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June 24, 1970 

Mr. McNamara: 

You may be interested in 
the attached memorandum prepared 
by Mr. Schulmann. 

JHA 

Attachment 

cc: Messrs. Alde\vereld, Rickett, 
Friedm~, W. Clqrk· , .. 

John H. Adler 

I 

)' 



I t;TLI~NATI O.U.l [1~\II.:.LOf'i';UH IN Tlk~:/IT I l>i·,;..L. Elf.i.K FOf-< 
ASSOCII1TI O:< RECOUSH:UCII o;: Ar'D fJCVELOi'l·k'n 

I IHE"Hi<hliOi:/.L. 1"1.~!/'.!:CE 

cor:ror.i. r 1 o:< 

O r-r tc·-r-
1 r! t=. 

TO: l·jX'o J ohrl Ho Adler 

I ro··~ J <',.'1'1]. r··,, r·J'l / 11 
·l . .L'o u L)~,._.j l... 1..d .1- 1J. 

Visit ·Lo Bonn nnci. Fr<mkfurt ----·-·- ___ .,_ ----- --·---

Dl':·. l~: June 23, 1970 

l. As suzr;cs'\.,ec1, J talked to various people in the K:red:i tanstal·L, 
the Bunc1esbCJ.nk and the Fed0ral JiirListries during rr;;T stay in Germany, 
mainly CJbout Gerrnan O.ev·elopnent assistance, problems of aid coordination, 
the economic outJ ooJr at mid --year and the short--te1·m prospects for c<lpital 
exportso 

2. My contacts included: 

in tho Kfi:,J (June l/2): Hr. Guto\·Jski (Econc•.~.ie; Advj ser ), Hro 
Aust "'(Ciilef~ Economics Department), Hro Stein ( Chief', Statistie;al 
Division), Hr·. Br~der (Chief, Credit Scc:rct.2.J-:i.a·L II), Mro F'orelJ. 
(Chiof, Division for Export Credits); 

in t.hG ~~ndes!:_0-nk ( June 2): H1·. Schlesingc:r (Director, Economics 
Departmene), l'Ir. Scholl (Chief, Balance of Payments Division); 

in the Ministry of Economics ( June l.r/5): Hro Hankel ( Director , 
Mon8y anci Cred,it Departriien·t)-, Mr. Hiss (ChiefJ Principles 
Division), l'Ir. Elson (Ch.i..ef, Co.pital Aid Div.i..sion), ltr~o 
Tietmcyer ( Chief , Europaan Division) 1.1; 

in the M:inistry of Finance ( June 5): 
Principles -Department)-,-J{r. Bonm:.ariu.s 
Devel opment Assistance ); 

Hro Schlher (Director , 
(Budgeting OTficer) 

in the Ministry for Econ~omic goop_c:~:§::_tion_ ( Juno 5): Mr . Neufeldt 
{Liaison Officer), Mr. Eckardt ( Bude;eting Officer). 

3. Reception vas kind throughout although I had to arrar1ge some 
appointm.:mts at r ather short notice. Discussions Here frank, partly 
because I have knmm many of the people I talked to for a l ong time, 
partly because I made it clear that I had not come :for official negotia ­
tions but t o get a better idea of the 1rmrking of t he German aid machinery 
and t o t est some i deas that need not necessarily reflect the position of 
the Bank Group. 

----------------
Y Mro Koinzer, <·Jho is r ecponsible for liaison vdth the '\P!orld Bank Group, 

1-ras on l eave of absence. 
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h. The Gcr1nan acd . .horiU.c::; seem to take consid.e-r·<~hle pricle in last 
year 1 s a:i.-~ ~Gl·fom,c.nc 3 ( t.o~c: l ne~c disbu:r:somen ~s to ~}:(: 1 s . equalled 1. )+~ ~or 
cm1~ of CilZPJ, They <:t:.re not, norrled about the cJ.eten.:n-~.t.lon of the quallty 
of Gc1man aid (decreasing share of official flows as a percentage of GNP), 
and they are conficlent th2t, the volume of private flm·Js will not shrink 
drastically in 1970 although they m·e avTare of the l~ather special factors 
that vJCre at the bot.tc:r1 of the 1968/69 cvent,s. Reasons given: the grm-r:Lng 
preference of Ger;nan firms to invest abroad; tl1e pcr.aistent tendency to~trards 
net long-term Joan capj_tal exports; tho bc.cklog of u.~·Jdisbursed export crecl.i ts. 

), Since the days of Ludwig Erhard there has alHays been a strong 
school advocating thc:tt private aid is superior to official aid, both inside 
and outside the academic co!mnmlity. The latter, officially r epresented by 
the Scient,ific AclvisOl'Y Council of tho liinistry for Economic Cooperation, 
has recently reversed its p}'evious position and com8 out strongly in favor 
of official aid. The Pearson Report Has frequently Ft-,;1tioned but t:bere 
vJere no HhoJ.esale supporters among the p3ople I talked to. Ae;ain and. again 
the argumcmt vJas advanced that Ge1many 1 s aid perf'or.fi..-:;·H.:e is better than 
averae;e and tha.t there is no compelling ro.G.SO!l for 2.. S\·Tift change of 
policies as long as other dono:cs, partici.J.larly the U.S., lag behind in 
their efforts. 

6. The lmdget for 1971 and the mcdium-tenrt finc:mcial plan for 1970-74 
have no11 reached the cabinet level. Cash payment aut~oJ.·izations in the budget 
of the Jl-1inistry for Economic Cooperation ·.rill bG slj_ghtly higher than indicated 
in the 1969-73 plan. Since the proposed authorizations for 1970 have been cut 
by $22 million as part of the present stabilization program, the nominal grmv-th 
rate for 1971 will be impressive (about 12 per cent) but still insu~ficient if 
the 0. 7 per cent target for official develop:nent assistance is to be reached 
toHards the end of the seventies. There is some roor: for 'optimism; hmvever, 
since the commitment authorizations for tecrmical assj stance and development 
loans have not been cut back in 1970 and -vrill continue to grmv at ll per cent 
in 1971--provided the Ministry for Economic Cooperation can convince the ( ove2· -· 
concerned) liinistry of Finance that this will be consistent with the frame set 
by the cash payment authorizations planned for 1970-74. 

7. The chief reason for the uncertainty surrounding the relation bet1Jeen 
commitments and disl:mrsem~nts would seem to be the absence of any maj01· planning 
and progL'a.mmi!lg effort~ The German au.tho:ri ties are i'lll~y al·rare of this and 
th e res:r-'onsibilj_-~ies of the planning division in the Iii.niRtry for Econo:rnic 
Cooperation uiJ l be 0onsider2.bly "'Iicle::-J.ed in the near futm·e. On the financial 
side, the present situation is this: the cash payment, authorizations in the 
mecli.um-term finand al plan are the ontcome of an intcr-·:-ninisterial bargaining 
about the gro-vJth rates of the i ndividual ministries' buugets. At best, there 

Y Thh; sec l:.ion is e:sscntially a follov:-up to my C!Taft paper on the smne 
subject , da-~ed Ll/3/70, and will be incorporatc·1 in a revision of the 
latter. 
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is a loof_;c con•'.cction bct'::ecn the prozrar,;s to he ir;1;.•:1 c;n .. mted and th8 aJY~ow.,ts 

actualJy alloL;Led. Rather the oppoE;ite is .true, at Jcast in the ca::::c of 
de·v-olorMJcnt af:::o:i s·0Cinc:c: it WJ.S only c1fte1· the HirLi .. ~,-L.ry r;f Finance h<:td been 
pushine; ver:J hard for some time that tbc lhnistl·y fo:: - :L:conomic Cooporation 
produced a set of f:i e;urec -t.hat purpor-tccl to sho.-J th:: p1·oposed increase j n 
corr!initmcnt author-i:;.ations to be compatible vri th the cash paym::mt authorj_za­
tions in the mcdi vm --terr,J finaucia.l plan. 

8. There are various ree.sons for the absence cf an effective plcuming 
and programmine; mecho.n.ism---somc tecbnical, some flli'lc'iJJYnental. 'f_irf?_:_t, there 
is the fragtrl8rrl.aU.oD of responsi bil:i tj es :i.n th_; de\T lop~<1cnt field, often 
deplored and the subject of much controversy at the rec·.ent convention of the 
Socia l Democr;;J.t,ic Par·ty. Time scc1ns to be lo!Orki.ng i~-., favor of centraJi zation. 
As of JVIay 15, 1970 the relations betueen the }'Iird..st:";y of Economics, r espons j­
ble for capital aid and liaison uith the World Bank Group, and the Ministry 
for Economic Coop::;rat:i..on 1dll be ree;ulated, arnong ot.J·wrs, by the folloHing 
principles : 

A11 requests for capita1 aid vJi1l be bro·1:-~ht immediately to 
t he attention of the J1inistr·y for Econo, ,ic Cooperation; 
At a l 1 stages of project preparation the ministries involved 
will Hork closely together; 
The Ministry for Economic Cooperation \-Jill develop a medilml­
and l ong-term plan of the regional anc1 sectoral distribution 
of t otal official development assistance; the Ministry of 
Economics 1·Jill coopc:r:a'Le on all qucstio::s of capi~al aid; 
Wnere the Ministry of Economics is respo:1sible for decisions 
and statements in the field of multilateTal aid, these 1-vill 
be coo1·dina ted v-ri th the Minis try for F..conor,1ic Cooperation; 
visitors from the \vorld Bank Group ivil_l first be received by 
officials of the }linistry of Economics. 

Second, planning and programming has been hampered till now by the principle 
thatrequests for capital assistance are t he responsibility of the recipient 
country . There have, of course, been numerous cases in which the corporate 
lobby i nitiated projects , but until recently the Kreditanstalt, as the execut­
i ng agency i n the field of capital assistance, has not done any active i denti­
fication 1-mrk, and presently its activities in this respect are done more or 

· less clandestinely lest un1-varranted h opes on the side of potential recipients 
are v-rakene d. 

Third, since commitments are made i n two stages (tho 11 politicaJ..1' 
decision being t aken in Bonn; t he "economic" decisio:-1 in Frankfurt) the time 
lags between the original decision to corrrrnit a loan 2.11d the actual disburse­
ments are rather unstable. No thorou..gll attempt seems to have been made to 
develop a disbursement model ; t he Ministry of F'ina,<ce i s novJ pushing for 
one , and I got the impression that both there ancl a:';. the Kredi tans tal t it 
would be greatly appreciated if the World Bank would make i ts experi ence · 
in t he field available to its member cow1tries. 
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FolJ.l' ~.~, fin-:mci~·.l planning need no l:. bo r:1s ri6orous as .-muld soem 
to be the c2se a-L. firE>G glance sjnce an excess of dit;IJurscment reqLlirements 
over casll aut.ho.d_;;C~t.ions c8.r1 bo mot. :i.n va:'ious vTays (u:t.~.lization of mnort:.iz.a .. 
tion p.::wrr.cnts or KiT! cred.its) and since unspcnL bal<c ··ces can be carr i ed for1;ard. 

E~:i}'~t.]]; , manp~n~er planning does not seem to be a m'lt.ter of great eoncorn 
in the KHJ (lmt is causi11g some concern in the field of technical assistance) 
because r esources c<m ah;ay~> be shifted from the dorr:ec-.d:.ic divi sion of Kf'l{ to 
tho foreign businesso An~'t:ay, Kflrl officials do not foreseo a rapid increase 
in the volume of capi tal aid they are r cqucstecl to p:r.·ocess; they also point 
out trw t.n:nd t o1Ta:t'ds a large share of p:cogram loan::;. 

Aid Coorctination 

9. At present, little help c an be expected from the German authorities 
i n constructing a detailed global aiel matrix because their planning horizon 
does no L allovJ a brealcdo1rm of fu t.uro flovJS by type , regj on and terms. 

10. As to aid coordination on the cow!try l evel, th e Germ~n officials 
seem to be quite satisfied with the work of thE:: com;orl:.ia and conE.'u.ltative 
groups. They point out that multi-year comm itments are i mpossibl e under the 
present budget lc:n·r and that such pledges vmuld weaken the little leverage 
donor eountries have. The latter would also be true if tbe donors \·Jere to 
disclos e their ( internal) planning flgurcs to the r ecipients. It uas doubte d 
whether this would really he lp the planners in the deYeloping countries i n 
putting tl Joir development programs on a firmer basi s ; the apparent tendency 
f or planning horizons i n the LDC 1 s to shd.nk , -vrhich may vJell be a by -product 
of t he donors 1 un1rrilling11ess to make information about likely ai.d flm..rs available 
t o i ndividual recipient countries, Has also cited as an argUJnent agajnst the 
need f or such i nformation. That donors exchange their l ending programs, i f 
a ny, was also not considered very practical, at best in the form that a "public 
t rustee " ( the ~forld Bcmk, e. g. ) aggregate the infonnat:i.on provided by the i ndi­
vidual donors as to shmJ in anonymous form the mediurn- term pattern of aid 
f lmv-s by sectors and regions . This might lead donors to revise their l end-
i ng programs on a l ater stage of t he plann.ing process a~1d thus help to avoi d 
s ome of the present distortions i n the aid patterns (although aid distribu­
t ion would remain au fond a political decision). No firm vievJS Here expressed 
about the Pearson Commi ssion ' s recommendation t hat IDA shouJ_d take other flo>·JS 
of development finance i nto account in i ts mm l ending operations. 

Further Points of Interest 

ll. Although t here are still some hardliners who i nsist that l oan t erms 
shoul d be related to 111·Jhat the traffic wi.ll bear" --either t he recipient country ' s 
debt service capacity or the rate of return of the i ndividua l pro j ect--the 
number of t hose advocating softer terms for development l oa.ns i s rapidly i n­
creasing. I t 1-.ras admitte d that the DAC 1 s activities have had a strong p~da ­

gogi cal i mpac t in t his r espect . 
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12. In spite of the c,.cca.t value attached by t.Le Gorman author·j U cs to 
t he recipi mrl:, 1 s perfol11lcJ.ncc a.s a guide to aid [l.llo(;E:t.,j ons, no formal criteria 
s eem t o have:; bcc;:ii dcvelopocJ lJhich Honld make inter-cocm try comparisons possible. 
Rather, performance is eva1 uc-,tod on a case-by··C<:l se basis, and hou j udgements 
are finaJ ly made djcl not become clear dud.ng tho cmJrss of my discuGsions. 

13. It Has agreed that the ex-post evaluation of projects "ras a matt,er 
of high priority, but since Germany is a l ate ·-comer in the develop:nent 
business tl1o nun;ber of projects suitable for ex-post auditing is still small. 
The Ministry for Economic Cooperation has, at various occasions, asked out,­
side:cs t o r e··cvalua L.e: p1·o j ect,s but their findings do not, seem to have tht·mm 
serious doubt on the original Kf\r! appraisals, if only because the reappraisals 
were of a lovJer standanl. 

14. I n its general economic work the Economics D2partment of the KHJ 
relies heav:Jly on tl1e World Bank's Economic Reports (n\Je could not do bet tern) 
but occas ionally diverges from the Bank's policy conclusions. 

The Economic Outlook 

15. The present boom is probably the strongest in Germany 1 s postuaT 
economic his tory. Although the r ate of inflation has long exceeded the 
critical l evel and is now close to 4 p8r cent, it i s not vo:cy likely that 
more pronounced sta.b:iJ i_ zat:i.on efforts vill be made. It is f e lt that further 
cuts on the expenditure side of the Federal budget vcr.rJ.ld be i ncompatible 
with the Co alition ' s prog:Lam of i nner reforms, and U:e Free Democrat::; a1·e 
strongly opposed to any t ax increases. Of the mojor i ndustrial countries , 
Germany still ho.s the smallest pr ice increaseE' ; an o·vcrdose of fiscal r estrai nt 
would quickly brins her back into an untenable surpJus position on current 
account. Fears are already vJidesp1·ead that the tigl1 ~ money policy vJill soon 
backfire; i n r ecent months, short-term capital imporLs outvmighed long-term 
capital export.s. More recently, l<:1rge amount::: of 11h::Jt money 11 have flmm into 
Germany after the r evaluation of the Canadian dollar , forcing the Bundesbank 
t o resume operations in the fonrard market. Chances. for another Il'i-revaluation 
appear small although revaluation is no longer a bad uo rd. It is generally 
expec·Led that, aside from some pa lliatives , no furth8r policy measures vrill 
be taken, and none are asked for by the tvJO most i nfJ ucntial pres sv.re groups , 
t he Federal Association of German Manufacturers and the German Labor Union 
Council. Thus, the prospects are for a continu::>.t ion of mild inflation (mild 
by i nternationa l s ·Landards), over-full employmel1t , :r a pid grmvth an.d a near 
equilibrimn in the current balance. 

Capital E¥.p_9rts 

16 . Gi ven the dominant role of the banking syst.em in the bond market , 
both as investor and issuer, tho rapid doterio:cation of the capital marke t 
s ituation after the revaluation and t he introduction of stiffer monetary 
pol icies is no surprise. Nobody seems to expec t, hmreve r , that things 
coul d become as bad as they vmre in 1965/66, i f only because the Bmldec1Jank 1 s 
r oom for man euve1· is more limited. 
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l 7. During tlw first four months of 19 70} long-tcn·m capital ex.ports 
have rem2ined a.t a S'llr'P1'if-'incly hi c;h level, reo.ching altou;ut.he:c IJ, 6 biJ lj on 
D-l-1a.rks (as comp2recl to alruost 8 biJ.J.io ·1 D-Narks on,) yca:c ago). ~,]bile non­
financial institutions and private hous eholds expo1·Led aJmo:::;t as much as 
long··term capital as lc:tst. year,. the banking sector ba;:; recently bec..;ome <1 

net importer of long-term c«pital. 

18. Tbe bond m2rket is novr also dominated by p:r·iva:Le iEvestors, Tlle 
share of foreign bonds is dm:n to the levol of 1968. It is not exp'3ctcd 
t hat n:arket conditions Hill improve soon. 

19. As for tl1e longer-term outlook, some people feel tbat capital 
f light might become a factor of soill<::: importance if the 11 Socialists 11 continue 
to rule in Bonn. Otl1ers consider this utter nonsense and point out that the 
govermnent 1 s plans to reduce the inequities in the fo:cmation of neal th should 
have most beneficial effects on U10 car.~ital market, and help to increase the 
demand for both domestic..; and foreign bonds. On verra. 

European Currency Unio~ 

20. This is a fashionable topic these days. Though tho official German 
attitude t ov.rards such plans is still quite cool at present. many observers 
feel that time is working againc;t the Germans and tl1c:d:, the currency union 
will have become 1·ealit.y l.Jy 198~ the latest. Qu.:i.. te obviously recent U.S. 
economic (and political) pcrfo:cmance has l!elped to strongtlJ(m self-con:Lidence 
in the Conmwn Marke'L Countries, one by-product of VJhiclL is the total absence: 
of concern about tho international effects of the recession in the U.S. It 
is argued that the French, by strongly endorsing all plans for closer monet.::..ry 
cooperat ion in the EEC , simply continue to pursue tbeir rather peculiar ideas 
about t he role of the U.S . dollar in the ~rorld economy through the backdoor 
of the Common }1arket. (One of the EEC Commission 1 s most :fervent spokesmen 
for a European Monetary Union, Mr. Barre , happens to be French.) The EEC 
Commission , othervJise a strong opponent of exchange rate variations, seems 
to think of the co111mon European Currency as flexible vis-a-vis all other 
currencies , including the U.S. dollar vrhich, some people expect, would be 
continually devalued and soon l ose its reserve currency stat'L'.S. At the very 
least, this would seem to require a l ot more fiscal and monetary cl.iscipline 
of the 11 Roman 11 members of the Common Market than they have been ·vrilling to 
exercise in t he past . 

cc : Mr. Blaxall 
Mr. Cola9o 

HSchulmann :omc 



TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVEL OPMENT :NTE RNATION AL BA~ K FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: June 19, 19 70 

Irving S. Friedman 

"What is the justification of the World Bank Group financing commodities 
that are in surplus supply?" 

We had promised a paper on this topic before the Ghana cocoa 
project was discussed. This paper is by no means the last word on the 
subject, more work will be done, but I do hope you will find it of some 
use. 

Incidentally, this paper was done before I went into hiding to 
finish the Debt Study draft. 

;J f -



FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTI ON AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert s. McNamara DATE: June 19, 1970 

FROM: Irving S. Friedman /jf -SUBJECT: "What is the justification of the itlorld Bank Group financing commodities 
that are in surplus supply?" 

1. Both the Balli{ and the borrowing countries are obviously interes-
ted in financing projects that will be financially viable and economically 
profitable when they begin producing. Equally obviously, when it comes 
to projects that are to produce primary commodities for export sale on a 
more or less competitive global market,1/ a project that faces good market 
prospects, meaning growing demand and a stable, "remunerative" price, will 
be preferred - other things being equal - to one that does not . 

2. it~y then, one must ask, is the Bank at times in the position of 
proposing to finance a project to produce an export commodity which is 
either "in surplus supply" (the quotation marks are used advisedly) at 
that time or in which "surplus supply" is expected to develop in the 
future, or both? When this, or the subject question, is asked we must 
recognize that the term "surplus supply" often is being used loosely, 
i.e., the concern being expressed really is that in the appraisal of the 
proposed project the price is projected to trend downward in the future 
(and therefore this must mean that we are expecting a "surplus supply"). 

3. As I will try to make clear later, an automatic equating of a 
projected falling price with an assumed "surplus supply" usually repre­
sents a misunderstanding of what is being forecast. The projected low 
price in the typical case really represents a long term equilibrium 
(market clearing) price level (a "surplus" would represent a temporary 
disequilibrium situation) which we believe will discourage excess produc­
tion (or capacity) from developing in relation to expected demand at the 
same price. The effect of a future possible surplus situation (but 
temporary and indeterminate as to timing, as will be shown below) is 
implicitly taken into account through the "sensitivity exercise" which 
regularly appears in project appraisals, whereby we observe the effect 
of prices above (possible temporary "shortage") and below (possible 
temporary "surplus") the esti.rnated equilibrium price on the economic rate 
of return of the project.5/ 

1/ To avoid unnecessary complexity and length this memorandum is limited 
to considering only the case of cormnodities which are for export and 
have a world market . The case of import substitution (e.g., in sugar 
or grains) is a variant and is not taken up . Neither, for obvious 
reasons, is the case of commodities produced under long-term contract. 

Sf Improving the basis for arriving at these sensitivity price ranges 
is one of the current objectives of the Trade Policies and Export 
Projections Division of the Economics Department, which is respon­
sible for our long-term commodity projections. 
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4. The reply to the critic who is using the term "surplus supply" 
loosely, therefore, is that we do not expect a surplus to materialize if 
the assumed price is reached, but the possibility of a surplus is taken 
into account to insure that even under such conditions the project will 
be viable and will meet our criterion of an acceptable rate of return. 

5. I would like to consider the question a bit more, however, on 
the assumption that it might not represent simply a general concern with 
a projected falling price. In this way it will be possible to bring out 
some additional aspects of the subject that need to be understood. 

6. In the typical situation the reasons why the Bank might propose 
to finance a project to produce a commodity in "surplus supply" would be 
that (a) the present "surplus supply 11 is not expected to endure in the 
future or at least beyond a certain point, or the 11 surplus supply 11 is 
not expected to so adversely affect the price tha.t the project is ruled 
out; (b) no alternative opportunities for a more attractive investment 
are available at that time in the borrowing country; and (c) the project 
should be financially viable and should produce an acceptable economic 
rate of return under the foreseeable conditions. 

?. In fact, as has already been suggested, surplus supply in most 
commodities is a disequilibrium situation with a limited life span, even 
if we are speaking of installed capacity, i.e., readily available poten­
tial output (in the latter case actual output may disguise the pattern 
because production may be controlled}. The life span of surpluses is 
limited because they have a price, as well as a volume, dimension and if 
prices are permitted to fall, surplus supply, allowing for time lags in 
the reaction and adjustment of production and consumption, will disappear.Y 
This can occur relatively quickly in annual crops (e.g., grains and certain 
fibers) although it can take longer in tree crops~ and minerals (in terms 
of capacity). 

8. Also in fact, a relatively permanent (sometimes called structural) 
surplus supply in a commodity has tended to occur mainly in cases where 
there has been unilateral or multilateral government intervention in the 
price mechanism; for example, in cases such as: 

(a) where governments with a large share of world production 
in a commodity have maintained a high domestic and 
sometimes also a high world price and have been willing 
to stock the resulting surplus output (e.g., as in the 
case from time to time of some commodities where the 
U.S. Government has had price-support policies, for some 
agricultural commodities in the EEC countries, and until 
recently in the case of coffee by Brazil); 

y' To avoid unnecessary complications we are ignoring seasonal variations 
in the supply-demand of annual crops. 

?J When a 11surplus 11 is due to a bumper crop because of exceptionally good 
weather, the correction can be quick even in the case of a tree crop 
such as cocoa. 
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(b) where the u.s. encouraged large expansions of mine 
capacity to supply its minerals stockpile and it then 
took years for consumption growth to catch up with 
capacity after stockpile procurement ceased; 

(c) where an international commodity agreement was main­
taining a given world price by export controls but 
had not yet succeeded in matching the export controls 
with domestic production controls, as in the case of 
the International Coffee Agreement before the forma­
tion of the Diversification Fund and the related 
adoption of production goals (although these instru­
ments still remain to be tested) . 

9 . Bank-fina.nced commodity projects are analyzed with regard to 
their world market environment not on the basis of present demand- supply­
price conditions but of projected, future conditions . Usually, any 
individual Bank project or group of projects is an insignificant or small 
part of the expected overall eA~ansion in world supply, demand or trade 
and therefore the key variable in the economic appraisal from the market­
ing point of view will be the average price level that is expected to 
prevail in the years when the project comes into production. 

10 . Most projects, however, require several years or more from 
approval to the time they come into substantial production. Tree crops 
require even more time, because after planting there are gestation 
periods of several years (sometimes as much as seven) before full produc ­
tion. Given the state of the art in price forecasting, however, if the 
price is free to move it is usually impossible in practice (with some 
exceptions)1/ to project with any high degree of reliability the exact 
timing of a temporary disequilibrium in world supply- demand in an annual 
crop or a mineral as much as three or more years ahead, or the exact 
timing of a disequilibrium in a tree crop several years beyond its 
gestation period. The lack and unreliability of available data and other 
information, and the existence of man-made substitutes that compete with 
many agricultural and mineral raw materials, greatly complicate the prob­
lem. In practice, therefore, the forecast price for the period beginning 
when production from a project commences essentially must assume a supply­
demand equilibrium situation where the price is one that clears the 
market . The fact that a projected price level under such a condition may 
differ from the price level in the base period will typically be due to a 
judgment, formed on the basis of investigation of the economic, techno­
logical and other relevant aspects of the commodity in question, that the 

One exception may be, for example, where known capacity, in the case 
of mines or trees, is so high in the base year that demand (assuming 
lo-vr price elasticity) may take years to catch up - as happened in 
same minerals after the Korean liar. Another example could be •-.rhere a 
natural phenomenon such as frost or blight may suddenly destroy so 
many trees in a given tree crop that it would take many years for 
supply to catch up with demand (again assuming low price elasticity) 
at the long- term equilibrium price . 
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base period had elements of disequilibrium, or to the influence of expected 
changes in costs of production due to expected changes in yields, produc­
tivity, technology, transportation and the price of substitutes, as the 
case may be, or to expected changes in demand. To illustrate with recent 
examples, we expect a long-term price fall in natural rubber prices not 
because of an expected future 11 surplus 11 in natural rubber (indeed, we are 
more afraid of a possible sho1~age, since this could accelerate a shift to 
synthetic substitutes and cause an unwarranted fall in natural rubber's 
share of the market for all kinds of rubber) but because of the possibility 
of a fall in the cost of certain competing synthetic rubbers (which, 
through higher yields, we believe the natural rubber producer can meet). 
Similarly, we do not expect a 11surplus 11 in palm oil, but rather that 
through higher yields (and hence lower costs) it will became more attrac­
tive in price and therefore more attractive technologicaJly to the food 
processing industry, so that it lvill increase its share of the market. In 
the case of cocoa, our price projection represents a fall from the base 
period only because that period was one of relatively short supplies and 
high prices. 

11. On the other hand, in cases where government or international 
authority is expected to intervene and perpetuate a surplus through accumu­
lating and financing stocks, a 11surplus supply 11 can be predicted over the 
long run.1/ Even in such cases, however, the mere fact of such surpluses 
does not Eer ~ determine the associated price. l~en stocks are strongly 
held, and some control is exercised over supply, one can have "surplus 
supplies 11 for some time without a drastic fall in price (see U.S. and 
Brazilian stockholding policies in same periods). It is also possible to 
have strongly held stocks in government hands and a 11 competitive 11 inter­
national price (see recent u.s. policies on cotton stocks and prices). 
In effect, the price forecast in such cases (including all cases where an 
international commodity agreement is in effect) is based on an analysis 
and judgment of the probable long-term price policies of the authorities 
in question and their ability to make them stick. 

12. In short, to return to the original question, whether a commodity 
is or will be "in surplus supply" is taken account of in arriving at 
decisions regarding the financing of commodity producing projects - but as 
this memorandum has endeavored to show, the existence of "surplus supply" 
does not automatically or necessarily mean that a proposed project should 
not be financed. 

1/ A qualification should be made here, namely, that when a government 
accumulates stocks unilaterally, the private sector in that country 
may hold somewhat lower stocks than normal. 



OFFICE OF THE F'RESJDE.NT 

Dear Mr. Jenks: 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

WASHINGTON, D. C . 20433, U.S.A. 

June 18, 1970 

This is in reply to Mr. Morse's letter of May ll 
issuing an invitation to designate a member of my staff to 
prepare a paper and to participate in the Meeting of Experts 
on Fiscal Policies for Employment Promotion, with special 
reference to the developing countries. I am happy to accept 
this invitation. 

Our paper W:ill address itself to the topic: "Review 
of extant fiscal policies in developing countries to examine 
whether they promote, inhibit or are neutral towards increased 
employment ." We would not, of course, try to prepare in the 
time available a definitive study on the subject, but we will 
try to put together what we do know about this problem giving 
special attention to these policies as they arise in areas in 
which the World Bank is particularly interested and involved, 
for example, in agriculture. 

The paper will be prepared in the Domestic Finance of 
Developing Countries Division of the Economics Department . 
Responsibility for its preparation will be jointly shared by 
Mr. Stanley Please (Chief of the Division) and Mr . George Beier. 

Mr. Please will participate in the meeting. 

~~ - Wilfred Jenks 
Director- General 
International Labor Office 
Geneva , Switzerland 

Sincerely, 

Robert S. McNamara 

I 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

OFF ICE OF THE PRESIDENT 

INTERNATIONAL FINANCE 
CORPORATION 

June 15, 1970 

Discuss this letter with Mr . Kamarck: 

Will these people be available? Write more 

tentatively . Who will be called to work 

on this problem . Put together what we know ; 

would want to make clear we would not have a 

definitive study ready and then indicate the 

people who would be preparing the paper 

without expressing uncertainty as to who 

would attend the meeting . 



Mr . Robert s. McNamara June 12 1970 

Irving ~ . Fried.1:1 R.i'• 

Invi tnt:i.cn from ILO 

I am sorry that there has been a delay in pre~aring this reply 
to Mr . Morse , however , I did not want to comMit ourselves to doing 
a paper U."11ess we not only thought i ·t. wortZ2wi~lil.e but that we would 
have the people to do it . This involved waiting for same people to 
come back to the office who 1oere abroad. 



Dear Mr . Horse , 

I wish to thank you tor the invitation to designate a 
member of r:J1 stai"f to :prepare a paper and to participate :i.zi 

I 

the Meeting of Experts on Fiscal Policies for Employment 
Promotion , with special reference to the develop"ng countries . 
I am happy to accept this invitation. 

/ 

The :paper will be prepared in the Do estic F,inance of 
Developing Countries Division of the Eco~o c ~partment . 
Responsibility for its preparation will be jqi~tly shared by 
V~ . Stanley Please (Chief of the Division) d • Geor ge Beier . 
A decision regarding participation in the eeting will be ade 
later and your office will be notified cordingly . 

I accept your suggestion that t e paper should be a 
Review of extant fiscal policies developing countries to 

examine whether they promote, i bit or are neutr al towards 
increased employment . " Howeve , I expect that the paper will 
give special attention to th e policies as they ari se in areas 
in which the World Bank is/Particularly interested and involved , 
for example , in agricult~e . 

I 

/ 
David A. Morse 

D rector- General 
International Labour Office 
Geneva, Switzerland 

ISFri edman/AMKamarck /dm 
June 12 1970 

cc: Mr . Kamarck 

Sincerely, 

Robert S. Me. ama.ra 
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Mr. Ke.marck D-529 

Would you please prepare a reply on 
this -- I presume it would be someone from 
either Fiscal or Population Divis.io.ns, if' 
at all. 
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Dear 1'1r • McE a::.1ar a , 

~he Governing Body of the International Labour 
Or r;2...Yl isation has decided to convene a Mee-cing of Experts on 
?i s cal Policies for Employment Promotion, with special 
reference to the developing countries , . :..::... _.._, " · ·- 7-o 
i nvite you to select a person to pa~ticipa7-e i~ i:,. TDe 
Meeting will be held in Geneva , probably from 4 to 8 January 1971. 

This Meet ing i s envisaged a s a part of the suppor-cing 
activities for the ILO' s ~,·Jorld Employment Progra.rnme. I tDink 
you \vill agree that the ir::pact oi· fiscal measures or... ert::ployment, 
and the scope that may ex:..st for promoting additional 
productive employment througD fiscal measures , have been 
inadequately studied in the literature . 

You are cordially invited to designate a nembe~ o~ your 
staff or an outside expert to prepare a paper for the Meet:..ng. 
a:.r1d to participate ir1 it. I hope you 1:lill agree thc;tt , bo:,h 
as ar: author and as a par~icipant in the Neet ing, the person 
desigLated by you should serve in an individual, and not a 
representative, capacity. 

A list is enclosed o: the o:,ner international agencies 
that \Ii ll be asked to select participants in the meeting or to 
prepare papers for it. It is envisaged that the ILO will 
publish a volume of the contributed papers. 

!{r. R . MeN amara, 
:?~E:·sident, 
Interna tional Bank for Reconstruction 

and Development , 
1818 H Street N. W. 
:·.T_:,_s:qil'JGTOI'J. J.C . 20433. 

(Etats-Unis) 

·-



·----
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. ,.,; ::i"J.~~'-"1~1-~t t!l~"C :,j::e pC:::'SOYl EO .. ::_nated iJy you SD~Uldl pr~pare 
:.:. Dc....:...::r o:-1 ___ :revl e·.: o:~ c:-:c;c:....11t fiscal policies in aeve _oplng 
co~:i:r ~ cs t o cxa~iD~ ~hct!ler -chey promote, inhibit, or are 
:.t.:L.:.:. :·c:::.l :.m·:::rds inc:r.c·ascd er:l:)loyment 1

', but if you oelieve that 
:o~c ot~er topic i s sore appropriate, I should oe grateful to 
~c:::.ve yoL.:.r sug~estion.s. I e~close a copy of a paper 
''Sugg·~st..Lons for ':!ri-cers of ?apers 11 vrhich may be helpful . 

It is necessary ~or -che finished paper to be sent to the 
ILO by the end of September 1 9 70 so tha -c i 1: cc:..::-~ ·se t:ra.r ... s la ted 
and distributed to all participants at the Meeting in time 
to permit study in preparation for discussion at the Meeting . 

':Thile the Office vrould r:ot vrish to prescribe the length 
of papers, it is hop ed tha -c they ·Hould be betvreen 2, 500 and 
12,500 words in leng-ch. Papers may be prepared i n either 
English, French or Spanish. 

Sincerely, 

David A. Morse 
Director - General 
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TO: 

FROM: 

SUBJECT: 

INTERNAT IONAL DEVELOPMENT I INTERNAT IONAL BANK FOR 
ASSOCIATION RECONSTRUC TION AND DEVELOPMEN l" 

INTE RNAT IONAL FINANCE 
CORPORAT ION 

OFFI CE MEMORANDU/\~ 
Mr. Robert S. McNamara (thru Mr. Friedman) DATE : June 17, 1970 

i'; 

Andrew M. Kamarck , , !· ; ' ( , 
. :.. _,..," 

The Development of Capital Markets 

Mr. Gaud's memorandum to you of June 8, 1970 on the above 
subject seems to me to give appropriate emphasis to many of the 
important aspects of this matter as they affect the World Bank 
Group. In contrast to the Capital Markets Unit which years ago 
existed in the Bank (and which produced some fairly useless non­
operational studies), the Capital Markets Office proposed by Hr. 
Gaud would be explicitly "operational". The emphasis is right 
in proposing an action program and on a few countries to begin 
with. I also agree with Mr. Gaud's conclusions that I.F.C. 
would be a good location for the proposed of fi ce within the 
Bank Group. 

As I s aid in my memorandum to Mr. Friedman on the 1971 
budget: "There appears to be a definite need fo r some organiza­
tion to provide t echnical assistance in ... the development of 
private capital markets ... on a regular basis, say along the 
lines of t he Fund's Centri:ll Bank Advisory Servic e ." The Capital 
Markets Office, I t ake it, would meet this need . 

During the past few years, the Economics Department 's 
Domestic Finance of Developing Countries Division has been de­
vo ting attention to the private savings mobilization problem i n 
our country economic work (e.g . , Iran , Philippines, Tai~van, 
India, etc.). This work has focussed on issues relating to the 
development of a structure of financial institutions, financial 
inst ruments and financial policies - that is to say, on the 
development of a capital market in the "l:vider sense, i.e. rather 
than the more limited problem of the development of a securities 
market. The division has also attempted to give operational sig-­
nificance to its work by collaborating closely Hith area depart­
ments, the Development Finance Companies Department and \vith the 
Agricultural Credit Division of the Agricultural Projects Department. 

What, has been very clear from past exper ienc·e and what we have 
been persistently emphasizing, is that work on the development of 
capital maJ~kets requires the collaboration of those "l:vho come at the 
matter from different direct ion s - the legal, the ac~ounting, the 
ins titutional, as well as from the economic . It seems to me that 
the proposed office could meet the clear need fo r a capital markets 
un it to provide technical assistance as well as act as a catalyst 
fo r this purpose. I would certainly expect a close r e lationQhip to 
develop bet\vecn memb<:-xs of this office and those in my department 
who '"' re involved i n th e se IT,atters. I ther efo re support both the · 
spccif~c rEcn~l-nd~tJoa ma~e by Mr. Gaud a~d t h2 more gene~al 
argmpeni in ld s lt1'2C:'!r c.r:du .1 by Hhich he re~ches thL:: reco:-1, 1c1ldation. 

I concur in this note. 

cc: Mr. Gaud I.S.F. 
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INTERNATIONAL DEVELOPMENT iNTERNATIONAL BA~K FOR 
ASSOCIA TION RECONSTRUCTION AND DEVELO PMENT 

INTE RNATIONA L FINANCE 
CORPORAT ION 

O FFI CE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE: June ll , 1970 

FROM : Irving S . Friedman 

S U BJECT: Persistent Inflation and the World Bank 

The following is not an attempt to make a systematic statement on the 
subject but rather to throw out quickly some ideas to help stimulate others, 
including myself, and hopefully to be of some kind of help in preparing the 
Board papers on lending rate and transfer to IDA . There has been no attempt 
to work out new projecti ons based on different assumptions regarding inflation 
such as rates of changes in prices and interest rates, although at some point 
this may prove to be most illuminating . It also does not deal with the effect 
of increases in our lending rate both on the Bank ' s financial flows or on 
particular recipient countries .L! 

In a period of inflation all corporate institutions run the risk of 
depreciation in their financial structure. However, where real assets, 
such as buildings and equipment, are involved, various kinds of depreciation 
and obsolescence allowances refl ect the management ' s judgment on the future 
course of inflation . In such cases a firm is not likely to neglect , at 
least, the replacement costs of its physical assets . On the other hand such 
institutions usually p r oduce products in the form of goods and ser vices which 
in inflationary periods enable them to pass on to buyers , not onl y the 
increased costs which have already taken place , but also , at times , the 
ant i cipated future inflation . 

The World Bank, like other financial institutions,has both its assets 
and liabilities in money instruments . Such institutions are particularly 
vulnerable to the erosion of the real value of their capital and reserves 
unless special p r ovision is made ,such as the establishment of extraordinary 
reserves or an increase of ordinary rese r ves to meet this contingency . 
However , the World Bank is also additionally vulnerable because of its non­
commercial char acter . It is not likely to adjust its own lending rate to 
maximize profit . Financial intermediar ies have usually done well in inflation, 
at least until the point when they feel that they cannot raise their lending 
rates higher for various special reasons, such as reaction of their traditional 
bor rowers or fears of competition from other extraordinary sources of funds , 
e . g . use of Euro- dollar funds by American firms or repatriation of capital from 
abroad . (A paradox is that the developing countries which borrow from the 

! /It is also assumed that the Wor ld Bank would not call upon the United States 
to make additional payments to it on the theory embodied in the maintenance 
of value provisions of the Bank ' s Articles . This Article would p r esumably be 
operative for the U. S . in case of a change in the foreign exchange value of 
the U. S . dollar which may for all practical purposes be ruled out . As current 
international discussions indicate such changes are more likel y to be in the 
fo r m of revaluation upward of other cur rencies, e . g . German mark and Canadian 
dollar, not requiring action by the U. S . vis - a- vis the Bank . 

Ji;~ 2 v p • I 
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Bank are building up real assets which are usually in effect a hedge against 
i nflation , but this does not help the Bank except in the sense that they 
improve the l ong- term debt servicing ability of the country . ) 

The Worl d Bank is also faced by a dilemma regarding the initial call ed-
up capital plus accumulated reserves . This equity is used both as a basis 
for profit maki ng and as a source of financial strength enabling it to borrow 
funds from capital markets and other sources which in turn can be lent to 
various LDC borrowers . A sound financial policy would seem to require that 
the Bank protect such equity from erosion by inflation . The Bank has other 
special problems such as uncertain access to capital markets and the des ire to 
minimize its lending rates compatible with i ts own financial soundness . These 
considerations reinforce the argument that its net income should be used in 
such a way as to help protect this equity from erosion by infl ation , since by 
doing so it strengthens its financial position and reputation . On the other 
hand it is a development institution eager to avoid over- burdening its borrowers 
with external debt servicing . 

Commercial banks protect themselves by investing at the margin at rates 
of interest higher than their deposit rates . In other words they have what 
we would call a positive spread , large enough to make profits incl uding 
accumulation of reserves . Furthermore , in commercial banks there is a rough 
parallelism between the length of maturities of the deposits and its loans . 
This is particularly helpful in periods of inflation as it enables interest 
rates to be adjusted frequently , if necessary , to protect the banks ' profits . 
In the World Bank we have much less flexibility in adjusting our lending rates 
and maturities . From the viewpoint of our borrowing countries, moreover , we 
are pulled to extending maturities and lengthening grace periods , while 
inflationary conditions in capital markets pushes us toward medium- term borrowing . 

Inflation also has the effect of increasing the size of our lending 
operations and correspondingly the size of our borrowing operations . Because 
the Bank is engaged in development, in effect it provides inputs in the form 
of goods and services, principally , of course, the former . The physical needs 
of the developing countries have little to do with inflation in the creditor 
countries . Indeed, we have seen that the absorptive capacity of our Part II 
countries has steadily increased during this period of inflation in the developed 
countries . However , the cost of the goods and services needed by the LDCs 
reflect this inflation in the developed countries -- more money has to be paid 
for the same amounts while at the same time in physical terms the amounts 
themselves are becoming larger . Thus, generally speaking , the size of our loans 
will have to become larger and the total of loans made larger than projected . 
On the other hand to finance a rising level of loans it will take more borrowing 
unless, of course , there is an increase in capital subscriptions or called- up 
capital. (I am ruling out the obvious alternative of simply holding down the 
Bank ' s activities . This one solves our financial problem but has unacceptable 
consequences for the development process . ) 

This increased borrowing by the Bank may have significant effects on our 
debt equity ratio unless our annual additions to reserves are sufficient to 
maintain the purchasing power of our equity. 
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As long as interest rates are r1s1ng it is possible , as we have learned 
from experience , to meet part of the problem by borrowing and then investing 
undi sbursed proceeds in short- term assets in the developed countries . Indeed, 
whol e or part of such net earn i ngs could be segregated into a special reserve 
to meet the infl ation contingency if so desired . However, there is always the 
risk that short- term interest rates , even dur ing inflationary periods, can revert 
back to more normal relationship with long- term rates. The fluid and , at times, 
chaotic conditions which have tended to prevail in capital markets in the last 
few years have afforded opportunities for profit making which may not prevail 
in the future, even if inflation persists . (Moreover, the borrowed funds are 
likely to have a maturity period longer than the short-term assets in which the un­
disbur sed funds are kept . )The former profits could even become losses . This 
may seem to argue that holding large cash balances in relation to undisbursed 
amounts is too risky . However, as you know , I feel that this is a price worth 
paying to avoid the possibility of being caught with inadequate cash balances 
because of difficulties in the capital markets or of needing to cut back our 
lending . My own expectation is that as long as inflationary conditions prevail 
capital market conditions will remain uncertain, but that, given our wide 
variety of potential s ources , there will be opportunities to raise capital in 
the magnitudes needed . Inflation does generate funds which flow to one capital 
market or another . The techniques for raising it may , of course , require 
adjustment to local conditions as evidenced by our own recent and contemplated 
transactions . 

Another result of the inflation and the need for increased lending and 
increased borrowing assumed above, is that the proportion of "free" money in 
the total of funds used to make new loans is reduced , thereby diminishing net 
income in the longer run; unless, of course, the "free" money is increased by 
the members. 

Another way of putting some of the points made above is that the Bank as 
a debtor is not helped by inflation as other debtors. Not only are its assets 
financial but they do not increase in their earning capacity with the inflation 
nor increase in capital value. 

Another complicating feature is that as loans to Part II countries become 
more important in our portfolio the capital markets may pay even more attention 
than be f ore to our capital and reserves , as well as uncalled subscribed capital. 
As noted above, the magnitudes of our capital and reserves will look less 
impressive to investors as prices rise . It will look even less impressive if 
our lending and borrowing rise more sharply than projected in response to 
inflationary conditions while the margin between our funded debt and uncalled 
subscribed capital becomes smaller . However, this is not to over- state the 
point since the remaining margin is still large . 

Perhaps it should be added that similar to the erosion in our equity is 
the e ros ion in the value of our income stream . Here too the income , which is 
largely determined by past and present lending, may well buy substantially less 
in goods and services . Perhaps this and related points are all summarized in 
saying that it may take $4 billion of Bank lending after a few years to do the 
job of what we now plan to do with $3 billion, while the flows of funds into 
the Bank from our past loans are unfortunately fixed . 
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Another consequence of inflation is that it means the perpetration of a 
negative spread . The investor in Bank bonds may react in such a way as to 
increase the cost of borrowing to the Bank. Then the interest coverage can 
be expected to worsen . The ratio of reserves to funded debt might also 
markedly deteriorate .Ll 

On balance I believe that inflation is making the operations of the 
Bank more difficult, but not yet sufficiently more difficult to warrant 
cutting back our lending programs. However, we should incorporate into our 
projections on commitments and borrowings an assumption that prices will rise 
in the developed countries by 4 or 5 percent a year and then recalculate what 
should be regarded as appropriate levels of cash and securities and reserves . 
It may also be useful to demonstrate that our present policy of augmenting 
reserves does offset the price inflation , thus emphasizing the importance we 
give to defending the financial structure of the Bank . The implications for 
the immediate papers on profit transfers and lending rates could be minor 
since these decisions are taken annually . But these papers should, at least, 
reflect our awareness that the persistance of inflation may require a 
reconsideration of present policies in the future. 

!Another complication coming from the differential pattern of inflation in 
the various developed countries is that the pattern of procurement by 
members may turn in such a way as to make certain countries, such as the 
United States, even more worried than they have been about the untied 
aspects of Bank lending . It is for such reasons that the willingness of 
the U. S. to consider untied aid at this time is particularly important and 
adds urgency to accomplishing something before attitudes reflect the 
consequences of a persistent inflation . 

cc : Mr. Knapp 
Mr. Aldewereld 
Mr. Adler 
Mr . Blaxall 
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INTERNATIONAL DEVELOPMENT IN7ERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Files DATE: June 5, 1970 

FROM: Irving S. Friedman !5 f ---SUBJECT: Visit of Mr. Ernest Stern of A.I.D. and Mr. Wieczorowski re Economic Work 

Mr . Ernest Stern, Assistant Administrator, Office of Program and Policy 
Coordination of A.I.D., together with Mr. Robert E. Wieczorowski, called to 
discuss the possibility of closer cooperation between A.I.D. and the Bank on 
economic work. Mr. Stern began by pointing out that this was the 
continuation of a conversation we had had a number of months ago, when he 
first assumed his present responsibilities. 

Mr. Stern indicated that A.I.D. was anticipating a reorganization. In 
ths connection it had given considerable thought to phasing out of certain 
parts of their country economic work by greater reliance on Bank economic 
reports. From our previous conversation he gathered that this was possible 
but he wished to explore further this possibility. A.I.D. would continue to 
have a major economic group specializing in those matters which were of 
particular concern to the U.S. A.I.D. is planning to retain substantial 
field missions in certain countries with some reductions in size. 
Mr. Wieczorowski raised the ~uestion as to the kind of relations we have with 
other donors on these economic matters. 

I told them that we welcomed the use of our economic reports by our donor 
countries as well as personal exchanges between Bank economic experts and their 
corresponding numbers in the donor countries . This had first come up back in 
1965- 66 in discussions with officials of the newly formed U.K. Overseas 
Development Ministry. We had suggested to them that they could look to us for 
economic reports on the LDC member countries of the World Bank Group . Similarly, 
when the Swedish and the Japanese authorities asked for advice on the formation 
of economic staffs in connection with their newly expanded aid programs, we had 
suggested that they could economize on their own personnel by taking advantage of 
the economic reports of the Bank. We had expressed similar views to other 
important donors, such as the Canadians, Germans and the French, as well as 
previous top A.I.D. officials. There were many indications that our reports 
were being used by other donors, thus avoiding duplication of effort by them. 
We had also made the point to these donors that, if informed in advance, we 
could cover in any report areas of particular concern to them in more detail than 
might otherwise be done, e.g.maritime shipping. This would give the donor 
country greater assurance that the forthcoming Bank report on a particular country 
would serve its purpose. 

In the meantime, there had been the expanded use of consultative groups and 
the use of the economic reports by such groups, as well as close staff relations 
with donor country experts. 

I outlined our plans for both the expansion of the scope and depth of the 
economic reports and the scheduling. Mr. Stern said that A.I.D. had tended to 
bunch their economic reports for budgetary reasons, but thought this budgetary 
need would not impede their reliance on Bank reports. 

Jl /< • .'.· •• ~ .. ~ 
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Mr. Stern expressed his appreciation for our cooperative attitude and 
said that he would be coming back with examples of reports they were doing 
and needed , so that we could examine more speci f ically to what extent the 
Bank reports would meet the U. S . need. 

We also discussed briefly a subject which we had broached on previous 
occasions with A. I.D. officials, namely, closer collaboration between the 
two institutions in the fields of basic research . I expressed the view 
that in this way the basic research programs of both institutions could be 
improved , as well as economies of staff achieved . Mr. Stern said he 
completely agreed, and would be happy to get together on this as well . 

cc: Mr. McNamara 
Mr . Knapp 
Mr . Demuth 
Mr . Kamarck 



Mr. Robert S. ~-1cNrunara June 5 1970 

Irving s. Friedman 

Attendance at Board Heeting 

I plan to return from Montreal on Tuesday morning, arriving 
at Friendship airport at 8:20 am. This should get me to the 
office well before the Board meeting and hopefully in time for 
the briefing session. 

;J ,-:.. 



Mr. Robert S. McNamara 

Irving S. Friedman 

Economics Sta~f Chart 

June 2, 1970 

You mey find this useful in discussions on the bud et and for 

other purposes. 

cc: President's Council 
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Irving S. Friedman 

Economics Staff Chart 

June 2, 1970 

You mey find this useful in discWJsions on the budget and for 

other purposes. 
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INTERNATIONAL DEVELOPMEN T I INIE RNATION AL BANK FOR 
ASSOC IATION RECONSTRUCTION AND DEVELO PMEN T 

INTERNATIONAL FINANCE 
CORP ORATI ON 

O FFI CE M EMORANDUM 
TO: Mr . Robert S . McNamara DATE: May 28, 1970 

FROM: Irving S . Friedman 

S U BJECT: BRAZIL : Agricultural Sector Review [SF-

As requested I have looked into the questions raised by Mr . Forbes Watt 
on the Brazil Agricultural Sector Review. 

If I can summarize briefly, Mr . Forbes Watt was commenting on the first 
draft, which was considerably revised after review by the working party set 
up for this purpose . The first draft could possibly be faulted on such 
grounds as not paying enough attention to problems of rural poverty or over­
emphasizing the all- importance of agricultural interest rate policy , or not 
calling for more specific government actions to promote agriculture, or not 
giving enough attention to the possibility of development of irrigation , and 
stressing too much dependence on rain- fed agriculture . However , these are 
the kind of questions which frequently come up in the course of drafting any 
sector report , as well as general economic reports. The final version which 
went to Brazil is more balanced and more specific in its recommendations on 
public policies plus having a broader horizon on social problems , such as land 
tenure and employment . 

I believe that Mr . Forbes Watt's angry memorandum was not necessary to 
bring about the improvements of the first draft and the final draft in this 
sector study . It would probably have taken place in the normal course of 
events . 



May 25 1970 

Mr . Hulley G-.1031 

A reply to the attached notes would be 
most apprec-iated. W1 th reference to the tm 
report • please contact Mr . Bundrum if' you 
have any difficulty . 

Two notes from Mciiam.ara dated May 23 1970 



INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT 
ASSOCIATION 

INTERNATIONAL FINANCE 
CORPORATION 

l'1ay 23, 1970 

HE?vtOHA\JDL"?-1 FOR MR . FRIED~fA~ 

I understand that all of Israel's bonds 

are "price indexed. 11 Please send me a 

description of the forwula used . 

Robert S . Hci.~amara 



---· INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE 
CORPORATION ' ASSOCIATION 

l1a y 2 3 ' 19 7 0 

HEHORA~DUM FOR MR . FRIED?vliU~ 

Please obtain for me the UN report referred 

to in the attached article. 

Robert S. }1cNAmara 
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Not'2 : 

Dj_str . 
LTIUTED 

E/t-.C.5lf/L .~ 6 
17 April 1970 

ORIGINAL : ~NGLIS H 

SECOND UIH,.IED l'U~TIOJITS DEVELOH-lli1•T'I DECADE 

8-p;::cj.al measurc-;s to be taken in favour of the 
;I-east develcpe:d atr,c:>E~C d'2vt'-lopinp~ ccuntriu:; 

Report of a \-lor king Group of the Cc:mrr:i ttee for 
Deve lo...:;_cm'2nt }'l~J.n_I1_ing_ 

In accordar.ce 1-1ith a decision tal-:cr. by the~ Ccmmittee for I.:evclor,me:-~t 

Plannj_ng at its sixth scssic.n (t:/lr776, para . 109), this report is 
being circulated t o members of the Ccm.n;.ittee for apprcval thrc'18h a 
written pr0cedu1~ . 

; ... 
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In accordance 11i th the dee:isi on talwn at. the sixth session]:_/ of the 

Comi,,i ttee for Development Plannj_nc;, in response tu General Assernrly reso lu"Li0n 

2564 (XXlV) of 13 December 1969 0n special measures to be take11 in favour of the 

least developed arwng developing c:ouni..l'ies, the \-lorldng Group of the Commi ttec: 

on the Lc:ast Developed auonc; :Cevelopinc; Countlies met at the }'alais des l\Tations 

a~ Geneva frow 23 to 26 r-1ar ch 1970. 

2 . 'Ihe \!orldng Group , c:onsistinc; of Garnani Corea , J .A. Lacarte, J . H. Ivlen:::·ah, 

J ean Ripert (Chairman) ancl Zdenek Ver gner , VJas established by the CCJmmittec for 

Developnent Plann:i ng from a1.o'::•ng its memlJer ship, pursuant to the above - menticmcd 

General AsscJ•1bly resolutic:>n . In viev: e>f the inabil:i.ty c:>f Mr . Gamani Corea to 

be present, Mr . M.L. Qureshi attended jn his place w:ith the ac;re0mcnt of the 

Cc:> mrnittce . 

3 . For t he successful di.scharce 0f the 1-Tc:>rkinc; Gr :Jup 1 s tasks, the 

c:> r ganizations and bc:>dies of the Uni tecl Nat..icms syster1 and c:>ther inter estecl 

i nte1governmental organi.zations 11cre rec:: uested by the Coi~rni.tLee to suhmi t 

succinct, policy- ori entecl statc:mcnt..s on the special l•ICC.c.:ures needecl in their 

fields of competence in fav':.lur of the least develapecl c~Juntries . 'I'he ·Fcn\i.'1G; 

Group Hishe8 to express its apprce:iatic:>n to these orcanizations for re:oponcline; 

promptly and making a useful contribution to it..s deliberations . 

4. The analysis anu evalu.ati':.ln of the problems c:>f the least developed ce>untries 

by the 1-ICJrl:;ing Group, as \iel l as its vie1.1s, conc lu.si.ons and recomuendations on 

the special measures to be tal~n in f avour of these c~untries are set forth in 

the fo llo1·1ing pm'agraphs . 

Official RecoJCls of the Ee:onc11i.c aml ~oc'ial Council, F?rty-!2inth Sr.sr;ion, 
f\l'l'>] nent N.:J . 7, paras . 10:3- 10<;' . 

I ... 
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I. TIIE NEED FOn SPECI/\L HFJ\SUHI:;S Il\T F;\VOUI\ C·F 'i'HE LEJ\S 'l' 
DEVELOPED AI;;GNG DEVELGPING COUWlHIES 

5. ' . .lhjle oevclopinc; ce>untr:Lcs a:, a group face r,ore or less the sar-1c general 

pre>tls · s of un(lcrdcvc:lopllieJJt, tl1e d:i ff'erence bet•.:ecn the ]YY::nest ancl the 

relo.t:i vP-ly Fr',J"C:' advanced e r one: thern j_s c:;ui tc subftant:i al. Hhile the 

recT Ji:,enclatj ems 'Jf tl1e C'J1;·; :j ttce for Devel on1nc:nt Planni.ng rec-,<ad·i ng the Sec'.:lncJ 

United Notions Deve l'.:l~nent reca0c~/ ce>ncern all ~eveloping ce>untri_es. the 

C8pacity of these to benefit from e;eneraJ devel'.:lprJent measurer= va:r·ies ,_,-iocly. 

'I'he least dE:velopecl aruon[; thc.r1 cRnne>t al\-1ays be ex~)ectecl to bener··, t fL'lly '.JY 

autc-n~atica1ly frorr such c;enCial r1easures acle>:_:1tecl in favCJur :· f all clevelCJrd w~ 

te> dexj ve s:i_gnifj cant advanta·_r;es fre>n~ the Sec::mcl DevcJDllrnent Decacle. 

?:..1 Of'f'ic:i.a1 RecCJrcls of the: '~cCJr)C_II i c ancl Soc:i al c~ l'~1C:i.l Fr:Jrt·r-ninth SesSL')tJ) 

I ... 
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II . CF.ARACTERISTICS OF THE LEAST DEVELOPED AMGNG DEVELOPING COUNTRIES 

6. 'J].1e nature and relat.:i_ve r:1agni tude of the obstac le s to development differ 

fr~m regi~n t~ reg~o n and country to country and the problems of any c~untr y 

aJ e peculia!' to its O'i·m conc1:i_ tions. Hov.1ever , apar t fr~m the very lo\·I levels of 

per capita gr~ ss domestic product, there are certain basic general const r aints 

t~ economic and social development which are typical o f the least developed 

econora ies ancl Hhich are r ead:i.ly ic.entifiable. 

7. On the production side; these ec~nomies tend n~t ~nly t o be characterized 

by the predominance of agr :l_culture and/':J r primary activities> in terms of the 

. percentage contributi~n of such activities t~ gross c1~~estic ~utput an~ the 

share of the ec~n~mically active population in them;; but also- v;hat is perha ~1 s 

more important- by the predominance of subs j stence activitjes. Also significa~t 

in these economies is the general prevalence of a l~w level of labour 

productivity in agriculture and, especially ; in fo~d product:ion. 

3. A c·~rollary of the pr·ed::minance of prhnar-y activities is the l~vl level of 

industrial:i.zat:i_on. rrhe sho. r e of L1anufactur ~,_ ng in gr~ss domestic output is 

often not mo re than 10 per cent f or most of these countr5.es. rr·he lack ~f a 

sufficiently diversified pr-oduction structure is ass~ciated I·Ti th a concentration 

~f exports in primary co mgo di ties and minerals, with manufacturing exports 

being at best insignificant. Often tv~ major export items account for as much 

as 70 per cent of the total export value . The excessive dependence on a nar ro ;-: 

range of primary exports prone to year-to-year fluctuation in prices increases 

the vulnerability of these ec~n~mies t~ the vicissitudes of international 

commo dity markets. Fluctuat~ons in expoTt earnings introduce an added element 

of difficulty into medium-ter~ national development planning . 

9. Given their existing production structur es, such ec~nomies cannot benefit 

si gnificantly fro~ trade measures geared to manufactures and semi - manufactured 

products, unless at the saDe t ' me measures to stimulate industr 5al producti~n 

and divers l f ~ cat j on are ad~ptec1 . 

10. A most imp~rtant characteristic of these countries, and especially the 

poorest a~o ng theQ, is a l~ '' level of educati~n and an insufficient adaptation 

~f the educ a tion syctem t 'J developr,Jent neecls . rrhe l itera cy rate - the 1JlC>l'lYi't:i.'Ji~ 

/ . .. 
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of th~ literate population in the total - tends to be bel~w 20 per cent. One 

c6n' cquence :is a c;ener ill lacl~ of sb Jls for the en c;an:i zaU CJn and wm9c;ement CJf 

the over-all cleveloprnental effort . 'J:}'Je parU cip3.t:i_on of thr;: incli c;enous 

population i_n the clevelopment ~·roc~ss is con:::ec,:ucntly verf l:i1,1i tecJ . Further1 ore, 

the capacity of the econo~y to absorb and assimilate technoloc;ical aavances is 

lou . There j s a sc<ncj ty eli' techn:i.cal ancl rnanac;cr:i_al caclreP . 'l'he E;hortac;e cJf 

ski_l]s has often been remeC:ied by rese-nt to the e<-ll)loyncnt of fore1c;n techtYi_cian~;. 

'I'he fact that suitable tr<1 :i.ninc:; faci.liUes ancl trainer' person11el are not availa~Jlc 

in sufficient numbers also affect3 the efforts of the public sector to ~anace 

development in its multiple forms . In the least developca countries, even 

where there are nat5onal plans, well-formulated projects and the ~achinery to 

impl ::r~ent them are most CJften l acl:ine; . The basic statistical data are frecycr.tl;r 

t11issinz , and comparatively little is Lno1m about the nature ana extent 0f 

do1nestic natural resources . NC)t CJnly has the plannins i nfrastructure establ:i.s!1ccl 

in the 1960s not taken ro0t, but more important, there is a lack of aoequatc 

institutional and physical deve l opment infrastructure - a prerequisite for 

increased production and exchange of goods and services . 

l l. The over - all administrative and govermental organization is Heak, a 

consequence of the l ack of trained manpoHer . Uith large subsistence sectors, 

l '.J\i personal i ncomes and feH corporate enterprises, the least clevelo;,x;d countrj_es 

l acl;: a br0ad tax base f or r ai.s:i.nc; public revenue , a11d revenue is deri vee 

signficantl y frorn export ancl import l evies . The capacity of these countries tCJ 

mobi.lize domestic resources and ch versify public bc1dget S'Jurces is ther efCJre 

a l so serverely limited . 'Ihe potentially catalytic effect on '.JVCT - all developnent 

CJf public outlays for bu:i.ld:i ng L~p social , econeJm:i_c and human deveL)1=r1ent 

infrastn,ctm e is thereby b l unted . l'br are the vi tal supporting serv:i.ces CJf 

financia l institutions ava:ilable fCJr mobilizing ~Clr,estic resources . 

12 . EcCJnCJmic infrastructu1e, such as communicatiCJns , power generation f acilities, 

v;atcr Forlu:;, hartours ancl roac!s, is either in a ruc1iL1entary stage of clevelop;nerrt 

or inadec~uate . Transport::tti':ln CCJsts tend tCJ be hi.L)•, resulting in a 

f'rac;r,enta t:i CJn Clf the na t:i:., Pal ecCJnorJy . The cCJnstra .i.ni.!1~ effect on clcve la:)!Jl!:"'::tt 

of the rudimentary stq~e of faci l ities and Pcrv~ccs is particula1 Jy acute in 

those least develrlpcd CJ Uictl ies ;:hi ch also happen to be lancll'Jch; cJ . 

; ... 
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TI1e c;ene1ally law l evels of devcloGnent also permeate the social field . 

l o1; standards of hea lth ancl inc.cJequate health serv:i ccs > for exaiilple, are a 

pr0rnj.ncnt feature :in these COL1l!tri es . Hhi le tlle avai l able staU sties are 

inarlequate, they do j ndi cate that leveJ f' CJf nttriUon are often c;rossly 

j_nsufficient, measured b0th in teriT'S of caloric inta}~e and protein requj re1~ents . 

Reference t o such indjcators aP czude death rate> infant ~ortaljtt rate. or 

li fe expectancy point to the same deficiency . TI1e available health services -

judced, for example, by the number of inhabitants per doctor - are also in a 

poor state in certain countries . 

11.1. . Another characterisU c of the least developed c-:::>untries, though ljy no 

rneans confj_ned to these countr:: es alone, is that they tencl to be sr:1all, uhether 

measured by population or by national incor"c , and usually lac !·· diversity in 

their national resource enclcn;;,Jent . The establishc1ent or expanf'iCJn of 

competitive i ndustries also tends to be restricted by the smallness of the 

national markets . 

15. Most of the characteristjcs :!entioned above are generally manifested at 

l ow levels of development end arc also associated ~ith stagnatjon or very low 

rates of groHth . This si tLlation introduces a vicious circle I-illich can only be:: 

br oken by a vigorous and integrated approach . 

; ... 
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III . IDEN'I'D1Il\'G TFill LE'.\f:T DEVELOPED AJ.JONG THE Dlo,VLLOPING CGUN'I'RJES 

16. It is ·by no r0eans eGsy to fsrr.'L'late 0b,ject:i.ve cr:i.te1io fen iclentifyinc; 

the least cJevelorerl arnonc; ckvclop:i.ns countr:i es. 'Ille \·!cnl~ing Group. hoHevcr > 

c-::;ns:i_cler s that pr cc:i f;e cr .i. tu: :i a ancl procedures f:.n iclcnt:i f:ying such countries 

are essential) if a concrete cx~rcs~ed is t0 be civrn t~ the politjcal u~ll t~ 

i1nplcmcnt spcc:ial rncosures in thei r favaur. Given on the ane han~ the urgencJ 

of the situation of soDe of these countJies and the Deed fer iMr~ed iate actioD if 

the weasures are to affeC"i:; the n::tce of their ckveJop11ent ln the 1970s, and on the 

other hanCi the fact that no reaclily uf:al,lc incJex is avail8blc > the HorJ;j n~ Gr-:.>L~:• 

has found it necessary ta suc~cst a tentative ap0roach f or the criteria and 

proccclLcres to be us eel j_n iclentifying the nhar d ccn en cases among thc~;e cou.ntri es . 

'Ib.c \lorl'ing Gr oup :i.s consc:ioL~~; of th<:: }:imitations to this approach and the fact 

that it may be subject to justifiable cri i.icis!rJ on various grounds . In the 

opinion of the 1.-lorldng Gre;u.p) tl!C cri.teria used should be pragmatic and policy­

oriented . Above all, it Fishes to stress th8t the identification criteria ancl 

the approach t0 b.e er.1ployeci should be flexible at"'.c"i sL'.hject to continual revie'.i 

in tlJe l:i.c;ht ::lf ne•.1 informo. l.i'Jn . It hopes that the procedures and criteria 

reco1 rnended here \iill be vie1;ed as tentative ancl be elaborated further and 

r ef:i.ned Hi thin any revie1r t"'ccll i nery that may be set up or Hi thin the over -all 

mach:inery for revieHing the criterja and the progress of the Second United Natians 

Development Decade . 

l'( . 'Ihree steps t01-;ards the iclcnti f'j_cat:i on of the least developecl an,ong the 

developing countries might be SUG~csted : 

(a ) A "hard c-:Jre" of those countr:ies l·.'hjch are qualjf"ecl as the least 

devel:cp.:::cl by reference to 8ll the selected crji..er:i.a coulc1 be :icei1tifiecl . For 

SLlC;l o c;roup of count1 j es; co;;,prehensi ve and intec;1 Clteci ectj em pror~rat111es 

\JOL,lc1 be necessa::r '/" 

(b ) Sorn0 other deveJ O~'i qC'; countries not \·Ji.th:i n tl1e fi1 st c:rou~· Lli :;ht be 

cle>:·s:i fied as relatively lert~t developed 11i thin a rnec:i fj c f'; elcl of acUon 

becauf~e tl1ey full belo1·.-' 8 clef:i nr~cl cut- off l"loj nt in sonc f~el cctccl develop! 1ent 

:.:.n cJ·· cator. 111:i s i,rCJup 0f c·:::>LJntr: es ni o;ht quolj f''! for SClt~'e f' necif i c 2cti on c;ec-~ ec' 

I ... 
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(c) J~ third gr.:iUp .:,f c ,::,untries vlhicb nt tile interr.oti ·:mal level 1·10uld not 

be considered as beirJg 11 hnrd c.Jre 11 cases :.Jr <:ven least developed by reference 

t o the selected sectoral criteria indicated under (b), but which might yet 

qualify as relatively least developed within a give~ rcgi.:;n and thereby nerit 

special treatment . This mic;ht be particularly relevant within the c .:;ntext 

Jf regional c :::. - operatiJn arrc;nc;em<:nts . 

18 . For the measurEs to be effective they must be accepted by the international 

community and applied in a cJncentrated manner so as to pr.:;vide the greatest 

p ~ssible advantage to the beneficiary c oun tries . The criteria tJ be used in 

identifying the 11 hard core11 cases should be highly selective to ensure that 

only countries in real need ·Jf special assistance are covered . In principle, 

the most satisfactory approach v1Juld be to use a single com_h)rellensive c:::mposite 

development indicator t;J identify this 11 hard c ore11 of the least developed 

among the developing ccuntrics . The classification of all developing countries 

by reference tJ such an index in ~rder to identify the least develJped countries 

i s , hJ\Jever, technically complicated and, v1itb present information, very 

difficult . It poses problems of vleighting vari·Jus sGcial an::l economic indi_cators, 

s uch as the degree Jf d i versification of prJducti on and export , the level Jf 

i nfra structural devel opment, the ava.ilat,ili ty of skilled and managerial manp·::I·Jer, 

and the level of calJric intake . f'.'loreover : the sta tisticel data required for 

s uch an exercise are very often inadequate in those countries and their 

coverage does not ~ake pJssible the inclusion of all the major strategic 

var i ables necessary in such an index . 

19 . The 1i!:Jr king Gr·oup is conscicus of the shortc:trlings of using per capita 

g r oss d:mestic pr)duct as a yardstick f :;r measuring the level of devel .opr.1en-L. 

As !las "been stressed in the mJst recent rep.Jrt .:)f the Corw.ittce f _.r DevelJpment 

Planning, this index 11 d oe s n:;~t fully reflect such c :nditi:.:.ns Jf devel::Jpment as 

. d . t . b t . t t l c. 11 3 I It . d h h d l nc.:::me L ls r1 'u l:.:.n .Jr s rue ura Ct.an gc: .- pr ov J_ es, Jl·lever, a roug aw 

r eady indicator of the pr:.:.ductivt: capacity of an ec .:;n·~:ny and its a"tility tJ 

pr.ovide needed serv ices . Unlike a c:t".J'.:., site iu:Jt:x, the per carita gross d:-c·esUc 

pr:;duct is more rc2dily c.::rr,prellensfble e:.t:d rn·:1re appee.Jing as the indicat ;:;r that 

c.::mes closest to prcNiding s .me quantitative in,pressi:m cf the level of 
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develJpment . }.1-Jre Jver , the Harking Group has been strucl-:: by the fact that at 

the lov1 levels Jf per capita gross prJduct there tends tJ be a close correlatiJn 

beb1een inc::me per capita and Jther development indicat:)rs; thus the use of 

b::Jth kinds of indicat:>rs yields by and lnrge the same results. The 1.-Jorki ng 

Group is therefore of the ::Jpinion that jn spite ::Jf tbe sh::Jrtccmings adduced 

au:Ne, per capita grJss product, suppJ err.ented by ·::Jther apprJpriate variables 

which help to bring ::Jut more adequately the ether relevant aspects af the 

various dimensi·Jns ::Jf ec::m.::Jmic arid social development, pr::Jvides a useful 

p oint of departure fJr classi L'ying the 11 hard cor err least developed c ::Juntries . 

20 . vlhile the lov1 level .:;f per capit~ gr::Jss product generally correlates 

highJ y vii tb cmder -dcYeJ opment :.n tern~s of such criteria as infrastr:.Jctural 

development, availability and level af skills ::Jr any ::Jther classificatiJn 

crileria, yet fx a reliable idcntificati·Jn Jf the rr hard cxe rr least devc l Jped 

c ::Juntr i es per capita grJss product shJuld be used in c.::Jnjunction with t he 

l iteracy rate and the share of gross d~mestic prJduct originating in 

manufacturing . The average real rate ::Jf grov1th ::Jf gr Jss dcmestic prsduct 

attained over the last five years sh::Juld be used as a minor adjustment criteri.::Jn , 

especially in deciding the border -l ine cases .J:J The selectiJn ::Jf a c.::;untry 

s hou l d i nitially be made by reference t o a per capita gr.:;ss prJduct cut - off 

point of arounc $lCO in lS66 . In order to be included in the 11 hard corerr 

gr.::;up, t he c~untries falling bel ~1 the $100 per capita gr~ss pr::Jduct level 

.s h.::;uld be tested by reference tJ the t"~-1.:; major 11 adjustment rr i nd i cators - a 

l iteracy rate ::Jf 20 per cent ::Jr less and a share of manufacturing in gross 

dJmesi.ic pr..:duct ::>f 10 per cent or l ess . In the tentative exercise undertaken 

by the Working Group, though Burma, the Dem.::Jcratic Republic ::Jf the Congo , 

Literacy rati::J has been used since it gives an indicati.::Jn of the stack of 
i ndigen :;us manpJvJer tha.t is availe.ble and/ or can be trained to participate 
in the over - all devel.::;Dncnt process of a nati::Jn . The share of gr.::;ss dJmestic 
0utput Jriginatir.g in manufacturinc; reflects tLe degree Jr lack of 
s tructural transL.mnati .. m ~~fan ec~n::my . The employt:lent of the r ate: Jf 
gr.:;•,1th ::Jf dY1estic :;utput as a min:;r adjustment criterLm can be justified 
·Jn the gr~uncis that, at l J'.I levels .:;f devcl::;pment, a l :.- 1·1 rate Jf gr::>1·1th 
may .::;ften 'be sympt Jmc tj c ·Jf inadequate devel Jptnen t ::Jf sui table dcvel.::;prr.e:nt 
infrastructur£ . These indicat .::;rs t::gethcr w5th ~er capita i nc:me, 
theref ::Jre, pr ~vidc sL1pJc minimum fuinters f ·.::;r the idcntificati.::n of the 

11 hard c::·rc 11 least developed cJuntrics . 
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India, Indonesia and Nigeria qualifieD under the per e:a,;ita gr cx;s proouct 

critericm, they have been excluded fr om the "hard core" list sinc e th~ir 

literacy rate anrJ/or manufac:tu.ring share in dC;mc.:stic output exceedec: 20 pe r cent 

and 10 per cent respectively . 

21. In any such exercise, there may be h:o border-line cases, above and heloH 

the per capita gross product cut-off point . Border-line cases - that is, 

~ountries -vlith uno er $100 per capita gross product but in -v1hich one of the 

indicators is slightly above the "adjustmentn criterion should, in the opi.nion 

of the Working Group, be included in the list, especially if their real grO';Jth 

rate of gross domest i c output over a pericd in the 1960s averages about 3 per cent 

or less per annum . Haiti, t;:ali and Nepal have been inclucled in the list for 

thi s reason . Countries where per capita gross procluct is above $ 100, but not 

more than $120, and which qualify under the major adjustment criteria have been 

included . The Central African Republic a1Jd Togo are examples of such countries . 

The Harking Group \·Jishes to dravl attention to the situation of those developing 

count r i es vlhich have very rudimentary statistical coverage]_/ c.r.d vltich rr.ay r.ot 

therefore be covered in the application of the identification criteria . There 

i s, h ov1ever , a strong presumption that most if not all of them fall within 

t he "hard core" group . The Horking Grou9 therefore recommends t}:;at the Co,r.mittee 

f or Development Planning request the Economic and Social Council to arrange 

for a special investigation of these countries with a view to establishing 

relevant criteria to facilitate the decision on their inclusion . 

22. The countries t entat i vely identified as "hard core 11 least developed 

countri es are listed in annex I . The Harking Group wishes to emphasize the 

tentative nature of this list which has been compiled on the basis of the 

rath er inadequate · data available to it . Hm1ever, the Group also wishes to 

stress that by any classification criterion the countries included in this 

list would be considered as least developed . It rec o~mcnds that the Centre 

for Development Planning, Projection and Policies of the United Nations Secretariat, 

in c:cmsultation 1·7ith the relevant organizations ,,.:ithin the United Nations sys tem 

shcmld, using the criteria, examine the available infonration ,,lith a vieH to 

su_ggesting rnodoficat i ons to the list. The criteria and procedure themselves 

should, as stated earlier , be further examined Rnd refined within the appraisal 

. rr.a c hincry. 

5_/ To be idcntifjed on the lla;is of further F ) ll\: . 

I 
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23 . In identifyin6 countries, 11hich althouJ;h not belonging to the 11 hard core" 

group might benefit frCJrn special measures geared to resolving specific obstacles , 

t he combination of per caf)ita e;ross prcc!uct:; and otber relevant referer"ce 

inc~icat0rs \·7ould also be necessary . The \lor king Group is of the opi:1ion that 

in SLlCh S:;Jecific areas the cotnpetent. o.r·ganizotions of the United l~ations system an0 

other i r.tergovernmental bcclies should elaborate their O\·!n criteria and procedures 

f or i dentifying such countries and tbc ap~ropriate measures needed within their 

res~ective fields of competence . 

2L~ . vii thin the resioual context, measures should be conceived for helring 

the relatively less a~vane:cd developing countries in order to minimize excessive 

differences among countries . For exc.ml)le, Parac;uay and Ecuador 'rlithin the Iatin 

American Free Trade Area, and Honduras \lithin the Central American Common }f.arket , 

v1hi le not qualifying as least developed a r<' onc; de,:elopj_ng countries at the glol. ,al 

l evel , since their oer ca~ita gross products exceed $200 (196G), already ~eceive 

seme preferential treatment . The case for privileeed treatment is even s~ronger 

with regard to Bolivia , since the per capita gross product of that country 

i s quite close to the cut-off point for the global "bard core" least developed 

countries . Here , too , the cotnpetent regional and national authcrities are in 

a bettel' ;?osition to devise measures to suit their o>m peculiar conditj_ons . 

; ... 



E/ AC. 51_~ /L. )6 
Ent?;lish 
Page 13 

IV . l,iEJ\.SlJt:FS '110 BE TA 1\E~ ll': FfiVCrH OF 'rEE LEJIST DLVELOf'ED 
AHOJ'i:G DF;VFLOPH:G COCl\THH'S 

2) . The r::ajor effort I'cv l"E::!-r.ovi n,z the ohstaclcs to the social anu economic 

developm~nt of the least develo:?e::c1 countrie;s, no doubt, must primarily be tr.ad c ty 

these eour:trj_es themselve:::. Ec!Hcver, gj_vcr! thei :r lirni t..:d c:=1paci ty in terr..~3 of 

physical :c·esources ancl s l'>illec1 rr_anpu·er, anc.i the of the formidable 

tasl\:s invclved in org<:mizin0 and mar18ginc; their over all national develCJprnent, 

the international ccmrr.unH,y has a special oblir;ation te1 supplement the national 

efforts . It can cnntribute significantly by assistin~ with financial and 

technical means on fa'Jourable terms for im_;Jroving the absCJrptive car_:Jacity of 

these countries . For countries belcmz;in~ to the " hard core" group the aclootion 

and succesE;fLll implementation of special inte~cnational measures in the l97Cs 1·7oulCi 

spell the difference bet1·1een st::1.;nation and a dynamic econowy enCiov1ed t.~ith 

adequate infrastructural prerequisites for sustained deveJopme1rt over a lon~ 

period . 

26 . In its reLJort on the See:CJnd United Nations DcvclcJ~Jme:nt Decade mentioned 

abo-v-e, the Cctr.mittce for Development Planning concentrated em measures addressed 

to all developing countries . The Horkin0 Group 1Jishes to stress that the 

implementation of these measures is of high sic;nifie:ance for the least dP.velOLJed 

countries . It consiucrs, ho1.1ever, that special surplementa~·y measures are 

needed if the leust developed countries are to benefit significantly frcm 

the general rr,easures . The granting of special 9rivileges to the lE.:ast developed 

countries ostensjbly Ciise:riminates against other develo9ing countries . But, 

given the peculiar conditions of the least ~evelop~d countries and their 

limited capacity to benefit fully fr~rn measures valid for all developinz countries, 

failure to accord them tl::.esc temt:>orary but essential ac1vantages ':lould be 

tantamount tCJ disc:cimino.tin~ against them . TLe objectives of both sets of 

measLlTes, in fact, are the same : the acceleraticm of ec~mcmic e.ncl socj_al 

prog1·css ancl the general i!!l9rovement of livj_n6 standards . 

2( . The j_c;cntii'ication of the tWjor cll:nacterbtics ci' the "hal'd core" Jeast 

dcvclo)ed ccuntrj_cs in itself provi<tc::: p·.:'j ncr~rs t.o the tJ~)CS of prcgr:arrr.cs and 

; ... 



EjAC . ')4/L . )6 
English 
Page lL~ 

measures required . The Horkinc; Group is of the opin:i.on that, given the 

c onditions of these countries, their pi·obl ems should be approached i n a ba l anced, 

comprehensive and concerted manner . A balanced approach country by country 

is called for because, given the differences i n prevailing condjtions, 

no unique policy package can be applicabl e to all countries . Such an approach 

should not, ho11ever , preclude regional or multinational solutions to common 

problems. A comprehens i ve approach covering both economic and soc i al aspects is 

r equired because , in these countries, more than in other developing countries, 

s oc i al and economic problems t end t o be closely int crt~;Jined and th e social 

and econom:i.c constraints on development are therefore equ_ally intractable . 

A concerted or co-ordinated effort i s necessary because, :i.f the measures 

pr:::>jXJsed are to have the greatest over --a ll development i mpact , both national 

an0 international efforts must be applied vJithi n the frame110rk of an 

a ctj_on···or i ented programme with emphasis on project content and i mplementation . 

Given the generally v7eal<: machinery for managing and administering national 

development efforts in these countries, their capacity t o co--ord inate a i d 

receipt s in order to ensure the concerted approach required i s rather limit ed . 

Special attention should t herefore be given as a matter of urgency at the nat iona l 

and international levels to co-ordination . At the nat i ona l l eve l, special 

sup port should be given to measures aimed at i mproving the national co-ord i nat ing 

ca pacity . At the international l evel , such an effort could benefit significantly 

fr om better co--ordination of the development programmes of the United Nations 

system. 

28 . vihile technical assistance has a crucial r ole to play in these countries , 

f i nancial assistance shoul d a l so have an important place if the l east developed 

e concmi es are t o benefit fully from international co-operation . The need of 

such countries for i nfrastructura l deve l opment entails outlays that exceed 

their budgetary and resource capac ity . The Working Group wishes to stress that 

the pr inciple applied in aid programmes that aid flm-1s are considerably 

influenced by the recipient country ' s ability to u~ilize a i d effectively, should 

b e i nterpreted br cadly, i n t he light of the l east developed countri es ' need for 

increased aid in OL'der to imp1·ove their capac i ty to use it more efficiently . 

'I'he urgent need for i nfrastructural deve l o[Jment and the lon;; gestat i on involved , 

indicate the im9ortance of ensuring that the volume, terlfs and conditions of 

financia l ass i stance are 3p~ropriate . In this connexion , since the l east 

/ ... 
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developed economics belong to the group ~f developinJ countries ~hich qualify, 

under the ccnC:.it j_cms of the 1:/orld Bank Group, for the type of lean granted by 

the Intcrnatlonal Development Association (IDA) - fifty-years maturity \vith 

ten ·year grace pericd, free of interest, but 11ith a three quarters of l per cent 

administrative charge- the flo'.l of' resources to IDA should be increased . As 

a rule financial aid to these countries should systematically be gjven on soft 

terms, r:r.·efera bly by grants, or at least \·:ith a grant element of 80 per cent . 

29. In most of the " hard core" least developed countries, the utilization of 

financial assistance could be accelerated and macle more effective if it l·lerE~ 

closely linked \·lith technical ass istance . For example, aid packages sbould 

include assistance to the planning, financj_ng anc:i implementation phar.;es of 

projects and programmes . Measuj:· es adopted to SUfJ'!lcment national ef.i:'orts sh::.JUld 

therefore focLlS primarily on the provision of technical assistance to allevj_atc 

the skilled rranpo-,Jer constrElint on development . Givern that these countr les 

are at a relatively early stage of development, their need for assistance should 

be viewed in a l onger term perspective. Programming of such assistance to 

ensure continuity ltould enhance its effectiveness . Consideration should also 

be given to the provision of food aid in support of development projects . 

30 . \/hj_le the objective of financial and technical assistance ·bas been to 

i mprove the absorptive capacity of the recipient economy, some of the rules 

and conditions governing such assistance have sometimes negated its very aim . 

The terms of loans in some cases resulted in a heavy debt-sel·vicing burden 

\vhich constrained the ability of the economy to borrm1 further . 1,Vith regard 

to technical assistance, the ins istence on counterpart personne l for experts 

and the quick pbasing out of projects with the consequent recurrent cost 

burden on the recipient have sometimes led to the creation of neil difficulties 

vlith regard to absorl?tive cal_)acity . Even •.-1ith feed aid the requirement that 

reciL)ient countries defray local trsnsL)Ora tion and cJistl~ibutj_on costs rwy have 

limit ecl the ability of the leQst develored countries, espe..:ially the land - lo..:ked 

ones, to benefit from this typ~ of aid . 

31 . In order to minimize the constrainjn~ effect of aiel con6itions and 

l'Lllcs on the scarce sl<illecl tr8n~10'.ter and lirnitcd budgetary resources, the 

Horldn~ Grou:? recorr:mcn .ls that donors 6ive consideratj_on to : 

/ ... 
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(a) Proviclinc i./Ji..al f:inEmc:i.ng, that is covej :in[; l'Jc&l c'Jst::: of projects c.'r 

pro:;ramme::;; 

(b) Ha 1{inc; rules anD cCJncb t:i:::n:s t;.Jverrd nr; counter~)art ol,l:i c;ations ~101 e fle):ible 

llhile s"~1·cssinc; ~xov :i.sion for traininc; as J:Cart of the over--all national tra inin(!; 

eff01·t; 

(c) Financjng maintenance o~ e~istlnc; projects . 

)2. 'rhe limitation of the nc-.t :i. onal mnrkct of some of the least d cvelo[Jed 

countries ccmsU.tLlt.es an irnportaJ ·:~ constraint on 'vheh· ;)ros [Jects for expand in££ 

their production base . The ~,latively advanced partners should be willing not 

only to grant concessions to the least devRloped members but also to take positive 

measures, throufSh ap,)ropriate regional :i nst.i.tutions and \·lith the surport of the 

international cotr.munity, to imrrove the ca Qacity CJf these least developed countries 

to ber.efit subctantially from re,~:i.ona l co- :Jperation . Improving the capacity of the 

least developed partners implies the adoption and im)lementation of concrete 

measures for an equitable location of regional or multinati onal industries :in 

these countries . This will be especially im0artant with respect to measures 

to counteract the polarization Lendencies of such arran~ements which work to 

the disadvanta~e of the least developed partners . 

)3. A re.::;ional arprcach to cievelopment should not be limited to trade 

co-operation. Institutions 'ih:ich migl!t sthen1ise have been beyoncl the capacity 
/ 

of one str.al l country could be shared to mutual advanta.se. The leas t develCJ[>Ccl 

countries and other develo!)in(; countries shCJulc1 take decisive steps to join 

t ogether in the establishment of joint institutions for SQccific problem areas . 

Multinational projecLs for a6riculturnl research among countries located in 

the same ecological zone, technological institutes, tourist, industrial and 

investc:1ent promotional facilities, and infonr.ation collect i n-s and d i ssemination 

centres, are cases in pc:i~~ - The form of re~ional co-operaLion shCJuJ~ be kept 

flexible, so <.ts to f'acil:i te.te diverse groupings for c"l ifferent pm·poses . 

Multile.tcr;.l.l anc1 bilaten1J. dcmors shculd adopt a mOL'e syster~atic v!By of 

fac:iU.tat in:::; reL;ional gn:,t.:!_)in_::;s . The exist:in2; rP.:;:i.onal :institutions should be 

SLl[l")OTte.cl i'i~·.h fin.Jncin.l and te::hni.:.ql <-:.ssist.:"lnc:e to allc11-1 thet:l to contribute 

effectively to the rccionol effort . 

/ ... 
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B. Scmc fields of action 

Institutional improveme1~s 

)4 . In orcler to create o~· stren~-;,;then the notional services essential for 

development, the most irr.med iRte measures should be taken to d cvelop ancl i mprove 

t he public administration machinery for rr:anaging and servicing the economic 

and social c;evclopment effort . National financj_a l inst:L tutions and tax 

a dminist1·at ion services s houlcl be developed and equipped to stimulate and promote 

a more efficient mobilization and utilization of scarce domestic ar.d foreign 

resources. Jn this regarcl, institutional reforrns should be undertal<en to im~Jrove 

t h e effectiveness of the national planning machinery . Efforts should also be 

rr.ade to imLJrove co-operation betvecn pubU.c and private sectors , so as to 

facilitate the optimal use of national resources . 

Pre-investment work 

35 . The lack of knm1ledge about the nature anr'! extent of natural resources 

prevents the exploitation of national potential resou:cces . As part of tl1e task 

of developing the least developed economies, efforts should be made to expand 

pre· investment surveys and feasibility studies vlith a "iew to l aunchi ng a full 

s cale programme for devP.lcping these resources . Aid donors should provide 

t he expert i se and the financial support needed for such undertakings . 

36 . ~y >.my of improving kno'.lledge of the country efforts should be made to 

collect a minimum basic set of economic and social statistics considered 

essenUal for the pl anning of t he national development effort . 

Human or· social infrast~ucture 

37. I n the long run , the critical shortage of all types of skills can be 

r e lieved only t11rough the adCJption of national tra i n i ng prograrrJnes . It i s 

only \lhen indi_;enou.s trained rr.anp0\1e1· is availo.ble that self-sustained 

development can be;in . The trainin0 should not be re3tricted to forn~al or 

·,rocational insti.tuions , h11t should he extended thr cuc;h ap~ropr j ate measures 

ancl incenti vee to i nc lull.c on --the-job training . 1\ ppropriate cu.criculum reform 

/ .. . 
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should be undertal.;en . Since most nf th!'; least developed countries cannot sup[_)ort 

an adequate number of properly equipped training facilities, other developing 

Countries should facilitate the training effort of these countries by opening up 

their mm facilj_ties to them or co--operating 1-1i th them in the joint establishment 

Of regional institutions and the sharing of experience on corrmon problems . 

)8 . Culturo.l and social constraints to development should be minimized through 

appropriate education and social reforms. Social relations that adversely affect 

motivati.on and willingness to adopt ne\-1 ideas should be prcgressively changed 

by such action . 

39 . In the least developed countries, environmental and other handicaps have 

adverse effects on the quality of life . Any effort to accelerate the rate 

of economic activity vlill therefore meet v?ith seriou.s obstacles, unless such 

elements as communicable diseases aYJj rralnutri.ti.on uhich hRve a profound beari'ng 

bn general public health are controlled. The llorldng Group attaches hir;h 

priority and great signific8.nce to the alleviation of these problems . It 

the::-efore recommends that the Food and Agriculture Organization of the United 

1'\B.tions (FAO), the \.Jorld Health Organization (I·IHO), the Horld Food Progro.mme 

(vJFP ) , the United Nations Childrcn 1 s Fund (UNICEF) and other relevant 

organizations initiate special programmes to improve their situation . In 

this connexion , the Working Group notes with satisfaction the concrete 

pto~bsals being put fon:ard by the WFP secretariat with regard to food aid 

t ransportation that -v1ould reduce the cost of such aid to some of the l and-locked , 

l.ea.st developed countries) and action by the UNICEF secretariat to increase 

~ssistance to such countries . 

Econo~ic infrastructute 

tfo . A fundamental factor i n stimulating dev..,lopment i s per taps the provision of 

minimum infrastructural facilities . For example, transport anCi cotr,munication 

linl~s can contribute significantly to the inte;:;ration of the national market 

and thus f ac:i.lHate efforts to monetize the subsistence sector . Infrastructure.]. 

facilities stimulate economic develoQment l.Jy brinc;:i.ng a tout adminj strati ve 

an~ economic integration, permittinc greater mobility of men, products and 

funds and thereby promotinz the prcduction of intermediate and investment gocds . 

/ ... 
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Pre· investment surveys, possibly of a rezional character, coupled 1iith effective 

follo•.l· up action should therefore be undertaken on a rriority basis in ordE::r to 

assure the development and stren3thcning of transport, postal anCi telegraph 

services . Provision of training facilities for the personnel in these fields 

vlill have to be rr.ade at the national as v1ell as the regional level. 

41.. l.!hilc most i nfrastructural services cannot be imported, neighbouring 

developing countries can help the least develo:;>ed, la nd -locked countries by 

facilitating and guaranteeing their transit ri3hts . I mprovement in the 

coastal countries ' harbour, rail and road facilities would also help to reduce 

the generally high overland trans Qortation costs . J oint pO\ie:r projects can 

also be envisaged. 

Produ.ction 

42 . The \lor king Group vlishes to stress that the measures outlined above have 

been aimed at provi ding the basic minimum producticm-supporting i nfrastructure 

fo r stimulating over - i l l economic and social development . It is for this r eason 

that the Forking Grou.p has throughoLlt unCierlined the application of an i ntegrated 

comprehensive and concerted approach by the i nternational community . Such 

a ction should be conceived \oJithin the nat i onal development programmes . 

(l) 

42 :J. 

Agriculture§/ 

Any effort to increase agricultural product i vity and output should aim at 

a redu.ction of the prevalence of subs i stence activities and of the fragme'1tati:.,n -::;f 

the national market by means of an appropriate cleve.:lopment cf econcmic and social 

infrastructure . Some of the poss ibl e areas of act i on in agriculture are list ed 

belOI! : 

(a ) T:ransfo:rm::.ng the sLlbsistence sector by : 

(i) Measures for increasing productivity in focd and livestock production; 

( ii) Production-supporting measures, such as feeder road construction , 

establishment of co - operatives and other rural undertakings, 

im~Jrovement of n:arl.;ethJg facilit i es and multidisciplinary research 

surveys i n supDort of public extension services; 

Including anirr.o.l htlsbandary, fisheries and forestry . / ... 
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(b ) DiversHication of ae;riculture by : 

(i) /\~)plication of research to the introduction of ne11 crops and livestock 

breeding; 

( ii) I mproving the competitiveness of export crops; 

(c) Measures to improve nutritional l evels through improvement of the f~od value 

content of staple f ood . · This should be combined with rural ~ducation, especially 

of \·lomen and youth . 

Some of the fields of action \·there assistance i s required in manufactu:c i ng 

and mining arc listed belo-.1: 

(a) Mining : 

(i) Mineral resource surveys; 

(ii) Pr omotion of in'1estment in mineral cxploraLion and exploitation, 

(b) Manufacturing : 

(i) Exploitation of natural resources and their further processin,;; 

special attention should be pa i d to agro-industries; 

(ii) Prcmoticm of selective export- oriented industries through t!ie 

attraction of f oreign ca l)ital and skills, vli th s [.Jecia l attent i on 

to i mparting these ski lls to the l ocal popul ation and the 

enc ouragement of orcd uction cum market i ng arrangements; 

(iii) Strengthening of industria l i nstitut i ons in the areas of 

i dentification, evaluation, financing and promotion of 

proj ects as wel l as technology and t ra inin3 . 

Trade 

44 . In most, if not all of the least developed countries, the ability to 

participate in int ernational trade is limited by weak product i ve capacity 

and ruL1 imentary corrmercia l infra stntcture . It must be reca llec1 that an 

important olJjcct of the present c:;:e!'C i se of the 1-Joridng Grour is t::J helo 

t hese countries to imrrove their capacity to prcduce in or~er that they may 

participate n~re enerJeticolly i n internaticnol co -operation and trade. S~ecial 

rr.easures are therefo1·e required not only to assist them in t he c::;nunc::rc i al field 

/ . .. 
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both at the internati~m<ll and regional level, but, uhat is more im9ortant, to 

stimulate their prcduction for export. Scme of the measures that might be 

ta:~en a:ce listed beloi·J _1/ 

(l) Prirr.e.ry _commsc1 ities 

(a ) Measures to :i.mprove the :i.mrnediate export-earning possibilities of the l east 

developed countries : 

( i) Ccmmsc~ity arrangements to cover the rr.aj or export products of interest 

to the least developed countries; 

( ii ) Favourable treatment of the least cleveloped countries in all 

cornmcdity agreemc::nts, in terms of the allocation of basic qLwtas, 

i n the redistribution of deficits in quota fulfilment and exemption 

:frcm quota cuts~ 

( iii) Appropriate compensation by the internatione.l ccmmunity for losses 

arising from the im)lementation of a generalized preference se~eme 

for exports from develo~ing countries . 

(iv) Taking into account of the special interest of the least developed 

countries in the formulation and implementation of a generalized 

preference scheme; 

(b ) Support for national and regional eff~rtf at the pro~otion of 

diversification, and at the itnprovement of quality and productivity through the 

provj_si.on of su:i.table inputs <Pd resources. 

(2) Manufactures 

(a ) General removal of tariff and more especie.lly non - tariff barriers to 

i_)rocessec~ ra11 rr.ater:ials from c1evelopinJ; countries es~)ecially those of i nterest 

t o the least developed; 

(b ) Export - promotion) especially throue;h action by developed countrjes to 

stinmlate imL)m·ts from thest:: countries; 

( c ) P1 ovi si on of induce• Jcnt to pri va tc investors to estabhsh export-oriented 

industries in the least devclo~ed countries, 

1/ Besides the in.! .. oTrr.aticm made availCJblc by the ol·..;aniz.ations of the United 
1'\aticms system anJ othel~ :i nte~-c;overnmental bcc:iies) the :.lor king Grollt) hnd at 
i ts c·isposal the "ReLJort of the G.c·::JUJ:) of Ez~e1·ts on S[)ecial measures in favour 
of the lc<Jst developccJ amccn_:; the cl evelO[)il13 countrj_es") Geneva, 211. Novcmbei.-
to ) Decembcl' 19G9 (T'D/B/:)88) . 

/ .. . 
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Re_g_ional Co-ope ration 

45: Appropriate 'mea sure s shoulc1 be taken within regional groupings for the lea st 

developed among developi1~g c ountries. To them the opportunity to participate in 

regional co-operation arrangements vlill give an initial occasion for expanding 

international trade. It will also provide the necessary learning process and time 

for them and for their :rartner developine; countries not only to increase their 

mutual trade but also to improve tlleir competitive position, so that they 

participate more actively in interr,a tional trade in the future. The vlorking Group 

therefore >·ielcomes declaration 23 (II) of the United Nations Conference on Trade and 

:Cevelcpment ( UNC'l'J\D)~/ caning on the developed countries and others to facilitate 

regional co--ope ration arrangements throut;h appropriate policies, and recommends 

t hat the resolution be given immediate effect . Some of the relevant measures are 

listed below. 

(l) Tr__?_de liberalization measures : 

(a ) Special concessions to the least developed countries in terms of tariff 

r emoval schedule or accession te> ce>mmon external tariff; 

(b) Least developed countries should be accorded preferential access to the 

markets of the ir partners; 

(c) v·laivers or concessi0ns invol<.:cd for balance··of-payments reasons by the 

more developed pnrtners should not apply to exports of least developed partners . 

(2 ) Trade supporting measures : 

(a ) Establishment of r egional financia l institutions for ensuring equitable 

i nfra structural deve l opment; 

(b ) Att1·action of investe>rs te> the least developed partne r countries through 

t he development of regional or multinational industrial p1·ojects v?i thin the 

frame110r~: of equitable r eg ional indur,tri.al allocation e.nd/or financing schemes . 

Fj_/ For the full text see Pre>ccedings of the United N2.tL:ms Ce>nfc r eno ~ on Trade c.nd 
Dev~!?J:!nent , Second Session , vol. I, Report and Annexes (United Nutions 
publicatie>n, Soles No .: ~ . 68 . II . D . l4), Anne x 1 . 
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46. 'The c oncept of least developed countries is necessarily a relativ~ one. 'I'he 

obstacles to the economic and social developnent of these countries are also 

continua lly changin8, thereby necessitating cbanges in the policy measures. There 

·Hill, therefore, be o. need for continual global assessment of the problem of the 

l east developed countries ·Hithin the broader frameviOl'k of the Second United Nations 

Dcvelopnent :Cecade . In the course of such global and ree;ional revie1·1s, the emergin[; 

obstacles to development sh::mld be identified and appropriate r emedia l action 

recori1mcnded . This should also provide, as stated above, the occasion for continuing 

re --examination of the criteria, indicators and classification of these <;ountries , 

in the He;ht of changing circt1mstances . 

/ ... 



ANNEX I 

E/ f,C .5li/L . 3G 
English 
Annex I 
Page l 

PROVI SI OTLLI.Ir LIST OF 'IJ-m r:HARD C08J': 1
' LEAST D:CV!_:LOPED CC!lil':TRI!~S~/ 

Africa 

Bots11ana 
Burundi 
Centra l African Republic 
Chad 
:Cahcmcy 
Ethiopj_a 
Go.nbia 
Guinea 
l esotho 
lv~a 12vli 

t<!ali 
Nj_zer 
Rw:mda 
S :malia. 
Sudan 
'l'oc;c 
U:::;anda 
United Republic of Tanzania 
Upper Volt2 

Mid cllc lc:a.st 

Yeme n 

Afghanistan 
Lc::Js 
i'k:pa l 

Caribbean and Central Am~rica 

Haiti 

?.} Thr> list rr:ay be modif:!.c d on the bnsis of further '.Iori~ . For the critcric. and 
r ationale used t o dcsign3te thr::sc countries as ''l:o. rd c ::>rc " l f'ast a :::vc l op"'d 
c ountl·ics see ptuac;1·aph~; lG --2 4. 

/ ... 
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SOME CRI'l'ERIA FOR IDEN'riFYING THE LEAST DEVELOPED fJ<10NG DEVELOPING COUUTRIEsV 

Group and country 

I nitial iden­
tifi cation 
criterion 

Per 
~ita. GDP 

l9bb 
($US) 

Major adjustment 
criteria 

Share of GDP 
originating 
in manufac­
turing (1966) 

Literacy 
r atio 

(1960s) 

Minor· 
adjustment 
criterion 

Rate of 
growth of 

GDP 
1960-1967 

Other 

~ulation 
i n millions 

1968 

Group I. Developing cow1tries vlith per capita GDP of $US 100 or l ess , 1966 

A. Those •rith literacy rate of 20 per cent or less and a manufacturing 
share i n gross domestic product of 10 per cent or l ess 

Africa 

Guinea . . . . . 
Botsv:ana . . . . . 
Sudan . . . . . 
Uganda 
Garribia . . . 
Nicer . . . . . . 
Lesotho . . . . 
Chad . . . . 
Dahomey . . . . . . 
Somalia . . . . . 
Tanzania , United Republic 
Ethiopia. 
Malav:ri . . 
Burundi . . . 
Upper Volta . . . . . 
R\·landa . . . . . 
Middle East 

Yemen ••• 

East and South-East Asia 

Laos • • , • 
Afghanistan • 

. 

. 

. . . 
of 

. . 

9i}?} 
94£/ 
94 
84 
82 
82 
78 

6~ 
6~ 
~2-/ 
61 
49 
45 
!~t~£/ 
42b 

50 

5~b/ 
5~/ 

6 
10 

6 
8 
6 
6 
1 
4 
4 
4 
5 
7 
7 
4 
6 
'+ 

3 

4 
8 

10 

13 
10 

3 

8 
8 
5 

18 
8 

8 

10 

15 
8 

·• '~d I 
4.~/ 
4.t~; 
1.~ 

B. Those with literacy rate of more than 20 per cent or a manufacturing 
share in GDP of more than 10 per cent 

Africa 

Congo (Dem. Rep. of ) 
Nigeri a • • • 
Mali 

Caribbean and Central America 

Haiti .• 

East and South-East Asia 

Indonesia 
Nepal • 
India • 
Bm·mo. 

_..,., __ - -·.· 

96 
75 
68 

82 

97 
91 
8o 
62 

15 
6 

12 

12 

12 
11 
15 

9 

33 
3 

10 

43 
8 

28 
6o 

2.f!fo./ 

2.2 

) .8 
o.6 

14.8 
8 .1 
0.4 
3.8 
0. 9 
3-5 
2.6 
2.7 

12.6 
24-. 2 
4.3 
3.4 
5.2 
3.4 

2. 8 
16.1 

16.7 
62.7 
4.8 

112 .8 
10 .7 

523.9 
26 . 4 
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S0t4E CRITERIA FOR I DENTIFYING THE LEAST DEVELOPED N10NG DEVELOPING COUNTRIEiY 
(c ontinued ) 

Group and cow1try 

Initial iden­
tification 
criterion 

Per 
capita" GDP 

1966 
($US ) 

Major adjustment 
cri tcria 

Share of GDP 
originating 
in manufac­
turine; (1966 ) 

Literacy 
r atio 

(1960s ) 

Gr oup II. Developing countries Hi th per capita GDP from 
over $US 100 to $US 150, 1966 

A. Those -vli th li teracy r ate of 20 per cent or less 
and a manufacturing share i n GDP of 10 per cent 

or l ess 

Africa --·-
Maur itania 128 3 3 
Cameroon 124 8 13 
Sierra Leone . . . . . . . 12~ 6 10 
Togo . . . . ~~}! 6 8 
Central African Republic 7 18 

B. Those \·lith literacy rate of more than 20 per cent or 
a manufacturing share of more than 10 per cent 

Africa 

Kenya . . . . . . . . . . llO ll 23 
Madagascar 101 4 35 

East and South-East Asia 

Ceylon . . . . ll.JO 7 75 
Thailand 134 12 70 
Cambodi a 127 10 30 
Korea , Republic of 123 17 71 
Pakistan n 6 ll 20 
Viet-Nam, Republic of 111 ll 45 

!'1inor 
acljU'S"tmcnt 
criterion 

Rate of 
grmrth of 

GDP 
1960-1967 

··~ 5. 

3.7 
7 . 6!./ 
4.7 
7.9 

5·w 5. ) 

Other 

Population 
IDini"iiTOriz 

1968 

1.1 
5. 6 
2 . 5 
1.8 
1.5 

10.2 
6.5 

1?.0 
33.7 
6.6 

13.0 
109.5 

17.4 

Source : Yearbook of National Accounts Statistics, 1968, vol. II (United Nations Publication , 
(Sales No. : E. 70.XVII.3). Uni ted Nations Monthly Bulletin of Statisct.ics, 
December 1968, Unit ed Nations Conference on Trade and Dcvelopmei~Idcntif'.i.cation of 
the least developed among t he developing countries" (TD/B/269 and Corr .l), United 
Nati ons Educational, Scientific and Cultura l Organization, Statistical Yearbook, 1966, 
United States Asency for In ternational Development, Econor.1ic Data Book. 

For their application in the sel ection process, sec paras. 16-24 . 
1963 . 
1962-1964 
Former Tangany-.i.ka only . 
1960-1966 . 
196o-1963 . 

1960-1962 . 
1963-1965 . 
1960-1965 . 

; ... 
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INTERNATIONAL DEVE LOPMENT INTERNATIONAL BANK FOR 
ASSOCi~TION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORAND M 
TO: Mro Robert S. McNamara DATE: May 13 1970 

FROM: Irving So Friedman 

SUBJECT: "'"B..:.u'-'d""'g""'e'-t ___ G_e_n_e_r_a_l_ E_c_o_n_o_m_i_c_ S_ ... _v_a_f_f 

Mro Adler has informed me of your decision on the Budgeto I 
appreciate that I can still make recommendations for changes in the 
distribution of personnel among the divisions of the Economics Depart­
ment and the Study Groups within the over-all ceiling. I have, however , 
limited myself to a few marginal suggestions, not involving actual 
movements of personnel, but rather vacancieso 

As you know, I have felt for some time the need for significant 
restructuring in the work of the Bank Economic Staff with a view to 
eliminating any overlapping and to ensure that we had our order of 
priorities right. Ordinarily I would now be making suggestions for 
some significant restructuring, but in view of V~o Chenery's coming 
to the Bank in the relatively near future and his expectation that he 
will be making recommendations for the restructuring of the economic 
staff, it did not seem wise to have the economic staff concerned go 
through two major changes in a relatively short period of timeo It 
is for these reasons tnat I have confined myself to minor suggestionso 

I would like, however, to comment particularly that I had hoped 
to achieve a substantial increase in the staff of the Basic Research 
Center and an increase in the allotment of staff for Development 
Programs. 

rs:----
cc: Mr. Adler 



Mr. Robert So Mdlamara April 24 1970 

Irving S. Friedman 

Council on Foreign Relations 

Attached hereto is the draft paper by Tex Goldschmidt which 
was discussed the other night at the meeting of the Council on Foreign 
Relations, plus the agenda which he drew up for the discussion. Please 
ignore my underlinings and markings. 

I intend to send to him comments and material necessary to correct 
his misunderstandings about the Bank and most particularly Bank/Fund 
relations. Perhaps it should be emphasized he regards this as not only 
a confidential document but even more important, a preliminary draft. 

Att: 



I NTERNA Tl ONAL BANK FOR 
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OFFICE OF THE PRESIDENT 

REMIND: 

Send copies to Mr . McNamara and 
Mr. Clark, with transmission note 
making specific points. 
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OFFICE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE: April 14, 1970 

FROM: Irving S. Friedman 

!if ---SUBJECT: Visit to Pakistan - March 24- 31 

I had originally planned to report orally on my visit to Pakistan but 
have thought that it might be more useful to set forth briefly some of my 
major impressions of my week's visit there . I will not attempt to summarize 
my exchange of views with the authorities on the new Plan as such; needless 
to say , they urged more assistance via the Consortium and a comprehensive 
water management and flood control program for East Pakistan . I stressed by 
specific examples the applicability of the experience of other countries to 
Pakistan, pointed to the need to deal effectively with those social problems 
which were creating bottlenecks for further production and sustained growth; 
the inevitable interrelations among planning, monetary and fiscal policies and 
the increased staff capacity in the Bank to help deal with these "newer" 
problems. On other aspects like the availability of more external assistance 
and what we were planning to do in East Pakistan, I was guided by what I had 
been told in Washington (Votaw and Sadove) and by Blobel and his team in 
Pakistan. 

I was warmly received by all, including General A.M. Yahya Khan, 
President of Pakistan, the Governor of East Pakistan, the Minister of Finance, 
Governor of the State Bank (with whom I stayed in Karachi), senior civil 
servants in Islamabad, Lahore and Dacca, the academic community and the 
business community. Among other things I addressed the Pakistan Institute of 
Development Economics in Karachi and the Economics faculty in Dacca (on Easter 
Sunday evening!), and had a chance to visit the Camilla Experimental Station. 
I found at every level people eager to have a full and free exchange of views. 

(l) Contrary to some views expressed in Washington and echoed in some 
quarters in Pakistan my judgment is that Pakistan will not divide into two 
separate countries as a result of present difficulties . The government by 
calling for elections based on "one man one vote" is in effect recognizing 
that East Bengal will have the majority in any new constitution- making 
assembly and consequently any new legislature. Unless this decision is 
rescinded this should go a long way to meet the resentment in East Pakistan 
against West Pakistan and the central government. 

(2) A decision to go ahead with the Fourth five- year plan on a flexible 
basis should help in diminishing the corrosive effect the discussions of this 
plan seems to have had on the unity of the country . In private conversations, 
at least, I found little willingness to defend the numbers in the program . 
Like so many other development programs, the planners had started with targets 
and resource allocations to achieve such targets without attempting to rework 
the numbers in light of more realistic assumptions on resource availability 
(both domestic and foreign). The numbers, however, had become matters of 
serious contention, particularly among spokesmen (official and private) for the 
different regions. Once the current constitutional crisis is more or less 
passed, whether in the form of a new civilian government or a decision by the 
military that it must continue in office, there will be the opportunity for a 
serious look at the Pakistan economy and its prospects. This might take the 
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form of presenting and assessing the annual budget rather than a new plan , 
but this remains to be seen. 

(3) The President and the Governor of East Pakistan (a former Admiral 
of their Navy) are aware that the high level of military expenditure is an 
overwhelming burden for the Pakistan economy. Both insisted that Pakistan 
would be very happy to see some political settlement with India that would 
make possible a major reduction in such expenditure. On a number of 
occasions the view was expressed (as, I ' m sure, on other occasions) that 
mediation by the World Bank in the various disputes between Pakistan and 
India , particularly with respect to the Eastern rivers would be most welcome . 
The view was expressed that India would most likely continue to be unreceptive 
to such moves . However, there is some talk of strengthening the military 
forces in East Pakistan , particularly increased participation of East Bengalis. 
This, however , seems something for the rather distant future . 

(4) In East Pakistan the hope was strongly expressed that the Bank would 
play a very wide and influential role in their economy . My impression is 
that they would welcome the kind of role we are playing in Indonesia . A 
number expressed the view that the Bank had relatively neglected East Pakistan 
in the past, but did not believe that this represented a reason why the Bank ' s 
role should not be more significant in the future, not only financially but in 
terms of advice on policy and technical assistance . Such views were echoed 
by the academic and business communities as well as at the political and senior 
official level . In Islamabad also, the general view was that the Bank could 
play an even more important ro l e than in the past in Pakistan affairs . 

(5) They asked my views on certain specific points . For example , the 
exchange rate system , the future of their currency and banking system , 
fiscal policy , foreign trade policy, relation between the center and the 
various provinces in the future with respect to such matters, etc . My general 
position was that a realistic exchange rate was urgently necessary as had been 
expressed previously by the Fund and Bank staff , and that many of the 
difficulties that Pakistan was now facing were due to the continuation of a bad 
exchange system. As for their fiscal policy, it was necessary to raise more 
resources for development and that for any transfer of resources among the 
provinces to be possible, sufficient taxing authority had to be left to the 
center so that it would have the revenues for redistributing income among 
regions -- contrary to what was being advised by many in East Pakistan who 
seemed to favor a central government with very little tax- raising authority . 
I also advised strongly against the adoption of more than one currency as some 
were suggesting, and was in favor of keeping a free trade area among the 
provinces and a common external tariff policy, leaving it to the budgets to do 
the job of taxation and subsidization rather than mainly using the exchange 
system , tariffs and quantitative restrictions to achieve the same ends. I 
found that the State Bank of Pakistan was working industriously and 
intelligently on how to adapt the central banking system to the likely new 
constitutional situation of more autonomy for the increased number of provinces . 
There were , of course, lots of analogies with the U. S . Federal Reserve System. 
(Their present central banking system looks federal, but actually is much more 
centralized than the U. S . Federal Reserve System. ) Similarly , a high degree 
of coordination of the new provinces in West Pakistan is envisaged in certain 
key areas like WAPDA . My basic advice was to avoid intransigent positions 
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and the need for collaboration because I could not see that anyone in 
Pakistan would benefit from having a central government incapable of 
governing and provinces acting like sovereign states in economic and 
financial matters . I made a point of talking to people privately who were 
regarded as "hard liners" in these matters, a number of whom I had known 
from previous association . In all cases they conceded, after discussion, 
the need for mutual accommodation . 

(6) The economic situation in Pakistan is showing some signs of revival , 
particularly in industry in West Pakistan . However, businessmen in East 
Pakistan are still concerned about moving ahead while the political 
situation remains uncertain . They are also rather troubled by the boycott 
between East Bengal and India . The political leaders and officials say the 
reason for the maintenance of this trade boycott is for bargaining purposes 
with India, particularly over the Eastern rivers . Many references were 
made to the Farraka dispute. 

(7) I was especially intrigued with the comments made to me in a very 
brief interview by the head of the East Pakistan Chamber of Industry and 
Commerce . He emphasized that everything should be done to increase the 
income of the poor farmer in East Pakistan ; only through increasing 
agricultural income could a market be established for industry in East 
Pakistan . Everyone is , of course, eager to have the benefits of the "green 
revolution" in East Pakistan, although their plans for spreading the "green 
revolution" are not yet convincingly thought through . The Camilla cooperative 
is seen as a model . The fact that it has taken so many years to become 
effective even with dedicated leadership and good administration, which may 
be difficult to duplicate in large numbers , is appreciated , but officials still 
talk as though the spread of this experiment to other parts of the province 
could take place rather QUickly . They welcome the advice of our people on 
water, agriculture , industry, etc ., and I hope that we will be able to provide 
the staff to do the large- scale job on a continuing basis that needs to be done . 

(8) The longer- run impact of the renewal of parliamentary government 
combined with a reassigning of top senior official positions is, of course , 
difficult to predict . There is much talk of people being moved into new 
posts , which is greatly facilitated by the creation of new provinces . The 
basic aim seems to be to break the near monopoly that people of West Pakistan 
or Indian origin have of the most important senior civil service posts . 
There were some who argued, particularly in Islamabad , that East Pakistan 
simply could not come up with talented people . I was rather impressed with 
the number of talented people I met in East Pakistan in a short period of time, 
but how many of such people are available I cannot say. However, I did feel 
and so said to the President , the Minister of Finance, the Governor of the 
State Bank, the Governor of East Bengal and others that it would be most useful 
for the success of future parliamentary government if the present regime were 
to take the hard decisions such as on the suggested exchange rate adjustments 
that had to be made . If too many difficult decisions were left for the new 
government, the chance of the right decisions being made would be greatly 
reduced and might well bring to an end the establishment of constitutional 
government . I was repeatedly told that the present government is prepared to 
make the hard decisions . The coming weeks will tell the story . 

Distribution: President's Council 
Mr . Cargill 
Mr . Sadove 
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OFFICE MEMORANDUM 
TO: Mr o Robert So McNamara DATE: April 14 1970 

F ROM: Irving s. Friedman !J --SUBJECT: New York International Economists Club 

On Friday afternoon I addressed the New York International Economists 
Club. As you probably know this is a group of mostly senior economists 
(with the rank of Vice- President, Senior Vice- President or Partner) from 
many large financial and industrial institutions, as well as a few from 
such institutions as the Council of Foreign Relations and Columbia Universityo 
There were present people from Chase Manhattan, First National City, Brown 
Harriman, Smith- Barney, u.s. Chamber of Commerce, Petroleum Institute, General 
Electric, etco -- about 15 in allo 

Given the audience I addressed myself nearly entirely to questions of 
development finance, with particular reference to the World Bank's lending 
activities and policies, the external debt problem, the Bankgs borrowing 
activities and financial position and the Bank 9 s activities in joint and 
parallel financingo Most of the discussion at the initiative of the other 
participants was on the external debt problemo Only a few were familiar 
with what the Peterson report had said about debt rescheduling and the 
proposed roles for the World Bank and the IMF. They did know the contents 
of the Pearson and Rockefeller Reportso Many different views were expressed 
on the external debt problem and how it might affect the Bank, ranging from 
one who thought that private loans would have to have a preferred position, 
to those who thought that rescheduling need not affect the Bank at all to one 
who quoted Mro Black and Mro Moore as saying that the Bank would have to 
engage in rescheduling as well as governments and private creditorso (Need­
less to say this was an off the record meetingo) I explained our current 
thinking, including why our members had accepted the concept of a preferred­
creditor position for the Bank and the implications of a successful IDA 
replenishment for facilitating the external debt problemo 

I also took the occasion to inform them of the work we are doing in the 
field of external debt, including our arrangements for the gathering and 
distribution of external debt statistics to various users depending on the 
degree of confidentialityo I feel that it is important for the financial 
community to know that we have become an authoritative center for the 
collection and analysis of external debt statistics and that any material 
which is published represents only the tip of the iceberg compared with the 
data available within the institutiono Those present, given their backgrounds, 
readily understood why much of the statistical information we gather could not 
be published or even handed out on an informal basis without drying up many 
of our sources of information . I pointed to the gap in our statistics, namely 
short-term unguaranteed commercial credits, which were closely guarded bank 
secrets. 

I enjoyed the give and take, particularly as more than half of those 
present were people I had known for many years and had discussed with them 
domestic and international financial problems on many occasionso I trust that 
I managed to strengthen the conviction of those present that the Bank is run 
with a deep sense of responsibility for maintaining a strong financial 
structure, while at the same time fulfilling its special responsibilities as 
a development finance agencyo 
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OFFICE MEMORANDUM 
TO: Mr . Robert S . McNamara DATE: April 6 , 1970 

FROM: Irving S . Friedman 

SUBJ ECT: Back-to- Office Report on the Special Session of the International 
Coffee Council and Consultations with the ICO Secretariat 

I believe you will find the attached note of interest . 

/Jr -

President has seen 

\ I 
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ROUTING SLIP 
March 27, 1970 

NAME ROOM MO. 

Mr. Friedman 

-

To llandle Mote and File 

Appropriate Disposition Note and Return 
App rova I Prepare Reply 
Comment Per Our Conversation 

Full Report Recommendation 

Information S i anatu re 
In i ti a 1 Send On 

REMARKS 

You may be interested in reading this. 
It provides, among other things, a good 
example of the continuing tension in 
commodity agreements between exporting 

and importing members. We will follow 

up on the specific questions mentioned 
in paragraph 6. 

7 
~ <• 

From 
A. M. Kamarck 



OFFICE MEMORANDUH 

DATE: March 25, 1970 

TO: Mr. A.J. Macone 

FROM: Shamsher Singh 

SUBJECT: Back-to-Office Report on the Special Session of the Inter­
national Coffee Council and Consultations with the ICO 
Secretariat 

1. I was in London March 5-18, 1970, to attend the Special Session 
of the International Coffee Council, to exchange views with the ICO 
Secretariat on the Brazilian and world coffee situation and to discuss 
matters relating to informal cooperation between the Bank staff and the 
ICO Secretariat. The following are the main points of interest: 

Council Session 

2. Coffee prices rose sharply in the last quarter of 1969 after the 
full implications of the heavy frost in Brazil were realized. Accordingly, 
the ICO increased its export authorizations by as much as 5 million bags 
under its quota/price mechanism. However, these releases failed to influ­
ence the market. Consequently the special Sixteenth Session of the Council 
was convened to discuss and to dea.l with the current market situation. 
The consuming countries, who had requested the session, wanted the export 
quotas raised further with a view to placing larger quantities on the 
market so that the movement of coffee prices could be reversed to some 
extent. The exporting countries, particularly the Latin American group, 
felt that there was no technical reason for further intervention in the 
market because existing export quotas were well above the demand for 
consumption in the importing countries. They feared that further increases 
in quotas would lead to overstocking in the importing countries which, 
in turn, would have an adverse influence on the market next year. There­
fore, they wished to make any new action contingent on an understanding 
being reached on the price/quota arrangements for the next 18 months, 
i.e., up to September 1971, rather than only for the remainder of the 
current marketing year, which ends September 1970. The importing coun­
tries were unwilling to commit themselves for 1970/71. Private talks 
among the delegations failed to bring about a reconciliation of the two 
viewpoints. Therefore, the Council adjourned and all decisions on the 
subject were put off until the next annual session of the Council in 
late August 1970, when price/quota arrangements will be discussed for the 
year 1970/71. 

3. The ICO Secretariat had prepared a report on the current situa-
tion to serve as a basis for the deliberations of the Council Session. 
This document tended to support the viewpoint that the export quotas were 
already sufficiently large to meet demand for consumption from the import­
ing countries. However, the Executive Director had made strong personal 
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efforts to obtain from the exporting countries increases in quotas as a 
gesture of cooperation. I was privately given to understand that the 
only exporting countries,other than Brazil, which still had sufficient 
stocks to benefit materially from the additional quota increases were 
Ivory Coast, Uganda and perhaps Tanzania. 

Consultations on Market Situation 

4. The ICO Secretariat wanted to discuss with me the Brazilian 
coffee situation. I gave them a copy of my draft paper on the coffee 
situation which is being prepared as one of the annexes to the report of 
the Agriculture Sector Mission to Brazil. In addition, I offered comments 
on the !CO draft papers on the market situation and in return received 
comments on my own paper. 

Cooperation with !CO 

5. I held detailed discussions with the !CO Secretariat on co­
operation between the two organizations. The points covered included 
economic research matters such as exchange of information, identification 
and plugging of gaps in information and operational matters such as 
implementation of national coffee plans involving diversification projects. 
I will prepare a separate note on the subject. 

6. The points on which the !CO has requested immediate help and 
which need early action on the part of various departments in the Bank 
are as follows: 

a. Ethiopia 

!CO would like information on the proposed Bank projects 
concerning coffee processing and penetration roads. (It is 
likely that in the case of washing project, !CO may be pre­
pared to finance part of the local currency complement of 
the expenditures.) !CO is also interested in a joint assess­
ment of the impact on coffee production of the existing Bank 
road projects in coffee growing areas. 

b. Burundi 

reo would like to have progress reports on the coffee 
rehabilitation project. 

c. Kenya 

In its plan, Kenya has mentioned an IDA credit for financ­
ing of smallholders in coffee are~. !CO would like to 
know the exact Bank position. 

d. El Salvador 

!CO would like information on the Diversification Project 
involving livestock which was being considered by the Bank. 
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cc: 

e. Guatemala 

reo would like to know the Ba~k's position and latest 
developments concerning the proposed diversification projects 
prepared by the FAO/IBRD cooperative program on which com­
ments had been invited from the reo. reo is interested in 
financing warehousing for coffee and wishes to know if the 
Bank can prepare this additional project component. 

f. Agriculture Projects 

reo would like to have details of the IBRD loans to agri­
culture in various coffee producing countries, a list of 
the projects in the pipeline, and the status of the cocoa 
rehabilitation projects in Hest Africa. 

g. Coffee Policy Plans 

reo would like to have early comments from Bank staff on 
the national coffee policy plans submitted to them by 
Angola, Colombia, India, Kenya, Mexico and Tanzania. 

Messrs. Kamarck ~ 
Stevenson 
Chief Economists 

SSingh:rk 



~r. Robert S. McNamara April 3, 1970 

Andrew M. Kamarck 

Attached Memorandum on Internat ional Institute for Cotton 

The attached memorandum on discussions on research with the 
International Institute for Cotton may be of some interest to you. 
The essential point is that there are at least three major areas 
of research on commodities that could be of help to developing 
countries : 

(1) on production of food crops (the main emphasis 
of the Ford and Rockefeller financed institutes.) ; 

(2) on production of non-food export crops; 

(3) on improving the competitive quality of non-food 
export crops vis-a-vis synthetics or industrial 
countries' products. 

I gather that we may get involved in (1) and this may be the 
priority field at this time for us, but I hope that we can keep the 
doors open for consideration, if a suitable case comes up, of (2) 
or (3). 

cc: t..fessrs. Friedman • 
Demuth 
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OFFICE MEMORANDUM 
TO'Mr. Andrew· M. Kamarck 

/)~/7 
FROM:Antonio J. Nacone c·;e~-~ 

DATE: March 2), 1970 

su BJ ECT:Discussions >·rl. th Ropra sen'Ga ti ves of the I n t ernational 
Institute for Cotton (IIC) on Financing Research, 
March 6 1970. 

1. On March 6, 1970, Mr. Varon and I wore visited by Messrs. R. Dunn 
and R. Lund of the International Institut e for Cotton (IIC) and had a 
lengthy discussion with them on the general problems confronting cotton 
(the most severe of Hhich is competition from man-::nade fibers ), the acti ... 
vities of the Institute, and the need for r esearch, both agronomic and 
technical, in cotton. The IIC is an inte~goverrunental organization founded 
in 1966, unde r the auspices of the International Cotton Advisory Committee 
(ICAC), whose major objecti ve is cotton research and promotion, aim&d at 
countera,cting tho vast activiti es of man-::nade fibor indust!'ies i n t hese 
areas •. Y Mr. Dunn is the Ins t itu t e 1 s E.-x:ecuti ve ])l -rector; and Hr. Lund, ,,rho 
has r ecently retired from a s enior position in the Inte mational 1rk>ol Secre­
tariat, or IWS (a similar bu t older and more effective organizati on in 
woo~/) is a par~time adviser ~lith the title of Spacial Assistant to the 
President (the President is }tr. R. Adame of Mexico ). The Institut8 is no 
stranger to the Bank: we have had contacts with its staff on several 
occasio:as and h::va r oport.sd on i tf> ~ct.i vi tics ( .2.s ~~·:'11 as 0::1 thos::- cf t:hc 
International Hool Secretariat) f rom time to time .l/ On Harch 5, 1970, 
Mr. Varon attended a t echnical presen tation by th e staff of the IIC on the 
Institute 's r e cent activities. 

2. The major problem faced cur-1-ently by t he Insti tu.tc is the diffi-
ctLlty of inc reasing its resources (and activ'i. ties ) by attracting ne;;.r men:bers . 
It has become i ncreasingl y apparent to the Institute that obtaining significant 

~/ 

2/ 

The founding membGrs werG tbe United States , India, Hexico, the UAR, 
the Sudan, and Spain. Four moro countries ( GrGece, Tanzania, Peru and, 
very recently, Brazil) have joined sinc e then. (The Sudan and the UAR, 
hm,rever, have been unable to contribute their duos during the last ti·JO 
years, and have l ost their membership. ) J.fember cou.ntrjos contribute 
one dollar per bale of cotton exported to \·!astern Europe and J apan ... 
th e promotion t.2.rget aroas, H:1ich account for naarly 60 percent of ;.;rorld 
co tton imports. The Institute's annual exp.:mditures .2.re estimated in th e.· 
order of $7-$10 m:tlli on, roughly half of 1-ihich are obtained through mom ... 
bers 1 contributions and the otber half from cot. ton interests in import;ing 
countries cooperating in tl1e resoarch or pro:notion projects. (The U .So 
has a similar national program for cotton r ese:trch and promotion on a 
domestic scale. ) 

Jumual contribution f rom members are approxim=tt'3ly $35 million, compared 
to $3-$4 million in the case of the rrc. 
See, f or example, Cott~_Cu~~ Situa tion, Ha.ior Is.sufls and Recent Inter­
national Discussio;:1s, Economics Depart-mont 1-.ork:i.ng PaporN'0':-48, September 
5,1969 ,pp .ll-13 , and Hr . Varon 1 s memorJ.ndum to Br . Nacone , "Hiscellaneous 
Contacts on Research and DevEJ lopment i n Selected Fibers ," January 6, 1970. 
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results in expanding the market for cotton would require the expenditures 
of large su..rns on research and de velopment. , far above the resources avD.ilable 
to it at the present time. The present contact with the Bank was prompted 
obviously by the adoption of the Part II Decisions, but also coincides v.iith 
a general effort by the IIC to sec:k assistance from all pertinent inter­
national organizations, including UNDP, UNIDO and FAO, in addition to the 
Bank. 

). Mr. Dunn began by noting that recent technical and rnarket research 
(on a modest scale) had sholvn rather convincingly that the competitive 
position of cotton viz-a-·.riz man-r.:ade fibers could be strengthened by irn­
provlng the physicC1.1 propartiEJs of cotton through application of appropdate 
chemicals at the spir~ing stage and by technological innovations leading to 
the introduction or adoption of non spinning processes and machinery. 
Ho-vrever, greatly inc reased efforts in basic as v.rell as applied research 
vrere needed. Moreover, since the adaptability or applications of a num.ber 
of innovations (most of which H3re on the drav:ring- board or pilot stage) 
va·ried from one variety of cotton to another, it 1-1as also imperative to 
undertake, simultaneously, agronoatc research in order to develop and breed 
cotton varieties best suited to these and other possible technical advances 
in the textile industry. · 

4. The visitors inquired v.mether or not financing such research, 
technical and agronorn .. i.c, fell within the purvieu of tbe l'ecer,t Dacis:i..01iS 
on the Stabilization of Prices of Prima.ry Products.1/ He raplied, referring 
in particular to Deciston No. 2 on 11Strengtbening the Competitiveness of 
Primary Products, 11 that, ~ priori, provided that there was adequate reason 
to expect that e:>..-_ports from developj.ng countr ies would benefit from it, the 
Bank -vrould give consideration to proposals for financing specific resEJarch 
projects in the areas they had outlined in ganeraJ .. terms . ~l]e added that it 
vras difficl1lt to be more specific than tllis (to specify criteria for such 
assistc.nce, fo r example,) at tbis stage, this being a new· field of activity 
for the Bank and a complex field in itself, particularly from the point of 
vie1v of cost/benefit analysis. The formulation of tbe r elevant criteria 
and appropriate action couJ_d best be considered in relation to specif:i.c 
proposals. For this reason He vrelcomcd the interest of organi zations sucb 
as tbeirs which already had experience in tbis fiold. 

5. They said that they understood tbis, but thoy nevorthGJ.ess proceeded 
to seek tentative or preliminCJ.ry vi elm on a nwnber of questions. 

(a) 11llould the Bank insist that the r esearch it finances take 
place in devoloptne countr:i.es ? 11 ~ve replied that, ~priori 
( and in our personal judgrnent), tl1e Bank would have no 

_!/ It may bs of interest to note that their attention to the Decisions had 
been particularly draun by tbe Bank statement at the Third Session of 
the Perm .. -"lnent Group on Syntl1Gtics and S"u.bsti t1..1tos (U!JCTAD) in Novomber 
1969. 
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(b) 

objection if part or possibly all of a particular research 
project }~S to take place in developed countries; a guiding 
consideration would be the place where such research could 
be carried out most efficiently. For example, the necessary 
equipment and pers01mel might be available only in a partic­
ular laboratory in a dovoloped country. While there was no 
specific reference to this question in the Deci sions, we 
did not think that it would pose a serious problem. 

11 Could Bank assistance take the form of grants?" We 
replied that v...nils it WdS our impression that the assistance 
envisioned in this case (as well as in relation to the other 
Decisions ) was expected to be in line w"ith normal Bank 
practices (namely, in the form of long ... terrn loans ), grants, 
under appropriate circumstances, were not ruled out. It 
s eemed reasonable to assume, houever, that the amount of 
the ass:i.stance requested v1ould be a relevant consideration 
in this respect. 

(c) "Could the Bank provide financial assistance diractly to .::m 
inter-governmental organization such as the IIC? 11 We 
remarked that the crucial consideration Has the nature of 
the researcb p!'OjEJct in question and the i nsti.tu tion2.l 
framelrork for carrying it out. vJe thought that the financial 
ari~angements vmuld have to involve governmental channels. 

(d) "Could the Bank assist in the 1 cor.nrrerc:i.a.lization 1 of new 
t echnological innovations , e. g., in the introduction of 
improved cotton-textile processes and macrdnery? 11 We 
rE,pliecl that if this meant assistance to a cou..ntry to 
modornize i ts industry or to install nm·i plants incorporat ... 
ing up-to--date technology, the answ·er "h'Duld be positive. 
Such project proposals uould be in line -vdth tbe Bank 's 
tradi tionc.l l ending activ"ities and moreover could. be evalu­
ated. in the traditional vraye He noted that, in appraising 
any industrial project, the Bank natt1rally paid attention 
to the merits and appropria.tenElss of the teclmology incor­
porated in it. 

6. vJ"e conchldsd this excbange by remarking that in vienr of the tech­
r.ical quest~ons involved in financing rescurch, vrhicb obviously varied from 
cor.m10clity to cmnrr..od:i.ty, En;perts and ez:port intorrJational bodies could play 
a role by developing concrete stratcgif;s and idsas and this •~':luld facilitate 
tb e fornJlJJ.ation of appropriate policies in the Bank. 

7. The visitors i ndicated that the IIC r~.s in fact in the process of 
re-cva.luating its activities and preparing a 11ork plan, o1· stratees, for 
the next. five years, with cost estimates. They proposed that, rrhon this 
w.:-ork is uoll along, they put thei r proeram beforfl the Ba.n_: , as 1;-ell as UNDP, 
FAO, etc., in ord.or to establish vrhetlier or not and. hoH indi vic1ual organi­
zations rr,igbt assist in its i mplementati on. He remarked that this seemed 
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to be a reasonable approach, and agreed, at their request, to keep in touch 
during the preparation of their work program. 

Conclusions and Recorrrrnendations 

B. The discussion summariz.ed above indicates that advancing toHard tho 
implementation of the Part II Decisions on research requires further thought 
and l·mrk both on our part and on the part of the relevant international 
commodity bodies or national agencies. It is obvious, for example, that 
these bodies need guidance on hou, and specifically for rrhat, Bank assistance 
is available. On the other hand, He need their assistance since in the area 
of agrononrlc and industrial research, identifying a neod for t echnical or 
agronomic research in general terms is relatively easy (and can be arrived 
at through commodity analysis) but the significant question is Whether in 
a specific commodity there is rlhat might be called 11an effective need for 
research 11 - i.e. , a situation in which the state of tbe technology, the 
results of prior research, the availability of proper institutions, and 
attitudes of prospective participants combine to provide a fertile environ­
ment for practical innovations of significant. scope. This effective noed 
can be identified and quantified best by the parties involved. 

9. I believe "l·re are nmv- at a stage where it •muld be uscf1d to discuss 
the implications of the issues raised above and possible further issues in 
tbe i mplementation of the Executive Directors 1 Decisions on 1·esearclJ 11l th 
the Agriculture ~rejects and tbe Industrial Projects Departments. 

cc: Nr. Friedman 
Mr. Demuth 
Mr. Stevenson 
:Hr. Evans/Takahashi 
1-ir. Fuchs 
Mr. Reutlinger 
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~o: President's Council Members 

~r. McNamara would like to 
~ave your reaction to this proposal 
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c~ss~o~ will be scheduled for the 
PC ;:r.e~'.:i:J.g on }larch 30 . 
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Reooening of Twelfth Floor Executive Dining Room 

1. You have asked me to advise you on the cost, adva..l'ltages and dis-
advantages of reopening the old ~~ecutive Dining Room on the twelfth floor 
of nBn building to supplement our present dining fe>.cili ties. I knov.r ·C,hat 
you realize that operating duplice.te facilities is costly. Ho';·;r costly 
depends on ho>v and to \vhat extent the bm dininG rooms ere used, bu-:. •·re 
estimate that if opereted as we recom!:1end, (pe.ra. lL. below) the cost o: 
operating the two dinin3 rooms -vmuld be 3n58,000 per ye2r or 2n 2ddition;ol 
cost for reopening the 12th floor Dining Room of about $45,000 per yec::r. 
To this, during the first year, must be edded about $60,000 in ste>::--':.-'}.:? 
costs required to make needed alterations (e . g . new drapes, new car?et, 
new vinyl) :md to purchase additional equipment (e.g. chine., gl.?sses end 
linens) which needed repla.cement before the t1velfth floo:c facility ;as 
mothballed . 

2. Since the resignetion of our Executive Dining Room Mane.ger (JVIr. Both) 
in Janua:cy we have been considering the possibility of employing e food 
management firm to manege our entire food service operation. Three different 
firms have submitted proposals and a recommendc>.tion Hill be sub:-::.i tt.:;ci to 
you this month. We believe it possible that such professional r..c::ne>.t;c:.-:snt -::::=:-;/ 
enable us to reduce the costs of opere.ting both the Cafete:ci2. a:.1.C:. :::xe cT":.ive 
Dining Room and hold the additional cost of opening a seco::1d S..x:ecut::.. ve :::..::::..n:; 
Room to a minimum. 

3. In considering how best to re - in-:.roduce the use of ou::- old dinin; ::-oc:-. 
and in estimatin:; the cost of doing so we revie>,red our tot.9_l food se:cT2.ce 
facilities. 

Cafeteria. Facilities 

4 . Our old Ce..feteria seated 225 people :md, in the t·,;rel ve rnor-t~s pr:i.o:-
to the opening of the new Cafeteria, served between 550 and 650 pe::-sonc ? 8 :' 

day. As the staff grer..v in size, wa.i ting lines becc-ne longer 2nd n2.:1Y of our 
staff used the newer, more spacious end more att.rP..cti ve ?und Cafeteri2 
facilities - -so much so that the Fund considered it necess2r;.,- -!;,o restrict -:.he 
use of its Cafeteria. by Bw.k ste.ff. 

5. Our new Cafeteria. seats 2L.8 persons -?nd is more P_tt:-e.cti v-e Pr.C. r..o:ce 
spacious then the old Cco.feteria. Sir..ce its open::..ng in Octob'2r, i-':. h.:J. s ser-v"'~ 

a steadily increasing nurr..ber of persons--curren·":.ly averc.:.ging r.-.ore t h..2 :::1 l _. SC'J 
per dey, almost tr,rice the d<dly average of the o2.d Ce1.:etcria. . Xe7e ::--:.:-:n :::.. ess ~ 

the incre2.se in the size of the Bank Grou? staff has taxed -:.he n e·-: C2 :' r::-'~eri :::. 
facility, and resulted in delays. The situa-':.ion has rece::1tly o ?e:::. :::...-.':· :'07ec. 
by the adcli tion of a. second c2shier. Ger..ere.l2.y t:1.e sta.f: h ::> s :ce ac t e c: . .:P'.-or;ob:;; 
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to the new· Cafeteria. cmd it is being used daily by about 50% of the enc.:Lre 
staff, professional and non- professional. /Je are now operP.ting at abou·":, 
cepaci ty . The demand for service may be e2e9ected to decrease duri:.1g the S"Ur'.!ller 
months when staff tAke vacations and often go outsiC.e the Banl< to eat. ~<'e 

should be able to continue to provide adequate service tnroughou~ the s~~~er 
months . 

6. We had planned to open a coffee shop on the second. floor of the ·en 
building at the seme time a.s the ne1<T Cafeteria. This coffee shop would se:?.t 
about 60 to 70 persons and, on a quick turnover basis, would ha-re a c.:=-pc:.c:.. "vy 
to serve 250 to 300 :persons per da.y. Unfortu...flately, we could not proceed. ·:i th 
these plans because of the shortage of office spe>.ce. 1r01v, -,;i th the 27~=-~-abil:. ty 
of rented office space in the 1747 Pennsylv-e>nia Avenue build:.ng, Ke shoLL..d ~e 
able to open the coffee shop by the end of the SQ~er. 

7. This additione>l ca;_:>acity should be sufficient to meet our Cc>:eterie> neeC.s 
through fiscal 1971 and possibly 1972. 

Executive Dining Feciltiies 

8. The Executive Dining Room fPcilities on the twelfth floor of tne •:-=-·• 
building seated 88 persons in the me.in dining room and had four pri vc:.tr> d.; '"":.ir-g 
rooms (one for the Bank President, one for the EJ'.:ecutive Vice ?:c-esiC.er-t o: ::::::c, 
end tw-o for all other uses). All professional steff me:1bers end. t:'le:..r ,cur.>c:"'v~ 
T' ere allovJed to use these fa.cili ties. (By co:crparison, ":-he ~"'und does :.10:, ,:o=..lc··· 
the two lor,;est grades of professionals to use their :s::~ec'.l"':-i Ye ;:;:..::i:".~ ?.oo:". 
facilities). During fiscel year 1969, Hhen Ou:' profession:?l s:.<:>f.f :'.11.:':.csred 
cbout 1,000, less then 107~ used the fP.ciJ.:..ty 0::1 ."":.1:; one d?j'. Occc.s:..o:::l"=..l:·: 
tmvards the end of the fiscal year e.s staff nu.TTJ.bers increPsed, :.here ---~::'10) c::7E: 
~:ten some staff members could not be served. ':::nere 2lso beg2.:1 to 'Je co,...-:-:_ ~::..:-:.-':.8 
about the shortage of privete dining rooms for o:f.'fici~l luncheons. 

9. The new Executive Dining Room fa.cilities i~ t:.te una buildi~g cons:.s:, o:: 
main dining room seating 116 :persons, plus six pri vete dining rooms. ~ :,·-:.e 
first two months of operation P. daily ever.o:ge o:: l03 persons Kere se::cvc:C:. "-­
December this daily avera.ge had increc:.sed to 106; by Jc::l'.lP.ry to lll.;.; 2::1d. '.J:; 
February to 125. Late in February, bec.s.use of complaints fro:-1 ~o!'"le sc::1io:- ::-:.o::: 
members and Executive Directors that they could not be seated_. t~.;o cor: .. ''lec~:--:..::.g 
priv2te dining rooms were converted into en 2Q~iliary dining roo~ seP:.in~ ~::1 

additional 25 persons. This incre2sed totel c?pac:..ty to llil seats a.:1d.~ ~:..::ce 
this change, 1·Te have hed little difficulty in meeting all C.e:-1a.TJ.ds for re~"::-v-":-::..o:'l~ 

- -serving 2S m~'lly 2S 150 :persons on sever.o:l days. ("·J:J.en needed: t:C.:..s :.1e··· <'::'""2. 

can easily be rearr<:mged and used as 2. private dining roo:n.) Al tho'.lzh :.hera 
has been some f2.vore.ble rec::ction to the neH dining room, s;ener2lly tl::.s s:.?f::' 
f2vor the old dining rooB with its higner ceiling, pane:::.led /rc>lls 2::-:d. :7Dre 
gracious atmosphere. 

Su:mnary 

10. In su.~ary, I believe that the netr Ca~et'=~:_e. "S~O"t.:: .~~ c:rc~, ... c~eC.. - r-
,....n- r. ...... ..., 
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satisfactory and within rea.son can meet our needs through the surnmer unt:..l 
the new coffee shop is available a.TJ.d thereafter e>t least through FY 1971. ·r:e 
are continuing to explore WB.ys of LTTlproving opera.tions and :ceduciilg delzys. 
At the present time c:m indi vidue.l ce.n be served and eat his meal in the 
Ce>.feteria comfortably in less than forty- five minutes at prices consiCI.e:cably 
belo-,.r outside re stC'urants e>.nd in Cl. generally more favorable 2tnosphere. 

11. As to the Executive Dining Room, despite the fact thc:t -vre are not nm-; 
serving to capacity, there e1re days T,vhen del2.ys in see..ting do occur ""nC. i·~he::1 
private dining rooms are fully booked. It is impossible to predict whether 
the demand is really grea.ter th:m current use suggests, being supp!'essed. by 
the kno"Wn lack of seating c2pcocity, or whether reopening the old dining !'OO.r.l 
c-rould pro1.ride c>ddi tional ce.paci ty fe>r in excess of re2l dem2nC.. Undo'.lb"Ged.ly, 
2 n~TTlber of Executive Directors and senior staff members prefer the old dining 
room to the nevr, and it is reeson.:?.ble to assur.1e that if bo-':,h 1:mre open some 
use would be made of each. I suspect that neither would be used to CC':;J<?city 
and I doubt th.::t a ree>l case could be ma.de on economic grou..11ds to open .:: second 
dining room. Nevertheless, >vi th the staff continuing to increc:se, I thin!< 
r~dded dining room capacity clec:>rly ;dll be requiTed in future and, as i...idca-':.ed 
belo1..;r, I recom.,."!lend tha.t the old dining room be reopened ;ri th some lj_m tat::.cns 
on use . 

Costs 

12 . During FY 1969 the Executive Dining Room (including the foUY ;:ci vc.te 
dining rooms) on the twelfth L..oor of 11 B11 ouilding 'iJ2.s ope:ceteC. 2t e. net loss of 
$75,000 . If reopened 2nd ste.ffed with 2bout th~ ~ n.lil'!be!' of ·:r2itcrs 2nd 
kitchen helu, and assuming the same level of st2.f:::.' use, the rc:te of loss ':-·:Juld 
be greater due to increB.sed Hag8"2IiO. food costs even ii' He did no-':, reopcn c:l of 
the prive>.te dining rooms. On this basis T,re esti.;·.,.,_~te c:. loss of <::."'JD~o:·::' .. ::-:.~.c,:,e::..~.­
$90,000 per 2nnum to oper2.te the old Dinins Roo:-:1.. 2:f, ho:-:-ever, -:·~'2 .:o::..lo·-- ·c,:::e 
reco~ende.tions given belo-,.; and limit the use of the old ::::x-:;c:.:-':.i·.re J:..r"::..n:; ~oo:-:1., 

c-nd consequently the size of the required O.Jerating st2ff, 'i7e belie~;e :-~e CE:J. 

reduce this estimc:ted loss to ;:bout 845,000 pe!' annmn. 

13. The new Dining Room in 11 Dl1 building hc>cs been operating since its o:;:Y2::1ing 
in le.te October, 1969 c>t e. net loss per month of 39 ,300 or 3112,000 on 2n 2~nu~ 
basis, including the operc.tion of the six priv2te dining :coo~s. Tie net O?e~~t:..ns 
loss of the tN·o fc.cilities 1-rould thus be bet-:-;een Sl60,000 c:nd S200,0CC, C.o:?cnC:..ng 
on the numbers using the fc.cilities. 

Recommendation 

14. We have cc.refully considered a. nu."'n.ber of diffe~ent c:l te~ne-':.i 7 s -':.o ::1.2:.-::s 

·i:,he best possible use o.: the t;;·:o E:xecuti ve D:..ning l1.oo:n f2.c:..li ties. 0·.1:c c0nc::.:..:.­
sion is thc>.t present der.1and does not :-Tarran'::.--nor cc-n ·,:c econo::::..c.::>.::..::~/ S' .. l:::::::-c~ --.: -­

a complete duplication of Executive Dining Roor: fc:c:..:::..i ties ~-:. :,::c --::~esc_:_;.-'-.;_-'-;:._:_;_. 
Accordingly, we recommend th2t initi2lly :··e cnen t~-3 olC:. -=xecu':-i·:e ~--~·_·:; ... c:;:-: 
for li.'ni ted use 2.s 2 Senio!' Sxecuti ve Dining P..oon .ss follo:·~s: 
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(a) The Senior Executive Dining Room ( t1-relfth floor) 'l·muld be 
li.rnited to use by :Sxecut.ive Directors, Alternate :2:xecut:'..ve 
Directors, Technical Aides to Exe0~tive Directors, membe~s 
of the President's Council and all senior staff above 
Salary Level 11A11 , a.nd their 8"1J.ests. There are currently 
about 155 persons in this c2.tegory e-nd it is esti_rr-ated 
that about 30 to 40 of this group might use tne fa.cili ties 
each day. Guests might 2.ccount for another 10 to 20 
persons, bringing total usage to 40 to 60 per day. This 
usage would require 2. smaller oper2.ting staff th-~n p~evious­
ly needed in this dining room. 

(b) Reopen and use your dining room and the IFC dining roo~ fo~ 
Hr. Gaud's use. 

(c) Continue to use the other two twelfth floor dining roo~s as 
conference rooms . 

(d) Transfer Mr . Jones (Maitre d.') and 11r . Anezin (Chef) to t!;.e 
old dining room 2.long 1r.'i th n·2 cessa:::-y ;-rai ters and kitchen 
staff. 

(e) Use the new Executive Dining Room (second flood for e-ll 
other professional st<?ff. IIJe>r/" Ha:'..te~s and kitche::. s-:-af:' 
would be recruited. 

(f) Use the pri va.te nning rooms on the second floo:::- .:en· 
reservatio:1 for officia.l luncheons. 

l). If you ~gree Hith this recornnend:=>tion, I ~·:::.ll C'r~2nge to t.:cke t~e 
necessary action to i.rnplement it. It will t2~e some time to reo~:en ;c-:-:: ~ e:'·.:.:-c:..~'-'. 
the old dining room <=md to recruit the ne~·J st::-ff for "'vhe ns·:-~ din~ :1:S ~o'J:-: ·.":',.:.t 
I would ho-pe to have the addi tion2.l facility O:;Jere?ting by Jul;;· 1, ::.. 970. '"""'"' 

' l' - d . . t .!:' b ... ..... / 0 000 - d ' . . .1.. • .!". -remoae lng P.n equlpmen;:, cos O.L 2. ou" ..po , 1·70UJ.. oe J.ncurro.c. v~s __ :;.sc.::.:.. 
yePr. Part of this cost c.=>n be charged to budgets previ01::.sly estco::..is~:sd fc~ 
remodeling of the t',relfth floor .3rea; and. ~v-e bel:i_e-re tc'9 rsnei:1c.er c.?.:J. o9 
absorbed in current oper;:,ting accounts. The ope:c-eting eX?e:1se Hiil :1ct 
occur until next fiscal yec:.r and may be buC.getsd c.ccordingly. 
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The higher growth rates forecast for 
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SUBJECT: Recent Tentative GDP Forecasts for the OECD Countries , 1970-80 

1. During the recent mission to Europe-Zambia, I visited the OECD 
Secretariat in Paris on February 19, 1970, lvhere I had a brief discussion 
with ¥rrs. Hary Gar in-Painter (Branch de Sta.tistique et des Cornptes 
Nationaux) on the ir latest forecasts of GDP grmv-th r a t e s 1/ for the OECD 
countr i es during 1970-80. -

2. The fi~ures given in Table 1 belo~r r~ere indica t e d to me as the 
OECD Secretariat's lates t estimat e s of "feasible grm·;th" r a tes of GDP in 
the OECD countries i n the 1970-80 pedod. l1rs . Ga rin-Pa inter emphasize d 
the t entative na t ure of these estimates. 'l'hey are t he staff's t entative 
estirr..c:ttes a.nd. are subj ect to comments and final appr ov al of the member 
coun t r i es , which have not ye t consider ed them . I believe, hmv-ever, t hat 
H e ma y use t hes e estir:1at e s for our vrork in the absence of other superior 
alternatives so l ong as He do not quote t he Ot:CD a s t he s our c e . 

3. As you noti ce , t he e sti mated grm-rth r ates f or all OECD countr i e s 
cv!·~::,::.J.~:-::. f v.s.~ :~'7J 75 ( l;"'~ 1:~--~ - ~- ~·d~ ) c:--;.. ~~ 1 ~7 :_; 8~ (S.~l r:. ::c::·~-~·:·. ) c:-· -:- '~ -~ :, ....... /_ 

t han t he prev i ousl y available esUm::J.tes, i. e . , 4.7 percent per ammm for 
both pcric.ds. The changes arc r.v.J.in .. ly dFe to the upH<.3YC revision of i..tw 
estirr:-:tss f or North P.:.1erica e:-1d 03CD Europe. I asst1!'18 tho.t 2n uporc.·TC. 
r evision of the estirrtates m2y have some i rJpJ.ications for ou .c CO::T!I'!Gd.i ty 
projection iwrk. 

--------------------------------
y m:cD reports often refer to grm·rth rates of "output 11 • Acco:rclin:; t o 

1'-'h· s . Gar i n - PCl.inter , t he 11output 11 i n t heir reports usuall y mecms GDP 
at f a ctor cost . The grm·rth r .s.tes , of c ourse , r of er t o the GDP i n 
r eal t erms . 
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Table 1: ESTIMATED GDP GROwrH RATES m RF.AL TERMS 
IN OECD COUNTRIES, 1970-80 

(percent per annum) 

1970-75 1975-80 

OECD Total 4.9 5.1 

OECD Europe 4.7 4.8 

EEC 5.0 5.3 

EFTA 3.4 3.5 

C?T)"n~ 5.5 ).3 

United Stco.tes 4.1 4.5 

Japan 10.0 10.0 

I 
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back-to-office 
report, a copy of which was sent you 
the other day, you might be interested 
to see the projections of OECD GDP's 
for the 1970's compared to the 
experience of the 1960's. This is 
shown in the table attached. 

t t-< • 31 
<;. f.r- • 

From A.M. Kam arck 
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GDPG tes or CECD C ries in ~960-1970 

) 

A.ttaa :t 

KTakeuchi/hl 
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DT "}:/ 

D 

}/ 
A}/ 

Canada 

United tates 

Japan 

196o-l970 

(P rc t p r ) 

I 
l96o s 

S.2 

s.o 
S.l 
4.1 
5.6 

4.8 

9.6 

II In 
1 S-7c:V 196o-7oll 

.4 4.8 

4.4 4.7 

S.3 5.2 
).1 ).6 

4.4 s.o 
).6 4.2 

13.0 ll.) 

}/ the 1963 ights. 

c 

4.9 

4.7 

s.o 
).4 

s.s 
.1 

10.0 

gj Eatima tr th ticuree in c I and UI by enji T 

5.1 

4.8 

5.3 
J.S 
$.) 

4.5 

10.0 

'hade oliciea and Export Project1 vi on, EconCIBice DepA'IIIt.!!Nin+ •• 

J1 artl.y' esti!uted. 

!!/ 1968 wei ts. 

Sourc t 11 CPF/WP2(69)17 1 June 16, 1969, 
CPE!\P2(70)3, e ars 20. mo. 
f.B.t Proj ct t n to be quoted out i the Bank. 
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T O : Mro Robert So McNamara DAT E : March 20 1970 

FROM: Irving So Friedman 

S UBJ E CT: Proposed Analytical Notes on Industrialization 

On the attached our present thinking was that : 

A. External economi es and costs of industrialization would be done 
in May and Juneo 

c. The government policy framework for industrialization in July . 

Bo International trade aspects of industrialization in September , and 

D. Industrial efficiency and product i vity in developing countries in 
October/Novembero 

Because of the demands on the division concerned, for various operational 
purposes we had planned to be devoting one person at any time to this series 
of noteso If, of course, you wished any of them sooner we would reassign 
people to do this o 

Att: 

c 
I ' ..... ( ,as seen 
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A. External econ and ~osts of industrialization 

1) 
2) 
3) 

4) 

Induatrial1z tton and e lo ent creation; 
The relations ip b t en industrialization and urbanization• 
Co ts and benefits of eograpbic cone ntra.tion versus 

regional decentralization in indu trial develo ent· 
The role of industrial 2:ones, areaa. e tates, " int-estates" 

and flatted f ctories in industrial develo nt. (S 
a pects of this ere covered in a position paper on ank 
Group finance for industrial estates prepal" d by George 
Kal noff.). 

B. International trade aspects of industrialization 

1) Problem of establishing and expanding export oriented 
manufacturing 1ndustr1e ; 

2) Policies for reducin levels of protection in industrializing 
and s !-industrial countries ; 

3) T e eff ct of the 15 petcent limit on protection 1n Bank 
p-rocur ent on t he ind\lstrbU.zation of countries at 
varying levels of industrial develo nt ; 

4) The uses and 11 itation of th concept of effective 
protection a a tool of econo ~c analysis. 

C. The gover ent policy framework for indu trj~l1za,sion 

1) Fiscal policies and inc ntives for industrializ tion; 
2) Monetary fr ewor ·nd credit policies for industrial 

develop ent ; 
3) Guideline fo developing countries' policies towards 

direct for ign investment in nufactoring ; 
4) Guidelines for d veloping eountrie ' policies towards 

direct foreign investment in mining. 

D. Industrial effi~iency and productivit3 ~n developing countrte 

1) Co ts and b nefits o·f competition versu economie of scale 
in limited rkets · 

2) Role of small scale industries and sub-contracting in 
indu trialization; 

3) Cost constraints on industrial exp nsion ; 
4) Do stic demand con traint on industrialization. 
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3. 

4. 

DRA.Fr 

September 23, 

(millions 

ANNEX 1 

World Bank Group Finance for Industrz 
(as of June 30, 1968) 

of U.S. dollars, net of cancellations and refundings) 

/1 IBRD loans- IDA Credits 
/2 IFC Investments-

Total World Bank Group 
financing 11,146.9 1,788.4 259.0 

Finance for industry 

a. Chemicals, fertilizers ' 112.0 38.5 
b. Iron and Steel 414.3 45.1 
c. Pulp and Paper 134.8 29.2 
d. Other industries 259.6 6.4 101.1 
e. Mining, other extractive 197.1 
f. Development Finance 

Cbmpanies 664.7 39.7 27.4 . 

Sub-total lz782.5 h6.1 241.3 
{As a % of total 
Bank Group financing) (13.5) (0.3) (1.8) 

Industrial imports/3 0.0 455.0 0.0 

Total finance for industry lz782.5 501.1 241.3 
(As a % of total Bank 

Total 

13,194.3 

1.5'0.5 
459.4 
164.0 
367.1 

. 197.1 

731.8 

2z069.9 

<15.e 

455.0 

2:524.9 

7 

Group financing) (l3.5) (3.8) (1.8) (19.1) 

Excludes $100 million loan to IFC. 

IFC figures are net of cancellat ions, te~inations and write-cffs. 

'lhese are imports to India ($405 million) and Pakistan ($50 million) for 
components and raw materials to maintain and/or expand manufacturing capacity. 

Sources: IBRD Loans Classified by Purpose and A.rea from April 1, 19h7 .to June 30, 1968, 
July 13, 1968. 

IDA Credits Classified by PLU-pose ~~d Area from April 1, 1961 to June 30, 1968, 
July 13, 1968. 

Facts about the International Finance ·eor:eoratiou as of June 30, 1968, 

July ll, 1968, and information sunnlied by Treasurer•.s Department, Finance 
Division. - -



DRAFI' 

ANNEX 1 
- 2 -

World Bank Group Finance for Industry 
(Last Ten Years: July 1, 1958 - June 30, 1968/1 

(millions of U.S. dollars, net of cancellations and refundings) 

/2 
IBRD Loans- IDA Credits 

/3 
IFC Investments-

1. Total Bank Group 
financing 7,440.4 1,788.4 249.5 

2. Finance for industry 

a. Chemicals, fertilizers 66.0 
b. Iron and Steel 186.0 
c. Pulp and Paper ' 64.6 
d. Other industries 155.8 
e. Mining, other extractive 1.49.3 
f. Development Finance 

Companies 621.8 

Sub-total 1,243.5 
(As a % of total 
Bank Group financing) (13.1) 

3. Industrial imports 

4. Total finance for industry 1.243.5 
(As a % of total Bank 
Group financing) (13.1) 

6.4 

39.7 

46.1 

(0.5) 

455.0 

501.1 

(5.3) 

) 
) 
) 
) 

38.5 
44.5 
28.2 
93.2 

27.4 

231.8 

(2.4) 

231.8 

(2.4) 

Total 

9,478.3 

104.5 
230.5 
92.8 

255.4 
149.3 

688.9 

1,521.4 

(16.0) 

455.0 

1,976.4 

(20.8) 

/1 These figures include only those commitments made during the ten-year period and 
do not include cancellations, refundings, etc., affecting commitments made prior 
to July 1, 1958. 

/2 Excludes $1.00 million loan to IFC. 

/3 IFC figures are net of cancellations, terminations and write-offs. 

Sources: IBRD Loans Classified by Purpose and Area. 
IDA Credits Classified by Purpose and Area. 
IFC Chronolo 5~ical List of Investments and Standby Underwriting Commitments, 
July 10, 196d and info~2.tion supplied by Treasurer 1 s Dep~£nt, }~ance 
Division. 

/ 
/ 



(millions 

1. Total i,vorld Bank 

ANNEX -1 
· .. 3 -

~vorld Bank Groun Finance for Industa 
(Last Five Years: July 1, 1963 - June 30, 1968)L1 

of u.s. dollars, net of cancellations and refundings) 

i1. D.. 
IBRD loans IDA Credits IFC Investments 

Group 

Total 

financing 4,266.9 1,301.4 176.2 5,744.5 

2. Finance for indust1~ 

a. Chemicals, fertilizers 30.0 ) 27.1 57.1 
b. Iron and Steel 34.2 ) 32.5 66.7 
c. Pulp and Paper 2.6 ) 18.9 21.5 
d. other industries 129.5 ) 63.3 192.8 
e. !·lining, other extractive ) 
f. Development Finance 

Companies 451.4 29.9 16.7 498.o 

Sub-total 647.7 
(As a ~~ of total 

29.9 158.5 8~6.1 

Bank Group financing) (11.3) (o.5) (2.8) (14.6) 

3· Industrial inports 455.0 455.0 

4. Total finance for industry 6h7.7 484.9 158.5 1,291.1 
(As a % of total Bank 
Group financing) (ll.3) (8.4) (2.8) 

Ll These figures include only those commitments made during the five year period 
and do not include cancellations, refundings etc. affecti..11g commitments made 
prior to July 1, 1963. 

L£ Excludes 8100 million loan to IFC. 

D.. IFC figures are net of cancellations, terminations and ~ite-offs. 

Sources: IBRD Lo<ms Classified by Purnose and .~ea. 

IDA Credits Classified by ?urpose and Area. 

(22 .5) 

ITC Chronological List of L11vestr.:.ents and Standby Under·m·i ting Corn.li'.i tments, 
July 10, 1968 and iD~orm~tion supplied by Treasurer's Depar~ment, Finance 
Division. 

/ 

/ 
/ 



Mr. Robert S. r-IcNamara March 20 1970 

Irving s. Friedman 

Local Currensr Financing 

You may recall that at one of our recent meetings of the President's 
Council I made the point that I thought that the issue of local currency 
financing needed to be reviewed. As you are probably aware, there is a 
sharp difference of viewpoint among your top staff on this question. 

I would recommend that such a review take place after Mr~ Knapp has 
returned. If you so wished, I would be happy to prepare a brief paper 
on my return setting forth the different viewpoints as a basis for dis­
cussion. 



I TER~ATIONAL DEVE OPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

0 FICE MEMO RA D M 
- 0: Vrro :ctobert So McNamara DATE: March 20 1970 

FRO : Irving So Friedman 

SUBJECT: Local Currency Financing 

You may recall that at one of our recent meetings of the Presidentis 
Council I made the point that I thought that the issue of local currency 
financing needed to be reviewedo ft~ you are probably aware) there is a 
sharp difference of viewpoint among your top staff on this ~uestionc 

I would recommend that such a review take place after Mr·o Knapp has 
returned. If you so wished) I would be happy to prepare a brief paper 
o~ my return setting forth the different viewpoints as . a basis for dis­
cussiono 

_,........, 

I J ,-----



Mr . F. Tamagna March 18 1970 

Irving S. Friedman 

Visit or Dr . Fe~rari 

I 
I am sorry to have to inform you that Mr. HcNemara expresses his 

regrets that he will be ou" of "the count.ry at the time Dr . 1-,erra.ri 
is visiting the States . 

m assume that you will be passing this on tb ur . Ferrari. Thank 
you. 



TO: 

FROM: 

SUBJECT: 

Y/1 fJb ~.,~ ~~~~ 
INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE ( 

ASSOCI AT I ON R ECON STRUC Tl ON ANO OE VELO PM EN T CORPORA Tl ON r-.!} 
OFFICE MEMORANDUM k 0: ~7 ~ 

Mr. Robert S. McNamara DATE: March 

Irving S. Friedman 

Visit of Mr. Ferrari 

Mr. Ferrari the President of the Banca Nazionale del Lavoro, 
which, as you know, is the largest bank in Italy, is attending the 
American Bankers Association Annual Meeting from May 17-20. He 
would like very much to see you before returning to Rome and is 
prepared to make a special trip to Washington for that purpose. 
His office is presently preparing a schedule of his visit to the 
United States. 

This inquiry has come to me through Mr. Tamagna of my staff. 
Mr. Ferrari is well kown. My first acquaintance with him was when 
some years ago he was Secretary of the B.I.S. 



¥~. Robert S. McNamara March 17, 1970 

Irving S. Friedl:n.an 

Visit of Nr. Ferrari 

Mr. Ferrari the President of the Banca Nazionale del Lavoro, 
which, as you know, is the largest bank in Italy, is attending the 
American Bankers Association Annual Meeting from M~ 17-20. He 
would like very much to see you before returning to Rome and is 
prepared to make a special trip to Washington for that purpose. 
His of'fice is presently preparing a schedule of his visit to the 
United States. 

This inquiry has come to me through Mr. Tamagna of my staff. 
Mr. Ferrari is well kown. Y.fy first acquaintance with him was when 
some years ago he was Secretary of the B.I.S. 



FORM No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Irving S. Friedman ____..._ DATE: March 12, 1970 

' f"" 7 UMA.' 
Frank M. Tamagna I ' _ V 
Visit of Professor Ferrari 

I received a letter (copy attached) from the Personal Secretary 
(Dr. M. Cantuti) of Professor Alberto Ferrari, Direttore Gener~ 
(President) of the Banca Nazionale del Lavoro, Rome, who will be attending 
the American Bankers Assoc i ation's Seventeenth Annual Monetary Conference 
from the 17th to 20th, May . Professor Ferrari expects to be in Washington 
on May 21st and would like to see Mr. McNamara on such date . He is asking 
whether this could be arranged. His of fice is presently preparing the 
schedule of his visit to the United States. 

Could you contact Mr. McNamara (or his office) concerning this 
appointment? Or would you like me to do it directly? I will be glad to 
talk to you after you have seen this letter . 

R 1 

Attachment 

I 
,.{ 



.. 
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. ~1-l.~~~NA~K>t'l.~~g. Qgfh L~YQR.9 

IL DIRETTORE GENERALE 

Office of the Secretary 

Prof. Frank M. Tamagna 
Professor of Economics 
,.,...,..,'""\ "" -,-- : --. .. - .... ... _: .~-~ 

- 0 - - -. - • · - • - - - •J 

Massachusetts and Nebraska Avenu es, N. W. 
WASHI1 GT01-, D. C. 20016 

Dear Prof. Tamagna, 

Rome, February 18, 1970 

As you are pro ably a wa r e o., P rof. Ferra ri \\·ill be a ttending 
the American Banker s As soci a t ion 's Seventeenth Annual Mo ne tary Conference, 
to be held at Hot Springs, Virginia from 17th t o 20th May, 1970, and plans to 
spend Thurs day , ::./Iay 21 -in \\ a shington when h e .. ,:Jn~ very much 1· ke .o ca~­
or-, ::C.:c - _ _ ..;,_.:.:---:-:~of :11e: \Vo2·::: Bai:~.;: Grou~, :\[r . .:~.;~c ·t S. _;[c _-a m a ra . 

Should this no t be po ssible , Prof. Ferrari woul d proceed to 
New York in the evening of the same day - i. e. May 20 - since this time his 
stay in the United States has to be a short one. - - - ---- --- - . 

If, on the cont rary, it should be possible to see Mr. McNamara 
on May 21, Prof. Ferr~ri would seiz_e the opportunity to see also repre-senta­
tives of the I . F. C. and I. M. F . 

You woul d greatly oblig e letting us h ave the tim e-tabl e of the 
meetings which it will be possible to fix, in due course. 

Thanking you in advance I remain, dear Professor Tamagna, 
with kindest regards, 

-... 



FOR"' No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. L. Christoffersen 

William Clark /,!(:-.::.- · FROM: 

DATE: March 13, 1970 

SUBJECT: 

j 

Comments on the Paper by Ted Hawkins on 
Population. 

Page 3, 1st para. Might it not be simpler simply to state that 
increased GNP is a necessary but not sufficient cause of 
development. 

Page 7, 3rd para. "The need to persuade the individual family 
that the choices they will make about family size have a bearing 
not only on their own welfare but on that of the whole nation". 
Is this the way in which in fact we will persuade anyone of 
anything? Isn't our job to persuade the leaders of the need of 
population control, and then make them responsible for seeing 
that unwanted children are not brought into the world by families 
who lack knowledge of birth control. I personally believe we may 
eventually have to limit family size by edict, but the received 
wisdom at the moment is that all we need to do is to keep families 
down to the size that people would actually prefer. 

Page 14, top para. I do not know what the evidence is that "these 
ideas do not long survive the establishment of any rational planning 
process". I find in general in Africa today a strong belief that 
population growth is necessary for national strength. I have found 
it in Argentina too, because of their fear of greater population 
growth in their neighbour Brazil. I think that experts quickly 
catch the drift of things, but I think that politicians are very 
slow either to comprehend them or to publicise them. I really think 
this is a very optimistic statement. 

Page 25. "The thrust of future activity ••• should be directed 
towards greater knowledge of these relationships". I think the 
question must be asked whether this is a possible line of research. 
It is certainly researching into the most intimate inner depths of 
the human mind, and when I think what Dr. Freud dredged up there I 
wonder whether we are going to get very far. This is a serious 
problem ought our research to be into motivation, or ought it to be 
into biological reproduction? I favour the latter because I believe 
that there is still considerable scope for reducing the size of 
families by preventing unwanted births. I suspect that if we were 
to find out what people regarded as the optimum family it would in 
fact be far too large for any reasonable future pattern of equalitatively 
good life. However that is in the future; the possibility of reducing 
the explosion does seem to me to lie nearer to hand. 

WDClark:sf 
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Mr. Leif E. Christoffersen March 13, 1970 

Andrew M. Kam.arck 

This is an interesting paper and a useful contribution to the 
subject. 

In reading it, I felt the need for a minimum of basic data, 
that is, statistics on population growth in the developi.ng countries, 
illustrating how unusual these rates of growth are in l-torld history. 
the impact of them on dependency ratios, etc. I also felt the need 
for models illustrating how controlled po-pulation growth could con­
tribute to ecoaomic development. It may be that both of these needs 
will be met by other material ~repared for the conference, but if they 
are not, some provision for them would be useful. 

Included in the paper as a footnote on page 10 and touched on 
again on pages 18 and 19, is an argument t:P.at I think is important 
and that deserves separate treatment and expansion. This i&: an 
important part of improving tle quality of life and of increasing 
the rate of economic growth in the developing countries i£l to make 
it possible for the mass of the population to make a conscious 
choice as to the size of family they want. At present, only the 
rich in developing countries have the knowledge and means to be 
able to make this decision. The poor have neither. Being able to 
restrict the number of dependents he has to support may make the 
difference between success or failure for an upward mobile indivi­
dual. Increasing the vrobability of success for an ambitioue and 
energetic individual to climb up from poverty by allowing him to 
avoid being frustrated before he can start by a flood of children 
to support could make a substantial difference in accelerating the 
rate of economic growth in a developing country, as well as increas­
ing an individual's sense of freedom in being able to affect the 
course of his life. {This was the argument that I found most con­
vincing in talking with Mboya and oth~r African leaders, for instance.) 

An effective way of bringing individual decisions on the size 
of family in line with national needs may be the social fa.shion set 
by the public leaders of a society. In other wordst convincing the 
leaders is fmportant not only for the governmental policies they may 
put into effect but also for the style of life they set for the rest 
of the population. In Japan, for example, I have noticed that 
Japanese families that have more than one or two children tend to 
be ashamed and defensive. l have also noticed some indication that 
a similar attitude is growing among the younger generation in the 
United States. 



J 

Mr . Christoffersen - 2 - March 13, 1970 

One of the reasons that the poor in many countries may be inclined 
to have more children than the rich, if their opportunities for up~a.rd 
mobility are r~strtcted, fg to imorove their chances of security in their 
old age. For the rich, property serves the sa e function. It nay be 
that research will show that some syatem of national old-age pensions 
may be nece sary as a population control tec~nique. 

Page 2. last sentence in first full paragraph s . ould read: " 
arguments which maintain th:1t the decisions determining the level of 
human fertility .!~Q.uld be largely determined by trends that are 
economic •.. ' ' 

Pa~e 3. the third sentence in second p~ragr ph, is too positive 
and contradicts in fact the first sentence in the second paragraph on 
page 4. 

Page 4, first paragraph. The fourth sentence 8hould read instead: 
"Economic dcvclo001ent depends largely on the amount and qu lity of 
capital availa~le and improvement in the quality of the h~an resources 
in terms of the kno~.,led~e. skill ~nd technology they cornl'and. Growth 
resources can be applied to improvinq and adding to the capital stock 
and in improvin _, the health and education of each child if t})e demands 
made on current output for the support, training n~ education of a 
larger number of children can be reduced •. , 

Page 8, in the first paras;raph. 1.t might be useful to include 
the point tl~t industrialization is induced more by hi~her por capita 
incomes than by a multiplication of bodies. Demand for manufactures 
is highly incot!)e elastic. A !:~1llion eopl.e with an income per capita 
of $400 represents a much larger market for manufactures than 8 million 
people with an income per capita of $50. The Netherlands with a popu­
lation of 13 million is a many times bi~ger market for industrial 
products than t'iperia with a population of 60 million. 

cc · ' ir. 'fi'r•ed att / 
r. Hawkins 
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TO: 
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SUBJECT: 

IN TERNAT IONAL OEVELOPMENT INT ERNATIONAL BANK FOR 
ASS OC IAT ION RECONSTRUCTION AND DEVELOPMENT 

INTE:.RNATION.'\L FINM: Ct 
CORPORATION 

OFFICE MEMORANDUM 
Mr. A. I1 . Kamarck DATE: March 11, 1970 

R. I1. lJcstebb? I .. 
Conversation with Hr . HcNamara £( I (, F.,..., . 

1. This morning Hr . NcNamara telephoned me to discuss Hr. Doxiadis 1 

appro .:J.ch towards urbanization. Hr . Doxiadis has been to see Hr . HcNama·.ra 
and has suggested tllat the Doxiadis team has a contribution to mal;:e and is 
doing interesting work of possible relevance to the vbrlcl Bank in such 
fields as developing satellite tmms, a..nd in Zambia and Ghana, amongst 
others . 

2. Hr. HcNamara feels ambivalent about the Doxiadis approach, 
althougb he recognizes that sone more economics is beinG introduced than 
1-ras the case last year. He asked me to learn as much as I could "o-.rer 
time" about Doxiadis 1 latest ~-rork, and to call him for a meeting to discuss 
it. He specifj cally suggested that I get in touc!1 Hi th the head of the 
Doxiadis group in the United St~tes for this purpose. 

3. Hr. NcNamara indicated tl1at his basic concern, of cours8 , Has in 
the economic development impl5_ca.tions of ur'oa.niza.tion and not so much 1v-i th 
architectural aspects. He said he 1-rould like to cLi.scuss so!rle of these 
economic irr-I"'l:i.cc:d~·ions in r;r<'~. tc:1' 0<;pto y:ith me. J :!nf'orP:'"'rl }ri,.,_ t1,~t 2 
1-Jhi te paper Kas uell a.long on this subject and that a draft should be com-­
pleted by this v<eekend, but \·iill require revisions before being sho-::;n to 
him. He said he hoped be could have it by the follo;,.ring vJeek , and tl1at 
th e paper Fould b2 a good basis for our discussion. 
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OFFICE MEMORANDUM 
TO: Mr. Robert s. McNamara DATE: March 11 1970 

FROM : 

SUBJECT: 

Irving S. Friedman 

Economic Committee Meetings 

I asked Mr . Chaffey to prepare the attached memorandum summarizing 
the work of the Economic Committee on the country program papers . 

I believe the Committee discussions have resulted not only in a 
steady improvement in the quality of CPP papers which have been issued, 
but will also improve the future country economic reports as well as 
country program papers. 

I am taking steps to improve the review procedure for country 
economic reports, trying to steer a course between spending too much 
staff time on this review procedure and ensuring that the report which 
is finally issued is worthy of the imprimatur of the World Bank. 

/sf. 

Att: 

e:--. seen 
') I 7(} 

#( ... - (14.t:" ... ~ , ) 



~="ORM NO . 5 7 INTERNATI ONAL DEVE LOPMEN T I INTERNATIONAL BANK FOR 
ASSOC IATION RECONSTRUCT I ON AND DEVEL OPMENT 

INTERNATIONA L FINANCE 
CORPORA TI ON 

OFFICE MEMORANDUM 
TO: Mr. Friedman DATE : March 6, 1970 

FROM : J. Chaffey t ' I l" . \ !) 1970 
SUBJECT: Economic Committee I J.... r-..;s-..--.-.... 

Since the Country Program Papers were introduced in October 1969, 
43 draft CPPs have been distributed to the members of the Committee. The 
Committee has met on 37 CPPs, including all those for "annual" countries 
(28), and twice on "biennial" countries (Honduras, Panama) and seven times 
on "triennial" countries (Iceland, Gambia, Trinidad, Botswana, Dahomey, 
Mali and Cambodia). 

2. Thus in the 19 week introductory period for the CPPs, the Committee 
has averaged two meetings per week (in the same period one year ago the 
Committee met on 16 countries). In general the Committee aimsto meet on 
all "annual" countries, and on other countries if the Chairman and the 
Area Department consider the issues raised in the Paper warrant a meeting. 

3. Broadly soeaking the Committee discussions focus on 

(a) the analysis of economic performance, 
(b) the assessment of creditworthiness, and 
(c) the extent to which the sectoral needs of the economy are 

reflected in the lending program . 

The procedure adopted for the meetings is to ask the Area Department to 
identify issues for discussion which are, together with those questions 
raised by the Chairman and others, considered in the light of the three 
main criteria listed above. 

4. At Committee meetings, the Area Department is usually represented 
by its Director in addition to the Chief Economist . A representative from 
the IMF is invariably present and takes a full part in the discussions . 
In addition to Committee members, representatives r'rom Projects and 
Economics Departments with particular interests are invited to attend . 

S. Before the next round of CPPs start coming forward in April, the 
Committee Secretary will be studying the work of the Committee as reflected 
in the Notes of Meetings and the influence the discussions have on the 
revisions of draft CPPs . 

cc: Messrs. Kamarck 
Mendels/Fowler 
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TO: 

FROM : 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: March 9 1970 

Irving s. Friedman 

Local Currency Financing 

I would like to make clear, very briefly, one of the points I 
have been making about local currency financing. 

I accept completely the argument that once it is decided to use 
a project as a vehicle for transferring resources (with its counterpart 
in a foreign exchange need) it does not matter whether the loan or credit 
made is for local currency or for foreign procurement. However, I do 
feel, in view of our discussions on program financing and from time to 
time on local currency financing, that the present view of the Board is 
to regard local currency financing as an exception to the rule that the 
Bank is engaged in the business of financing foreign exchange component 
of projects . 

Therefore my stress is that we must expect to be queried and to 
defend local currency financing and particularly so when it is being done 
for a country that seems to have some other alternative to obtaining the 
needed foreign exchange like Mexico's creditor position in the Fund or 
Malaysia 's large monetary reserves. I recognize that this could be used 
as an argument against any borrowing from the Bank whether for foreign 
procurement or local currency, but believe that certain Ebardmembers 
accept loans to such countries without question when they are limited to 
foreign procurement, but only tend to get excited when it involves local 
currency costs. It is therefore not a judgment that local currency in 
suchcases is less economically justified but rather eagerness to preserve 
the flexibility we have in local currency financing from adverse Board 
reactions. 

The above point is, of course, quite apart from other considerations 
like availability of projects, sufficiency of savings efforts, demonstrable 
impact on institution building, etc. 
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FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mro Robert So McNamara DATE: March 6 1970 

FROM : Irving So Friedman 

SUBJECT: Employment and Economic Development 

We have had some further discussions on the instructions on 
what should be included in our regular economic reports on employ­
ment and economic developmento 

I am attaching a revised draft which I believe is an improve­
ment , particularly in being more concrete and precise in what we 
expect the country economists to do o 

Unless I hear otherwise from you I will send this out to the 
Economic Committee next Wednesday . For your information I am attaching 
my original memorandum to youo 
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INTERNATIONAL DEVELOPMENT I I NTERNATIONAL BANK FOR I INTERNATIONAL Fl ANCE 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr . Robert S . McNamara DATE: January 19, 1970 

FROM: Irving S . Friedman 

SUBJECT: Employment and Economic Development 

Attached hereto is a note setting forth instructions on what 
should be included in our regular economic reports on employment and 
economic development . 

These instructions were prepared after discussions with the 
Chief Economists of the Area Departments , Economics Department and the 
Development Programs Study Group . 

Some of the Chief Economists have requested that the question 
be considered collectively in the Economic Committee and a meeting is 
being set up for this purpose . 

Any comments you may have on these instructions would be most 
appreciated . 

You will note that prov1s1on is made in this note for co­
operation with the ILO in doing this work . 
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TO: Members Economic Committee 

FROM: Irving S. Friedman 

SUBJECT: Employment and Economic Development 

It is necessary that the subject of employment and unemployment 

be brought under review in country economic reports,and all economists 

responsible for contributing to such reports are now re~uested to take 

account of the problem in their analyses. The subject matter of this note 

is how this work might best be begun. Our meeting is also designed to 

seek suggestions as to the ways in which the work of country economists 

can be assisted by specialist studies which the Bank might undertake. 

After we have had some experience of work in this field, OM 4.02 will be 

revised appropriately. Moreover, I also plan to discuss how we might 

receive assistance in this work from the international agencies, particularly 

ILO. 

It is necessary to ensure that the employment aspects of develop­

met:t strategy are more explicitly incorporated into the Bank's review of 

the economic policies of the member governments. This may involve a 

broadening of the scope of these reviews, insofar as we have previously 

been concerned mainly with the growth of incomes and output. 

At the same time I recognize that it will be necessary to build up 

our knowledge of this subject gradually, especially as there is no readily 

available conceptual framework which can be applied by country economists 

to this topic. The ~uestion of dealing with existing unemployment and 

preventing future rise of unemployment as an important aspect of the develop­

ment objective also raises a number of difficult issues of a sociological 
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and political nature. It will be best, therefore, to proceed as explicitly 

as possible, always defining the criteria which are being used in the 

analysis of a particular country. 

This request need not necessarily involve a radical change of 

emphasis in economic reports. To the extent that growth policies are 

successful, this will be reflected in rising employment opportunities. 

There are cases, however, of countries which satisfy many of the criteria 

of successful economic growth, but yet which do not provide sufficient 

employment opportunities to absorb the larger numbers entering the labor 

force, especially in urban areas. In at least some of these cases this 

may be due to policies that unjustifiably encourage capital-intensive 

techniques in various parts of the economy. For whatever reason it occurs, 

however, a substantial growth of unemployment may be reflected in inadequate 

economic performance and social and political unrest. The first need is to 

outline the extent of the problem and identify those countries vrhere it is 

a major influence on government policy. 

All economic missions are, as a minimum, requested to collect 

information (if it exists) as to the extent to which unemployment may exist 

in the economy. Such information is notoriously difficult to obtain, and 

it may be necessary to encourage governments to establish the factual basis 

of their employment situation. It would be useful if the information on 

employment, unemployment and whatever can be said about needed government 

action on the subject were brought together in a separate "Employment" 

section of the economic report as well as being commented on in other 

related sections, e.g., education, agriculture, industry, etc. 
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The present request can best be met by the mission leader undertaking 

to ensure that all aspects of the mission's work take account of employment 

questions, as appropriate. Although this is not a subject which can be handled 

simply by including specialists on economic missions, it may be advisable in 

certain cases to ensure that one member of the mission, preferably a genera.1 

economist, is asked to take responsibility for assisting the mission chief in 

this task. Employment opportunities will also be a special concern of manpower 

specialists, since the character of the educational system, the demand for 

different kinds of labor, and the growth of employment are closely related. 

Apart from this special interest of manpower and education specialists, it is 

not envisaged that the subject will be the exclusive concern of any one 

department. It is our intention to explore with the ILO what they can 

contribute to our work in this field. 

We have begun some specialized studies on employment within the 

Bank so as to be able to provide assistance to country economic missions. 

This work, however, will only be useful if it is closely linked to the 

regular economic reporting of the area departments. I am asking the Economics 

Department to take on the responsibility of keeping in touch with the work 

being done elsewhere on this subject, and to be the central point of contact 

in the Bank on the subject. The Population Studies Division will plan to 

take on this work. 
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Employment opportunities will also be a special concern of manpower 

specialists, since the character of the educational system, the demand 

for different kinds of labor, and the growth of employment are closely 

related. Apart from this special interest of manpower and education 

specialists, it is not envisaged that the subject will be the exclusive 

concern of any one department. 

Assistance will be available from the ILO for this work, mainly 

in the form of briefing material from their background knowledge of labor 

and employment in various countries. In a limited number of cases the ILO 

will supply people to take part in economic missions. It will also be 

desirable to make use of the experience and knowledge of the ILO with 

manpower studies. 

I am asking the Economics Department to take on the responsibility 

of keeping in touch with the work being done elsewhere on this subject. 

The Population Studies Division will be responsible for this work, and 

will link it as closely as possible to the economic reporting of the 

Area Departments. 




