development loans
totalling 5134 million. And in the fiscal year now coming to a
close, we have already made 18 development loans, aggregating about
$290 million, This steady progression accurately reflects, I believe,
both the progress made within the Bank in achieving an understanding
of the economic situation and problems of its less well developed
member countries, and also the progress made by those countries, in
part with the assistance of the Bank, in preparing their programs
and projects to the point where they are susceptible of being
financed by the Bank.

I wish it were possible for me to indicate the amount
of development lending the Bank will do over the next few years.
But any such prognostication on my part would have to be based on
so many assumptions as to future eventualities as to make the end
result pure guess work. So far as the Bank is concerned, our
objective is to increase our rate of lending just as rapidly as
we can, subject only to the limitation that we will not lend more
than the borrowing country can absorb and effectively utilize,
nor more than the country has a reasonable prospect of repaying.
Vie do not have a top limit on the amount of development loans we
are willing to make =— neither $300 million, nor $400 millien,
nor any other figure -- and, for the next few years at least, we
anticipate that our ability to borrow will remain such as to
place no limitation on our capacity to lend.

The plain fact is that the rate of Bank lending for
development will depend primarily, not on deecisions of the Bank
at all, but on decisions over which the Bank has little or no
control, It will depend, in the short-run at lea@st, upon the
ability and willingness of the industrialized nations to make
equipment and materials available. It will depend also upon
the ability and willingness of the underdeveloped countries,
with such foreign technical assistance as may be made available
to them, to push their development programs ahead along the
lines the Experts have discussed, and particularly to prepare
programs and projects ready for financing. It will depend to
some extent, too, on whether the more developed countries,
other than the United States, make available for lending pur
poscs a greater part of their 187 capital subscriptions to the
Bank -- for many of the less ceveloped countries are in a
position to service a greater amount of non-dollar indebted-
ness than of dollar indebtedness, Finally it depends upon
what action may be taken by the more advanced countries on the
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various proposals now under consideration for additional
developmental assistance in the form of grants -- for
obviously grant funds, if available, could be so used as to
increase the ability of many countries, particularly some of
the Asiatic countries, to service additional foreign debt.

I repeat, then, that in the nature of things, it would
be unrealistic for the Bank to set any target for the amount of
its development loans other than the target to lend as much
money as can be productively used and as the borrowing countries
can reasonably be expected to repay. 1 would be less than frank,
however, if I did not add that, in our judgment, there seems no
real likelihood that the amount of the Bank's development loans
will, under presently foreseeable world conditions, approach the
figure of one billion dollars annually suggested by the Experts,.
It is, I suggest, a disservice to raise hopes which cannot be
fulfilled and which, by the very fact of their expression, may
serve to obscure the real contribution which the Bank can make.

Another point in the Experts' Report on which I wish to
comment is the statement that the Bank "attaches excessive
importance to the foreign currency aspects of development”. From
the very general nature of this statement it is difficult to dis-
cover on what factual information it is based. :

Actually the brief reference to the emphasis on the
foreign exchange aspects of the Bank's policy and operations
involves two distinct issues. One is the restriction of the
utilization of Bank loans for imports of equipment and materials.
The Report itself notes that the Bank has made every effort in
this respect to interpret its Articles of Agreement liberally.
The Fifth Annual Report of the Bank contains a concise staterent
of the Bank's policy on this matter, This policy, which the
Bank explained at length to the Economic and Social Council at
its meeting in Geneva last summer, was noted with approval by
the Council. The Bank has now under active consideration loans which
are very largely intended, not for direct foreign exchange
costs, but for indirect foreign exchange requirements arising
out of expenditures in the borrowing country itself.

The second issue involved in the Experts' comment is
the transfer problem, or more specifically, the ability of
borrowing countries to assume additional foreign debt obligations.
The Bank is in full agreement with the Experts' statement that
the primary objective of all development expenditures, whether
financed by domestic capital or foreign loans or grents, is to
build up the capacity of the country concerned to produce goods
and services, The Bank is also aware that the expansion of
production, particularly of marketable products of manufacturing,
mining and agriculture, is likely on the whole to have a favorable
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effect on the borrowing country's long-run balance of payments
position. TUie would be reluctant, however, to subscribe to the
easy generalizaltion of the Experts that "if development succeeds,
the transfer problem of meeting debt charges should take care of
itself", An increase in internal production and consumption

does not necessarily imply an increase in export availability.
Yoreover, the addition to the flow of goods and services avail~-
able to any country as a result of increased output is inevitably
associated with an increase in income and this additional income
is bound to give rise to an increased demand for imports. There-
fore, the Bank feels that it would be derelict in its obligations
toward its member countries under its Articles of Agreement if it
did not pay close attention to the transfer problem. However, the
Bank has at no time looked upon the balance of payments effects of
the projects which it finances in isolation; it has been concerned
rather with the over-all, long-run balance of payments position of
the borrowing country, taking into account all aspects of the
country's development.

There are three other points which I wish to touch on
briefly. The first is the encouragement given by the Experts to
overseas development financing by national lending agencies in the
more advanced countries. HNational lending agencies have performed
a useful role and they have an important role to play today. But
the creation of new national institutions would be of practical
significance only if it resulted in an expansion of the total
amount of financial assistance available for development purposes.
To the extent to which new institutions would tzke over the functions
of existing arrangements, including the lending operations of the
International Bank, it would make no net addition to the credit
facilities of underdeveloped countries; it would, however, create
new problems of coordination and might thereby impede rather than
enhance the development process,

I do not propose to enter into any prolonged discussion
before this Commission of the relative advantages of national and
international action in the field of development financing, I do
think it worthwhile, however, to quote azain in this connection
from the statement of the President of the Bank to the Economic and
Social Council in Santiago: "International agencies, I have no
hesitation in saying, seem to me to offer potentislly the most
efficient avenue of a-proach. International action may frequently
be more effective than national action in inducing the less
developed nations to adopt necessary, but politically difficult
domestic measures. International organizations cannot, in truth,
be charged with invading national sovereignty, with economie
exploitation, or with political diserimination among different
countries, Finally, these agencies seem to me to provide the best ==
and probably the only -- way of directing the resourees of national
contributors toward the same common purpose,"
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The more advanced countries, other than the United States,
have not yet found themselves in a position to release, for use
in Fank lending, any very large part of the 18% local currency
portion of their capital subscriptions to the Bank, To suggest
that, even though they have not yet made such releases, they should
set up new national lending agencies seems to us to suggest a retreat
from the concept of cooperative international action which motivated
the establishment of the Bank and vhich, if we judge properly, has
gained increasing support over the intervening years.

My final two points concern the suggestions for an
Internetional Finance Corporation and for an International Develop=-
ment Authority. The Bank has for some time considered that the
ereation of an International Finance Corporation, authorized to
make loans to private enterprise without government guaraniee and
to make equity. investments in participation with private investors,
would provide a substential stimulus to increased private investment,
both foreign and domestic, and thus contribute in important measure °
to development. e hope, therefore, that the Commission will see
fit to endorse this suggestion, As the Fxperts point out, this ,
recommendation first appeared in the report of the U,S, International
Development Advisory Board, headed by Nelson Hockefeller., It is,
perhaps, appropriate to call to the attention of the Commission the
fact that, in the Zockefeller Committee Report, the precise proposal
was to establish the International Finance Corporation as an affi-
liate of the Internestional Bank, in order that the Corporation
might have the benefits of the management, staff and technical
services of the Dank and to avoid the duplication and extra
expense of creating an entirely new and separate organization,.

So far as concerns the proposed International Develop-
ment Authority, the Bank would say only this: VWie regard the
development task as urgent. e believe that, in some countiries,
the rate of development cannot be accelerated substantially if
the only external capital they receive is in the form of loans
which have a reasonable prospect of repayment. If additional
assistance is to be given to these countries, we believe strongly
that it should be in the form of grants, rather than in the form
of quasi-loans, and that the grants should preferably be admini-
stered through international chamels, But the decision whether
to make grants available for this purpose is one which only the
more advanced countries can make in the light of their own national
policies, resources and the totality of their commitments. On that
point, therefore, the Bank cannot appropriately express any view,

Ve would suggest, however, that if the Commission should
endorse the recommendation for an International Development Authority,
it consider carefully the problem of coordinating the activities of
such an Authority with those of the International Bank, so that both
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loans and grants might be used most effectively to achieve the
common development objective. To this end, we c¢all to the attention
of the Commission the proposal contained in the Rockefeller Committee
lteport that such coordination might best be achieved through a
managerent contract between such an Authority and the International
Bank,

In conclusion, I want to say a word about the assertion
of the Experts in their Report that the International Bank "has
not adequately realized that it is an agency charged by the United
Nations with the duty of promoting economic development". That is
an assertion made without factual demonstration. I do not hesitate
to add that it is an assertion contrary to fact., All of us in the
Bank regard the promotion of economic development as our primary
task. To the achievement of that goal, all the energies of the
Bank have been directed. To the achievement of that goal, all
the energies of the Bank will continue to be directed.
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STAFF MEMORANDUM

oN

RECENT PROPOSALS ON _FINANGING OF DEVELOPMENT

A, REPORTS ON _DEVELOPMENT OF UNDERDEVELOPED COUNIRIES

I. What the Reports have in common

There seems to be general agreement both in the theoretical explanation
of the problems of development in poor countries and in the principles of
international aid recommended to promote the economic development of these

countries. During the last year three reports have dealt with the problem.
They are:

(1) The Gray Committee Reportl/
(2) The Rockefeller Raportg/
(3) The U,N, Experts Report on Devalopment3/

5/ In addition The Colombo Plané/and President Truman's Message on Foreign
Aid=" deal with the same problems, All these reports agree

1/

=" Report to the President on Foreign Economic Policy, Washington, D.C,
November 1950 - reported to the Board in Staff Paper R-393, November 29, 195

2/ "Partners in Progress" - report to the President by the International Develo

-/ ment Advisory Board, March 1951.

3 Measures for the Economic Development of Underdeveloped Countries - report b
a group of experts appointed by the Secretary-General of the United Nations,
New York, May 1951, See also Revort of the Economic, Employment and Develon-
ment Commission, U.N,, E/2006 E/CN.1/86, June 7, 1951,

4/ The Colombo Plan - reported to the Board in Seeretary's Memorandum No. 665,

5/ May 11, 1951,

=" The Mutual Security Program - message on Foreign Aid transmitted by the

President to the Congress on May 24, 1951; and the Mutual Security Program

for Fiscal Year 1952 - basic data supplied by the Executive Bransh provided

for the use of House Committee on Foreign Affairs and Senate Comrittee on

Foreign Relations, Washington, D. C., Government Printing Office, June 1951.
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(1) That it is the Western world's concern and interest to help in the
development of underdeveloped untries, Development is a slow process, however
and raising of the low standards of living is not possible inless then a decads
or even perhaps a generation, To achieve this, the efforts of the underdevelope
countries themselves must be substantially inereased and this is possible only
if new spirit and drive are aroused in those countries. Considerably augmented
international assistance might achieve such a result if it succeeds in mobilizir
faith and hope in a better future in poor countires. This psychological effect
cannot be achieved, however, by piecemeal, small aid programs but only by a sub-
stantial amount of assistance and a definite expectation that it will continus
over & number of years. The amount of aid must be (a) large enough to mele an
impact on the rate of progress in underdeveloped countries sufficient to raise
their hopes and galvanize their efforts, (b) within the technical absorptive
capaclty of the underdeveloped countries, and (o) within the capacity of
advanced countries to provide without straining their economies,

(2) Grants must supplement the aid in the form of loans. Wisely-used
grants will not only raise investment, they will ¢lso inorease an underdeveloped
country's creditworthiness and thereby increase the amount of loans which ean be
made. Sound grants increase the scope for sound loans. It may be noted in this
connection that practically all the reports propose a clean division between
grants and loans without having recourse to an intermediate instrument of "fuzzy
loans" or disguised grants in the form of very long-term loans of 0 or 99 years
at a very low rate of interest or long-term interest-free loans. Such a possi-
bility is envisaged only in some proposals presented by some delegates st the
Sixth Session of the Economie, fmployment and Development Commission of the U.N.
(p. 32 of the Report of the Economic, Employment and Development Commission,
Economic and Soeial Council, E/2006 E/CN.1/836).

(3) Technical assistance will achieve much more if it is known that
adequate funds are available for subsequent investment, A great deal is achieved
even by technical assistance in the present form but combined operations of
technical assistance, inecreased internal effort, grants and foreign loans, would
make such a difference in effectiveness of the 2id as to amount to a different

kind of program,

(4) Private investment camnot at prasent supply sufficient funds to
accelerate substantially the rate of development, &lthqugh there is considerable
variance in the reports, there is agreement on the proposition as stated,

(5) Some sort of eoordination of the various forms of assistence (tech-
nical assistance, grants, loans, etc,) should be provided.

(6) Operation through international organizations is generallr recognized
to_be_desirable,=/

%/ See also: Foreign Economic Assistance, Brookings Imstitute, 1951, PP, 90-91.
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(7) A vastly increased internal effort in the recipient countries is
needed as a basic condition for success in development. The extent of external
assistance should be dependent on the extent to which the recipient countriss
are prepared to take the drastic and frequently unpopular measures which are
necessary for the mobilization of domegtic development effort,

II. Differences between the Reports

While there is general agreement on the basic principles of external aid
for the development of underdeveloped countries, there are naturally differences
of emphasis between the various reports. The Gray Committee Report frankly
confines itself to a discussion of what should be done without examining con-
eretely how it should be done, The Rockefeller Report, on the other hand, puts
its meximum emphasis on how aid should be provided and edministered, It is the
only report which contains specific recommendations as to institutions needed
for better coordination and administration of U.S. and int ermational activity
in the development field,

A1l three reports (Gray, Rockefeller and U,N. Experts) deal at considerabl:
length with problems which can be solved only by action of the underdeveloped
countries themselves. The bulk of the U.N. Experts Report, both in terms of
length and emphasis, deals with this phase of the problem,

All three reports emphasize the need for an increased flow of external
agsistance, The Gray Committee Report recommended $500 million annually in
grants and technical assistance, This figure was repeated by the Rockefeller
Report. The U.N. Experts Report speaks of eventually attaining a flow of grant
funds of $3 billion annually from all sources.

For both international (IBRD) and U.S. (Export-Import Bank) dollar loens,
the Gray and Rockefeller Reports mention a figure of $600-800 million annually,
The U.N. Experts Report mentions only that IBRD should set itself a target of
lending at a rate of $1 billion per annum within five years,

In appraising the prospects for and the effects of positive measures to
encourage a greater outflow of U.S. private capital, the Rockefeller Report is
mach more optimistic than the Gray Report. A doubling of the 1946-49 average
flow of $1 billion is congidered feasible whereas the Gray Report saw little
chanee that private direct investment would increase substantially. The prin-
cipal explanation for the difference may be the fact that the Rockefeller Report
proposed a series of measures as incentives to private foreign investment,
including exemption of all new foreign investment from U.S. income tax which
the Gray Report did not mention, The U.N. Experts Report does not mention a
specific figure but appears to be no more optimistic than the Gray Report.

All three reports stress the urgency of providing a steady flow of resource
to the underdeveloped areas. The Rockefeller Report emphasiges the expansion of
raw material production which can be expected from development in the under-
developed areas. The U.N. Experts Report emphasizes the needs of the under-
developed countries as such to a much greater extent.
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Neither the U,N, Experts Report nor the Rockefeller Report attempts to
appraise to what extent the capacity of the underdeveloped countries to support
economic development out of their own resources has been increased in the
recent past., The Gray Report (page 60) on the other hand outlined the principa
reasons why and to what extent the improved foreign exchange position of the
primary producers' countries does not eliminate the need for foreign aid,

III. Prineipal features of the Rockefeller and the U.N, Experts Reports.

1) The Gray Committee Report has been summarized in the Staff Paper
R-393, distributed November 29, 1950, Summaries of the Rockefeller Report and
the U,.N., Experts Report are given herewith,

The Rockefeller Report makes the following recommendations:

(1) Establishment of a new U.S. agency, the Overseas Economic idminist-
tion, with an appropriation of $500 million for Aevelopment purposes for the
next fiscal year. The Overseas Economic Administration would include all the
foreign economic functions of the U.S, Government and would absorb among others
ECA, the present Point IV organization of the State Department, and the Institut
of Inter-American Affairs. It is apparently contemplated that if the Inter-
national Development Authority (see sub. 2) is established, part of the Overseas
Economic Administration grant funds would be allocated to the International
Development Authority and the remainder would be used chiefly in such broad
social programs as health, education, sanitation, ete. It is further proposed
that the 0.E.A. operate on a regional basis and through standing missions in
the underdeveloped countries.

(2) Creation of a new international agency, the International Developmer
Authority, to operate under a management contract with the Internrntional Bank,
Funds are to be contributed by all participating countries in proportion to
their capital subscription to the International Bank. The contribution proposed
for the United States would be up to 3200 million to be transferred from the
appropriation of the Overseas Economic Administration if the new Authority
should begin its operations during the fiscal year 1951~52. The funds of the
Aathority are contemplated as grants in the field of puybliec works,

The Report states the principle that "all programs of economic assistance
should provide for some measures of cooperative local financing."

(3) Creation of an Intermational Finence Corporation as an affiliate of
the International Bank, to be financed through subgeription by the participeting
governments to non-voting stock up to the equivalent of 3400 million. The
Corporation would be authorized to make non-voting equity investment and loans
to private borrowers without government guarantees, It is intended that
equities and loans be sold to privete investors as soon as possible, and that
the proceeds be used for further operations. United States subscription of
$150 million is proposed, with one-third actually paid in, the balance subject
to call,
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(4) The Rockefeller Report further proposes various measures to stimu-
late U.S. private investment including exemption from U,S. income tax of all
new foreign investment and insurance against transfer risks, the latter to be
underwritten by the Export-Import Bank up to an amount of 3100 million.

Coordination. The Report lays great emphasis on the need for coordina-
tion of all development assistance and on the preparation of a comprehensive
development program for every country, The preparetion of these programs would
be the responsibility of Joint Commissions which are to consist of representa-
tives of the United States and of the foreign country receiving assistance.

2) The U.N. Experts Report on Measures for the Economic Development of
Underdeveloped Countries" is divided into two major sections. The first deals

‘with domestic measures requiring action by the underdeveloped countries; the

gsecond deals with measures requiring action by the developed countries and
international agencies. Recommendations of the report are much less shaded

‘than the text and fail to convey the subtleties of the analysis,

The first part of the report (pp. 5 - 70) contains an excellent analysis
of the problems of underdeveloped countries and a realistic and persuassive
statement of what the underdeveloped countries must do, The second part con-
tains an estimate of total investment and of external capital required to raise
by 2% the national income per head in underdeveloped countries, For that pur-
pose, the experts assume: (a) an annual shift of 1% of the total working
population into industry requiring $2500 per head of worker employed, and
amounting to $15 billion. This would raise the national income by 1% per
annum; (b) annual investments in agriculture of about (4 billion =~ of which
$1 billion would be invested in agricultural extension services and research -
thereby increasing the yield per acre by an average of 2)% per annum equivalent
to an increase of 1% of national income, With national income increasing
annually by 2%, income per head, taking into account the increase of population.

would increase by 2% per annum,

Total investment would then amount to $19 billion per annum, or 20% of
the income of these countries. Internal savings in 1949 amounted to 5.2
billion, so that the gap would appear to be $14 billion. The possible increase
in domestic savings could reduce this gap to $10 billion (80% of which would be
needed for Asia). To meet this gap the present annual inflow is of $1 to
$1.5 billion. "It is in order to emphasize that, if these countries are to
progress more rapidly in the future than they have done in the past or are
doing at present, the inflow of capital must be multiplied geveral-fold, that
we have thought it worthwhile to give these estimates of the order of magnitude
involved, We do not ask that these figures be taken exactly. e wish only to
emphasize that the order of magnitude involved is well in excess of what is
now generally believed. When members of the United Nations speak about rapidly
increasing the standards of living of the underdeveloped world, they should
realize that what they are talking about involves a transfer of several billion

dollars every year." (p. 79).

Such & magnitude is not, it is claimed, bayond the capacity of the
developed countries. 2% of the national income of Western Europe, Australia,



the United States and Canada would amount to $7 billion a year. The experts
observe that in the last five years, grants and loans from the United States
have been running at over 3% of her national income and that in the period
1905-1913 the United Kingdom exported capital equivalent to 7% of her national
income.

Raising the inflow of capital into underdeveloped countries requires
action under three headings: private investment, government lending and
grants-in-aid. With respect to private investment, the experts are generally
in sympathy with various suggestions designed to promote a large flow of private
funds., A creation of a favorable climate for foreign investment, transfer
guarantees, removal of double taxation, investment treaties and an "Internationa
Finance Corporation to make equity investments and to lend to private under-
takings operating in underdevdoped countries" are cited in this comnection. In
general, however, the experts are not optimistic as to the immediate prospeects
for a greatly increased volume of private investnent,

With respect to government lending, the experts commend the operations of
the Export-Import Bank and recommend similar institutions to the other developed
countries. The International Rank is regarded by the experts as having failed
to meet the "challenge of the circumstances." A rate of lending below 3300
million a year is viewed as inadequate and the experts recommend to the Bank to
set for itself a target, which ghould be reached within five years, of a rate
of lending of not less then 1 billion a year, "If it (the International Bank)
shows no sign of approaching this target, the whole question of the proper
international organization for the provision of adequate amounts of loan capital
to the underdeveloped countries should be reviewed by the United Nations."

An important obstacle to lending which is beyond the RBank's power to
remove, the experts go on, is the limited sum now being spent on improving
soclal capital, Much more must be done in this field before the underdeveloped
countries will be in a position to absorb large amounts of loan capital, For
this purpose, it is recommended (recommendation 14): "the United Nations should
establish an International Development Authority to assist the underdeveloped
countries in preparing, coordinating and implementing their programs of economic
development; to distribute to underdeveloped countries grants-in-aid for specific
purposes; to verify the proper utilization of such grants; and to study and
report on the progress of development programs." Grants increasing rapidly end
reaching a level of about $3 billion a year should be given for (a) research and
education; (b) public health programs; (c) subsidization of medium- and short-
term farm credit; and (d) improvement of rural public works,

3) Comment on_the U.N, Experts Report, The technical aspscts of the
experts'estimates of total investment on foreign assistance requirements mede.
in this report will be the subject of a separate paper to be presented shortly
to the Board. The main conclusion appears to be that the annual investment
requirements of $19 billion are somewhat exaggerated even within the unrealis-
tically ambitious framework of the experts' asgsumptions and that the externsl
gap may be but one-half of the experts! estimaste of $10 billion, The following
comment may be made meanwhile,
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We can readily agree with the basic theses of the report, which may be
summarized as follows:

(1) That the essential aim of economic development is an inerease in
real income per head,

(2) That a vast increase in investment in the undardeveloped countries
is required to achieve such an increase in real income.

(3) That even if domestic savings were increased considerably, "the
trangfer of capital that is required to raise rapidly the living stendards of
underdeveloped countries is far beyond what is currently envisaged."

(4) That the largest requifement of international aid is for the poorest
countries which at present receive the least per head,

It is also probable that if all the underdeveloped countries of the world

. with their 1600 million people had to achieve simultaneously a 2% increase in

income per head, an annual investment of somewhat less than $19 billion and
external aid of perhaps $5 - 6 billion might be required. It is probably not
possible, however, to secure either at present or even within the next few
years such an increase in real income per head, A considerable national and
international effort will be required not to allow the income per head among
the poorest of those countries to fall below even the present very low level,
and a preparatory period of several years during which only a slight increase
in income per head might be obtained will have to precede a later stage at
which a 2% increase in income might become possible, It would be dangerous to
raise hopes which cannot be fulfilled as yet. The orders of magnitude of inter-
national aid proposed by the report are therefore unrealistic for a number of
reasons:

(i) Progress in economic development could not start in all the under-
developed areas simultaneously. At first, the technical absorptive capacity
would be very much below the amount which would secure an overall increase in
income of 2% per annum,

(ii) DNational incomes and actusl investments in the underdeveloped areas
appear to us to be underestimated, While there is admittedly a vast margin of
error in all such estimates, we would put national incomes at %125 billion
(instead of $96.6 billion) and sctual investments at §7 billion (instead of
$5.2 billion),

(1ii) If investments in underdeveloped areas, financed both by national
and external resources, were increased, a higher proportion of the increased
national income could be siphoned off into domestic savings. Zven if exterral
assistance could reach a high level for some years, the need for it would lator

fall off gradually. It is not necessary that it should be maintained at its

maximum level forever,
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(iv) Even if the technical absorptive capacity were much higher than
it actually is, and even if progress in development could start everywhere
simultaneously, it may be doubtful whether the proposed amounts of external
assistance could be obtained. To present exaggerated claims may, in practice,
only compromise more reasonable claims which might be realized.

(v) We have to admit therefore that for the next decade at least it
would be impossible to secure an annual increase in income of 2% inm all the
underdeveloped areas of the world, notably in Asia. Without a large-scale
developmental action, income per head in Asia would fall because of the
increase in population. The immediate task therefore is to insure that income
per head in Asia should not fall and even this task will require energetic
development action. It would be no mean achievement if income per head were
to rise slightly, by say 0.5 to 1% per annum,

(vi) The problem of coordination between grants and loans has not been
treated in the report., There is no link between the grant recommendetion and
the lending recommendation,

B. THE MUTUAL SECURITY PROGRAM

Preaig?nt Truman's Message on Foreign Aid transmitted to the Congress on
May 24, 1951=/ proposes that the total funds required under the Mutual Security
Program be divided as follows:

Mutual Security Program 1952

(in miliions)

Economic Military
Europe 3 1650 3 5240
Middle East and Northern Africa 125 415
Asig 375 555
Latin America 22 40
Administrativé Expenses . . ===

$ 2250 $ 6250

1/

T See also:; The Mutusl Security Program for Fiseal Year 1952, Basic Data
Supplied by the Executive Branch, Washington, Government Printing Office,
June 1951.
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Economic aid for BEurope includes the economic aid for Greece and Turkey. The
Middle East and Northern Africa category includes Iran, the Arab States,
Israel and the three independent African countries: Liberia, Libya and
Ethiopia, Asia "includes countries of the free world from Afghanistan to
Korea inclusive." It includes South Asia (India, Pakistan, Afghanistan,
Ceylon, Nepal); South-East Asia (Thailand, Burma, the Associated 3tates of
Indo-china and Indonesia); the Philippines; Formosa; and Korea. Japan "is
not included in this program since its needs are met in other ways," For con-
venience, the estimated requirement for administrative expenses for the entire
program (i.e., both Zconomic and Military) is shown as a single figure under
economic aid. It is recommended in addition that the lending authority of the
Export-Import Bank be increased by 31 billion for loans for economic develop-
ment purposes as well as for expansion of strategic and other essential mate-
rials.

No detalls of proposed allocations to single countries have as yet been
released. $1.65 billion of economic aid is earmarked for Europe. ! fraetion
of this will help develop Europe'!s underdeveloped dependent overseas terri-
tories, The bulk of development ald will be provided out of the rensining
%600 million, Administrative expenses will take $78 million of it and 5112.5
million is going to the U,N. Korean Reconstruction Agency, In addition, help
to Formosa, the greater part of Indo-china's share, and the care of Arsb
refugees from Palestine are primarily "emergency cases" rather than "development
grants." Thus on the incomplete information available to date it appears that
the Gray Committee Report's recommendation of #900 million a year in grants for
development and technical assistance is to be implemented only to the extent of
around $200 million, There have been some criticisms on this count. (see:
Point Nought sour, The Economist, Jume 2, 1951,) On the other hand President
Truman's message contains a forecast of a broader program to come: "If peace
could be made secure, the American people would be glad to invest a part of
the resources we must now allocate to defense to a large~scale program of
world-wide economic development ,., With such a progran, we could, in coopera~
tion with other peoples inaugurate the most hopeful and fruitful period of
peaceful development the world has ever seen."

C. AGENDA FOR DISCUSSION

The management proposes that the discussion at the meeting of the
Executive Directors on the three reports might best revolve around the follow-
ing points:

(1) Would a program of foreign grants for development purposes be e
desirable supplement to the loan and technical assistance programs presently
in effect? If so:

(a) What should be the order of magnitude of the grants?

(b) Should the grants be administered by national or internationsal
agencies?
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(e¢) Would the proposed International Development Authority, operating
through a management contract with the Bank, be a desirabls
mechanism for the administration of grants?

(2) 1Is there a need for an institution such as the International Finance
Corporation and, if so, should the Bank be willing to operate such an institu-
tion as an affiliate?

(3) Should fhe Bank representatives at the forthcoming ECOSOC discussior
of the Report of the United Nations Experts take any position on behalf of the
Bank as an institution and, if so, what should that position be?

D. THE VIEWS OF MANAGEMENT

The views of the management on the points listed above may be summarized
gg follows:

(1) The management hag already expressed the view (see statement of
Mr. Black before the ECO30C meeting at 3antiasgo and statement of Mr. Demuth
before the Economic, Employment and Development Commission in New York) that
the development task is urgent and that, in some countries, the rate of
development cannot be accelerated substantially if the only external capital
they receive is in the form of loans which have a reasonable prospect of repay-
ment, If additional assistance is to be given to these countries, the manage-
ment believes thet it should be in the form of grants rather than in the form
of quasi-loans and that the grants should preferably be administered through
international channels, The management recognizes, however, that the decision
whether to make grants available for this purpose is one which only the more
advanced countries can make in the light of their own national policies, re-
sources and the totality of their commitments.

(2) The management has neither expressed nor formulated a view on the
question of the order of megnitude of a grant program. It does believe, hovever
that if any grant program is undertaken, it should be sizable enough to make a
substantial contribution to improving standards of living and should have some
agsurance of continuity so that the legitimate hopes that will be aroused may
not be disappointed.

(3) So far as the management can ascertain, there is no real likelihood
of any decision being made in the near future that such grants as may be made
available for development will be administered through international channels.
Should a decision to that effect be reached, however, the management believes
that the proposal for the establishment of an International Development
Authority, which would act through a management contract with the Interpational
Bank, would be an appropriate and probsbly the most effective mechanism for
administration of the grants., The members of the International Development
Authority, who would presumably be government representatives,would determine
the general principles under which grants are to be made, the countries which
are to receive grants, and, after considering the International Bank's recom~
mendations, the amounts which are to be allocated to different countries. In



effect, therefore, these government representatives, acting as the Authority,
would make the basic political decisions. The role of the Bank would be (a) to
recommend, on the basis of economic considerations, the amount of external aid
which any particular country could effectively utilize and &n appropriate
division of such aid as between loans and grants; (b) to prepare, in consulta-
tion with the authorities of the underdeveloped countries, programs of invest-
ment involving use of local resources as well as foreign loans and granta;

(c) to suggest what conditions, if any, it believes should be imposed upon the
provision of external aid to any particular country; and (d) to assume full
responsibility for supervising the actual administration of the grants. The
management. feels that, if such a role were assigned to the Bank, it would go

a long way toward solving the problem of coordinating various forms of aid from
different national and international sources. It should be pointed out, however,
that the proper performance of such a role would require a substantial enlarge-
ment of the Bank's staff, particularly in connection with 1ts operations in the
field.

(4) The management has expressed itself as im favor of the propossl for
the establishment of an International Finance Corporation to make equity invest~
ments and loans to private enterprise without governmental guarantee and believes
that, if such an institution is created, it could most effectively be operated
as an affiliate or subsidiary of the International Banle,

(5) The management proposes to instruct its representatives at the forth-
coming ECOSOC meeting to take the same line concerning the Report of the United
Nations Experts as was taken on behalf of the management before the Economic,
Employment and Development Commission. If the Directors wish to adopt this
position as that of the Bank, the representatives will be instructed to speak
accordingly,

(6) The Economie, Employment and Development Commission has recommended
to ECOSOC that it should invite the Bank "to consider and to report to the
Council whether an International Finance Corporation could make significant
additional contributions to economic development, over and above those that
can be made by existing organizations, through assisting in the financing of
productive private enterprise in underdeveloped countries, either tarough loans
without government guarantee, through purchase of stock, or otherwise, and if
S0, to make recommendations with regard to the powers, functions, organizction
and methods of operation of such an institution," The management recommends that
the Executive Directors authorize the Bank representatives to indicate to ECNSOC
that, if such an invitation by the Council is extended, it would be accepted by
the Bank-
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STATEMENT MADE BY MR. J. BURKE KNAPP, REPRESENTATIVE OF THE INTERNATIONAL BANK
FOR RECONSTRUCTION AND DEVELOPMENT, AT THE THREE HUNDRED AND EIGHTY-FIFTH
MEETING OF THE ECONOMIC AWD SOCIAL COUNCIL

Geneva, 12 July, 1950

Mr. President and Members of the Council, it is a great privilege to
participate in the discussions of the Council as a representative of the
International Bank for Reconstruction and Development., It is especially a
privilege to speak upon a subject such as economic development, that great,
vexing, and very challenging problem which mekes a genuine appeal to both the
minds and the hearts of all of us.

This is a subject very close to the centre of the activity of the
International Bank. It is one to which we have given a great deal of study
and one in which we may claim to have some extensive practical experience,

It is also a subject of very great complexity, as I believe the discussion
which has preceded here has sufficiently indicated. Our successes in this
field so far have been modest, but we feel that we have had successes and
that the experience we have gained thus far has set our feet upon a path of
greater accomplishment in this field.

We have studied carefully the two reports which are before you for
consideration at the present time. These reports have been prepared by
experts of impressive competence. As a result on many of the subjects of
which they treat there is little to add. On some others, the thinking in the
Bank has been proceeding along very largely parallel lines, On some of the
policy matters I find a slight awvkwardness in speaking on behalf of the Bank.
The Bank is an inter-governmental co-operative agency. We are responsible to
our member governments, broadly the same group as is represented at this table.

On some major issues in the reports, therefore, we feel that we must look to
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our member governments for guidance. However, on some of the general principles
with respect to the financing of economic development, I hope to be able to
reflect to you some of the judgments which have been reached in the Bank
arising out of our experience in practical operations. I also hope to be able
to clarify some of the questions regarding the Bank's policies and procedures
which have been referred to by vafioua delegations in the debates thus far.

I should make clear that it is not my purpose to make any formal policy
declarations on behalf of the Bank. I have been authorised to come here and
speak for the Bank, as I said before, to reflect our thinking on these problems
and to attempt to make a constructive contribution to the debate. As for the
development of our policies, we prefer rather than having paper pronouncements
on policy matters to let those become evident through our actions. Our
policies reflect the deliverations of a collective mind, so to speak, in the
Bank's management and its Board of Directors. A collective mind, if it is
active, is constantly at work and in a state of evolution., It will be my
purpose to try to describe the stage of evolution reached thus fer in the Bank,

May I first address myself to the question of general development
programmes, general development loans, as opposed to loans for specific
projects. This is a subject which seems still clouded with a great deal of
nisunderstanding and perhaps confusion of terms,

One concept which one might have in using the expression "general
@evelopment loan" would be the extension of loans for undefined purposes, the
extension of an open line of credit to be employed by the borrower at some
future time for purposes and projects yet to be defined. I am guite awvare that
that is not what was in the minds of the experts who produced the Full Employ-

ment Report, because they say quite clearly that they would have the Bank
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investirate the programme which was submitted for financing and follow its
execution. However, this very broad concept of general development loans
seems t0 have been present in some fidlnds and I should like to say that the
Bank doubts very much the wisdom of opening general lines of credit for
application to undefined projects yet to be developed in the future. A general
development programme is after all only an aggregate of individual projects.
We have a common interest with our borrowers in formulating programmes, in
advance, in terms of the concrete uses to which the money is %o be pute Our
common interest with the borrower is to see that the best use is made of the
funds, and in order to judge that best use, we feel that we must have before-
hand a reasonably concrete and specific idea of how the funds are to be
employed,

I would also like to call the attention of the Council to the very
serious loss of interest on borrowed money which might arise if advances were
made for general purposes still undefined and a long period of time elapsed
before a decision were made as to the specific uses to which those funds
would be pute

If when speaking of general development loans, we mean making loans for
a group of projects simul taneously, the Bank does that and indeed the Bank
would like to do more of it. Our difficulty, as I shall point out at some
greater length later on, is that we don't ordinarily have programmes submitted
to us in a stage which permit of analysis and investigation. More commonly
we are confronted with isolated projects. Actually if we awaited programmes,
those projects which are ready for financing and execution would have %o walt
upon the development of the wider programme, Our aim in fact is to select
and take the most urgent and most generally productive projects for prior

treatment.



A remaining possible interpretation of the phrase "general development
loans" is to cast the definition in terms of the scope of the Bank's financial
contribution on a particular project; that is to say, whether the Bank should
finance only the direct foreign exchange costs attributable to the project, or
whether it should also extend its activities to the financing of foreizn exchange
impacts upon the balance of payments of the country carrying out the investment
which are attributable indirectly to the investment.

I shall have occasion to refer again to this concept of "indirect Impact™®
and I should like to.define it even though the concept may be quite clear to
you all and is one which is discussed especially in the Report of the Sub-
Commission on Economic Development. Investment activity in a country may give
rise, in addition to the direct foreign exchange costs involved in the projects,
to indirect impacts upon the balance of payments, whether in the direction of
increased imports or diminished exports. Imports may tend to increase because
of the diversion of labour and other domestic resources in the country concerned
to the project, i.e. to investment away from production for consumption. If
consumption levels are to be maintained there may well be need for an increased
import programme. On the other hand the same diversion of resources to the
investment may cause a loss of productive activity in export industries and
thereby give rise again to an indirect impact upon the balance of payments.

This problem of financing the indirect impacts upon the balance of
payments is, as I shall explain, largely identical with the local currency
financing problem of which we have heard a great deal in the discussions here.
Local currency loans by the International Bank would not ordinarily involve the
Bank's lending to & member country out of its holdings of the currency of that
member country., The Bank does hold a variety of currencies, as you know,

through the subscriptions by member governments of all of the member countries,
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Rarely, if ever, however, would it make economic sense or would it indeed be of
advantage to the member country to borrow from the Bank the Bank's holding of
its own currency.

Local currency loans usually mean therefore the advance of foreign exchange
to be converted into local currency to meet some part of the local currency
expenditures on a project.

Now let me explain the relation of that procedure to the indirect impact
upon the balance of payments. In terms of financial techniques, there are two
ways in which the Bank might make a contribution in this field, Let us assume
that & project is being undertaken of which the direct foreign exchange
expenditure for capital equipment and supplies is being financed by the Bank.
The Bank might then provide an additional loan in foreign exchange in order to
cover some of the balance of payments impact on the country concerned arising
indirectly as a result of the carrying out of the investment, the borrower
devoting the "local currency counterpart" from the sale of that foreign exchange
to meeting a portion of the local curreney expenditure on the investment. As
the delegate from Chile has pointed out, this is the concept embodied in the
resolution which the Chilean delegation has presented and bears a family likeness
at least to the ERP counterpart procedure. An alternative way of handling the
problem would be to have the Bank finance some portion of the local currency
expenditure on the project, acquiring this local currency with forelgn exchange
and leaving the borrowing country to devote that "foreign exchange counterpart®
to meeting the impacts upon its balance of payments arising out of the
investment. This is the alternative technique which underlies the resolution
presented by the Sub-commission on Economic Development.

Both of these procedures, in an economic sense, amount to the same thing,

They are simply two different financial techniques. In either case, the
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essential role of the Bank would be to provide additional resources from
outside to supplement the country's domestic resources in carrying out its
investment programme. In real terms, one may measure this contribution by the
additional goods which are imported. In financial terms, one may speak of it
as supplementing domestic savings and meeting a portion of the domestic local
currency expenditures on the investment project. However, the concept of
supplementing local savings can become misleading; it is probably better to
think in terms of the Bank's supplementing the real resources available to the
country for investment and consumption purposes. The lack of savings, of which
we hear so much, simply reflects too great consumption in relation to output, or
perhaps it would be fairer to say, in the case of most under-developed countries,
a lack of productivity and too small a margin of production over consumption
needs,

Now the Bank has the power under its Charter to undertake operations of
this sort "in exceptional circumstances"., Why did the authors of the Charter
make this provision? We believe there is clear justification for the use of
that term. The borrowing capacity of any country - its capacity to service
foreign debts - is limited, and eventually the total resources of the Bank are
a limited quantity. So far as possible, therefore, that borrowing capacity
should be reserved by member countries to cover those direct and inescapable
foreign exchange costs of their development projects. We think that our
member countries should attempt by all means at their disposal, to meet the
internal expenditures, and to meet the indirect impacts upon their balance of
payments, through their own domestic measures. They can thus avoid incurring
burdensome external debts for those escapable fﬁreign exchange costs, A
consequence of reserving funds for the direct expenditures is that within the
limits of a country's borrowing capacity it will be able to carry out a larger

development programme,
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Now these domestic measures are largely a matter of internal fiscal and
monetary policies. It means using the weapons of counter-inflation with which
we are all familiar in various contexts., As has frequently been pointed out
in the debate, inflation is a recurrent and a chronic problem in undeveloped
countries. It means appropriate tax policy; it means appropriate expenditure
control in the government; it means control over credit and over invesgtment
in the private economy, It may also mean, especially in relation to the
external problem, direct intervention in the balance of payments., There is a
real danger of thinking of balance of payments deficits as something
pre-ordained. They are very commonly a reflection of inadequate domestic
economic and financial policies., No amount of foreign assistance can remedy
lack of resolute action by the government at home to manage its domestic
affairs. The Bank frequently has had occasion to co-operate with and advise
its member countries on these broad economic and financial policies appropriate
to development programmes., These problems are widely understood; what really
matters is resolute action by the governments concerned to follow the lines of
sound internal monetary management, In the absence of such action, and unless
the situation does justify external assistance to help with the problem, the
eventual resort is to inflation., I am sure that before thig group it is
unnecessary to elaborate the harmful effects of inflation, the misdirection of
investment, the inequalities of income, the suffering and waste which inflation
carries in its train.

The Bank also desires to assist its member countries to create and
mobilise sources of local capital for investment purposes, and considers this
task one of the major contributions which it can make to the process of
economic development, - The method does, of course, vary from country to
country, but I would like to give you at least two recent examples from the

Bank's activity which will illustrate in this very concrete way the kinds of
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things which can be done to supplement the Bank!s external assistance with the
mobilization of internal financial resources.

The Bank made a loan recently to El Salvador for a very large hydro-
electro-project which we hope will prove a major landmark in that country's
economic development, The external costs amounted to about $12 million and
there was a problem of raising the equivalent of $6 million in local currency
for purposes of covering domestic expenditures on this project. We were told
that there was no possibility of raising that money in El Salvador,

El Salvador, like most undeveloped countries, has no organized capital market,
We suggested the possibility of organising an authority to administer this
hydro-electric project, and of having that authority issue bonds. For

El Salvador that was unprecedented. There were almost no bonds in the
country; people weren't accustomed to hold their money in that form,
However, we sent to El Salvador the Director of our Marketing Division, who
is concerned with the flotation of our bonds in the United States and who
worked very closely over a period of some time with the local p30ple; As

a consequence, a bond issue was organised, only within the last few days it
has been offered for public subscription, and it was an overwhelming success
within 24 hours. ZEl Salvador has found from its local capital market the
amount required to supplement the Bank's external assistance.

Another instance which perhaps is even more interesting is a venture with
which the Bank is engaged in Turkey. Turkey is a country which has had a
considerable industrial development but very largely in the hands of the
government, There has been no private enterprise, there has been no capital
market, there have been no funds available for carrying out small and general
industrial develoPmeht in the country. At the same time, there has been
increasing recognition of the need for promoting industrial development by

private enterprise,
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We were invited by the Turkish Government to try to formulate some answer
to the problem of developing the Turkish capital market, and we sent a
representative to Turkey for the purpose. He spent a very considerable time,
(these things don't come easily) working with the private banking people,
government representatives, and private business interests in Turkey, As a
result of his recommendations, a Turkish Industrial Bank has now been
established. The share capital in this Bank has been subscribed by a
syndicate of private bankers with the hope that after the institution commences
operations these shares can be passed on to the general public, This ingtitu-
tion has been assured an advance from the Central Bank of Turkey in an amount
matching the funds raised through the issuance of share capital. And finally
the International Bank is prepared to provide this institution with external
loans to supplement its Turkish lira resources.

The function of this body is primarily to provide capital to new
enterprises or expanding enterprises in the small industrial field in Turkey.
It is authorised to make 1oan;, to assist by way of equity participation, er
in some instances to engage in pilot operations on its own account, It is
expected that this bank will be equipped with a technical staff able to
advise Turkish entrepreneurs with respect to the technical problems of their
business, including not only the industrial problems but also the financial
and organisational questions. We shall watch the develoyment of this
institution with the greatest interests It may be regarded itself as a pilot
nperation to srow what can be done to evoke private funds both through
subscriptions to the capital of the Bank and subsequently through the launching

of enterprises which the bank will help to finance.
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Well, despite all the measures that can and should be taken to mobilize
effectively internal resources (and this is a matter to which the Sub-Commission,
rightly attaches very great importance) cases may arise in which it would not be
economically inappropriate for the Bank to cover with foreign exchange part of
the local currency costs of a project, and incidentally part of the indirect
impact of that project upon the country's balance of payments. The Bank has
no general policy preventing its engaging in such operations, although its
inclination would be to make loans of this sort only in the following
circumstances:

a) If the country is sufficiently creditworthy to be able to undertake a
foreign exchange obligation in order to finance local currency costs.

b) If the project being financed is of such economic urgency that the countryts
ability to undertake foreign borrowing is better utilized in financing this
project rather than in financing the direct foreign exchange costs of
alternative projects.

e¢) If the local currency costs of the project cannot reasonably be met out of
available domestic resources and

d) If the project demonstrably gives rise to indirect foreign exchangg
requirements arising from the loss of export potential or the need for increased
imports of either raw material or essential consumption goods which are needed
to prevent the investment from having an undue inflationary effect upon the
economy,

It should also be understood that in all cases the Bank would expect the
borrowing country to find out of its own resources some substantial part of

the local currency funds required to meet the domestic expenditures,



I would like to call attention to the fact that this statement has been
formulated in terms of financing local curfency costs, and having the foreign
exchange counterpart used to cover the indirect impact on the balance of
payments, For a number of practical reasons we are inclined to consider that
financial technique more suitable.

I should also like to make clear that this is a procedure which we could
follow only under the terms of our Charter, that is to say, in exceptional
circumstances. We do not feel that under our Charter, or on the basis of a
reasen”d analysis of the problem this is a procedure which should be resoited
to regularly and generally.

This discussion, you will note, has continued to run in terms of
financing specific projects. But the Bank has always taken a broad view of
what is a project. We are not committed to the "monument®”school of thought,
that a project must loom great on the horizon and be a large single construction
worke In India, for example, we helped to finance the general rehabilitation
of the Indian railway system; that was a matter of providing additional rolling
stock for the whole Indian system. We regarded that as a project. We have
made a loan to Colombia for the purchase of agricultural machinery which is
being distributed throughout the agricultural economy of Colombia, That was
regarded as a project.

More important, in considering the economic justification for projects, we
feel the necessity for taking a broad view of the effect of the project upon
the country's economy. The report of the Sub-commiésion on Economic Development
has stressed that the social usefuluess or productivity of a project is not to
be judged merely from a commercial standpoint, and that there were non~revenue

creating investments which had a direct or indirect effect on a country's
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economy which should be eligible for foreign finance, The Bank agrees with

this viéwpoint and has had the opportunity so to express itself to the Sub-
Gommissioﬁ. The Bank does feel that operations which are commercial in nature
should clearly be carried out on commercial lines; that econcmic administration
is essential in any project; and that the organisation which are created to
carry out the projects must in the interest of the nation concerned be as
efficient as possible, The Bank does not feel, however, that it should limit
its financial assistance to a project or programme which by their nature are
self-liguidating in the ordinary commercial sense.

Hence, we don't quite accept the categories which were set forth in the
report of the Sub-Commission on Economic Development, those categories of
projects which they classified according to the suitable source of international
finance, They first list general industrial projects being suitable for private
finance, This is no " doubt correcf ag a general statement, Primarily one
would look to private enterprise capital to carry out industrial operations.

But we do not regard ourselves as precluded from participating in such
activities, particularly if jointly with private enterprise. The second
category in the Sub Commission's report is the so-called economic cverhead
projectst power, transportation, commmications, agricultural development,
land reclamation and irrigation and so on. At some points in the rerort; they
seem to doubt whether these are suitable for the International Bank, although
at one point they acknowledge that they are very close to the heart of our
present activities. The Bank recognizes that basic resource projects like
these must bs assessed in terms of their long-range economic productivity,
taking into accouny the contribution they will make to a secondary development

of the economy. Within this framework, we regard ourselves as very much at
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home in the field of economic overhead projects. Then we come to the social
overhead projects, health, education, housing, labour training, and so on.
Here again we would not like to feel excluded from the field. We can conceive
of projects coming up along these lines which would be sufficiently productive
to justify resort to the Bank's resources, especially if they are linked to
other types of operations having a more clearly economic nature. In fact even
if the Bank wholly abstained from financing social overhead projects, the
conclusion need not necessarily be drawn that such projects cannot be carried
out. The point is simply that if the Bank makes a sufficient contribution in
the fields of categories 1 and 2 in the Sub Commission's report, the country
concerned may well be able to afford to carry out with its own resources the
associated programmes in category 3.

May I add a wcrd regarding the revenue-producing character of projects.
The Bank under its Charter must lend either to governments or under the
guarantee of national governments. Our eventual security, therefore, on any
loan is a pledge of the national credit of the borrowing country. On the
other hand, we naturally do not want to set up a loan project under a
government guarantee in which the primary borrower will prove insolvent
and we shall have to have resort to the guarantee. Indeed the Bank has
sometimes urged member governments to put projects which they have submitted
to us on a self-liquidating basis, and I think that has given rise to some
misconception. Let me explain why we have done this: If for example we
were submitted a project for development of & country's ports - I speak
purely hypothetically - and it were proposed that that port development
be entrusted to a joint committee of the Ministry of Transportation, the
Ministry of Finance and the Ministry of Economics, we might well express

our preference for the creation of a Port Authority, our purpose being
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simply to ensure the effective execution of the project. Having reached
that stage, the question of finance might arise; and we might well propose
that this Authority should be set up as an autonomous financial agency,
deriving revenues from this port development project in the form of port
fees. Now, when we make a suggestion like that, it is not because of any
general preconception that projects must be self-liquidating., It is

rather that, if the country concerned is a characteristic undeveloped
country, it is already having a severe budgetary problem, it is seeking

new sources of budgetary revenues, and here lies one ready at hand, i.e.
charging port fees in accordance with the benefits derived by the users

of the port - a conventional form of financing. The question, after all,

is simply one of the incidence of taxation; the question is whether the
beneficiaries of the project should pay for its use or whether the burden

of finance - I am still speaking of internal finance - should fall upon

the general budget, If the general budgetary situation permits, and if there
are good reasons of a practical or social nature for not imposing the costs
of the project upon the ultimate beneficiaries, the Bank does not insist
upon a doctrinaire policy that the project must be directly self-liguidating
in local currency.

Similarly, in judging the borrowing country's capacity to service
external debt, and in assessing the contribution of the project in this
direction, the Bank does not talke a narrow view, In fact, it must give
consideration not only to the long-term indirect effects of the project
upon the country's balance of payments, but also to the more general
prospects for the country's external payments position. The Sub Commission
on Zconomic Development has pointed out that if a country's general balance

of payments position is well assured, it might not be necessary to require
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that a project contribute, even indirectly, to the improvement of the
external payments position. Unfortunately, the converse is also true.
If a country's balance of payments prospects are very poor, the Bank might
not be able to entertain a loan application even if the particular project
concerned would demonstrably produce exports sufficient to meet the service
on the loan. The question which the Bank must always consider is whether
the service on its loans, together with other debt service requirements,
would put an undue burden upon the prospective total exchange availabilities
of the country concerned.

The explicit requirement that the Bank must lend either to member
governments or on their guarantee has facilitated our efforts to assure
consideration of priorities among different projects, and of the
co-ordination among such projects. It should be kept in mind that although
a great number of projects in a given country might seem sound enough in
terms of their yield in local curreﬁcy, they may in the aggregate exceed the
country's capacity to finance investment, whether from its domestic
resources or from the amount of external borrowing which it can reasonably
undertake, Hence it is imperative to establish priorities - to commence
with the most economically productive projects, measuring productivity in the
broad terms which I have mentioned before,

A problem which is technically even more difficult is to develop a
pattern of interdependence among the investment projects so that what is
carried on in one direction is matched by those necessary complementary
investments which alone can ensure the economic effectiveness of the whole,
An obvious example is that there is no use in bringing new land under
cultivation through an irrigation system unless at the same time transporta-

tion facilities are provided to bring the crops to market; or there is no
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use in providing power resources for an area without some assurance that
there will be an adequate development of agricultural or industrial activity
in the area.

All this means that what is needed is an integrated investment
programme and (I come now to the final and most difficult stage of all) a
programme timed over a space of years in accordance with the available
resources., Such a programme must be carried out by stages, whether because
of physical or financial limitations., An early start on the most productive
projects means building up a national income, a taxable capacity, a balance
of payments position, which will sustain further development activity, But
to start the programme off on the right foot, it is critically important
to have at least a general sense of what the general development programme
is to be,

Now this task of developing integrated development programmes is an
extremely challenging one. The Bank seeks to provide every gssistance
along this line, and it is a part of our daily life to do so, To take the
simplest case, when we receive a loan application our first thought is to get
out into the field and see the problem on the spot, talk to the people there,
find out just what stage their thinking has reached, When we do that, one
of our first questions is: What stage have you reached in your general
thinking as to the lines of economic development along whiech you wish to
proceed? How does this particular project fit into your general programme?
We frequently find that not sufficient attention has been given to that
problem, and further assistance is requested. We have sent a number of
special missions with a few people for a short period of time, just to start
the work along these lines within the government departments or agencies

in the member country concerned and to stimulate that kind of thinking and
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the production of that kind of intelligence and information. - Or on occasion
we have undertaken major technical assistance missions to member countries
for working out development programmes., Our principal effort to date in
that field has been a mission to Colombia, which was organised something
over a year ago, under the chairmanship of Dr. Lauchlin Currie, a well known
economist in the United States. This mission included about twelve or
fourteen economists and specialized experts in different fields and of
different nationalities. This group spent about six months in Colombia,

and when they returned, they spent another six months writing their report,
As a matter of fact, they found two or three return visits to Colombia

were necessary to fill in gaps which they had failed to cover during

their first visit. This effort has been experimental, but we hope it will
prove very useful. We expect the report to be published, and when 1% 1is,

I do commend it to the attention of the members of this group as the kind of
effort that we think must be made in a country to assess its total resources
position and to develop a logical, integrated, and productive investment
programme. The expanded technical assistance programme through the

United Nations should provide a substantial impulse for this kind of work,
and we expect a great deal from it. But all of this external advice and
assistance will be wasted unless the member countries themselves have an
effective organization to receive the information, absord the advice, and

to implement it and carry it out. What is needed is a vigorous nstional
organization entrusted to responsible, unified, and objective hands. Too
often we have found this element lacking. Through the efforts of the
countries themselves, through co-operstion and assistance from the
International Bank, and through other sources such as the Technical

Assistance Programme, we hope to see a greatly improved presentation of
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programmes and of projects. There is no doubt that the single greatest

obstacle to the Bank's advance at the present time is the inadequate character
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of the preparatory work in our member countries. The solution to this

problem will require, in our judgment, long and arduous work by us all.

Now, these views which I have been expressing, the substance of which
is to try to give an impression that we do take a broad view of development
programmes, is, I urge upon you, nothing new in the Bank. We are accustomed
to taking a broad view. And I cannot refrain from commenting that we are
also accustomed to borrowers expressing surprise when we evidence interest
in things other than the particular project which is submitted for review.
We have had borrowers who felt that we were most unduly inguisitive about
their general economic problems, and about their general economic position
and policies. But I do feel that within this group there has been indicated
strong support for the view that one must consider economic development in
the broad, and that in judging any particular operation one must see it in
its general context,

Now, at the seme time, we know we cannot be perfectionists in this
field. We are not demanding five-year blue-prints for the economic
¢ development of an undeveloped country which is just beginning to make progress
on carrying out its ideas, Had we held such views we should never have
made a loan to date, Our philosophy is to be practical and pragmatic, to
move forward, but not too quickly, not so fast thet we shall make wasteful
expenditures of funds; and when I say we, I meen that we want to protect
our borrowers from making wasteful expenditures of their resources in the
abgence of a reasonably clear concept as to the nature of their economic
development programme.,

May I turn now to another subject, which is the question of the

currencies in which the Bank loans are made, The Bank is now increasingly
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encountering the problem of raising adequate non-dollar currencies for its
lending purposes. The generally increased supply of goods in Western
Europe and, since devaluation, the general tendency for Western European
goods to be more competitive in world markets, means that economic development
in the undeveloped areas should be able to absorb a greatly increased flow
of goods from sources other than the United States, Now this flow can

be financed, at least in some part, in dollars; in fact about a quarter of
the Bank!s dollar loans thus far have actually been spent outside the

United States. This has the advantage of enabling the supplying countriss,
the Western European countries who are selling goods against dollars
supplied by the Bank, to find an additional source of dollar earning power,
But it also has the disadvantage of imposing a dollar obligation on the
borrowing country to finance its procurement requirements in soft currency
areas, We have noted a distinct tendency by borrowers to seek soft currency
finance, through the Bank or otherwise, for such procurement, and to reserve
their borrowing capacity in dollars for purchases in the United States.

Such tying of the Bank's dollar loans, in other words, to purchases in

the United States has been much more a reflection of the attitude of
borrowers than of that of the Bank. I think it is unnecessary for me to

say to this company, that the Bank does not make tied dollar loans and

that it is forbidden by its Charter to do so.

Also, as long as currencies are inconvertible, a real problem arises in
assessing the credit-worthiness of a borrowing country, Countries may well
have exhausted their credit-worthiness in dollars for dollar loans, and yet
have soft currency earnings which would clearly establish their credit-
worthiness for advances in soft currencies to meet purchases in soft currency

areas,
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The Bank's supply of lendable soft currencies, is obtained from
capital subscriptions by the various member governments, or through funds
borrowed in the financial markets of those countries. But both operations
require the consent, under our Charter, of the country concerned, and these
consents have been given, thus far, rather hesitantly, because countries
fear that their balance of payments position will not permit them to
undertake the unrequited exports which are involved in exporting against
payment in currencies provided by them through the Bank.

Some progress has been made recently, however, in obtaining such
consents at least in principle, subject to consultation between the Bank
and the member country when specific needs arise, While the balance of
payments position of most Western European countries is admittedly difficult,
relatively moderate amounﬁs of their currencies would be a great help to
the Bank and to its borrowing members. It should also be noted that even
if such countries may still have overall balance of payments deficits, they
may be able (indeed, some have shown that they are able) to maintain sub-
stantial capital exports in the direction of undeveloped areas.

The Bank believes that it has a real role to play, as risk-taker
in such capital flows, and is very desirous of expanding the international
scope of ite operations along the lines which were envisaged for it at
Bretton Woods. Furthermore, as a result of the circumstances I have just
described, additional progress by the Bank in obtaining access to adequate
supplies of non-dollar currencies may be of great importance in establishing
the general magnitude of the Bank's lending operations,

Finally, a few words with respect to assuring the continuity of
international investment and the proposals of the Committee of Experts
on that subject. The Bank's Articles of Agreement prescribe that it should

endeavour to "promote the long-run balanced growth of international trade



e Sl

- 2] -

and the maintenance of equilibrium in the balance of payments" and should
"eonduct its operations with due regard to the effect of international
investment on business conditions in the territories of its members,"
Both by its Charter, therefore, and from its experience, the Bank is
sympathetic with the objectives sought by the experts. Avoiding large
fluctuations in international investment is clearly in the interest of
both capital exporting and capital importing countries. In fact, the
jdea of continuity is at the basis of the Bank's conceptions. The loans
granted by us during the first years are considered as the first step in
a relationship with its member countries which will grow with the years,
as their capacity to absorb foreign assistance grows, as their internal

productivity develops, and as their prospects for attaining international

equilibrium improve, The flexible nature of the Bank's resources gives it the

means, within limits, to substitute for private investment when this is

lacking, In fact, this is really what we have been doing recently in the

face of a U.S. capital market which has not been ready to absord significant

amounts of foreign bond issues.

Continuity, however, is not necessarily synonymous with stability

or rigidity. The foreign needs of the capital importing countries vary from

period to period according to their own trends of development and their
capacity to undertake new investments, according to their progressive
adaptation to new market conditions, and according to the variations in
the prices of their main export products, which may make for improvement
or deterioration in their balance of payments position and for changes in
the overall resources currently available to them. Indeed, if loans had
to be extended in pre-determined amounts during given periods of time,

1% would be inevitable, until, perhaps, such time as there could be built
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up a backlog of suitable investment opportunities, which we certainly do not
have today, that the lending agency charged with carrying out this fixed
programre of development would De compelled to extend credit without
adequate appraisal of the productivity of the investments, or of the
cavacity of the recivients to make repayment. The volume of capital flow
ts, of course, importent, but it contributes to development only if the
capital is productively used. The implication exists in the report that
the increase in the iepacity to repay will somehow be proportionate to the
increase in the umount of investments. At least, the problem of repayment
was given very little attention. This would not be the case if the new'
investments tended to support or consolidate a patiern of production based
upon an existing irternational disequilibrium. In the long-rum, it is
not enough that, in the aggregate, the real income of the recipient
countries should be increased, if their external position has become more
and more precarious and if the existing jnternational maladjustments have
been perpetuated. It is necessary to direct investment toward new patterns
of production, which in the aggregate will moderate the strains upon the
international baiance of payments. If international investments are to be
of real service, they should serve to bring about structural changes in
production which will improve Dboth internal productivity and external balance.
For the rest, the report of the experts is concerned very largely with
actions and commitments to be undertaken by its Member Governments, both in
the national and the international field. These actions imply major policy
decisions on the pars of the various countries and the Bank accordingly
feels that many}of tye recommendations cannot properly be discussed by it.
Furthermore, the Bank does not feel that it has been limited in

the expansion of developmental loans by the inadequacy of its resources.



It has ample uncommitted cash on hand and its recent borrowing operations
have shown that it will probably encounter no difficulty in raising more
funds when the need arises, Hence the Bank's reluctance, at the present
stage, to discuss some of the specific proposals made by the experts rezard-
ing the organization of the Bank's work, arises not only because it feels it
should defer to the Governments of the Bank's member countries, but also
because the means of financing which it has at its disposal and which it can
reasonably expect to mobilize appear at present adequate for its purposes.
Such, in brief, are the considerations which the Bank keeps in mind in
conducting its operations, In short, it can be said that we seek to lend on
projects which will make the most effective contribution to the development
pattern or programme of the borrowing souniry. We believe the policies
outlined above are sufficiently flexible to impose no real limitation on
our activity. The limitations have arisen from different sources, I have
already made mention of the fact that the number of concrete and adequately
prepared loan proposals has not been what we would have hoped, and also
of our hope that the technical assistance activities, to which the Bank
hopes to meke its contribution will help to remove this obstacle, Reference
should also be made to the borrowing capacity of the Bank's member countries
as a limiting factor, Foreign indebtedness involves service charges for
a period of years and the amount of such service which the prospective
balance of payments of any country can bear is limited. This is all the
more true when dollar indebtedness is concerned, and this is one of the
reasons why the Bank is so anxious that the devélopment programmes or patterns
which it assists in financing should contribute to improving within a

reasonable period the external payments position of its borrowing countries,
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FROM: The Secretary

Attached for the information of the Executive
Directors is a draft brief proposed to be used by the
Bank's representative during the discussion by the
Economic and Social Council of the problem of financing
economic development, which is scheduled to begin July 10.
That portion of the report of the Experts on "National
and International Measures for Full Employment" relating
to the Bank will be considered in connection with this
discussion. :

It is intended that the Bank's representative
will be given discretion whether or not to make the
attached statement; he will, of course, be authorized to
adapt it to the trend of the previous discussion.

It would be appreciated that, if any Executive
Director wishes to comment on the attached statement, he
would do so in writing to the Secretary on or before
Monday, July 10.

Distribution

Executive Directors and Alternates
President

Vice President

Department Heads

Secs: }-232
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July 5, 1950

DRAFT STATEMENT
Of the Bank's Representative at the ECOSOC MEETING
i on the "Experts! Report to the United Nations
E on National and International Measures for
|

Full Employmentw

1. The International Bank has taken note of the renort
of the group of experts apnointed by the Secretary
General of the United Nations to congider the problem

of "national and international meagureg for full

employment™, as well as of the report of the Economic

and Employment Commission dealing with the experts'

| propogsals. The interest which the International Bank

a has in these matters has been strengthened in the course

Q of 1ts activities, and it has indeed been gpelled out

in the definition of lts purposes as stated in its
Articles of Agreement., They prescribe that this
institution ghall endeavor to "promote the long-run
balanced growth of international trade and the maintenance

of equilibrium in balances of payments" and shall

I "conduct its operations with due regard to the effect
of international investment on business conditions in
the territories of its members."™ Both by its Charter
and from its experience, the Bank ig, therefore, in

ves/




F-—_%

2,

agreement wilth. the basic aims and purposes of the

T experts'report,

2+ The International Bank cannot speak for its member
: countries, The report of the experts is concerned very
: largely with actions and commitments to be undertaken
h by 1ts member governments both in the national and the
international field., These actiong imply major policy

decisions on the part of the various countries and the

Bank accordingly feelg that many of the recommendat’ons
cannot properly be discusged by it, The comments which
the Internatlional Bank can offer at this stage refer,

therefore, mainly to the general and practical problems

of international investment and economic development

ralgsed by the report of the ecxperts,

A, - Importance 3. In the first place, the International Bank
of Continuous

! Flow of Capital? wishes to register its approval of the idea

expressed by the experts that the movement of inter—

as possible, Avoiding large Tluctuations in these
movements 1is clearly to the interest of bhoth capltal
exporting and capital importing countries. 1In fact,
the idea of continulty i1g the basls of the Bank's
operations. The loans granted by this institution

|

l

' national investment should have as continuous a character
|

|

|

1

I during the firet years are not congidered the one and

only contribution which the Bank can make to the economies

- e
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of its member countries, but rather as the first step
in a relationship which will grow with the Years, as
their needs for foreign assistance grow and as their
internal productivity develops as well as their chances
to attain international equilibrium, The very flexib-
111ty of its lending capacity gi%es the Bank the means
to substitute for private investment when this ig
lacking, And this is really what it has done until
now in the face of a U,8. capital market which wag not

ready to absorb large amounts of foreign bond issues,

k. Continuity should, therefore, be defined in the
aggregate, as 1s done by the experts. Continuity is
made easier by the possibility of substituting one type
of investment for another. But continuity is not
necegsarily synonymous with stability. The forelgn
needs of the capital importing countries vary from
period to perliod according to thelr own trends of
development and their capaclty to undertake new invest-
ments, according to their progressive adaptation to

new market conditions, according to the variations in
the prices of their main export products which may

make for improvement or deterioration in their balance
of payments and for increase or decreage of the overall

regources currently available to them,

g
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B. - (a) Programs 5. In the second place, while the report of

vs. Projects

exiblility the experts gives due weight to the effects of
of Bank policies
re Projects and capltal imports on output, national income,

Local Currencies:
and export capacity, it is perhaps more concerned with

the quantitative aspects of investments than their
quality and direction, The volume of capital outflow
is, of course, important, but it contributes to develop-
ment only 1f the capital 1g productively used, The
implication exists in the report that the increage in
the capacity to repay will be proportionate to the
increase in the amount of investmentg, Thig would not
be the cage if new investments tended to support or
congolidate a pattern of production which allows an
existing external disequilibrium to continue, In the
long-run, 1t 1s not enough that, in the aggregate, the
real income of the recirpient countries ghould have
increaged, if their external position hag become more
and more precarious and if exigting maladjustments have
been perpetuated, It 1s nécessary to direct invecstment
toward new patterns of production which in the aggregate
contribute to moderate the straing upon rthe International
balance of payments. If international investments are
to be of real service, they should serve as a lever

to bring about structural changeg in production which
will improve both internal productivity and external

balance.

eees/
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6. The Bank lends with the guarantee of the government of

the country in whoge territory the project ie located. This is
: not only for the purpose of avoiding difficulties in a field
where foreign axchange trangactions are involved, 1t is even
more because the main purpose of the Bank loane is to serve

the whole economy of the borrowing country. The backing of the
authorities who control the pattern of development of a given

area and are required to pledge their credit is considered

essential to ensure that the investmente financed are in
effect the ones which will be the most beneficial to that area,
elther through their effect on the balance of payments or on
the general economy, It should be recogniwed, however that
this could tend to act as a limiting factor on the Bank's
effectiveness, if the investments to which the guarantee 1is

granted should not happen to be the moat generally beneficilal.

7+ The mere fact that one investment is financed with
external asslstance means that other investmente become

possible, This 1s a second reason why the Bank is in-

|
|

|

|

\

\

|

\

L terested not only in the investments financed directly

[ by 1t, but aleo in those which will be undertaken con-

{ currently, i.e. in the develonment pattern of a member

| country. Determining this is usually not an unduly arduous
t task, at least ag far as public investment is concerned,

; slnce a program can be established or forecast: Several
governments have asked for the International Bank's

‘# assistance in the establighment of such programs.
[

Thelr aim has been to determine the direction

.0./




r—=_——‘l

6.

i which development — public and private — would most

y profitably take and the pace at which investment can
reasonably proceed, If such comprehensive programsg
can be established, and adopted or adapted by the

g governments, this would be of great assistance to the

ﬁ Bank in agssessing the relative urgency and usefulness

.

1 of the investments included in theseprograms,
!

| 8. The fact that the Bank's developmental financing

%J concentrates on specific projects has sometimes given
rige to some migapprehensiong, The specific projects
involved are those investments which have been singled
out in agreement between the government of the countrles

concerned and the International Bank ag representing,

within the framework of a given pattern or program of
development, the mogt urgently needed and the mogt
generally productive investments, This method of

|

|

|

'

{ operation has proved useful inasmuch as 1t avolds the

[ dissipation of funds and, undue delays in the reallzation
! of the selected projects,. It does not seem to the Bank
| that this method has acted as a handlecap on its lending
' operationg, The Bank indeed expects a growing number

i of acceptable applicationg to be submitted to it as a

} result of the efforts now belng devised by the United

! Nations, the Specialized Agencles and the U.S.A. in

the field of technical assistance,

xt
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9+ The Report of the Sub Commigsion on Economic Develop—
ment has stressed that the social usefulness of a project
wag not to be Judged merely from a commercial standpoint,
and that there were non-income bearing investments which
had a direct or indirect effect on a country's, economy
which should be eligible for foreign financing., The

Bank agrees with this vicwpoint and has had opportunity
80 to express itself to the Sub Commigsion, The Bank
feels that commercial operations should clearly be
carried on on commercial lines, that economy is essential
in any project, and that the organizations which are
called upon to carry out a project, mugt in the interest
of the nation concerned, be as efficient ag possible,

but it does not feel that it should limit its financial
agslstance to projecte or programs which by their nature

are "gelf liquidating",.

10, Finally, the Experts'Report on Full Employment has
gtressed the fact that the effect of additional inveet-
ment on the balance of payments is not necessarily
limited to the immedlate imports required by such
investment, but may imply an indirect impact on the
general import needes of a country. This consideration
has been taken into account in the Articles of Agreement
of the International Bank, The Bank does not have a
policy which prevents it from making available foreign

Do./
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exchange to cover part of the local currency costs of

a project when a loan of thig kind is economically
appropriate, In general, its policy may be summarized

ag gaying that so-called "loeal currency loansg" of thisg
sort will be made only ¢ (a) if the country is sufficient-
ly creditworthy to be able to undertake a foreign exchange
obligation in order to finance costs in local currency,
(b) if the project being financed is of such economic
urgency that the country's ability to undertake foreign
borrowing ~ which is more or less limited in all cnges -
is better utilized in financing this project rather than
in financing the direct forelgn exchange costs of
alternative projects, (c) if the local currency costs of
the project cannot recasonably be met out of availablé_”
domestic resources, and (d) if the project demonstrably
gives rise to indireet foreign exchange requireﬁents
arising from the logs of export potential or the nced

for increased imports of either raw material or essential
consumption goods to prevent the invegtment from having

an inflationary effect on the econonmy.

11. It is apnropriate to point out, however, that the
Bank feels that in any project the contribution to be
expected from the local economy should be as large as
1g compatible with the country's resources, It is,

therefore, endeavoring to assist the underdeveloped

!..' 0/
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countries to mobilize local capital for investment

purpoges and conslders this task as one of the major :
contributions it can make to the cause of developrent,
The method does, of course; vary from country to country,
but a recent example may tend to illugtrate the type of
operations where ﬁhe Bank can be of assistance ¢ & new
industrial dewvelopment Bank, capitalized both by govern—
nent and private funds; has, during the last weeks, becen
created in Turkey ; this ingtitution was establighed
with the help of a consultant employed by the Internation-—
al_Bank in responsc to a request by the Turkish govern—
ment and Turkish private intcrests for assistance in
encouraging both domestic and forelgn direct investment,
The IBRD has agreed to negotiate foreign currency loans

to the Industrial Bank,

1

Ce ~ Finaﬁcial 12, In the third place, the Bank doeg not feel

Means and Credit-
worthinegs: _ that 1t has been limited in the expansion of

developmental loans by the inadequacy of itg dollar regour—
cess It has ample uncommitted cash on hand and ite

recent borrowling operationg have shown that it would
probably encounter ng diffisulty in raiging more funds

when the need arisee; The Bank, therefore, does not
consider it appropriate to discusa at the present stage
some of the proposals of the Experts'Report which

concern lts organizational set up and which attempt to

voe/
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: give the Bank access to government funds. This is not

i only because such recommendations imply in effcet
decisions to be made by the governments of the Bank'sg
member countries, but it is also because the meang of
financing which it has at its disposal and which 1t can |

reagonably expect to mobilize appear at present adequate..

Conclugiont 13. ©Such are, in brief, the congideprations which

the Bank keeps in mind in its operations, In short, it
can be sald that the Bank lends to countries for the
prolects which make the best contribution to the, develop-
ment pattern or program of the borrowing country, The
policies outlined above are flexible enough to congtitute

no real limitation on its activity, The limitations

|

|

\

|

!

' have arigen from different sources. A mention has
already been made of the fact that the number of concrete

\ projects in an advanced stage of preparation has not

L been as great as anticlipated, and to the hope that the

Bank entertains that technical assistance will remove

this obstacle. . Reference should also be made to the

fact that the borrowing capacity of its member countries

may act as a limiting factor, Foreign indebtedness

implies service charges for a period of years and the

amount of such service which the prospective balance

of payments of any country can bear, can only vary

| slowly, Thig ig all the more true when dollar indebt-
| -mo/
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edness 1s concerned, and this is one of the reasons why
the Bank 1s anxlous that the development programg or
patterns which it assists in financing should contribute
to improving within a reasonable perio@ the external
equilibrium of itg borrowing countries. This ig also
one of the reasons why the Bank is anxious to develop
1ts lending operations in currencies other than dollars,
Fair progress has been made over the recent nmonths in
this field, as several member countries have allowed
the Bank to uge for its lending opcrationg all or part
of their 18% capital subscription expressed in their
own currency, As more and more supplies can be obtained
from non-dollar areas, especially from Western Europe,
1t should be expected that, as forelgn financing of
investment develops, 1t can steadily take on a more

international character,




Statement made by Lir. Isadore Lubin, U.S. Kkepresentative at.
BE.C.0.5.0,Ce on financing economic development in ECOS0C
plenary todey.

"y, President:

"In listening to the delegates who have so far spoken, I
have been impressed by the large measure of consensus

which has been reached in the Council on the subject of
finencing economic development. This is an importent fact
since it shows that we can, by frank discussion and careful
analysis, develop a common understanding of our problems
and thus lay a solid foundation for action. How far we
have acdvanced in this respect is also shown by the report
of the fourth mission of the subcommission on economic
development which is before us. The work of this subcom-
mission is, in a way, a barometer of the ups and downs which
we have experienced in our efforts to reconcile differences
in points-of-view and to arrive at workable concepts. The
report of the subcommission is an able analysis, in which
the main elements of the problem of financing economic
development are preseated with clarity end in o perspective
of commendable realism,

"I might describe what we have so far achieved by saying
that the Council has elucidated the vasic elements of the
problem and the essential nature of the process.

"Those who may heve thought of economic development as

something that could be injected into an area from the out-
side by a financial or technical hypodernic process, have, I
believe, been brought to = full realization thet the process
requires primarily internal effort and organization. In the
forefront of this domestic effort is the need for improving
internal benking and credit organization, stimulating local
savings and channeling them %o productive investment.

"On the other hand, those who mey have thought that under=-
developed areas need merely to tug firmly at their own boot~
straps in order to lift themselves into higher levels of
economic activity, are now, I am surse, convinced that capital
from foreign sources can play a vital part in achieving this
result,

"We all reccognize thet the underdeveloped countries need
foreign capital == both private and public == to facilitate
and sccelerate their developmental process, and that it is
desirable and necessary to expand the intermational flow of
capital for this purpose.

"I think that we are pretty generally agreed now that private
capital is of particular importance in furthering economic
development since it carries with it technical know-how and

a capacity for speedy action.

" Our concensus
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"Our consensus on the need for assuring investors of fair
and equitable treatment and of the generally accepted princi-
ple that foreign investment should not be used as a basis

for interference in the domestic affairs of a recipient
country or the wasteful exploitation of its material re-
sources is an important landmark in international economic
understanding.

"Equally important is our recognition of the need and impor-
tance of public and government lending operations -- particu=-
larly because of their catalytic effects upon private in-
vestments -- whether carried on by national or international
financial organizations.

“In agreeing on these general points, we also accept the
implications that both the more and the less advanced countries
of the world have a common interest in promoting production

and economic growth.

"These propositions may seem simple to us now, but all of us
who have taken part in the debates of the commissions and of
the Council know how much time and labor it took to hammer
them out. Vie may thus register with some satisfaction the
work done and the results achieved.

"In moving forward from here toward practical achievement

in economic development, there is another point of agreement
which provides us with a sound basis for action. This

is our common support of the Technical Assistance Program
through which we can achieve the second lap of progress toward
our goal.

"In the expanded program of technical assistance it should be
possible to cooperate in developing those local measures
necessary to capital accumulation in underdeveloped areas

and to chauneling savings into productive enterprises.

"One of the major tasks before the Council is to try %o
analyze the conditions and factors which may affect the

pace and scope of economic development in the near future.
These are questions for further examination and analysis

by the Secretariat and by special groups of experts. I
should like, however, to illustrate the nature of the problem
by brief reference to two themes which run like a thread
through the pages of the report of the subcommission on
economic development and which, in my opinion, go to the
heart of the problem.

"One of these themes is related to the rate at which
different countries may and can develop their resources

in an efficient and rational way. Vhile not explicify,

at least by implication, it might appear that some members
of the subcommission on economic development as well as
others have assumed that the rate of economic growth

can be fixed almost at will and that the only limitation
on such growth is the amount of foreign capital a country

can obtaine.
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can obtain. There even appears to be the further assumption
on the part of some few that development can take place

almost overnight. Such views are an understencable expression
of the justifiable impatience of the less developed countries
with the present low standards of living of their people.

We know, however, that great speed, even if it were always
possible, is not always compatible with the best ug of
resources and with lasting improvement.

"It is at this point that the real significance of the
Technical Assistance Program becomes especially apparent.
Technical assistance programs will provide a means for
helping countries to assess their resources and possibilities,
and to prepare programs and projects for development and for
international financing.

"That foundation laying process is not an easy one. The
output of a dam for power and irrigation cannot be

estimated without adequate water data; its site cannot be
located without topographic maps; its economic justification
cannot be ascertained without :elated economic and resource
surveys. The determination of its size and shape and
location require meticulous wark. Knowledge of these are
necessary to its financing.

"The question of the rate of ¢evelopment is of special
interest in view of the second theme that runs through

the report of the subcommission. I refer to the widely
current idea thet economic development should be consistent
with social betterment and with a simultaneous rise in
stendards of living. This idea represents a new and vital
departure in the social thinking of tho world. As I read
history, I find that economic development in its earlier
stages has been in most countries a rather painful

process. Vie all know the deprivations and economic
development in its earlier stages has been in most
countries a rather painful process. le 211 know the
deprivation and suffering of the mass of the people who
were drawn in the mines, factories and workshops in the
early days of industrialization and of the degrading social
conditions under which the workers had to live.

"It is inspiring to think that we have reached a point in
history when newly developing countries want to avoid the
painful social implications of industrialization and to
provide their people with both machines and butter at the same
time.

"May I emphasize, lir, Chairmen, that the interest of my
government in the economic development of other countries
represents its concern with the genmeral improvement of
economic and social conditions everywhere. OSuch improvement,
we believe, is the only sound basis for the attainment of
desirable econemic, financial end social policies, which

are basic to meintaining conditions under which free
governments can survive, unrest deoressed and war banished.

Iy Government
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My government has had a tengible interest in economic
development and its willingness to cooperate with other
countries in advancing their economic programs and policies
is, I believe, sufficiently well-known as not %o require
comments It would perhaps not be inappropriate, however,
to surmerize here very briefly a few of the facts about the
assistance which the United States has given through loans
and credits for economic development in the underdeveloped
countries, and to indicate what the prospects may be in
the future.

"I wish to meke it quite clear that the interest of the
United States in the economic development of other countries
is not a matter of exhertation or persuasion, but of
performance. Our interest has been shown in the past by the
large amount which has been invested directly end indirectly
by the government and by the private investors of the United
States in the economic development of the underdeveloped
countries, This investment has taken plece in three ways:

(1) Direct loans and credits by agencies of the United
States, (2) the loan of funds supplied by the United States
Govermment and investors through the International Bank,

and (3) loans and direct investments made by American
netionals.

"Since July 1, 1945, the Export-Import Bank has extended
credits for economic development amounting to about

nine hundred million dollars. About two=-thirds of this
amount went for development loans %o Latin American and
Asiatic countries. These were loans for every significant
developmentsprojects, such as electric power and
transmission facilities, agricultural development, pro=-
duction of metals and minerals and some other development
work. These amounts do not include certain reconstruction
loans and loans for the purchase of raw meteriale extended
to various of these countries.

"Shortly after the inauguration of the International Dank,
the Govermment of the United Etates agreed to permit the
bank to loan the entire amount of the United States
subscription. /A few othor countries have permittecd the
bank to utilize their contribution to its capital. The
use in the latter instances has been limited %o certain
special conditions, while the United States contribution
can be used without any restrictions placed upon it by
the United States Government itself. OSteps have also been
taken to amend the banking and securities laws of the
United States to facilitate the sale of the bank's
securities., Of the bank's outstending loans of eight
hundred sixteen million dollars, three hundred thirty-two
million represent loans to underdeveloped nations,
virtually all of which were made in the last two years.

"The United States Government has wholeheartedly supported
this trend in the bank's affairs end believes thet the
resources of the bank should be used for making as many

loans for development projects as can be economically and
efficiently used,



efficiently used.

"I submit that with the present large amount of the bLank's
unused lending capacity, it is premature at this time to
discuss its enlargement. In this seme connection, may I
refer to the recommendation made by the experts in their
full omployment report to the effect that the activities
of the bank be enlarged. It is my opinion that the scope
and manner of increasing international capital resources
available for development should be determined only after
we have had further experience with the actual financing
of developmental loans. If it appears at some future
time, as a result of a large increase in the number of
development projects the resources of the bank are
inadequate, consideration can be given to increasing

its lending capacity.

"It is natural that the United States, with an economy
based on private enterprise, should attribute great
importance to the loans and investments made by its
private citizens which it believes represents the most
desirable form of international investment. It is not
necessary to repeat here what the representative of the
United States has said in the past at the meetings of
this Council about the proper climate and conditions of
investment which are essential to attract the savings

of privete individuals and investments by corporations.

"Obviously, it is hazardous to predict what the rate of
out-flow of private capital will be in the future. The
expanded flow of private investment, as has been so well
recognized by the subcommission, depends upon the
development of a climate favorable to such investment.
Investment and related types of treaties can contribute
to the creation of such a climate.

|
"Recognizing what has already been done, there is still
the question of what the possibilities may be for the future.
The Export-Import Bank has a total lending authority of
three and one-half billion dollars. Of this emount, over
two and one-half billion dollars is represented by loans,
or commitments of which more than & third are to under-
developed countries. As these loans are repaid, the bank
has automatic additional lending power available to it.
At the present moment its uncommitted lending authority is
in excess of eight hundred million dollars. This sum is
available, emopg other things, for suitable projects
presented to the Lxport-Import Bank by underdeveloped
countries.

"National and international govermmental lending institutions
are far from having utilized their lending capacity to

the full. The International Bank has borrowed on the
American market the amounts which it expectediit could

lend within a reasonably short period and it ocan continue

to borrow
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to borrow on quite favorable terms, the amounts which can
reasonably be expscted to be required for lending purposes
for some years to come. Thus, no one can seriously expect
that the bank will have any difficulty in borrowing funds
in the American market until it exceeds the amount of the
United States capital subscription to its stock. 1In
practice this means that the bank is in a position to
borrow at least two and one quarter billion dollars more.
Moreover, it is encouraging to see that other countries
have given the bank permission to utilize their capital
subscription and the bank has been able to make a stard

in selling its securities in several countriss outside

the dollar area.

"In short it does not seem that the bank's loens are at
this time limited by the amounts of its capital or by
the amount which it has been able to borrow from private
investors.,

"In conclusion, lir. President, may I repeat what I said
at the beginning: It appears to me that we have made
considerable progress in reaching a common understanding
() I shall take the occasion to discuss verious other
aspects of the report of the subcommission as well =s of
the report of the group of experts on full employmeut.

"I am confident that through our further consideration of
this subject and through continued international cooperation
the progress of economic development throughout the world
will be accelerated."

(i) Apparent omission. Repetition has been requested.



