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FoRM No. 57 INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert S. McNamara DATE: February 16 1970 

FROM: Irving S. Friedman 

SUBJECT: Ministerial Meeting of IA- ECOSOC, Venezuela 

Have you seen this? It was given to me by Mr. Herrera. 

Att: 
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?eb~u~ry 3 tv 6, 1970 
C2.r~ca.s, Vc.::r:<..zucl.:: 

IA-ECOSCC 

LE':'':'2P ?10:·: PRSSID2:\i'T RICH!1.::-w ~. JIXO. TO 
SIR ER:.::C HI:,:,r;:..13, C,~-Iill-lA.:.~ 0? T~'"S 2:NT2 -Pl·!ER :: C.~:-'.JJ 

E m:o~-:rc ':..: ·D SOCIAL COL.,"NC-1, D"..J:'ED FE3.RUA Y 4, 1970 
• 

I· .. . C. 



S~:' =:::"\:..c \1illic?'!1S 
Chairm~.r.., SiJflt S?ec:.2.1 ' ~fc.ctins-
In te:::--Ju..t..!"i c-J'l Ec.:):r:orni c c::nd Soci :::.1 Co-:..nci 1 
C~r~cus, VcnLZU~ld 

Dear ~·I:". Chc:.irm211: 

Fe:b:cu2ry 4, 1970 

J. sen to you and to th'2 othc:::- distinguisheC. rcpresc: _t:\t:iv.:::s 
o£ ~h ... '~-··ne:ricas ::!)' cordi..:~l greetings c.r_d m:-;r v.;,_;r~r 1~2t , .. ~ri~~]l\.JG 
fo~ the success· of the ";iO::'~ vr!1ich you hc.v ~ bcs;un . 

':::': c s;-rcat concerns thz:t t:his Eight Special Me:~.:~ins- of t:hc 
I~ter-American Scc~o~ic a~c Social Council aC.d:cess lie at the hc2rt 
o.f the r:10l'e mature a'!d more ci'.fccti. ve l"clationshi;;. il.'T;c.~:; us t:hat 
\:e z~ll scc2-::. Yet those cor.ce:L s-- some of them complex, many of 
thcr:t technical, all of them difi'icv.l t --c.re only e):pressions of c. 

still more f'lLYlde:rr,en~al concern: tne peo?le of tte l:.!!lcricas c.nd 
tte quality of their lives. 

':::'oday the le.::tders of the Americas shcre: c. nistoric op:)ortur_­
ity--the chance to bring our pe0plcs the benefits of modern science 
c.Y-d tec:-cT..ology 2nd to give to t!'J.,:::-;: cr_d to their children fuller cr_d 
!:lore productive li'les. T!"'_.::rt' :.s no t~s~c whic:1 de:serves gre:c.ter e£­
.=o:::-t c::."ld 2.ttcntio:!:1 ti1a::.""1 1:h-::: 01 • .::: of seclli"ing pec.ce, C.evelopme:nt cmd 
prog.ress for ov.r o,,m he:-!iS:?here. There is no subj cct \vi -ch vrhich 
I ~avt been ~ore concerned. 

During tJ:_is first yec.r of my a6ninistr·2.tion, I h.:.ve devoted 
c. g:."ec.t c<::al o.f atter.tion 211d thous;ht to ho,,: the United Stc.tes can 
effectively con1:rihutc its share of this co~mon responsibilit:y, ~1d 
to tmv to :::-edei'ir..e 22:1d reinvigor.:::.te: our relationship so as to ncet 
the needs and rec.litics of the 1970's. 

i":,.s you :knmv, my ad:•ninis trc.·cion ·c::nde:rtoo c. vel'Y careful a.flC. 
syste!:"latic study oE the proble:-!s o£ th~ r~gion ili"'l.d of the pre:~ises 
tfia1: should underlie sur policies. In m;,r aC.drcss. tc the Inte:::-­
F_merican Press Associe.tion last October, I expressed the results 
of t:hat stv.dy in the forn of the org2.:1.i zing concepts z-:rou.."lC. 'rJhich 
I believe United States policy tovr.::.rd this region stm;.ld be built . 
In that: speech I proposed that vre forge a vigorous ne\v p.:=.r-nership 
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bc:tsE:c upo::.1. s 1c.red respo:nsibili ty' increc.scd communication a11.d ir~ter­
ch.::l1.gt::, c.r.d rcspec-c for 2?,ch other [ s nc::.tional ide: ti -cy ar..d nc;tior:.al 
C.ignity. In that speech I so.id that our goal for the 70's snou:d be 
a dec~de of action for progress in the ~- rices. 

I rc2.ffirm thc;t goal. 

To trc:nslate ov.r ,.,ords into actic,n t:m.d -co £'ind \.fa.ys in v.rh::.cn the 
Vnited S-c~tes ·c2n t~~e effective action to carry out its share of the 
com:to rcsponsibili ty t:ovrerd our peop les--thesc c.re nmr r.1aj or tusks 
of r.,y gov.:::rr£en t~ \'le h '1.V2 made a beginning, but only a begil"..ning. He 
have a long 1.vay -t;:o go. 

So:r.e of the meo.sures vil:ich I hc.:.vc already instituted in the: fields 
of tr~de, development a.ssist~~c~, science a11.d tcchnolo~J ~ave already 
bee:'!. described by -~he United S-cates delegation ~o t:he r eetings of the 
Speci::tl Committe<:: of this Counci: wr~ich were held in Hashi:n.gtc:'l l.:~st 

Nove:m"jer end here in Careces lc..st week. All of you kno;r, for 2Xu"nple, 
of -c!".e m"j o::::- e£'fo:.'t He C\!'t; pu.sl,ing to achieve a libe:.'c.l sys te?Tt of 
'.vorld-vide g.:::nero.li zed trade preferences; of the liberalization of the 
untying provisim's o£ our assistance loans vlhi ch I hc.ve auU.orized to 
give the hemisphere spec~al treat. nt; of the major steps we c.re prepc~­
ed to t~-e to suppor your efforts to broaden scientific and tec~~o­
logical exch~11.ge. 

I want to t~ce this occc.sion to report to you an additio~al 
c.ction '''· ich I ·.ave tc;ken tq give furt: er substance to !T!Y com-rei tr.:ent 
that the United States \vill do its par::. 

I tave just presented to the Congress ny recommendations for 
t~e budg-t for the United States Government ~or the fisc~l ye~ 1971. 
In r.onstruc-cing t. o.t budget, I tried to give special attention to the 
needs of t'. - herr,ispher<::: and to include n number of ne':l elements to 
carry out tile concept of pc.rtnership. 

I have included in the budget e continge 1cy .:tccount o£ ~;540 
nillio~s to provide for expended n~ltilaterc.l assistcr.cc tr~ough the 
international fina~cial institu~io~s. A very substo.ntial part cf 
these fu..'1.ds is to be c.vaile.ble to rcspor.d .to nE:'i·T pro?o~als for replenish­
ment of the funds o£ the Inter- American Development Ba11.k. 

In the 1971 budget I have also requested $556 millions in aid 
£'l.:tnds for ·che he::tis:):flere. This is the lc;rgest of the regionc.l aid 
programs c.r"d reflects ~"1 increc;se of about 20 ~~rccnt over the 1970 
c.pproprietion levels. Included in this totc.l is over ~100 millions 
in support of the kinds of progr~~s that have been discussed he_e. 
For the nost significant of ~hcse, we .ave estimated the fo _lo\ofing 
c.rnounts in t he budget: 



- 3 -

~~30 n illio::-:s for assista"lce in developing ·s~.;curi tit:.:s me.:rke:ts 
i':'.l'ld securi tics corrnissions; 

S20 :rtillions for the pror.-:otion o£ tourism, including estc:.blish­
mcnt of esscnti~l irdr2structurc; 

320 7:1il_ions to support science;; .::nd tedmology efforts; 

Sl5 rr.illio:1s to support t::-c.de e:.q::::msion. 

In .:;.G.C.i tion to th<.: foregoing, :;: have decide( to ;:::.dva.nce th..o:: 
request for funds to .fill the Uni tee. States subscriptiml of ~>206 
milll ns 1:0 t!-lc · cc:.llable: cc.pi tal of the Inter-l\.:ncric2.Yl Devcl<?pment 
Bc.n2- .vhich hr:.d orig:j.nc:.lly been planned for 1971. Accordingly, : vrill 
shortly subnit tc the Congress u. reques1: for a supplement to 1=he 1970 
budge~ to co?er this item. 

Obviously, \ve still f2cc very serious proble::ms c:.nd very l2.rgc 
obstc:.cles to progre s; there m"e often practicc:.l 2Ld serious limits 
2J:"_d constrc:.ints '.vhich inhibit our efforts 1:0 mee1: the aspir.::tions 
th~t surge ou1: -f our societies. I kno•,r, :for ex2.J11plc, the.:: in. tl:e 
field of trc:.ce policy there 21re highly complex, high:!.y tcch..11iec:.l and 
ofteJ::. conflicting fc_ctors vr!lich sometimes rnc:..l(e agreement difficult. 
:L cc..."lno"L gv.a~c:..."ltee: that we will alwcys be c.blc to meet your ,Z'cspi rations. 
But t!le point I vlc:nt to stress is that my administration vrill co::-:tinuc 
vigorously e-nd persistently 1:0 Lry to overcome obsLacles to sc.tisf~ctory 
C:1gr· er:tcnts, and to do al:!. it p:r;:::.cticc.lly cc:n to r::.ssure that our trc.de: 
policies supporT t _e region's development. 

Sincc He are 2. comJn,;.:.:_i ty of •.videly C.ivcrse pcoplr~s, ·it v1ill not 
be easy to forge c:, nevr p<::rtne~ship. Our perceptions of self- interest 
c-.nd of reality are often different. 01D" enotion~l rec:ctions a~e di£­
fere_.~.t . As I said last October, pc:rtnership, nutuali ty of interc::s1:s, 
do not £lmv naturally. ':le mv.st \.fOrk c:.t them. The Uni te:C. Stu.te:s for 
its part Hill do SO energeticc:.lly and sincerely, 

I take Th::.s Qccasion, !l:r. Ch2irm&.."l, to pledge to the lJC.:Oplcs of 
.A:-:1eric2. th :.:.T my 2dminist:caticn Vlill striv<.:: to dcnonstr::"ttt: in c::c1:ion 
o~:r coeni tr:1ent to progress :md to the enhcmceme:nt o£ the cigni ty of 
li.5'e in this· he;-;tisphe:re. I ~-:Jlcdge:; to you dwt I \·rill continue pe.rson­
ally TO dir ·cT the action of the 0nited States on th~ problems that 
2.ll o£ us co:nf'ront as vre proceed togcth2r on this C.ifficul t but 
inescapable task-- to give to our peoples and to their children peace, 
prosperiTy, justice and cignity, 

CCS/43 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATI ON 

OFFICE MEMORANDUM 
TO: Mr . I r ving S. Friedman DATE: February 14, 1970 

FROM: P. D. Henderson 7']) 4. 

SUBJECT: Comments on the President 1 s Draft Speech for the Colombia 
University Conference. 

1. On looking again at the coMments th2t I sent you yesterday on 
the draft dated february 11 of the President's speech, I think that one 
of the amendments prooosed (number 4, on page 2) contains an ambiguity 
which should be removed . The following altern2tive suggestion is there­
fore made . 

Page 9, lines 16- 19 

Existing text . 

"UnemploYMent is endemic and grm·Jing . Approximately 
20 oer cent of the entire mc:.le labor force is un­
employed, and in many area.s the urban population is 
growing twice as fast as the number of ur ban jobs . " 

Pro-;;osed Alternetive 

"Unemployment is endemic, and may well be growing . 
It is probable that unemployment and underemploywent 
together amount to the equivalent of over 20 per 
cent of the entire male labor fo r ce in the develoD­
ing world . In many areas the urban population is 
grovJing tNice as fast as the number of urban jobs . 11 

I have sent a copy of this note to Hr . Christoffersen . 
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Feb. 12 1970 

Please return cover notes as 

well as original. Thanks 
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Mr. Robert s. McNamara February 6 1970 

Columbia University Conference -- Speech 

Attache ·1 hereto is t'1e draft speech. There are some language 
changes suggested in the text. In addition I wo1.1ld like to :make the 
following points: 

1. The comparisons on pae;es 2 and 3 of aid efforts by different 
countries do not see:u to be based on a comnon definition. At 
times it seems to te talking about 1% of GJ~ target which is a 
resource fl~w , and ~+, o+.her times speaking only of official aid 
and in the case of the u.s. the comparison is with the AID alone. 
This tends, of course, to relatively understate the U.S. In this 
connection I wonder if the fir,1~es on the Marshall Plan at the 
bottom of page 3 are correct. 

I would be happy to explain why some of the inserts or changes 
are suggested, if they are not self-evident. 

I have not asked anyone to do what Kalmanoff did in the past 
namely to check out the accuracy of the facts used, because I was not 
sure whether you wanted to give the draft any further circulation at 
this stage. Would you want me to do so now? 

Att: 

\ 



DRAFI 2fll/7 0 

REMARKS OF ROBERT S. McNAMARA 
COLUMBIA UNVERSITY CONFERENCE ON INTEfu~ATIONAL ECONOMIC DEVELOPMENT 

President Cordier, Lady Jackson, Ladies and Gentlemen: 

I am pleased to be here, because your deliberations in this conference 

on t he Report of the Pearson Commission are most timely. They are a preface 

to the Second Development Decade. They are addressing the issues on which 

a SOlli<d, sensible strategy for the Seventies must be fashioned. After the 

past quarter-century of experience, governments in the more affluent nat i ons 

no longer question the general need for global development. What they do 

question -- and what they have every right to question -- is whether or not 

t he specific programs of the past are still relevant to the problems of the 

present, and the imperatives of the future. 

Decision-makers in these governments -- under the understandable pres-

sures of competing priorities -- need a clear view of development goals, 

and a workable set of options designed to meet those goals. They need 

practical, politically-feasible programs that can command and sustain 

legislative and popular support. What is particularly valuable about the 

Pearson Commission Report is that it realistically addressed itself to 

that need, and it is clear from announcements by governments in the past 

5everal weeks that already the work of the Commission has had an impact: 

• Chancellor Brandt of the Federal Republic in addressing the 

Bundestag has announced: "The Federal Government will endeavor 

to attain the aim envisaged in the Report of the Pearson 

Commission for a public share in development aid by an annual 

average increase rate of 11 per cent. • ......... The number of 
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German development experts and volunteers will be increased 

with a view to doubling it by the mid-seventies. The Federal 

Government will continue to improve the quality of German aid." 

Prime Minister Wilson, calling the Report "one of the most 

important documents of the twentieth century," announced 

increases in Britain's Aid Program for each of the next 

three years. And Judith Hart, the Minister for Overseas 

Development, stated in Parliament: "Taking a high estimate 

for private flows, we could expect to reach the 1 per cent 

target not much after the date of 1975 recommended by the 

Pearson Commission. In any case, the Government intends, 

unless our balance of payments should preclude it, to reach 

the target of 1 per cent total flow not later than the end 

of the Second Development Decade." 

The King of Norway, in his speech from the throne, announced: 

"The Government has worked out a framework plan for state aid 

to the developing countries, >-lhich will involve a tripling of 

the amount made available between the years 1968 and 1973." 

Prime Minister Holyoake of New Zealand has pledged that his 

Government will aim to meet the Pearson Commission target of 

1 per cent of Gross National Product in external aid. 

Prime Minister Sato of Japan has stated that economic aid would, 

in the near future, rise from the present level of $1 billion 

per year to $2 billion. 

France is already providing official development assistance in amounts 
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exceeding the Pearson targets. And Sweden, before the Report was published, 

announced it was increasing budgetary appropriations for aid by 25 per cent 

per year which will permit it to achieve the targets by 1975. Similarly, in 

The Netherlands, the Government has requested Parliament to provide for fiscal 

year 1970 a 21 per cent increase in foreign aid, and a still further increase 

in 1971. 

All of this lends encouragement to the view that the decline in official 

foreign aid is now reversing itself. The trend in the richer countries is 

manifestly to make more official aid available with one overwhelming 

exception. And that is in the richest country of all: the United States. 

This is, of course, ironical in view of America's performance in the past. 

In the whole of history there has probably never been a more thoroughly 

successful program of assistance than the Marshall Plan. The economic vitality 

of Western Europe today stands as a witness to its wisdom. The resources the 

United States committed to this effort were generous, but realistic, and the 

results in benefits to the entire Atlantic community, including America, have 

fully justified the investment. 

In 1949, at the beginning of the Marshall Plan, American economic aid 

amounted to 2.79 per cent of its GNP, and 11.5 per cent of its federal budget. 

In FY 1970, the Aid programs constitute less than one-fifth of 1 per cent of 

the GNP, and less than 1 per cent of the total federal budget. The United 

States now ranks ninth in the proportion of G1~ devoted to aid. 

But despite this present adverse trend in America towards foreign 

assistance, there are signs that the situation will improve. The President 

is firmly committed to the principle of development aid, and is supporting it. 
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When he signed the Foreign Assistance authorization bill, he stated: "It 

is my personal conviction that such assistance remains vitally necessary if 

we are to effectively cooperate with less wealthy countries struggling to 

improve the lives of their citizens." In appointing the Peterson Task Force 

on International Development, he charged its members to come up with new 

and creative proposals. The President is seeking renewal, reform, and 

innovation in U.S. foreign aid policy, not stagnation. 

No one can question that American domestic problems -- particularly in 

the social and environmental fields -- require increased attention and 

funding. But it is wholly unrealistic to suppose that this can only be 

achieved at the cost of cutting off aid to desperately poor nations abroad. 

The argument is sometimes made that rich countries must first take care of 

their own poor before worrying about the poor of other nations. Charity, 

after all -- we are reminded -- begins at home. 

But I suggest that this argument, while appealing, misses the point. 

The President has pointed out that in the next ten years the U.S. will 

increase its wealth by SO per cent and that the gross national product in 

1979, at constant prices, will be $500 billion over last year. The fact 

is, then, that the American economy is so immense it can readily support 

a just and reasonable foreign aid program, within the general dimensions 

outlined by the Pearson Commission Report, and at the same time deal justly 

and effectively with domestic needs. The country is clearly wealthy enough 

to afford allocating a realistic percentage of its expanding resources to 

both tasks: to assist in alleviating underdevelopment both at home, and 

abroad. 
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There is no lack of capacity in the American economy to meet this twin 

set of responsibilities. \~at may be lacking is a broad commitment of the 

national will to do so. Or perhaps the deficit is not so much a lack of 

national will, as a lack of national understanding; not so much a case of 

a people indifferent to their responsibilities, as a case of understandable 

confusion over the competing claims on their attention and resolve. 

What is certainly true is that the decision to respond both to the 

pressures of domestic problems, and the urgency of essential foreign 

assistance is, in the end, dependent on the response to a far more basic 

and searching question -- a question that must be faced not in the United 

States alone, but in every wealthy, industrialized country of the world. 

And that question is this. Which is ultimately more in a nation's interest: 

to funnel national resources into an endlessly spiraling consumer economy - ­

in effect, a pursuit of consumer gadgetry with all its senseless by-products 

of waste and pollution -- or to dedicate a more reasonable share of those 

same resources to improving the fundamental quality of life both at home 

and abroad? 

The dilemma that faces the wealthy nations of the world is not whether 

they should devote more of their GNP to solving domestic crises, and less 

of it to helping eliminate inhuman deprivations abroad; but rather whether 

they are going to seek a more equitable balance between private opulence 

and public responsibility. Private wealth cannot be preserved and public 

responsibility cannot be met by a heedless indifference to common crises 

that in the end will touch rich and poor alike. 
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What we must grasp is that gross measures of economic strength and 

gross measures of economic growth -- for example, levels of GNP or rates of 

change of GNP -- as necessary as they are, cannot measure the soundness of the 

social structure of a nation. The United States itself is a classic 

illustration of this truth. Technologically the most advanced society on 

earth, it produces the greatest GNP ever recorded in history, and enjoys 

a per capita income that is 30 times greater than that of the peoples in a 

quarter of the nations of the world. 

But what do such figures mean when we remember that even for the 

affluent, life is beset by smog, pollution, noise, traffic congestion, 

urban violence, youthful disaffection and a terrifying increase in the 

drug problem? Worse still, the wealthiest society on earth has within in 

its midst 25 million people so poor that their lives verge on mere sub­

sistence. In 1967, 10 per cent of all white families and 35 per cent of 

all black families in America lived beneath the poverty line -- a line 

defined in part by the expenditure for food of less than 24¢ per meal. 

The poor in America are like the poor everywhere. Statistically their 

economic condition is improving, but the progress is so slow in relation 

to the more advantaged groups in society that they are actually growing 

poorer relative to the rich. The point is illustrative of a phenomenon 

common throughout the world. Though men have inhabited the same planet 

for more than a million years, they coexist today in communities that 

range in the extremes from stone-age simplicity to space-age sophistication. 

That degree of inequality would not, perhaps, be as socially and 

politically explosive as it in fact is, could it remain a well kept 
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secret. For centuries stagnating societies and deprived peoples remained 

content with their lot because they were unaware that life was really 

any better elsewhere. Their very remoteness saved them from odious 

comparisons. But the technological revolution has changed all that. 

Now, with the transistor radio and the television tube in remote corners 

of the world dramatizing the disparities in the quality of life, what 

was tolerable in the past provokes turbulence today. 

And what else but turbulence could one expect on a planet linked by 

instantaneous communication but fragmented by conspicuous inequality. It 

is inconceivable that one-quarter of mankind, moving forward into a self­

accelerating affluence, can succeed in walling itself off from the other 

three-quarters who find themselves entrapped in a self-perpetuating cycle 

of poverty. 

It is not too much to conclude that the nature of the principal threat 

to the nations of the world today is internal strife rather than external 

aggre.ssion. In the case of the United States, that is precisely what 

Dr. Milton Eisenhower did conclude in his final report as Chairman of 

the National Commission on the Causes and Prevention of Violence. He 

was clear and emphatic in his analysis: "Our most serious challenges to 

date," he told the President, "have been external -- the kind this strong 

and resourceful country could unite against. While serious external 

dangers remain, the graver threats today are internal." 

The outlook for the Seventies is that the fault line along which 

shocks to world stability travel will shift from an East-West axis to a 

North-South axis, and the shocks themselves will be significantly less 

military and substantially more political, social, and economic in character. 
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In view of this, it is tragic and senseless that the world today is 

spending $175 billion a year on armaments -- a sum so huge that it is 25 

times larger than the total spent in all foreign assistance programs. What 

is even worse is that defense spending is increasing by some 6 per cent 

a year, a growth rate in destructive power that is greater than the 

growth rate of the world's total production of all goods and services. 

And the final irony in this litany of irrationalities is that arms 

spending in the less developed countries is rising at the rate of 7.5 per 

cent a year, as against the world average of 6 per cent. 

Prudent military preparedness has its place. Prodigal military 

proliferation is human folly at its worst. 

But to return to the point I started to make a moment ago, growth 

rates of GNP are entirely valid and necessary economic indicators, but 

they are not adequate measures of the development of a nation. Nor are 

they satisfactory terms in which to frame the objectives of development 

programs. 

In the First Development Decade, the primary development objective, a 

5 per cent annual growth in GNP, was achieved. This was a major accomplish­

ment. The 5 per cent rate exceeded the average growth rates of the advanced 

countries during their own early stages of progress in the last century. 

But this relatively high rate of growth in GNP did not bring satisfactory 

progress in development. In the developing world, at the end of the decade: 

Malnutrition is common. 

The FAO estimates that at least a third to a half of 

the world's people suffer from hunger or nutritional 
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deprivation. The average person in a high standard 

area consumes four pounds of food a day as compared 

with an average pound and a quarter in a low standard 

area. 

Infant mortality is high. 

Infant deaths per 1000 live births are four times as high 

in the developing countries as in the developed countries 

(110 VS. 27). 

Life expectancy is low. 

A man in the West can expect to live 40 per cent longer than the 

average man in the developing countries and twice as long as 

the average man in some of the African countries. 

Illiteracy is widespread. 

There are 100 million more illiterates today than there were 

20 years ago, bringing the total number to some 800 million. 

Unemployment is endemic and growing. 

Approximately 20 per cent of the entire male labor force 

is unemployed, and in many areas the urban population is 

growing twice as fast as the nuruber of urban jobs. 

The distribution of income and wealth is severely skewed. 

In India, 12 per cent of the rural families control more 

than half of the cultivated land. And in Brazil, 2 per cent 

of the families control 75 per cent of the land. 

The gap between the per capita incomes of the rich nations 

and the poor nations is widening rather than narrowing. 
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At the extremes that gap is already more than $3,000. 

Present projections indicate it may well widen to $9,000 

by the end of the century. In the year 2000, per capita 

income in the United States is expected to be approximately 

$10,000; in Brazil, $500; and in India, $200. 

Just how much worse these conditions are at the end of the decade 

than they were at the beginning is difficult to determine. For most 

of them, even today, we lack satisfactory indicators and data. The 

result is that trying to plan to improve these conditions, in the 

absence of such measures and indicators, is like trying to plan price 

stabilization without price indices. It is an impossible task. 

The lesson to be learned is that in setting the objectives, planning 

the programs, and measuring the progress of development in the Seventies, 

we must look to more than gross measures of economic growth. What we 

require are relevant "development indicators., that go beyond the measure 

of growth in total output and provide practical yardsticks of change in the , 

other economic, social, and moral dimensions of the modernizing process. 

To limit our attention to expanding GNP, even though it be from 5 per cent 

per year to 6 or 7 per cent, can only lead to greater political, social 

and economic disequilibrium. However important an increase in GNP 

may be as a necessary condition of development, it is not a sufficient 

condition. 

This is not to say that the Pearson Commission and Tinbergen Committee 

target of reaching a 6 per cent annual growth rate of GNP for the developing 

world in the Seventies is not both feasible and necessary. 
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It is feasible if those of us in the wealthier world will complement 

the growing savings of the developing countries by moving toward the 

development assistance objectives endorsed by both these distinguished 

groups . And it is necessary, if the broader objectives of development 

are to be met. 

But if we achieve the "quantity" goals, and neglect the "quality" 

goals of development, we will have failed. It is as simple as that. 

We will have failed. 

The Second Development Decade gives us the opportunity to establish 

and pursue "quality" goals of development with new insights, new strategies, 

and new emphases • 

With that in mind, I would like to put before you one or two points 

on the possible role of the World Bank in this new task of seeking quality 

in the processes of development. As a Bank we are naturally committed 

to the continuance and expansion of our role of mobilizing capital and 

using it for growth of the productive capacity of the developing nations. 

We plan during the five years 1969-73 to increase our lending by 100 per 

cent over the level of the previous five years. The very great advances 

in the developing countries' skills and infrastructure over the last 

decade have broadened the opportunities for productive investment, and 

we are determined at the Bank to take full advantage of them. 

But -- and I repeat the point -- we cannot content ourselves with 

the mere quantity of our operations if they are not adding to the genuine 

quality of man's life on the planet. And if our investments are to meet 

this wider goal, I frankly admit that we· and other investors need to add 
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to the patterns of analysis a new dimension of social concern. 

This concern must, of course, be as rigorous, factual and informed 

as any of our other economic analyses and forecasts. 

We do not want simply to say that rising unemployment is a ''bad thing" 

and something must be done about it. We want to know its scale, its causes, 

its impact and the range of policies and options which are open to govern­

ments, international agencies and the private sector to deal with it. 

We do not want simply to seDSe · that the "green revolution" requires a 

comparable social revolution in the organization and education of the 

small farmer. We want to know what evidence or working models are available · 

on methods of cooperative enterprise, of decentralized credit systems, of 

smaller scale technology, and of price and market guarantees. 

We do not want simply to deplore over-rapid urbanization in the 

primary cities. We want the most accurate and careful studies of internal 

migration, town-formation, decentralized urbanism and regional balance. 

These issues are fully as urgent as the proper exchange rates or 

optimal mixes of the factors of production. The only trouble is that we 

do not know enough about them. I would go further and say that, up to a 

point, we do not even know how to think about them. Just as the censuses 

of the 1950's helped to alert us to the scale of the population explosion, 

the urban and employment crises of the Sixties are alerting us .to the 

scale of social displacement and general uprootedness of populations 

which are exploding not only in numbers but in movement as well. But 
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we are still only picking up the distress signals. We still do not knOW' 

how to act. 

We should be frank about this. As we enter the Seventies, in 

field after field, we have more questions than answers. Our urgent need 

is for new instruments of research and analysis with which to dispel 

our ignorance of the social dimensions of economic change and help us 

formulate a more comprehensive strategy for the decade ahead. 

We in the World Bank cannot, of course, alone and from our own 

resources, provide all the new information and expertise demanded by the 

scale of our ignorance. Our desire is to stimulate and be part of a 

wider effort of research and education, and to help draw together new 

resources for the formulation of possible policy. We propose to seek 

the cooperation of universities, foundations, business research units, 

other international institutions, and experienced administrators for 

that purpose. 

Further, to provide a more solid foundation for consultation and 

action by both developed and developing nations, in the whole field of 

development strategy and administration of development aid; we plan a 

new and expanded program of Country Economic Missions. These will be 

regularly scheduled, thoroughly staffed, comprehensive missions whose 

mandate will be to assist the member government to draw up an overall 

development strategy which will include every major sector of the economy, 

and every relevant aspect of the nation's social framework. 

One significant innovation in these missions is that the team itself 

will include representatives from the UNDP, who will play a central role 
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in working out a pre-investment program, so that future development 

financing may be on a firmer foundation. Where appropriate, the team 

will include agricultural specialists from FAO, educational specialists 

from Unesco, medical officers from WHO, and employment experts from ILO, 

as well as other competent consultants in specialized sectors. 

Our own Bank staff on the missi~ will be looking into not only the 

traditional problems of economic growth, but the other facets of development 

as well: questions of population increase, urbanization, unemployment, 

land reform, income distribution, public health, environmental preservation, 

and all the related issues. Once the mission is completed, we will promptly 

produce for use by all of the parties concerned a thorough Economic Report 

which will serve as a profile of the country's progress, and of its overall 

development plan. 

In our larger member countries -- those containing 80 per cent of the 

population of the developing world -- we will undertake these new Economic 

Missions annually; in other member countries, every two or three years. 

The essential point is that they will be comprehensive in scope, regular 

in schedule, and will form the basis for strategic rather than merely 

tactical development financing. 

Perhaps one of the most wasteful mistakes that both developing 

countries and aid agencies can make is to proceed on a random project-by­

project basis, rather than first to establish an overall development 

strategy, and then select projects that mutually support and interlock 
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with one another within that overall plan. Our new program for Country 

Economic Reports is designed to provide a foundation for such a strategy. 

* * * 
All of us, within the worldwide community, have a mandate in common. 

Our ultimate goal is to help build the planet into a more habitable home 

for mankind, and to help create a political, social and economic environment 

in which individual men and women can more freely develop their own highest 

potential. 

The funds we require to accomplish this are miniscule compared with 

the funds the wealthy nations are already devoting to prodigiously 

disproportionate objectives. 

The talents and managerial skills we require to accomplish this are 

at hand. We only need to organize them. 

Finally, the most important ingredient of all -- the dedication, the 

drive, the determination to see the task through -- is, I believe, within 

our grasp. If development becomes a social as well as an economic objective, 

if it aims squarely at an end of grinding poverty and gross injustice, I 

believe it has a constituency waiting for it in the citizens of tomorrow. 

These young men and women are looking for goals beyond their own personal 

affluence. Human development is surely a challenge that can command 

their dedication, provided it is a development not simply in goods and 

gadgets but in the self-respect and dignity of man. 

This I believe is the true dimension of the goal of the Second Decade 

of Development. 
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Let the Second Development Decade be the time, and the place, and 

the program in which this collective human capacity, this new planetary 

vision, are given their maximum scope. 

END 
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ASSOCIATION RECONSTRUCTION A:'iD DEVELOPMENT 

OFFICE MEt\J\ORA ID M tee .Vtz 
TO: Sir Venis Rickett DATE: February 12 ~970 

FROM: Irving S. Friedman 

SUBJECT: S'Juplen.entary Finance and the Third Reple::1ishment 

You will be interested to know tha~ I have been recelVlng a n~nber of 
inQuiries from various Executive Directors -- mostly Part II Directors -­
and ~he Scandinavians, as to what our plans were for discussion of Supple­
mentary Finance by Executive Directors . 

In brief, my reply has been as follows: 

l. The staff preparation of the promised papers is proceeding ~awards 
completion . 

2. The highest priority is attached, however, to getting the maximum 
runount for IDA in the Third Replenishment and we would wish to do nothing 
~hat would jeopardize the achievement of this target. 

3. Therefore , the QUestion of what we would do with the Supplerr.entary 
....., nance paper or papers when completed was still open, since whatever -vras 
done -vrould be greatly influenced by the Third Replenishment objective. It 
was hoped that as the Third Replenishme::1t exercise proceeded it might become 
clearer what the wisest course of ac~ion would be. 

I have informed the President orally of the above and he expressed 
agreerr.ent with this approach . •• 

Incidentally, I would like ~o ma..~e the additional point that I -vrou.ld 
hope ~hat in one way or another a formal record would not be made wit~in 
the Thir~ Replenishment exercise that no additional resources of IDA f~~ds 
could ever be made available for supplemen~ary finance, even though this w~s 
being told to you informally during the ~hird replenishment exercise. I 
appreciate that it may prove impossible to prevent statements to this effect 
being a de by at least some Deputies, but I hope it could be countered by 
o~her sta~ements that left op~ions open for the future . If too negative a 
view is registered and goes unchallenged by others, it may resu~t in crea~ing 
~he basis for increasing the misunderstanding and ill will between our Part I 
and Part II countries. 

In any case, as you know, I have tended to become increasingly a::1 
advocate of the viewpoint that i::1 sorr.e way or another Supplementary Finance 
becor.1e a policy of the 1-Jorld Ban:-\: Groc;.p in the forseeable future, wi ~hout 
reQUesting additional resources for ~his purpose, leaving for the unforseeable 
future to learn whether practice will indicate that IDA resources ought to be 
increased beyond otherwise accepted limits to fulfill this function. 

cc : M:r. McNrunara J 
P c:IL~,. t has seen 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S . McNamara DATE: January 30, }_970 

Irving S. Friedman 

Local Currency Financing and Program Financing 

Mr. Lynch telephoned to say that he had been asked by 
London to make the following points: 

1. On the papers being prepared for the Pearson 
Commission on local currency financing and 
program financing they hope it will not be 
discussed by the Board without ample notice, 
say, one month. 

2. They wondered whether in any case it would be 
wise to postpone discussion on this subject 
until the IDA replenishment had been at a fairly 
advanced stage. They feel that this issue might 
arise in the course of the IDA discussion. 

I promised to pass on these views to those concerned. 

cc: Mr. Demuth 
Sir Denis Rickett 
Mr. Adler 

;J F 
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TO: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

/ 
INTERNATIONAL FINANCE "' 

CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: January 29, 1970 

FROM: Irving S. Friedman 

SUBJECT: Rockefeller Report 

Apropos our discussion on the Rockefeller Report and my reported 
discussions with George Woods, we will be doing a paper (along the lines 
of our recent paper on the commodity problem) reviewing the issue of the 
relationship between trade and aid and possible implications for the 
World Bank group. 

. r: _ 1 0 r!JLI • 1 

restcJent fias seen 
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3ccawe c:f' i:-.:.~1.:.=-~ies \..rhich I r ... ad Y"eceived from the U .. S . Go-.rer ... _._e~~ 
c..:~:::i c ic..ls vr::.. "c:i :.~espect to the Bar-.:~ information· a~d wor:-~: on ex;;er:J.al G.co-c e:.:..1.d 
.... .-~t re::;chedu::..::.:-.g for all LDC 1 s and the indications tha-c the o:~igi:J. of t!.:.e 
s~~ong ::..:J.teres"c was -che imple~en-cation of the Rockefeller repor-c, I telephoned 
• __ • . TtJ'ooG.s le:."ce yester<iay afternoon to ob-cain further backgro1m.C. i:::.for:.na-cion on 
~::e Rockefeller report and its implementation . In b r ief' Mr . v:oods I n:ajo_ 
:~cints were : 

J.. . He ·.J.as aC.voc.::.ted and i--c is no\.; agreed t:tat the quest:.on of e xternal 
debt reschedulin0 cannot be considered in isolation from overall t r aG.e po:icy , 
~-..e:velo_"-'"e:::t prc.;:.·ar..s and :per:'orr::a.1.ce o::.:~ inch vidual countries. ':::'he si t1..:.ation 
of each co~n-cry m~t be revieweC. separately by highly qualified -ce chnical 
~~afi' ~o G.ec::::.d.e vr:teye deot rescl:ed.ul:::.ng is appropri ate end to r:-.ake 
:·-.::corc:::::.endations thereon , includ.ir.g recommendations to tr.e creditor co-~'1.-cries 

c ... trc...~....e :policy . 

2. 0~ tLe U. 3 . side , legisl&~ion ~s Oeing dra~ted to i~J:e~e~t t~e 
s ~ggE.s-.::::.on -..,hat -ch.::: u . S . unilateYally reduce tariffs a~d quo-cas and Ye::..ax 
~lur.t~ly res~rai:::-cs to enable a lar6e =-~crease in expor~s of ~ne Lati::: 

--'1eric:s.n coc:....:"c::::-:::.es to the U. S . This is seen as a 3- 5 year pro.::;rarr. -c .. c:.~ 
~~1. o~:y ~e :::.~plemented grad~a::..ly . ~oreign aid on the old bas:::.s is ::::-e6~~de~ 

'-s v::..Ytua_::_y a dead issue . Instead, L.:Z"e emphasis is on t~aC.e ::..:::.oera:::..:.za.-c:::.on 
~-d ob-caining the f.ur:ds necessary to assisting those in the u::.:::.ted s-..... ---~es v:::o 
\,ere disadvantaged by these trace li'beralizations while finar ... ci~.g deve::..o~:::1en~ 

J..:"curred only by multilateral c.....;e~1.cie.:; . It was hoped that "c:t:::.s vo~:d t.ave 
~ore ~:Jeal to "che U. S . Congress in appropriating these saiC. fUL<is "c::.an 
stra::..~--~ foreig:J. aic.. . 

~- 3ecoc:;:::-.i:::::. ... ; t:.at foreign trade :::..iberalization could or.lv ~a.ke :p2.ace 
__;_adi....c..::_.J..y c..:c_' ic.s effects felt o::1ly c;:~c..c.ually, imn:ediate help codd be 
'- -_,tai:c.eG. ;.~oY neecy countries by vrilli::. 0 ness to reschedule exte::..~ .• &l C.e"':)-c. 
~.'lis ~ob s:tm::.=..<i, :':J.ovTe\rer, not be unde~"caken by U. S . agencies; ::.:-.stead. i"c 
"'hould be u:-. ~....e~ca.kec-. ·oy the reo:·,;anized CIA? vrhose name would -~e cha:::geC. -co 
L.he Wester~ Ee~~sphere DevelopTie:J.-c Co~~-ctee and by the World 3ank . Tnere 
t~d Deen cc::.s:::.C.erab=..e d:::.scussior. on tl:e question of the role of the World 
:.: -nk. Mr . vToods fel -c that the new .:...eadersl:ip of the Bank would be 
:mp'--:~.etic and iillL_ng to undertake tl:is jo-:::> . Moreover the l3ank had the 

, ..:onc~..:.c staff capable of doing it . Hi t:'1oc:.t ~;he ivorld Bank theYe wodd 
_r;:rp::..~r 'be a q_ue·..:..e of countries l:::.nin.;:: up :'or deot rescheduling ;:-:::. th oveY-
_elL_ -G pressc:.res "co ma.:.~.:.. - eschedul"ng a ":::Ca...'1.d.- out 11 operation . Hc.Teve;r, ::.e 

.. .;lt ~l:.c..~ the rev_.:;~d. CIA? should aL,o "be L1.vo:::..ved . This ap:p::::-oacl: ::..aC. ·cee .. 

.__sc"Lc...-sed by Gove::..~r-.o:c Rockefeller wiv ... ~=Y. G~o ?laza,the Head o:' tl:c OJ:..S, 

... o e;;se~tial::..y agreed and emphasize-=. "c:-.a-c tl:e TloY::..G. Ba..'l'lk must ~....0 t::-.e j oo 
. ::.nee the CIA? zimply did not have t~e ~~alifie<i s"ca:f . (Moreover, 
-~los Sanz G.e Santa Maria is now ir.. t::-•. "chroes o:~ deciding whe~her !:e i·ri::..::.. 

"'cay c.. .. for ~ new term of. 5 years ; l:e is ta.kir.g -ct.e positi on "chat he w::...::..l c.v 
-:.at ~ .. .:: La-c::... ... ;'..:nerican countri es wL,h hi:;n to do . ) 
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'""'· I,ast '\·reek -chis ma-c-cer was G.iscussed 1-ri th Sec~.::-cary Ke:J.~'ledy and gor~e 
over with President Nixor- who ag~eed with -che sub;ested app~cac~. (I an 
r..o·:: st..re whether :rv:r . Wood.s 1-ras p~esen"t a-c -che discussions v.1.th P!"esid-=nt 
::.:.xon . ) Secretary :\:e:c.:J.edy had. er;rphasized tl:a-c -che 1\or::..d Ba::~ vras need.ed 
-:o do -cl:e job and ur..C.ers"'cood. -c:::ac l-lr . ·Hoods agreed ,,::_ th t •. is. Se:cre-;;ary 
::e:c.r-e-.....f had also c..gree -;;:·.at -chis vror: .... s"iocld be done 0:1 a co<.Etry- by­
co~~-c~y ~asis in a co:::..laborative ef~or-;; ~- -c~e revised c-A? and the World 
.:;c..::.k . It wc..S finally agreed tha-c Govern.c~ Roc~e.:-eller should talk to 
Ga~o ?:::..aza agai • . 

5 . Today "C . .:. ere vill be a lunch with Gala Plaza -co dis c1.:.s s how "Co get the 
:;J~ogra..--:: started . 

6 . As::.C:.e fro::::1 the above, Mr . Woods had taken -che :position vri th 
Secreta:~ Ker.r..ed.y that on the U. S . side it vas necessary to i form the 
:2:.:- Im n ..... !"..k -c" .. at their debts would be t:.p :or rescheduli g in approp~ia-;;e cases . 

7. ~r . Hoods thought that the q_ues-cions for the Horld Bar.k vre~~e : 

(a) ~-las t:.e World Bank willing -co col:::..aborate wi -;;h -;;he !"evised 
c=J~ i~ this work? 

(b) =f re cheduling is necessary, vroulC. the Bank have an oper.. 
mind as to what would have to be done next, inclt..di::.g what 
role the Ear.k might :p:::..ay? 

= -:ole :.:r. Wood.s that -·~r . Mc:~a.I::ara apprecia-:ed -cne serious .ess o: t:.e G.eot 
:::- _·oo:e!:'., -chat vre 1-rere wor:rl:ing on -;;l:e vz.._ io~..<.s questions re::.ated -co deb-e ~e-
sc .. ed·..;.::..in.;, including the gatnering o: -che r.ecessary data o .. a s:·ste:::.~-;;ic ar.d 
~ ;ular basis, and agreed tha-c i-c co~d r.o-c ~e rega ded in iso:~-cion :ro~ o-:r.er 
::.~. or factors affecting the developrr.e:1-;:; :;,rocess. I would e>..'3Jec-c -cha"'c -;;he 3a:lk 
,,~o.....ld "::le glad to be of help; -che cons"....l-;;ative groups were a:1 avc..ila·o:e 

chanisr... I reminded ~Ir . Woods of v .. 1a-c he had said in the pas-c, t.:1a-c t.e had 
-~.en r-=::..u.ctar..-v to have the World Ba..'1k -c&::e the lead in deb-e res c~.edt..::...:.r.g 
<---"-rci.;cs . :.e said that he sti::..l haC. c_-..:.a::.::::J.S b1.:.t that he :1ow :e:::.t t"ic.."'c it • .. ;as 
vi_·tua::..::..y i:J.evi-;;able for the Bar..: to =:-lay a leading role i::: -c:::is :ie::..-2. . ;._s 
:o:.- t:=-.e --.....:;e ol' co:1sul-cative grot.._ . .;, he said. that this was also '\-;:::at .r .. e :::ad 
sugges-ced. ir.. his -calks 1-ri th Gover .• o: 3oc:~efel::..er a..~d othe!"s. :-:e ind.ica-ced. 
t:.a-c the o-....tline above 1-rhich had ...,een discussed with various :::..eaC:.ers, including 
Gc::orge Zee. ey, r.c..d. received favor<..ole re.,;..::~or.se . 

5. :ie em:p!:e..sized the point -c:::e..t i.. advoca-;;i:1g tha-;; fo~ei.;r.. e::cha. ;e 
co.::mi -cr:.ents s:::ocld be resched.u::.e~...., the ::..ocal eq_ui valent c..:rrec.c r -nou._,_C.. be pu.-.., 
1.:. _ _, for c.evel.op=-.ental purposes by t"o.e co:....--: -cries wi -chout de:u.y . :;: co~.....:,e .. te~.-
·v:.~t i ~ -chis v:as done in a non- i •• :lat.:..o~ ..... ry na..~ner it woclC. oe a str.:.c-c 
~"-c_u::.::::-emen-c because this wo ld be eq_ui·,ra::..er..-c -co sayir.t; tha-c -che .;ove::::-:1:r::e~--cs had 
-co find the do!::es--cic savino"' eq_ui vale~. -c. to -;;::.e deot reschedcl:..::;. :Seing spa::::-cC:. 
-;;he task of -cransfo~~g such savi:1gs i:J.-co :oreign exchange, co~~ be of 
c::::-:.. tica::. assis"Ca.."lce, but never-c::e::..ess -cl:e ::::cbilization of savin.;s was a:so very 
C.iffic~t . ~r . Woods said -cha-c ::e agreed wi-ch this but emphasized again tha-c 
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::.:..3 a:!_)~roach to deb-e res c!ledul..:.n.; \o.Tas not to :rr.a.~e it:. easy fcT cour:-cries and 
-.:. .. at :.. -c should no-r. oe in e.:r.y way a "hand-m;.-c" but rathe_ a devi.ce -r.o :ceet 
'-•· e:.~-cernal finaYJ.cia::.. problem for a country that was really willing to ir.prove 
:..-cs eco~o~ic :rr.anage:rr.en~ and get on witn tr.e job of develop:rr.ent . 

9- In Tesponse tc query he indica-r.ed tnc.t Ge d:..d not mir.d ~J conveying 
-ct e above to Kc _ :t.c:!'Jc.:cara and -ci:at he ho:9ed that he would be able to talk to 
_ _,_ .. , to c.y, if a t:.ight scheduling of ffiee"tings at:. all permi tt:.ed . 

cc : .:.r . M:c~ amara 
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Irving s. Friedman 

Debt Rescheduling 

Because of inquiries which I bad received from the U.S. Government 
officials with respect to the Bank information and work on external debt and 
debt rescheduling for all LDC's and the indications that the origin of the 
strong interest was the implementation of the Rockefeller report, I telephoned 
Mr. Woods late yesterday afternoon to obtain further background information on 
the Rockefeller report and its implementation. In brief, Mr. Woods' major 
points were: 

1. He bas advocated and it is now agreed that the question of external 
debt rescheduling cannot be considered in isolation from overall trade policy, 
development programs and performance of individual countries. The situation 
of each country must be reviewed separately by highly qualified technical 
staff to decide where debt rescheduling is appropriate and to make 
recommendations thereon, including recommendations to the creditor countries 
on trade policy. 

2. On the U.S. side, legislation is being drafted to implement the 
suggestion that the u.s. unilaterally reduce tariffs and quotas and relax 
voluntary restraints to enable a large increase in exports of the Latin 
American countries to the U.S. This is seen as a 3-5 year program that 
can only be implemented gradually. Foreign aid on the old basis is regarded 
as virtually a dead issue. Instead, the emphasis is on trade liberalization 
and obtaining the funds necessary to assisting those in the United States who 
were disadvantaged by these trade liberalizations while financing development 
incurred only by multilateral agencies. It was hoped that this would have 
more appeal to the U.S. Congress in appropriating these said funds than 
straight foreign aid. 

3. Recognizing that foreign trade liberalization could only take place 
gradually and its effects felt only gradually, immediate help could be 
obtained for needy countries by willingness to reschedule external debt. 
This job should, however, not be undertaken by U.S. agencies; instead it 
should be undertaken by the reorganized CIAP whose name would be changed to 
the Western Hemisphere Development Committee and by the World Bank. There 
had been considerable discussion on the question of the role of the World 
Bank. Mr. Woods felt that the new leadership of the Bank would be 
sympathetic and willing to undertake this job. Moreover the Bank had the 
economic staff capable of doing it. Without the World Bank there would 
simply be a queue of countries lining up for debt rescheduling with over­
whelming pressures to make rescheduling a "hand-out" operation. However~ he 
felt that the revised CIAP should also be involved. This approach had been 
discussed by Governor Rockefeller with Mr. Galolh..aza, the Head of the OAS, 
who essentially agreed and emp. sized that the World Bank must do the job 
since the CIAP simply did not have th qualified staff. (Moreover, 
Carlos Sanz de Santa Maria is now in the throes of deciding whether he will 
stey- on for a new term of 5 years ; be is taking the position that be will do 
what the Latin American countries wish him to do.) 
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4. Last week this matter was discussed with Secretary Kennedy and gone 
over with President Nixon who agreed with the suggested approach. (I am 
not sure whether Mr. Woods was present at the discussions with President 
!axon. ) Secretary Kennecy had emphasized that the World Bank was needed 
to do the job and understood that .r. Woods agreed with this. Secretary 
Kennedy had also agreed that thi work should be done on a country-by­
country basis in a collaborative effort by the revised CIAP and the World 
Bank. It was finally agreed that Governor Rockefeller should talk to 
Ge.loj3la.za again. 

5. Todey there will be a lunch with Galotf.t.aza to discuss how to get the 
program started. 

6. Aside from the above, Mr. Woods had taken the position with 
Secretary Kennedy that on the u.s. side it was necessary to inform the 
Ex-Im Bank that their debts would be up for rescheduling in appropriate cases. 

7. Mr. Woods thought that the questions for the World Bank were: 

(a) Was the World Bank willing to collaborate with the revised 
CIAP in this work? 

(b) If rescheduling is necessary, would the Bank have an open 
mind as to what would have to be done next, including what 
role the Bank might play? 

I told Mr. Woods that Hr. McNanara appreciated the seriousness of the debt 
problem, that we were working on the various questions related to debt re­
scheduling, including the gathering of the necessary data on a systematic and 
regular basis, and agreed that it could not be regarded in isolation from other 
major factors affecting the development process. I would expect that the Bank 
would be glad to be of help; the consultative groups were an available 
mechaniem. I reminded Mr. Woods of vhat he had said in the past, that he had 
been reluctant to have the World Bank take the lead in debt rescheduling 
exercises. He said that he still had qualms but that he now felt that it was 
virtually inevitable for the Bank to play a leading role in this field. As 
for the use of consultative groups, he said that this vas also what he bad 
suggested in his talks vi th Governor Rockefeller and others. He indicated 
that the outline above which had been discussed with various leaders, including 
George Meeney, had r cei v d favorable response. 

8. He emphasized the point that in advocating that foreisn exchange 
co:r.mtitments should be r scheduled, the local equivalent currency should be put 
up for developmental purpo es by the countries without deley. I commented 
that it this was done in a non-innationa.ry J!lallner it would be a strict 
require nt because this would be equivalent to seying that the governments had 
to find the domestic savings equivalent to the debt rescheduling. Being spared 
the task of transforming such savings into foreign exchange, could be of 
critical assistance, but nevertheless the mobilization of savings was also ver:r 
difficult. r~r. Woods said that he a reed vith this but emphasized again that 
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his approach to debt rescheduling was not to make it easy for countries and 
that it should not be in any way a "hand out" but rather a device to meet 
an external financial problem tor a country that vas really willing to improve 
its economic management and get on with the job ot development. 

9. In response to query he indicated that he did not mind m1 conveying 
the above to Mr. Mcnamara and that he hoped that he would be able to talk to 
him today, if a tight scheduling of etinBS at all permitted. 

cc: Mr. MeN emara 
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ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL FINANCE 
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OFFICE MEMORANDUM 
TO: Mr . Robert S. McNamara DATE:January 23 ,1970 

FROM: Irving S. Friedman 

SUBJECT: Future of the U.S . Economy 

In connection with our discussion on the future of the U.S. 
economy, I believe you will be interested in the attached two notes 
prepared by the Development Finance Studies Group and the Economics 
Department. 

President has seet 



U.S . Industrial Outlook 1970 
U.S . Department of Commerce, Business and Defense 
Services Administration (BDSA) 
January 1970 

This report presents projection analyses for 135 industries or 
industry groups . Background information supporting the projections 
includes developments during the past decade (technological change, 
foreign competition and changes in domestic demand and supply). 
The 1969 data, like the 1970 and 1975 forecasts, are BDSA estimates. 

The anticipations presented for 1970 are not uniform: 

FREQUENCY DISTRIBUTION OF EXPECTED 
GAINS IN r.ffi.NUFACTURING INDUSTRIES 1/ 

SURVEYED: 1970 

EXPEJ:;TED GATIJ 

Less than 5 percent 
5-9 percent 
More than 10 percent 

TOTAL 

NO. OF INDUSTRIES 

66 
58 
19 

127 

1/ Accounts for 85 percent of value of all rr.anufacturing shipments 

The BDSA_ rankings of the 1970 projections for manufacturing and non­
manufacturing industries are attached. Two points deserve mention : A 
number of consumer goods do rank high on this list -- jewelry, luggage, 
photographic equipment, cosmetics, books and phonegraph records . The 
industries where anticipated gro~~h in value of shipments is most rapid 
are those related to housing construction and medical services . 

The report provides no analogous presentation of the projections 
by industry for 1975. It does specify that the projections are trend 
estimates, developed assuming consistently a $1.4 trillion GNP, a slov-rer 
rate of Federal expenditure growth, disposable personal income near 
$10,00C per family unit, high business investment geared to raise product­
ivity and control environmental pollution and, finally, more rapid progress 
toward national housing goals. 

Projections for 1975 do appear throughout the 500 page report, 
separately in each industry section. However, they are not presented 
consistently. Sometimes value estimates appear; at others, volume 
estimates; at still others rates of gro~~h. In some cases, the projection 
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must be inferred from words . Two facts make it difficult to impose 
consistency and may, incidentally, explain the lack of a tabular 
presentation in the Report itself: There is no specification of 
the treatment of price changes, and, because the sections were 
written by different people, there is no reason to suppose that 
the treatment was uniform. In consequence, a table currently being 
prepared, 11Prospects for 1975", will merely array the projections 
by industry given in the Report without attempting to summarize or 
aggregate the separate results. 

Elinor B. Yudin 
Development Finance Studies 
January 19, 1970 
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Rank 

1 

2 
3 
4 
5 
6 

7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

34 
35 
36 

37 
38 
39 
40 
41 
42 
43 

44 
45 
46 
47 
48 
49 
50 

SIC 
Code 

3791 
(pari) 
3742 
3537 
3534 
3831 

3572} 3573 
3574 
3579 
3611 
3411 
3511 
3842 
3911 
3841 
3536 
3661 
3221 
2761 
2813 
3161 
3843 
2831} 
2833 
2834 
3861" 
3585 

2086 
2844 
3811 
2732 
3652 
2818 
3079 
2037 
2815 
2087 

35483} 
3623 
3961 
2791 

3334} 
3352 
3361 
2821 
2731 
3642 
2022 
2032 
3555 
2751} 
2752 
2042 
2851 
2721 
2841 
3561 
3494 
3674 

APPENDIX B 

P rt I Va lue of Sh:pm;mts of S elected 1'.1anut'iJcturi ng Industries 
Ranked by Projected Pe;cer.i C ii<:~Oi(?;C 1 909- 7.970 1 

Industry Title 

Mobile homes 

Railroad car building ________________ _______ __ _ _ 

Industrial trucks ----------- -- ------------- --- --
Elevators and muving stairways ________________ _ 
Optical instruments and lenses ________ ________ __ _ 

Ofllce , computing and accounting machines ________ _ 

Electric measuring instruments _______ _________ _ 
Metal cans _ _ _ _ _ _ _ _ __ ___ ___________________ _ 
Steam, hydraulic, and gas turbines ______________ _ 
Surgical appliances and supplies __________ ___ ___ _ 
J ewe] ry ___________________________ ____ _______ _ 
Surgical and medical instruments __ _____________ _ 
Cranes, hoists and m onorails _ _ _____________ __ _ _ 
Telephone and telegraph equipment_ _______ __ ____ _ 
Glass containers ______________________ _____ ___ _ 
Manifold business form s ___ _______ __ ____________ _ 

Industrial gases -- - - -------------- - ------ - -- - -- -Luggage _. ____________________________________ _ 
Denial equipment and supplies ______ ________ ___ _ _ 

Drugs and pharmaceuticals ___ __ ________________ _ 

Photographic equipment and supplies _____________ _ 
Air conditioning and commercial and indu strial re-

frigeration equipment- ------------------------
Bottled and canned soft drinks _______ ____ _______ _ 
Cosmetics and toilet prCJJarations __________ ____ _ _ 
Laboratory and engincc1·ing instruments _________ _ 
Book printing ___ -- ------ -- ------------ --- - - ---
Phonograph r ecords ___________________________ _ 
Industrial organic chemicals, n.c.c. _______ ___ ___ __ _ 
Plastics products, n.e.c. _______________ _ 
Frozen fruits, juices , and vegetables ____________ _ _ 
Cyclic intermed iates and crudes ________ __ __ _____ _ 
Flavoring extracts and syrups, n.e.c. _____ __ __ ___ _ 

Welding equipment -----------------------------
·Costume jewelry ___ _________________ ______ . ___ _ 
Typesetting _____________________ _____ ____ ____ _ _ 

Aluminum ____________ ____ _________ ___________ _ 

., Plastics materi als and r esins ___ _____ ______ ____ ___ _ 
' Book publi shing _____ ______ __ __ _________ ___ __ __ _ 
Lighting fixtures _________________ ___ _____ ____ _ _ 
Cheese, natural and processed ____________ _______ _ 
Canned specialties . _____ __ - - -··- ________ ____ __ _ 
Printing trades machinery _____ ________ . ____ ____ _ 

Commercial printing __________ __ __ __ _____ ______ . 

Prepared feeds for animals and fowl s ____________ _ 
Paints and allied products ______________ ________ _ 
Periodicals _ _ _ _ _ . . ________ ___ ____________ _ 
Soaps, detergen ts and other clcanin~ preparations _ 
Pumps and compressors _________ ____ ___________ _ 
Valves ~md pipe ftttings . _________________ ______ _ 
Semiconductors (value of product shipments) 

Millions of dulbr.> 
( except as noted ) 

19G9 1~70 

400~ 

1,575 
995 
334 
437 

8,625 

1,530 
3,540 
1,898 
1,072 

925 
541 
456 

3,164 
1,690 
1,132 

653 
417 
253 

6,130 

4,400 

3,900 
3,748 
2,970 

990 
948 
438 

8,220 
6,380 
2,491 
1,980 
1,379 

610 

499 
415 

5,350 

4,100 
2,275 
1,%0 
1,967 
1,809 

870 

7,735 

5,355 
3,459 
3,310 
2,810 
2,612 
2,495 
1,575 

475" 

1,845 
1,150 

384 
500 

9,750 

1,730 
3,910 
2,108 
1,190 
1,027 

601 
506 

3,480 
1,860 
1,2<16 

715 
460 
278 

6,680 

4,800 

4,250 
4,070 
3,240 
1,080 
1,033 

477 
8,870 
6,885 
2,686 
2,130 
1,430 

660 
540 
448 

5,700 

4,400 
2,425 
2,100 
2,096 
1,937 

931 

8,19£) 

5,673 
3,675 
3,520 
3,010 
2,750 
2,645 
1,670 

Percent 
cha11 ge 

13 

17 
16 
15 
11 

13 

13 
11 
11 
11 
11 
11 
11 
10 
10 
10 
10 
10 
10 

9 

9 

9 
9 
9 
9 
9 
9 
8 
8 
8 
8 
8 

8 

8 
8 

7 

7 
7 
7 
7 
7 
7 

6 

6 
6 
G 
6 
r. 
6 
6 

I Estimated by BDSA. Not ranked within percentile. Changes of less than 1 percent arc not c0ns iLkr··· l 
significant. 

2 Thousands of units. 
3 Value of production. 
'Value of new construction put in place. 
5 Millions of barrels. 
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Rank 

51 
52 
53 
51 
55 
56 
57 
58 
59 

60 

61 
62 
63 

64 
65 
66 
67 
68 

69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 

82 
83 
84 
85 
86 
87 
88 

89 

90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 

102 
103 
104 

105 
lOG 
107 
lOS 

SIC 
Code 

2647 
2035 
3551 
3532 
2081 
3491 
3151 

37111 
2011 
2621} 
2631 
2661 
2026 
2711 
2511} 
2512 
2033 
2653 
2015 
3731 
2071} 
2072 
2085 
3641 
2812 
3822 
3535 
2816 
3542 

24993 
3172 
2911 
3662 
2051 

37112} 
37113 

3011 
2819 
3357 
3351 
2082 
2013 
2052 
3941} 
3942 
3943 
2062 
3612 
2023 
2651 
2024 
2515 
3552 
3639 
3635 
3531 
3651 
3679 

3632 
3069 
2871} 
2872 
3821 
209G 
3634 
2822 

APPEfm!X B 

Part I Va lue of Shi pments of Selected Mc.mufach!ring Industries 
Rantred by Pro jected Percent Cliz;nge l~ G!J-!!>70 1-Co11tinucd 

-------------- --------

Inclu E' try Title 

Sanita ry paper product s. ________ _____ . _____ ____ _ 
Pickles, sauces and sabd dressi ngs. ____ __________ _ 
Food prod ucts m:.~ chinery ______ ______ ___ ________ _ 
Mining machinery _ .. ________ ___________________ _ 
\Vines, brandy and brandy spirits ________________ _ 
Metal barrels, drums and p :.~i l s ______ ___ __________ _ 
Leather gloves and mittens ________ ____ __________ _ 
AutomoLiles (passenger cars ) _________________ __ _ 
Meat packing plants ___________ . ________________ _ 

Paper, paperboard, and building pa per mills. _____ _ 

Fluid milk ____ __ ______________ ______ . _________ _ 

Ne~·spapers -------- - - - ------- - ------- -- --------
Wood and uphol stered household furniture ________ _ 

Canned fruits, vegetables, jams, etc. __________ ____ _ 
Corrugated and solid ftbre boxes _ _ ______________ _ 
Poultry dressing pl?.nts _________________________ _ 
Shipbuilding and r epair. ___ _____ . ______________ _ _ 

Confectionery and chocolate products _____________ _ 
Distilled licjuor, except brandy ________ __ ________ _ _ 
Electric lamps (bulbs) ___ _____ _________________ _ 
Alkalies and chlorine __ ___________ ___ ____ _______ _ 
Automatic temperature controls ____ _______ ___ ___ _ 
Conveyors __________________________________ __ _ 
Inorgan ic pir,'Irlcnts _________________ __________ _ _ 
Machine tools, metal forming typ::s. ______________ _ 
Particleboard _____ __ _____ __ ______ ___ __________ . 
Personal leather goods, except handbags & purses __ _ 
Petroleum refining __ ______ ________ __ __ __ __ _____ _ 
Radio and television transmitting equipment. _____ _ 
Bread , cake and r elated products ____ _______ __ ____ _ 
Motor trucks and buses _______ __ ___ _______ ______ _ 

Tires and inner tubes __ ____ ________ ____ • ________ _ 
Industrial inorganic chemicals, n.e.c. __________ __ _ _ 
Copper, wire drawing and insu lating ____________ _ 
Copper, rolling and drawing _____________________ _ 
Malt liquors ___ _____ _____ ______________________ _ 
Sausages and other prepared meat processing __ __ _ _ 
Cookies and crackers ___ ________________________ _ 

Dolls, games, toys, and children's vehicles _________ _ 

Can2 sugar refining ________ _________ _______ ____ _ 
Transformers ____ ____ ________ __ _______ ________ _ 
Condensed and evaporated milk. _________________ _ 
Folding paperboard boxes ____________ __ __ ___ ___ _ 
Ice cream and frozen desserts ____________ _____ __ _ 
Mattresses and bedsprings ___ __ __________ ___ __ __ _ 
Textile machinery ________ . ______ _______ _______ _ 
Household appliances, n.e.c. ____ ______ __ _____ ____ _ 
Household vacuum cleaners _________ _______ _____ _ 
Construction machinery and equipment. __________ _ 
Radio and tel evision receiving sets ______ ________ _ _ 
Elect.ronic components, n.e.c. (value of product ship-

ments) ___ ___________________ ____ ____ __ _____ _ 
Household refrigerators and freezers ________ . __ . __ 
Rubber products, n:('.c. _____________________ . __ . _ 

Fertilizers ______ ____ ____ ______ ______ __ ________ _ 

Measuring and controlling instruments (mechanical) 
Shortening and cooking oils ___________ _ ______ _ _ 
Electric housewares and fans __________________ __ _ 
Synthetic rubber ______________ ___ _____ ____ __ _ 

Millions of doll a rs 
(except as noled ) 

1969 1970 

1,416 
989 
93~ 
763 
484 
418 
113 

18,600 
18,176 

9,275 

8,555 
6,669 

5,144 

3,803 3 

3,415 
3,200 
2,840 

1,771 

1,506 
843 
792 
750 
739 
690 
580 
236 
215 

21,720 
9,345 
5,476 

5,2[)0 

4,700 
4,305 
3,450 
3,200 
3,226 
2,970 
1,528 

1,462 

1,446 
1,432 
1,268 
1,230 
1,145 

842 
696 
646 
436 

4,077 
3,830 

3,205 
2,241 
3,625 

1,856 

1 771 
1:650 
1,398 
1,050 

1,507 
1,046 

989 
811 
512 
443 
J 20 

J 9,500 
19,048 

9,700 

8,9'10 
7,010 

5,420 

4,003 3 

3,585 
3,350 
2,980 

1,861 

1,578 
885 
832 
790 
772 
725 
610 
247 
225 

22,564 
9,719 
5,684 

5,460 

4,865 
4,500 
3,600 
3,330 
3,370 
3,091 
1,591 

1,523 

1,505 
1,491 
1,322 
1,275 
1,190 

880 
724 
672 
453 

4,197 
3,950 

3,285 
2,:308 
3,720 

1,904 

1,820 
1,700 
1,440 
1,085 

Percent 
change 

6 
6 
6 
6 
6 
6 
6 
5 
5 

5 

5 
5 
5 

5 
5 
5 
5 

5 

5 
5 
5 
5 
5 
5 
5 
5 
5 
4 
4 
4 

4 

4 
4 
4 
4 
4 
4 
4 

4 

4 
4 
4 
4 
4 
4 
4 
4 
4 
3 
3 

3 
3 
3 

3 
3 
3 
3 
3 
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Rank 

109 
110 
111 
112 
113 
111 
115 
116 
117 
118 
119 
120 
121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 

132 

133 
134 

135 
136 
137 

138 
139 

140 

141 
142 
143 

480 

SIC 
Code 

3949 
3533 
3672 
2121 
3522 
2041 
2092 
2G4l 
3631 
2992 
3541 
3562 
2432 
3633 
3111 
3713 
3021 
3636 
3729 
2111 
3544 
2141 
3171 
3321} 3322 
3323 
2131 
3G73 

35451 
3722 
3671 

3723 
3312} 3315 
331G 
3317 
1925 

3721 
2421 

34433 

APPENDIX B 

Part I V<Jiuc of Shipments of Selected Manufacturing Industries 
Ranketl by Pro jcch·d Percent Change 196~-1.970 1-Ccntinued 

Indu stry Title 

Sporting and athletic goods, n.e.c. __________ ______ _ 
Oilfi eld znachinery __ _____ __________ _______ ___ __ _ 
Cathode ray l' icture tubes _________ _ ------------- -
Cigars ____ ________________ _____ _______________ _ 
Fan11 machinery ____________ ____________ ___ ____ _ 
Flour and other gr::tin mill prodt1cts _______ ______ _ 
Soybean oil mills ___________ ____ ________ __ _____ _ 
Paper coating and glazing_ -- -- ---------- --- ----
Household cook in g equ ipment. ______ __ ___ __ ____ __ _ 
Lubricating oils and greases _____________ ____ ___ _ 
Machine: tools, metal-cutting types ___ ____________ _ 
Ball and 1·oller bearings ---------- - ------ ---- ----
Veneer and plywood __ _________ ___________ ____ __ _ 
Household laundry equipment. ______ __________ __ _ 
Leather tanning and fmi shing ___ _______________ _ _ 
Truck and bus bodies ____ ______ _________________ _ 
Rubber f ootwear __ __ ____ __ ________ ____________ _ 
Sewing machines __________ __ ___________ __ _____ _ 
Aircraft parts and equipment, n.e.c . . ___ ______ .. ___ _ 
Cigarettes _________ _______ ______ ___ ____ __ _____ _ 
Tool and die products . _______ _______ ______ _____ _ _ 
Tobacco stemming and rcdrying ___ ___ ___ _____ ___ _ 
Women's ha ndbags and purses ___________________ _ 

Iron and steel foundries ____ ___ _______ __ ___ ___ ___ _ 

Chewing and smoking tobacco ___________________ _ 
Electron tubes , transmitting (value of product ship-

ments) ____ __ ________________ ________ ____ ___ _ 
Metal cutting t ools ________ __ ______ _____ ______ _ _ 
Aircraft engines and engine parts _________ __ _____ _ 
Electron tubes, r adio and TV receiving (value of 

product shipnwnts) ---- - ------------------- -- -
Aircraft propeller s and parts _____ ____ _________ __ _ 

Steel mill products ________ _____ _____ ____ ___ ____ _ 

Guided miss iles and space vehicles, completely as-
sembled __ ___ __________ __ ______ __ __ _________ _ 

Aircraft _____________________ ___________ ___ ___ _ 
Sawmills and planing mills ____ ______ ________ ___ _ _ 
Power boil ers ___ ___ _____ ____________ __ ____ ____ _ 

Mill icns of dollars 
(except as noted) 

1969 1970 

915 
836 
640 
390 

4,108 
2,484 
2,1 50 
1,510 

70-1 
542 

1,887 
1,395 
1,180 
1,151 

890 
624 
430 
128 

4,700 
3,103 
2,510 
1,146 

295 

4,985 

119 

395 
745 

5,585 

245 
210 

18,391 

4,901 
12,423 
5,070 

645 

975 
861 
660 
400 

4,190 
2,536 
2,200 
] ,540 

718 
555 

1,906 
1,410 
1,197 
1,162 

903 
632 
435 
129 

4,700 
3,105 
2,525 
1,14G 

296 

4,979 

118 

390 
740 

5,500 

240 
205 

17,41.0 

4,500 
11,317 
4,385 

495 

L-------- -,------ -----~----~ -·----- --·-

P cru·r.t 
ch a '•f:·· 

~ 
2 
2 
2 
2 
2 
2 
1 
1 
1 
1 
1 
1 
1 
1 
0 
0 
0 
0 
0 

0 

0 

-1 
-1 
-2 

-2 
-3 

-5 

-8 
-9 

- 14 
-23 

- ---
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Pa1·t II Selccte• tJcnmnnuf;:ciurir,g Inc t-lstrics R<::n:•ed f.ccorcling 
to Projected Pc:rceni Chanr;e 1969-1970 in Sales o1· Other Me;a::;urcs as ln llic;;tcd 1 

----------------------------

Rank 

1 
2 

3 
4 
5 
6 
7 
8 
9 

10 

11 
12 
13 

14 
15 
16 
17 
18 
19 
20 

21 
22 
23 

24 
25 
26 
27 

28 
29 
30 
31 
32 
33 

34 
35 

SIC 
Code 

80 
4811} 
4821 
5097 

501 
5098 
5311 

631 
82 

504 
5095 

502 
5096 
5611 

5722 
4833 

541 
506 

72 
5912 
507 

731 
7011 
5621} 
5631 

753 
4832 

508 
5812} 
5813 
5091 
5331 
5093 
5251 

78 
1311} 
1321 

503 
505 

Industry Title 

Medical and other health services-expendi tures ._ 
Telephone and telegraph- r evenues. _______ __ ____ _ 

Wholesale furniture, home furnishings_. _________ _ 
Wholesale motor vehicles and automotive equipment 
Wholesale lumbl:!r and conslrudion materials. ____ _ 
Department stores, retail . _. ___ . ______ . __ ~ ______ . 
Life in surance-premium r eceipts. _________ ____ _ _ 
Educational services-expenditures .. .. _________ . 
Wholesale groceries and related products . ________ _ 
Wholesale beer, wine:, and distilled alcoholic bev-

erages __ _____ ______ ________________________ _ 
Wholesale drugs, chemicals, and allied products . __ _ 
Wholesale paper and paper products _____________ _ 
Men's and boys' clothing and furnishings stores-

r etail ...... . ........ ___ . ____________________ _ 
H ousehold appliance stores, reta il _______________ _ 
Television broadcasting-r evenues ________ __ _____ _ 
Grocery stores, r eta il ____ .. ___ . __________ . ___ .. _ 
Wholesale electrical goods _ _ _________ . __________ _ 
Personal services ------- -- ----------------------Drug stores, r etail . . . . ____ . ___ . __ ___ . __________ _ 
Wholesale hardware and plumbing and heating equip-

ment __________________ . ___ _________________ _ 
Advertising-gross billings _________ ___ . __ ______ _ 
H otels and motels-receipts __________ _______ ___ _ 

Women's apparel and accessory stores, retail _____ _ 
Automobile repair shops- r eceipts . ______________ _ 
Radio broadcasting-r evenues _______________ ___ _ 
Wholes:J.le machinery, equipment, and supplies ____ _ 
Restaurants and Lars _______________ ___ _______ _ _ 

Wholesale metal s and minerals, n.e.c. _____________ _ 
Variety stores, retail ______ . ____________________ _ 
Wholesale scrap, waste materials _____ . ______ ___ _ _ 
H ardware stores, r etai l _________________________ _ 
Motion pictures- box office receipts ____ ....... _ .. . 

Crude petroleum., natural gas, and natural gas liquids 
Wholesale dry goods and apparel ______ __________ _ 
·wholesale farm products and raw materials _____ . _ 

Millions of dolbrs 
(exccpt as no ted) 

1969 1970 

63,935 

19,310 

5,500 
18,900 
12,900 
35,989 
33,600 
65,500 
47,200 

12,000 
9,500 
7,300 

4,753 
3,715 
2,769 

76,047 
16,500 
13,320 
11,789 

11,000 
8,245 
7,800 

7,728 

4,730 
1,110 

28,000 

25,8o4 

11,800 
6,504 
5,000 
3,376 
1,065 

9,200 5 

10,000 
12,800 

71,475 

21,727 

6,100 
20,800 
14,200 
39,145 
36,400 
69,900 
50,500 

12,800 
10,200 

7,800 

5,067 
3,960 
2,950 

80,230 
17,500 
14,200 
12,470 

11,700 
8,700 
8,300 

8,176 

5,000 
1,177 

29,400 

26,888 

12,300 
6,822 
5,200 
3,478 
1,100 

9,500 5 

10,000 
12,300 

P ercent 
change 

12 

12 

11 
10 
10 

9 
8 
7 
7 

7 
7 
7 

7 
7 
7 
6 
6 
6 
6 

6 
6 
6 

6 

6 
6 
5 

4 

4 
3 
3 
3 
3 

3 

0 
-4 
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11Prospects for 1975rr 

The accorrrp.:myi_ng table, 11 P.cospects for 1975n -vr~s prepared by the 
Statistica l Services Division from the Corr.::-rterce Department Report , U.S . 
I.ndustri2.J. Outlook 1970. The Report , itself uas summarized in an earlier 
n ote,dated Janu9ryf9~ 1970. 

The sa~1e note stated one major obstacle preventing aggregation 
of the separate projections arrayed in the tu.ble: the 1..1nspecified 
treatment of expected price changes . 

Note, fttrther , that even the proj ections presented in the Report 
itself are der:i.vecl fro1.1 different series: production, shipments , sa.l es , 
demand, etc. And those series are not c orrJ1E.nsm~c.te . The nconm1ent.s 11 

c olumn in this table specifies (l:here possible) the derivation of tho 
estimate for 1975. 

1. Stated by th8 Co:n:r ... ,erce Dopal'Lrr.ent i.Yl t.he Report . ( Note ~/). 

2. P.co j ect.ecl by the St«.tisticc::.l Services Division, at a rate 
based on the recent t rona measured in data sho1-m in the 
Report.. (Note £/) . 

3. Projected by the St2.ti0tical Serv-lces Div-lsion at a rate 
inferred from cvm:r·:ents in the Report. . (Note ~/). 

The Report t able sh o1-:lng data for 1 969 and projections for 1970 
-vm.s appended to the earlier note . 

EBY:cfr 
Development Finc.nce Studies 
J anuary 23, 1970 



Prospects for 1975 
(In millions of U.S. dollars u.-:1less otherr"-:ise jndicated) 

Industr-v 

Aerospace 
Lumber at"1.d \·Jood Products 

Lurrrber 
SoftHood ?ly-~·mod 

ParticleHood 
Paper and Paper Board 

Paper Coat:ing and Glazing' 
Paper and Board Xi1ls 
Sanitary Paper Products 

Containers 
Folding Paper Boxes 
Fibre :Soxes 
Glass Cor.tainers 
Metal Ca..."1.s 
~fotal Shippi.11g Containers 

Printing at<d Publishing 
NeHspapers 
Periodicals 
Book publishing 
Book printi.."lg 
Cor.~ercial printing 
Nani fold Business Forms 
Typesetting 

Food Products 
Meat and Poultry 
Canned and frozen fruits and vegetables 
Bakery products 
Confectionery 

Beverages 
Halt liquors 
Soft drinks 

Prospects for 
-10~/' 
~ 

1,910 

8,855 
1,563 

615 
12, 200 

? 
? 

2,100 

1,H~8 
4.1800 
2,600 
5 , )_;.00 

560 

8,900 
4, 500 
3,800 
1,600 

n,5oo 
2,000 

650 
109!/000 

32;000 
9,200 
6,800 
2,300 

14,925 
4, 200 
5,800 

a / Rate stated by Comnerce Department in sour ce 

Com:'i"lents 

10% ar.nual increase from 1969 b/ c/ 
5.5% annual increase from 1970-br 
20% a~nual increase from 1970 j7 d/ 
Shipmmts a/ - -

Shipmmts a/ 

3% am1ual increase 
Shipments a / 

II a/ 
II a/ 

6% annual increase 

Shipments a/ 
II a.; 
II a/ 
II a/ 

P..ecei-ots a7 
Shipm~ts-a/ 
Demand a/­
Shiprr:ents a/ 

II a/ 
II a/ 
II a/ 

Sales a/ 
Shipments a/ 

II a.; 
" -a; 

b/ 

shipments 

'5/ Projection of recent trend in Comr:1erce Depart:nent data, by Statistical Services Division 
c/ Previous growth at 6.5%; raised, due to projected boom in construction, to 10.0% 
¥ Average gro1·rth 1963-1969 at 20~6 per year; 1969-70, .5%; used 20% per year 



Industry 

Tobacco 
Household Consumer Durables 

Home A ppJ.iances 
Household fUrniture 
l1attresses and bedsprings 

Personal Consumer Goods 
Jmrelry 
Toys, Games, Dolls and Children's Vehicles 
Sporting goods .. 

Leather m1d Leather Products 
Tanning and Finishing 
Shoes and Slippers 
Luggage ar.d Personal Leather Goods 

Textile Hill Products 
Y~rns 

Fabrics 
Apparel 

Nen 1 s and boy's oute:r.·mar 
·Homen 1 s Outenwar 
Girls, cr~ldrens and infants apparel 

Man-made fibers 
Cellulosic man-made fibers 
Non-cellulosic fib0rs 

Chemicals and AlJ.ied Products 
Industrial chemicals 
Plastic materials and resins 
Drugs and pharmaceuticals 
Soaps, detergents and speciality cleaners 
Cosmetic3 and toilet preparations 
Paints and allied products 
Fertilizers 

Rubber and Plastic Products 
Synthetic rubber 
Tires and Tubes 

Prospects for 
197~ 

3,623 

8,900 
7,L.oo 
1,100 

2,000 
2,200 
1,100 

955 
3,890 
1.500 

28;590 
2)479 
7, 882 

33,055 
13,687 
12' 102 
1,854 
6,24.9 

795 
5,025 

7~.,000 
l8, .hOO 
6,ooo 

10,000 
4,ooo 
4,983 
4,917 
2,000 

21,300 
1 ,2!.07 
6,500 

- 2 -

Cor.anents 

Production ~ 

Shipment of household appl:iP.nces ~ 
Production ::/ 
Production ~ 

Shipments ~ 
Average shipqer/~s ~/ 
Production !Y 

Average shirnents ~/ 
3% a~~ual i~crease (base 2.98 in 1969)£1 
Shipments f!:.l 
51~ annual increase (1969 shipments) b/ 
4; ~ annual increase ( 1967 shipncnts) b/ 
2~ annual b1crease (1969 shipments) o/ 
6;t annual increase (1967 shipments) 8,1 
5,& annual increase (1967 shipments and value added)V 
4~~ annual increase (1967 shipments and value added):/ 
2.5% annual increase (1967 shipments and value added):_ 
1 O;..b annual increase ( 1967 shipnents) ~/ 
1 ;~ annual increase (1967 shipments) b/ 
11 ~~ annual increase (1967 shipments)~ 
Shi uments a/ 

fl ;_; 
" a; 
" a/ 
" a/ 

9fo annual Increase· (1970 shipments) b/ 
6 ~& annual increase (1970 ship.·nents) ~ 
Shipments ~ 
5% annual increase (1970 shipments) ~/ 
5/t annual ~crease (1970 shipments) b/ 
Shipments Y 

a/ Rate stated by Commerce Department in source 
b/ Projection of recent trend in Commerce Department data, by Statistical Services Division 
~/ Inferred from corrnnents in source, by Statistical Services Divj_sion 



Industry 

Primary Metals 
AlumiillUn 
Copper 
Steel 
Ferrous Fou."1dries 

Petroleu;n 
Crude petrolewn and natural gas 
Petroleum refL"1L"1g 
Lubricating oils and greases 

I1etal Harking Hachinery 
!-lachine Tools 
:Metal-cutting tools 
Tools, dies and fixtures 
V.Jelding Equipment 

Special IndustrJ Machinery 
Farm Machinery 
Constr~.lc tio::1 }J:achinary 
Hining Machiner-J 
Oilfield 1-:achinery 
Food Products :Hach:L."1ery 
Taxtile ~1achine 
Printing T-.cade Hachine...~J 

General Ino'ustrial ~1ach:.nery 
Materials Handling Equipment 
~~ps and Compressors 
Air Conditioning ~"1d Refrigerating 

General Industrial Comr,>o!lents 
Valves and Pipe Fittings 
Ball and Roller Bearings 

Electronic Equipment and Components 
Consumer Electronic Products 
Telephone and Telegraph ~uipment 
Electronic Systems a::1d Equipment 
Electronic Components 

Pros0ects 
~i9't5 

7,991 
5,0h0 

23,91+5 
7,047 

17,800 
? 

27 ,1.+38 
628 

? 
3,610 

? 
? 

1,000 

5,197 
5,157 
1,200 

998 
1,200 

880 
1,305 

5,477 
3,856 
7,800 

3,738 
2,000 

4,500 
5,603 
10,5~0 
7,235 

a/ Rate stated by Conu11erce Department in source 

fo:c 
- 3 

Comr;:ents 

7% annual increase (1970 shipments) b/ 
1970 shipm61ts b/ 
6% ar~1ual increase (1969 
6% annual increase (1970 

Demand a/ 

, • .L ) - I snlpmenvs o, 
shipmmts) :§:/ 

4% annual increase ( 1970 shipme::1ts) b/ 
2.5% an11ual increase (1970 shipments)~/ 

4% avera.ge a..'111ual increase (1970 shlpments) e/ 

Shipments a/ 

4% annual L"1crease 
\ .d II II 
~/J 

Shipments a/ 
3~; annual Increase 
Shipr:1.ents a/ 
4% ~~"1ual Increase 
7% ~1nual increase 

12% annual increase 
7?6 II II 

Shipments a/ 

II a/ 
II a.; 

II a/ 

(1969 
II 

(1969 

(1969 
(1969 

(1969 
II 

shipments) b/ 
II b/ 

shipments) b/ 

"' • .L ) Sulpmenvs b/ 
shipments) b/ 

shipments) b/ 
II y 

1~~ a~"1~al-increase (1970 shipments) ~ 
Shipments a/ 

II a/ 

b/ Projection of recent trend in Cor..merce Department data, by Statistical Services Division 
e/ Inferred from comments in source, by Statistical Services Division 



Industry Prospects for 1975 

Lighting and Diving Equipment 
Electric Lamps 
Lighting Fixtures and Diving Devices 

Power and Electrical Industrial Equipment 
Trans£ ormers 
Boilers and Nuclear Reactors 

Engines and Turbines 
Steam Engines and Turbines 
Internal Combustion Engines-Ind. 

Instruments and Controls 
Electrical Measuring Instruments 
Laboratory & Engineering Instruments 
Hechanical Measuring Devices 
Automatic Temperature Controls 
Optical Instruments & Lenses 

Hedical and Dental Instruments and Supplies 
Photographic Equipment and Supplies 
Business Hachines 

Electronic Computers & Services 
Motor Vehicles 

Automooiles 

Motor Trucks 
Trucks and Bus Bodies 
Truck Trailers 

Railroad Cars 
Shipbuilding 
Transportation 
Communications 

Domestic Telephone & Telegraph 
International Telephone & Telegraph 
Television Broadcasting 
Radio Broadcasting 

i.Jholesale Trade 
;v1erchant Hholesalers 
Automotive 

1,100 
3,000 

2,200 
5,000 
2,500 

? 
1,300 

2,000 
1,700 
2,900 
1,200 

850 
2,800 
7,000 

12,500 

24,882 

2.45 (million units) 

850 
250 (thousand units) 

2,838 
3,828 

35 '722 
880 

4,136 
1,650 

340,990 
33,488 

a/ Rate stated by Commerce Department in source 

Comments 
.. 4 -

Shipments !!_I 
11 (lighting fixtures on_br>!!_l 

II a/ 
II a! 
II a! 
II a/ 

II a/ 
II a/ 
II a! 
II a! 
II a! 
II a/ 
II ~I 
II !!_I 

5% annual increase (1970 ship­
ments) E._/ 

Value per unit shipped in 
in 1969- $5,250 !!_I 

Value per unit shipped 
in 1969 - $4,500 !!_I 

Shipments !!_I 
5% increase per yr.(l970 shipments)E_/ 

11% annual increase b/ 
15% annual increase b/ 

7% II II b/ 
7% II II "f._ I 

6.5% II II b/ 
10% II II b/ 

b/ Projection of recent trend in Commerce Department data, by Statistical Services Division 



Industry 

Electrical Goods and 1-.lholesale:::-s 
Furnishers c.nd Home Furnishings 
Constr'.lction Mat.erials 
Business Nachines 
Grocer'Y 
Dru_gs 
Tobacco 
Dry Goods 
Farm Products 

Retail 'Trade 
Hardware Stores 
Department Stores 
Variety Stores 
Food Stores 
Appar el Stores 
Household Appliccmce Stores 
Restaurants and Bars 
Drug Stores 

Life Insurc.nc e 
Selected Services 

Hotels and r-Totels 
Personal Services 
Launctcies and Dry Cleacwrs 
Photographic Studies 
Beauty Shops 
Barber Shops 
Shoe Repair Shops 
Funeral :aomes and Crema.tories 
Advertising 
Automc,bile Repair Shops 
:rv:otion Pictures 

Medical and other Health Services 
F~ucational Ser~ices 

:t·~obile Homes 

Prospects for 
-l97.J 

2L~,535 
8,552 

19,908 
41,219 
70,801 
lL,.)CO 

7 ,L0.8 
12,160 
12,92? 
461,0~0 

4,334 
58,835 
8.,910 

102,373 
17 ,2 66' 

r::' ?Qq 
::;,~,~ 

31,163 
15,538 
54,000 

10,342 
18,545 

8,260 
l,L~95 
5,313 
lj335 

233 
2,067 

13,351 
6,5.30 
1,241 

110,000 
95,000 a/ 
1.18 (million units) 

a/ Rate stated by Co:.-r .. i11erce Departmen·C. in source 

-5-

Corr.ments 

7'l lo a.1'1nual increase b/ 
7% li II b/ 
7 ~:~ II II b/ 
7% II II ;; 
7% II II b/ I v 

7(1' ·"' 
II II b/ 

4% II II b/ 
4c;l /J II ll b/ 
1% 1: II ti/ 
L~.5% II II ;; 
). c: c1 
4•..-iiD 

II II ;; 
p 5d u. fO II II h/ 
c:' 5" .,.) • ,o II II o/ 
5;,1 

,~ 
II II ;; 

5 -'c! .);o II II o/ 
6 ccL ,o II II b/ 
':l of 
..JJO 

II II b/ 
4.5% II II b/ 
An."lual pre..11ium receipts a/ 

4 5•'' • jO annual incl~ease b/ 
5 .5;t annual increase 'b/ 
5 . 5~0 II II b/ 
9 .5~s II II 'S/ 
10}6 II II b/ 
3 r:'c1 

• /jO 
II II 'b/ 

2.5;.; " II 'b/ 
46~ II 

'" 
II b/ 

5 C:d . ..... ,J 
II " '0/ 

5.5% II II -c; 
2.5% II II b/ 
Expenditure a.; 

20% annual increase (value 
per U.."1i t $6,~.00 ) b/ 

b/ Projection of r-ecent trend in Cornmerce Dep&~tment data, by Statistical Services Division 
e/ Inferred from corr~ents in source, by Statistical Services Division 



Industry 

Building Materials 
Construction 

Source: U.S. Department of Commerce, 

Prospc:c!,s for 
197:.:> 

162,047 

Inc'.ustria.l Cut lool: 1970 

-6-

Cor~.ment.s 

10~~ annual increase e/ 

e/ Inferred from corr~Gnts in source, by Statistical Services Division . 

Development Finance Studies 
Ja~uaF~ 23, 1970 
EBY 



D R A F T 

January 5, 1970 

CURRENT TREND AND FUTURE PROSPECTS IN USE OF G~ 
IN THE UNITED STATES 

~n~~oduction : This technical note examines several aspects of the bro~d 

ques~ ion of h ow the United States can use its future growth in gross 

na~ ~ onal product to cure its domestic ills . Among the aspects considered 

are : 

How has gross national product grown , both in respect of its 

quan-ity and of its distribution between public and private sectors of the 

U. S . economy? 

How have the resources within these sectors been distributed 

and utilized? How does the fiscal system, particularly taxation, affect 

resource distribution and use? What, if anything, do patterns of resource 

use imply about national priorities? 

What is the projected growth and distribution of resources in ~he 

future? Do such projections envisage surplus resources, a "fiscal divi dend" , 

ava: _able ~or expansion of present programs or commencement of new ones? How 

aoes ~he 1969 Tax Law alter these projections? Does the "fiscal dividend" 

prov~ae ~~ adequate measure of the availability of resources to cure domestic ills? 

More detailed information about these and other questions addressed 

in : - ~ Nc~e are contained in the attached folder giving background tables used 

in >pa:·.:.ng this Note. 

t h"s seen 
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Summary and Conclusions : 

Individual commentary and research, like numerous official govern­

ment task- farce and study- group reports, insistently argue the urgent need 

to ameliorate domestic ills . The arguments reflect the dual realization 

that, first , despite apparent riches, poverty, hunger, poor health and 

viclence remain part of the American scene and, second, that partial remedy 

for s uch ills may lie in a different composition of national product, 

different because it reflects different needs . Hence we hear pleas and 

proposals for greater government activity -- in education and job training , 

in employment opportunities , in low income housing , community development 

and mass transportation -- and we see estimates of their cost totalling 

billions of dollars annually . 

There is little doubt that the United States can produce the 

resources to solve these problems . Its already vast gross national product , 

it is projected, will grow to $1 . 4 trillion by 1975 assuming a 7 percent 

annual rate of growth (in money terms) . On the average , then about $80 

billion in additional output would be "available" each year to apply to these 

problems . But previous commitments and inflation may significantly reduce 

the funds ultimately available in real terms . And, more important , an 

essentially political , not economic, decision to allocate funds to those ends 

rather than others i s r equired . 

While talk of urgent domestic problems and "new priori ties" has 

become part of daily life in America, res i stance to massive dosages of 

pu~~ic ~~ds to remedy these ills is still strong. The resistance to s uch 

pu~ :i c- se ctor activity seems, moreover, t o be multifaceted . It stems in 

part from consumers ' reluctance to sacrifice their own current consUmption 
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for what they view as the possibility of a probably indirect return at some 

indefini~e future time; in part from the widespread sentiment, not eliminated 

by ~he 1969 Tax Law , that the tax burden is already too great; and in part 

from the traditional American restraint in allowing extensions in the spher e 

of federal government influence . 

Yet underlying all aspects of this resistance may well be a basi c 

misconception : with all its wealth, the United States is able to afford 

more of everything -- defense, social programs, private consumption and 

investment . The fundamental economic concepts of budget constraint and 

opportunity cost ~- that to obtain more of one thing , something else must 

be sacrificed are not real unless experienced. It is , however , only 

recently that Americans have begun concretely to experience obvious and 

serious price inflation and , now , the prospect of rising unemployment and 

even recession coupled with that price inflation . Correction of this mis ­
·:·.~. 

conception may bring about a vitally needed and more realistic evaluation 

of national priorities . However explained to the public , the inherent 

inability to do everything is being realized and the need to choose has 

become an inevitable, though disagreeable task . 

The 1969 Tax Law may be viewed as a for- the- moment resolution of 

the country's public- private choice in favor, at the margin, of the 

private sector . Although a similar trend has been evident in U. S . tax law 

changes during the postwar period, the for- the- moment characteristic does 

deserve emphasis. Pressure for greater public social expenditures in the 

coming years must increase and is likely either to result in tax increases and 

specific controls designed to yield revenue to finance those expenditures 

or, even more drastic, changes in ~he s~ructure of revenues and expenditures 

designed to reflect social priorities . 
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A national debate on priorities is in its infancy, but it has 

begun. Until now, the development of national priorities seems to have occurred 

by a process of addition . Taking a simplified historical overview, time- honored 

priorities -- law and order, national defense - - were part of the American system 

from its birth . As the nation physicall y spread across the continent new 

priorities, effectively fostering physical unity -- transportation, communication 

joined the time- honored ones . The events of the twentieth century brought still 

more: conservation, to protect against exhaustion of natural resources; 

controls of the economic environment, to assure rising living standards by 

preventing the aggregate economic phenomena of either inflation or depression and 

by providing insurance systems to cushion incomes of the temporarily unemployed 

and the elderly . More recently , space programs and medical care for the aged 

have gained acceptance to this list of priorities . Other priorities -- re-

str~cturing of urban areas , control of pollution, elimination of poverty, even 

foreign assistance -- have attained some acceptance to the list , but on a 

temporary basis and with less than top priority . The newer priorities at this 

point in time still compete with one another for national expenditures : it 

remains a question of more pollution control or more foreign aid , not more 

pollution control or more moon fli ghts, or defense expenditures . The debate 

on priorities will begin in earnest when the latter question is posed , when the 

newer and newest priorities are measured not against one another , but rather 

against all priorities , old and new. 

occupied with this debate . 

The 'seventies will largely be pre-

Economic facts mirror the ambivalence and ambiguities in Americans' 

view of w:Lat mixture of demands or priori ;:,ies they want to satisfy and how to 

ob~&in this mixture -- whether through public or private activity . For 
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example, while gross national product just about doubled between 1950 and 

1968, rising to $708 billion from $355 billion (in constant 1958 dollars) 

~he private sector's share in it has fallen to. 79 percent in 1968 from 85 

percent in 1950 . Further, almost half of non- defense federal expenditures 

are now in the broad category of major social programs . The lion's share 

of s~ate and local expenditures, which are rising faster than federal ones, 

take place in the same sphere . Nonetheless, there has been a continuous and 

rapid increase in consumers' durable- goods expenditures on "luxuries," result-

ing largely from rising incomes, but from expansion of credit as well . Yet 

consumers' expenditures on services -- particularly on "necessary" services 

such as personal business , medical care and education and research (at the 

university level) -- have risen even faster . This conflicting evi dence is 

not easily reconciled into a coherent statement of priorities . 

In formal economic analysis , there is a sharp distinction between 

public and private activities : public sector activities di~ectly or indirect-

ly serve everyone , regar dless of his contribution , financial or moral , to 

their support . Private sector activities, by contrast , serve primarily those 

with money votes in the market place . However, as discussions of great 

domestic needs effectively demonstrate , in today's world the public- private 

dichotomy is often blurred . Where lack of economic opportunity stems from 

inade~uate education , training and employment possibilities , poverty remains 

virtually congenital . These and the accompanying poor living conditions --

housing, sanitation , nutrition , general health -- may give rise to frustra-

t~or.s, themselves augmented by awareness of others' relative wealth . Such 

conQ~tions contribute to rising cr~~e rates touching lives well beyond those 

of ~he poor . Or, where pollution of air and water impairs health and 

··· -.:... 

... 
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deple~es na~ural :::-esource , a wide syectr~~ o~ people suffer its effec~s. Rapidly 

g:::-mr:...: .:; urba."'l centers, meccas of co::r:n.erce, industry and o:~ten e?J.~er~ai:::ln:ent, fall 

particular victim to these and other ills . ~uch, in other words , that seems on 

first gla?J.ce to be in the private sector's province gathers characteristics of its 

eco~o~i c analyti ca l complement, public sector activity. ~is blurring of the two 

sectors needs to be kept in mind in evaluating the trends within gross national 

produc~ sur.~arized below : 

G:::\? G:::-owth Experience :!1 

The lack of a co~erent set of national priorities is implicit in the very 

:::-eco:::-d of GNP growth and dis~ribution . 

On the one hand , per capita GNP and disposable personal income have risen 

s:.arply, ~~e former climbing to 150 percent of its 1950 level by 1968, the latter 

'y a lesser but still large amount (both measured in constant 1958 dollars) . 

TABLE l 

PER CAPITA INCOME AND DISPOSABLE PERSONAL I COME: 
1950, 1960 and 1968 

Curren-c dollars 

Gross national product 
Disposable personal income 

Co:nstaDt dollars 

Gross national product 
Disposable personal income 

1950 

1,877 
1 , 364 

2,342 
1,646 

1960 

2,788 
2;,432 

2,699 
1,883 

Tnese imply that personal consumption has been allowed to rise . 

1968 

4 ,304 
2,933 

3,518 
2,474 

A."'ld, although that 

rise will be considered more fully later, it is worth noting here ~hat it did : from 

$1,520 per capita in 1950 to $2 ,250 per capita by 1968 (again measured in constaDt 

1958 dollars) . 

! 1 .. . c:: o:~ t ::-.e da.~a l:-. ~::-.:.s ::-.ote is :::ct as ~ - --" _ _,_·es e :-.ted as consis-::.e:-:~ :::..y i-: terms of 
~:.. ... -:: co·:e:::-ed as 1-ro·..:.::.. -=. .J e des::. ::::--..:. :... e ::. -:; .. -:..3 :-.e cessc..ry to use ea.s i :v a•railable 
'----~~ sc....:..-ces . :2:;:.::or~s a::::-e be::.:::.; co:::~:. :::-.· __ _ ~c .... .:-::::- :.-e c~ -chis s:. tuation . Unless 
c~:-. ...:! :..vr::..se :-.Lcted, it is bel2.eveC.. -::.::~:~ -:. :::-~...:-.-s ::.. :::C..ics:-ced by the date have continued . 
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Yet, while the whole income distribution has shifted upward, 

median money incomes per family unit rising to $7,974 from $4,611 in the 

same period, the income distribution (by ~uintiles) and hence, relative 

positions have r~mained virtually unchanged. There has, in other words, 
::-. 

been no tendency to make income distributions either more or less 

egalitarian . 

The public- private distribution of GNP has, by contrast, changed 

markedly, in this case favoring public- sector consumption, not private . 

TABLE 2 

PERCENTAGE DISTRIBUTION OF GNP IN CONSTANT 1958 DOLLARS : 
1950, 1960 and 1968 

1950 1960 1968 

TOTAL 100.0 100 . 0 100 . 0 

Private 85 . 2 8o . 5 78.9 

Personal Consumption 64 . 9 64 . 8 63 . 9 
Gross Private Domestic Investment 19.5 14 . 8 14 . 9 
Foreign Trade 0.8 0 . 9 0 . 1 

Public Consumption and Investment 14 . 9 19 . 5 21.0 

Source: Attached, Table IIIB . 2 in folder . 

Note : May not sum to totals due to rounding . 

The relative shares of gross private domestic investment and the public 

sector had switched by 1960; the further rise in the public sector's share during 

the 1960's, although smaller, came in about equal amounts from reductions in the 

shares of foreign trade and personal consumption . 
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Intra-sector distribution and national priorities : 

Public- private resource allocation is but one aspect of the 

issues i nherent in the broad question as to how the United States can use 

its resources to solve its domestic problems . It does not eliminate 

questions of distribution within each sector. What goods and services 

will each supply? By what means? And to whom? 

Public Exoendi tures: 

There can be little doubt that certain social needs have 

attained high priority in the United States Government . A glance at the 

priority formulation of the fiscal 1970 budget shows this quite 

specifically . Immediately following national defense in that budget are 

the major federal social programs : Social Insurance Trust Funds (excluding 

Medicare), welfare payments and services, health (including Medicare) , 

··:~ 

educati~n and ma.ripower training , low and moderate income housing , community 

and regional development·. 

As shown in Table 3 , these programs have received an increasing 

share of federal outlays . Those that did exist in 1950 were small , and it 

was only in the mid- 1960's that official government publi cations deemed 

them deserving of s eparate report . 
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TABLE 3 

PERCENTAGE DISTRIBUTION OF BUDGET OUTLAYS: 
1960, 1965-1969 

Budget Outlays 100 . 0 100.0 100 . 0 100 .0 

National Defense 32 . 8 49 .8 41.9 42 . 2 
(Southeast Asia) (n . e... ) (n. a.) (0 . 1) (4 . 5) 

Major Social Programs1./ 5 . 8 22.8 25.3 28 . 6 

In-cerest 14.7 9 . 0 8. 7 8 . 4 
Ve-r;erans 16 . 8 5-9 4 . 8 4 . 4 
All 0-r;her 30 . 0 15 . 0 22 . 0 18.9 
Allowances and 

Undistributed (n . a . ) - 2 .5 - 2 . 7 - 2 .5 

100 . 0 100 . 0 

44 . 3 45 . 0 
(13 . 0) (15.0) 

29 . 3 30.5 

7.9 7 -7 
4 . 4 3 . 8 

16 . 6 15 .5 

-2. 5 -2.5 

Source : 1969 Statistical Abstract , Table 540; data for 1950 
1957 Statistical Abstract , Tables 439 and 440 

1./Major social programs defined as ordinary U. S . Budget Categories: 
community development and housing; education and manpower , health 
and welfare ; see II . A in accompanying folder . 

Note : May not sum to total due to rounding; efforts being made to 
obtain more recent data . 

··:~ . 

1969 (est . ) 

100 . 0 

44 . 1 
(15 .9) 

31.8 

8 . 3 
4 . 2 

14.3 

-2.·7 
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State and local expendi~~res, pre ominantly devo~ed ~o social 

progr&r~ like education, have growr. even ~aster than federal eA~endi~ures : 

'I'ABLE 4 

DIRECT GENERAL EX?:C:.1J:'='l.J3~S OF S':'A':'E A...1'D LOCAL GOVERNMENTS/=_! 
BY FTJNCTIOX : 1950, .::..960 and 1967 

(percentage, do lars) 

1950 1960 1967 
(percentage of total) 

1950 1960 .::..967 
(dollars per capita) 

TO'I'. L 

::::c.. ..... ca"cion 
? o.::..ic Welfare 
nealtn and Hospitals 
?c.::..~ce ?rotection 
Sani~avion 

A~l Other 

100 . 0 

31.5 
13 .0 

7 . 7 
3. 4 
3 . 7 

40 . 7 

100 . 0 

36 . 1 
8. 5 
7 . 5 
3 . 6 
3. 3 

41.2 

100 . 0 

to.6 
8 . 8 
7 . 1 
4.5 
2 . 7 

36 . 2 

Sou.ce: 1969 Statistical Abstrac~, Table 592 

150 

47 
19 
12 

5 
6 

61 

187 

104 
24 
21 
10 
10 

118 

l/?art'ally financed by Federal revenues; see attached Table IIB . 

• -o"ce: 7:-:ay not s'l.:1:! to t.otal due to rounGi .g; efforts being r::.ade to 
obtain more recen~ data . 

92 
42 
34 
21 
13 

170 

A::..-~::C.c".;-'1., a"c -v::e Fede.·a.::.. lcve_, b....:.C.: etary ::p.essures (stem=..ing from a combir:ation 

of C..::~ense expenCi."cures and the neeC. ~o cor:7..rol inflation) have slo~·red t!-.e pace 

o~ ~7.-s ir:crease, t.:.e t.rend in socia_ o....:.~la:rs by all ~eve~s of gover~~en~ d~ing 

tr.e 196C 's 'has been cor.sister:tly c..:;Marci . 
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Pub lic Revenues and Tax Burdens : 

Much of the growing expenditures is financed by tax revenues , 

themselves growing as the economy expands)/ Though tax revenues have risen 

continually , examination of the sources of tax revenue makes it quite clear 

that no consistent philosophy underlies the distribution of tax revenue 

between the public and private sectors . At the state and local level , for 

example , individual income tax revenues, though a small percentage of total 

tax revenues , increased six- fold between 1950 and 1967 . This increase 

occurred at the expense of private consumption . Yet during the same period , 

corporate State and local tax burdens fell , thereby potentially supporting 

privat e investment . 

Federal income tax payments have simultaneously exhibited a tendency 

favoring private consumption rather than public consumption and investment . 

7nere are two very distinct ways in which the trends of changes in the federal 

income tax structure favor private consumption ; each operates at a different 

point in the income distribution . Clearly, those with very low incomes have 

experienced a marked reduction in tax burden . Continuing a trend begun in the 

1950's, under the 1969 Tax Law a family of four earning less than the old 

federal poverty standard , $3 , 500 , will pay no tax at all . One can hardly 

quarrel with these consumption increasing provisions . Just as clearly, however , 

and more dramatic , is the reduction in tax payments by classes whose income 

exceed $10,000 . 

One would not expect the impact of tax reduction in the higher income 

groups to be uniform . In the lower ranges of that group , mar ginal 

l/~ne f~ow of Federal funds to state and local governments has grown steadily, 
&cco~~t~~g for 17 ?ercent of state an local expenditures in 1967 compared 
~o 12 percent in 1950. 
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private consumption expenditure out of increased income is likely to be 

greater than at still higher income levels. To illustrate what this may 

mean , it may be sufficient to isolate one income group, those whose incomes 

• range between $10 and $15 thousand: In 1950, people with adjusted gross 

incomes of $10,000 or more accounted for 8.4 percent of the income earning 

population and paid, on average, 14 . 2 percent of that income in individual 

income taxes . By 1967 , 22 percent of ~he population earned from $10 , 000 

to $15,000 . They paid only 11 . 8 percent of that income in taxes. This 

indeed leaves room for increased consumption . 

The progressive 1950 tax system absorbed up to 60 percent at 

the highest income brackets ; after modification it took less than 45 percent 

of those incomes by 1967 . But even these averages mask what have been 

·-., regarded as more blatant inequities whereby many of the very wealthy pay 
... 

no tax at all on considerable incomes . Minimum income tax provisions in the 

new tax law do attempt to redress this situation to some extent . 

Consumer Ex~enditures . Per capita personal consumption , as mentioned 

earlier, rose rapidly between 1950 and 1968 . Perhaps more signifi cant is 

the breakdown of these increases . 

TABLE 5 

PER CAPITA PERSONAL CONSUMPTION EXPENDITURES : 
1950, 1960 and 1968 

1950 1960 1968 

Current dollar;:; 

Personal consumption expenditures 1 , 259 1 , 800 2 , 667 
Durable goods 201 251 414 
Tondurable goods 647 837 1 ,146 
Services 412 712 1,107 

Constant dollars 

Personal consumption expenditures 1,520 1 , 749 2 , 250 
j)urable goods 229 248 401 
N endurable goods 752 828 979 
Services 539 673 870 



- 13 -

A National Planning Association study published in 1969,l/ notes that in the 

1960's consumers' durable expenditures rose 7 percent a year , compared with a 

2 . 7 percent annual increment between 1955 and 1960 . Much of the later increase 

occurred in commodities like televisions, radios, books, maps, sporting goods 

and other recreational items. The survey (from a different source) arrayed in 

Table 6 indicates that electrical appliance purchases also grew . The National 

Planning Association study shows that automobile expenditures, too, although 

they lagged in 1966- 1967 , had risen rapidly in 1960- 1965 and the r eport on car 

ownership by income (Table 7) reiterates the same point in a more specific 

context . Furniture expenditures have risen steadily since 1961, though there 

are indications that these have been reduced by the poor conditions in the 

housing market . 

liThe data used in this study cover through 1967, but that 
year's data are the preliminary version . 
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TABLE 6 

HOMES WITH SELECTED ELECTRICAL APPLIANCES: 1953 to 1968 
(Wired homes in millions. As of January 1 . 

of homes wired for electricity . ) 

PRODUCT 

Total number of wired homes 

Air- conditioners , room 
Bed c ~ 'rerings 

Ble::1G.ers 
Can openers 

Coffeemakers 

Dishwashers 
Disposers, food waste 
Dryers, clothes 

Freezers, home 
Frypans 
Hotplates and buffet ranges 
Irons, total 

Steam and steam/spray 
Mixers 
Radios 
Ranges: 

Free- standing 

Built- in 

Refrigerators 

Television: 

Black and white 

Color 

Toasters 

Vacuum cleaners 

Washers, clothes 

Water heaters 

Percentages based on total number 

1953 1960 1968 

Num- Per- Num- Per- Num- Per-
ber cent ber cent ber cent 

42 . 3 100 .0 50 . 6 100 .0 60 .1 100 .0 

1.3 12 . 8 36 . 7 
8. 6 2- 1 42. 3 
3. 5 7. 5 20 . 0 

(NA) (NA) 34 .5 
51.0 53 . 4 79 . 6 
3.0 6.3 18 .1 
3. 3 9-5 18.0 
3.6 17 . 8 34 . 6 

11.5 22 .1 27 . 2 
(NA) 40 . 7 51.8 
21.2 23 .9 23 . 4 
89 . 6 88 .6 99 . 3 
19 . 5 55 . 7 83 . 3 
29 . 7 53 . 4 78 . 5 
96 . 2 96 .1 99 -5 

24 .1 30 . 3 34 .1 
5. 3 12 .9 

89.2 98 .0 99 . 7 

46 . 7 89 .9 98 .1 
(X) (NA) 26 . 2 
70 .9 70.4 87 . 6 
59 . 4 72 . 5 92 .9 

76 .2 83 .1 94 . 3 

13 . 8 18 . 6 26 .1 

Sou ce: 1969 Statistical Abstract , Table 1088 . 
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TABLE 7 

HOUSEHOLD OWNERSHIP OF CARS, BY INCOME: 1960 AND 1968 

(Percent of all households in each group . ) 

INCOME LEVEL 

1960 

All households 

Annual income : 

Under $1,000 
$1,000- $1,999 
$2,000- $2 ,999 
$3 ,000- $3 ,999 
$4,000- $4 ,999 

*$5 ,000- $5 ,999 
$6 ,000- $7 , 499 

$7 , 500- $9,999 
$10,000- $14 ,999 
$15,000 and over 

1968 

All households 

Annual income : 
Under $1,000 
$1,000- $1,999 
$2,000- $2 ,999 
$3 ,000- $3,999 
$4 ,000- $4 ,999 
$5 ,000- $5,999 
$6 ,000- $7,499 

*$7,500- $9,999 
$10 ,000- $14,999 
$15,000- $24,999 
$25,000 and over 

CARS 

One or Two or 
more more 

75 . 0 16 . 4 

24 . 8 1.8 
42 .9 3.1 
61.3 6 . 4 
75 . 7 9 .0 
82 . 3 12 . 3 
90 . 2 17 . 9 
93 . 3 21.6 

95 .1 31.4 
95 . 4 42 . 7 
94 . 2 58 . 8 

77 . 4 26 . 8 

30 . 1 3.9 
38 .0 3. 1 
58 . 6 5. 4 
70 . 1 12 . 8 
75 . 4 13 . 4 
83 . 4 22 . 6 
88 . 9 26 . 7 
91.8 36 .1 
94 . 7 49 . 8 
94 . 2 60 . 5 
93 .9 63 . 2 

Source : 1969 Statistical Abstract, Table 48o . 

*Y,edian Income Group . 
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?~~ fo~~~ly, many of these co~~ocit~es eY~i~it a high income 

e~as~~city o: de~~~d: that is, as ~ncorr.e rises, such purchases rise, in 

perce.~age ~e~ms, even ~ore . Nonetheless, before rushing to criticize 

a )~c~ure of a profligately ~a~erialis~ic society, other factors lend balance 

-;;c, ~:'.e vie-vt . First, the rr.ost rapid ~~creases in perso~al expenditure have 

~C.:.\:<-_: place in purchases from ~he service sector . More irr.por~ant, na.~y of 

t:C.."'se particularly personal b~~r-ess, edical care, private education and 

resea_ch (~~rgely at t~e univers~-;;y level) - - ca.~not be attributed wholly or 

even largely to risi~g incomes . Each te~es ~o rank high in the ordering of 

pe~sonal budget priorities . Second, expend~~ures on high income elasticity 

goods do r-ot pari ""Jassu imply "_uxury" purchases . :vrany, for exa.reple , aug:::1en~ 

e~~ic~ency ~n the home . They s~bstitu~e capital- intensive activities for 

::..a~or a. d ~~::::e- i!l~ensive or_es; they may, thereby , "free" vomen for work 

ou~siae the home . And the greater nu.'Llbe of 1.romen employed , par~-time o_ 

full-~~::::e, has contrib~ted si~ifica.~~ly to rising fa=ily income . Others 

allow economizing of income , itself: a home freezer can reduce food bills, 

even a see~ngly extravagant electric blanket may substitute f or the nore 

cos~: purchase o~ several conver-~io!lal blankets . Third, and pe r aps most 

re~ev~t ln this con~ext , cer~ain p~chases of consumer durab es or s e rvi ces 

occ~ because ~he publicly provided substitute i s inadequate . With better 

' 
p~b::..ic tr~csporation systems, fewer priva~e cars might we}l be requi red and 

more people could afford to ob~ain employnen~ at what are now relatively distant 
I 

or ~naccessible points . Analogous arg~ents ~~ght be made, pa_tic~arly for 

-o~~ y~_-.: .:: pcchz.ses o~ meC.ical services a.'1.C. ed.~cation. 

Co::sc::::.:::-tion ex-per-citures c:..e not :~LS_:;_y financed by current income . 

:.ecc_css ~o say, some is fina.r..ced oy d.ra'l~:::-• .; down past savings, some by borrowing , 

a~d. consTh~er credit has soare 
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Pros ~ectives : 

ational Planning Association projections for the 1967- 80 period 

an~icipa~e only slight modification in the patterns of consumer expenditure 

observed between 1948 and 1967 . These are expected to rise at 6.77 percent 

a year; comparee to the 5.63 percent ave_age annual increase for 1948 to 1967 . 

Expendi~ures at all levels of government are also expected to 

grow -- even without adding to current programs and present Administration 

proposals . Several authorized federal programs have not yet been fully 

funded . The 1969 Report of the Council of Economic Advisors estimated that 

full ~undi~g of already approved programs (in January 1969) would cost an 

add~~~onal $6 billion annually, more than half of this amount going to 

educa~ion at al levels . The Report also set out an illustrative estimate 

for ~~nancing new programs or major expansions of existing federal social 

prograos, as derived from task- farce and study- group proposals . In fiscal 

1972 alone, these would require addi~ional ou~lays of nearly $40 billion . 

The estima~e illustrates, incidentally, what happens to cost as knowledge of 

problems and their causes gathers dep~h . What at first may appear relatively 

simple becomes quite complex and with complexity , costs grow . 

Three major social program proposals have been advanced by the 

.·ixon Adr~nistra~ion : revenue shar·ng wit~ state and local governments , family 

ass~s~ance and urban mass transit . Available estimates indicate that , 

ass11~~ng quick Congressional approval and full funding , these progr ams would 

cost on the order of $9 to $11 billion a year by fiscal 1975 : 
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TABLE 8 

NEW PROGRAM FUNDING: FY 1975 
(billions of dollars) 

' Family Assistance 
Revenue Sharir.g with State and 

Local Government 
Urban Mass Transit 

TOTAL 

4.0- 6.0 

4.2 
0.5 

8.7-10 . 7 

0~ c ~~.~~, s~ould these take time to gain passage or should ~~ef ·~~- completely, 

the estimates would be commensurately reduced . 

The financing of fully funding approved programs and of any new programs 

would come from the "fiscal dividend": the difference between the rise in federal 

revenue accompanying economic gro~h and the unavoidable expansion of federal 

expenditures stemming from increasing wages and prices and from previous 

corr;:n.i tments . Most estimates place that rise in expenditures at about $30 to $40 

billion by fiscal 1975, half of which is in Social Security and Medicare . The 

rather wide range derives from differing assumptions about the rate of inflation 

and its impact on federal commitments. 

A number of projections of the fiscal dividend have been made : by 

the Brookings Institution, the 1969 Council of Economic Advisors and the 

Na~ional Planning Association as well as by academic people . We understand 

that the 1970 Council of Economic Advisors and the Bureau of the Budget may 

. 1/ produce their own est1.mates shortly .- The available estimates of the "fiscal 

dividend" for fiscal 1975 range widely; from about $15 to almost $60 billion . 

Again, the assumptions invoked play a key role . In one study, one percent 

llwe Gave just received a ~entative and most confidential draft of the 
relev~~~ portions of this year's Econo~2c Renort of the President; 
~hey have promised a "better version" for tomorrow . The conclusions 
of the available draft are similar to our own . 
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i:::c~e8.Se in t;he assu:ne<i rate of grmr'ch, r.:.ai::-~taining all other assur:::;l1:;ions 

~ t d - · "d1.'v1.·dend" by an av a o, $" 2 b'l" · ~~~e::: e ~ne er ge r _ 1. _lon a year . Differences in 

t;:_e ass1med rates of growth and inflation c..r..d, most importantly, in the assl..Ul:ed 

pat;""Gern of post- Vietnam defense expenditures account for these variations in t;he 

s:::.ze o:, t;he esti:::a-;:ed "fiscal dividend.." 

Giver- the low real rate of GNP growtn in tne past year, 3 percent;, 

and ""Gte co:::tinuing inflation, in our jud.gment the dividend without t~~ing 

accou:;_t; of t;he projected impact of the 1969 ~ax Law would have been much closer 

to $~5 bi~~ion . ~he effect of the recer.-;:ly signed law may reduce that fig~re 

eve:: furtter . 3ven the $15 billion figure is small , amounting to about one 

percel:t o::" "the G~~P projec""Ged for 1975 . 

Hence leeway for new priorities is narrow . Solution of the Uni""Ged 

8-;:ates' domestic ills cannot be found in t:C.e "fiscal dividend" approach which 

esse:::-;:ia~ly ass~es "the continuation of current ""Grends in private consump1:.ion, 

ur.~ess -;:here is a cut in defense expendi-;:ures very much beyond what any forecasters 

or pc::::.cy m~~ers are seer.:.ingly considering . Instead, what is re~uired "GO release 

t;he resources necessary to combat dor.:.estic il:s is a ch~~ge in the trends of 

priva-;:e cons~~tion and public savings in t;he context of an expanding economy . 

Fort~ate:y, Americans can con""Ginue "GO experience rising living standards ~~d 

still find t;he resources to deal much more effectively with their domes""Gic problems . 

For exarr~le : A slowing down of t;he rising trends in private consumption expendi""Gures 

wou2.<i free large resources to be allocated to these ends ; at the current Q_-p level 

a one percent decline in private consu=Iption ioTOuld free over $6 billion . 

Pol i ·· ca_ly, however, it ::mst be recog:i zed that bringing abm.:.t; even sr:..a.:l 

:perce:_t;a;:::e cha.'1;es in pri va""Ge const:...-;.::_::,t ion req_c;.ires both strong 3xec-..:.-;:i ve 

Irving S . Friedman/Elinor B. Yudin 

. ' 



NOT:2 

The a~tached tab l es provide background to this techni cal note . 

Some present greater data detail than the text ; others provide relevant 

source or supplementary information . 

A ~ew ~re =atory comments are in order : 

( - \ 
J..j ~n e supplenentary characteristic applies frequently , but it 

re:l.ates most importantly to the ·cables in the first section ; 

international comparison . No comment on these has , as yet, bee~ 

incorporated in the text . It is, hm-rever , worth noting here that 

w~ile the source of these data, the latest O. E.C.D. National Accounts, 

sets out the most internationally comparable figures available , even 

t t ese fall short of any meaningful standard of international 

comparability . This is particU:arly true of Table I .A, compar ing 

relative shares of public expenditures in GNP . The definition of the 

pc:.blic sector varie s from country to country . Where definition is 

less of a problem, as in the relative shares of consumer exp~nditures , 

the data are generally quite uniform. (Time has not permitted analysis 

of the comparative tax revenues . ) 

( 2) There is an obvious lack of uniformity in the periods of years 

surveyed . In some cases more recent data are simply not available . In 

o~hers there has not been time to obtain either earlier and comparable or 

very recent data . Efforts to correct these omissions are being continued. 

(3) Tables II.C . l - 3 present additional information on only one projection 

o · the :'is c&l 0.::. vi den d . These were done by 

? _·ofes sor Otto Eckstein of Harvard. Un:;. versi ty . With the imminent publication 

o:' tr. e =...9 70 p.-..-;o.,..t of the Counci~ of 'c:onomic Advisors and of the 1971 Budget 

1~essa.::;e, better estimates can reasonably be expected . 
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:NT::5:XA':::'IO~'AL CQJ.?ARISON: 1960, 1967 

A. ?ublic Bxpencitu_es as a Percen~age of GNP 
B. ConsQ~er EA~enditures as a Perce~tage of GNP 
C. Tax Revenue as a Percentage of GNP 

:r . U.S. PRIORI~IES 

A. Struct~~e of Budget Outlays : -960, 1964- 1968, 1969, 1970 (est . ) 
B. S0ate ar-d. Local ExpenOitures, cy Function : 1955 , 1960, 1964 , 1967 
C. l ~xpenditure Projections to 1975 
C. 2 Reven·J.e Projections to 1975 
C.3 Fiscal Dividend 
D. Approved Federal PrograiT~ (J~~- '69): Full Funding Cost per year 
E. Proposed ?rograiT~ (Jan . '69): Es~:.rr.ated Cos~, FY 1972 
?. ~ax Relief ~Dd Refor~, 1969 'I'ax Bill: Revenue Effect 

~ . S. 33SOG~CE AL~OCA':::'IO~: 1950, 1955, 1960, 1965- 68 

.f!... Rates of Growt!:, 1958-$, G:1P 
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D.~ Tax Revenue, by Source and Leve~ of Governnent 
D.2 ?e_ Capita Tax 3evenue, by Source and Level of Governrr.en0 
D.3 Tax Revenue Shares; Indi~dual and Corporate 
D. 4 Income Tax by Adjusted Gross Ir:co~e Class 
D. 5 Inco~e Tax Payments as a Percentage of Adjusted Gross Income Class 

IV . U. S. JISPOSABLE PERSO~AL INCO~ AL~OCATION 

A. l 
A. 2 

A. 3 

B.l 
B.2 
B. 3 
c . 
D ~ 

J.3 

Personal ConsQ~ption ~xpenditures (~958-$) : 1955, 1960 , 1965- 68 
Pe_sonal Consumption by Type of Proc~ct (current $): 

Percer.tage Distribution, 1950, 1955, 1960, 1964- 67 
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n . a . 
1(1, r;J 
11.6 ; 
n. [· . 
n. a. 

n. :! • 

10 . 43 
9 . (1() 
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1960 

27.3 
2) .0 
18.4 
29 .2 
2) .1 
30. ) 
? ) . 3 
2?.5 
33.7 
33 .8 
17. 9 
38 .8-
21. j 
26 .3 
30 .1 
32 .3 
n . a. 
n. a. . 
30.8 
20.2 
n. a . 
?.'(. 0 
n. a. 
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28. 2 
29 .8 
18. 9 
35 .7 
31 . L ~ 
n. a . 
32 .0 
3? .6 
38 .7 
y~ ') 

:J • _) 

2) ~ .1 
n. a . 
n. a . 
30 .7 
37.0 
37 .8 
n. a . 
19.6 
40.8 
22.1 
n. a . 
32 . '( 
n . CJ • 



II A 

Structure of Federal Bud.7et C•l:.:c::..ays : 1960,. 196~.-70 
~~liions of colia~s) 

}_ctual 
1960 19o4 1965 196-; 1967 '1968 

~:.ti~:J. ted. 
: 9o9 : s~·to 

El:DGBJ: CU':'L.\YS 92 . 2 11 8.6 118 . l:. 131!_. 6 ,. r'"' ' 
;;0.4 1?8.9 1 .~ ~ .-, o ...... 1 195.3 

-I:~ational Defe:nse 45 .9 53.6 49.6 56.8 70.1 80 .5 81.0 s- ::: ...... 
Southeast Asi a n.a. n.a. • 1 6.1 20.6 26 .8 29 . 1 25.7 

~~jor Social Programs 
r'' t)! (a) 21 . 0 26.4 30.0 38.5 46 .G ~L .. o 58 . 3 65 .6 

(b) (n. a.) (JO .h) (-- " ) .J.l. • ..... ~ . (~1 . a.) (n. a . ) (53. 7) (59 . 8) (67 . 8) 

i.'t1terest 8 ~ 
'-' 9.8 10.4 11.3 12.6 13.7 15.2 16.0 

Vaterans 5.4 .~ 7 5.? 5.9 6.9 6.9 7. ? 7 ..., 
:>. ' ' .. 

All otter (a) 13.9 2~ .. 0 25.9 25.5 26.4 27.8 ??.. r: 
- V~_.I 27.C 

(b) (n. a. ) ( 22 . I ) (n.a.) ( "" ~ ) ....... C' .... (n.u..) (28 .6) (25.0) ( 21!. 9) 
}_lloHances ~f- ~~- ~~- -~~- ~<- -~t- • 1 3. 2 
t'ndistributed -2. 3 - 2.9 - 3. 2 -3.4 -4.0 -4.6 -5. 1 -5.7 

Sources : 

(a) Ea.jor social :rrog~c.:ns dc:ii::Lec', as o~ncl::_y;c:.~~y U. S. E1:.d~et Cate.:;crios: Co:-.·.r:.u:1ity C:c:ve:::.cp::~.:nt 
and housing, cd·J.c<:.'cion c..2:.d mc.npc-:-;ar, l!e;l::..ti::. c..r-.d Helfa.rc:. 

(b) Najor social programs C.e:ined as L'1 the :f':..~csident 1 s Euc:.get Eessage fo~ l;'Y 1970: Soe;ial 
l'nc·u~""'"8 ·'-~,.,.t 1"- •....,dc.: (e·-c., ·,c.-,.:;-;~,.,-,..~)· :.bl·:·' ~-,.., 'r<'\Tr""'.,...;.,., ~·1Q~ Q,. •. ~,.-"c,-.r.· :1'..-i•,-. ...,.;-.;C-.-. &.·"-d v.r..~:r.-}JOT,·.::; _-~ .1. u J. ...... J.J.v tJ..L.""" U -WJ. v _. ~ ....... --C..'-"--V<;.<. ..... v J ot:::: _...~.. c..._v __ ....... c/J., .. -.,..,.;. _Vo.J ct.J. ..... v_ ,.. __ '-'"""'> _....._.._vt._.;.v ....... .1 ... 1o-

-'-~~.;.,..,ill-YlO hea.L-tl1 (l'"'cl · M,d.i· care\) • lorr ,.__, a.· ,...,OQ'e-r·'l ·'·e -'-~~ ""'~> ,__OU•"'lll' · • nov·--··-~-i··~r ~.-,-,a· rc::·:o;;a .L-V.L c... .. J ... u b' ..1.1 • .1: .1.\. .. • ) v..: o.."' ,,.. - a.v ..i.....L.il,uJ.,,""" l..1. \...o G \,.;. ,i , ...,, .. ....-..J. __ V,J -.1.. \,:;......,_.~... ..... 

develop:nent • 

.}/ Cor.n:mni ty develop:nent and r.ousing rises 'by ~)'1 • 5 :rr.illicn in 1966 and fa::..::.s by $1 • 7 rrJ..lli.on in t~e ~ 969 
estimate. 

DZVELOP~:I:I';~ FLV..:i.'liC2 S'IU DIES 
fucG::ibcr 30 3 1969 



II B 

STATE AND LOCAI, EYPENDJTUP:ES BY F1JNC'J:'IO!J: 
1955_, 1)'60, 1961, and 1967 

(millions of dollar-s ) 

DIRECT EXPElJDITUHi-~S 
TOTAL 

Social Proeyams 
EdLJca.fiC.;r~----

Pllblic l!elfa.re 
Heo.lth 
Hospitab 
Housin;:; and Urb.:m 

Renet-m.l 
I-Iiglw;ays 

Sard tat ion and Smrer.::.ge 
Utilities 
Other 

L10 ,375 

~.Q9._Q 
11, 907 
3,168 

1!71 
2, 053 

1,1h2 
3,0?3 

1 1~660 

-·--------·---- ..... ______ .... _ . ...._ ... _ ..... _ ...... _ - -~---

S0\.1TCO:~: 

Public \Jc lf2r-e 1 ,1,32 
Educa'l.. j on 51 2 
Social insu:co.ncc 

a ch.1i:nis 'l-.1-..::· -~ion 209 
Higlmoys 596 
Other <.':• !cl U.tJ<' l:Loe: J,J.c 302 

TOT.i':.I .. 3,131 

1960 

60,999 

27 77 r; __ , __ ....;._ 

18,719 
4,~.oLf 

559 
3, 235 

858 
9,2!.28 

1 '727 
L~, 066 

18,003 

2,070 
950 

325 
2,905 

72~ 

65 97)1 

1 96~ 

8r /57 9 

38 10i{. 
2"b~21f6 
5, 766 

739 
4,171 

1 '1 h2 
11 ,66h 

2,267 
5,067 

23, Lf't? 

2,973 
1, 371 

415 
3, 623 
1> 615 

1 o, 0:)2 

1967 

105,978 
\ 

5i-t,_2_k§_ 
37, 919 
8,218 
1,081 
5,559 

1 ,1,69 ' 
13 ~932' 

2,523 
6,oo6 

29,211 

~' 23)J 
3,920 

56L,. 
L.,059 
2,593 

15,370 



(:Oill::..ons of Dollars) 
- -----''--· 

Agriculture 

0.'\.SDI 
~ledicare 

I·~adicaid 

Otr1er ( sduca tion, Helfare , 
he:altn, etc) . 

HUD 

Labo::.~, OEO 
Unen;~loy:nen".::. insurance 

Transpo::::-tc:.'c:;..on 

Veterans Adr~•~.nistra tion 

I::1tere.:::t- --net :.o public 

Post Office 

All otner c:;..vilian 

:N e~·:r :9 rog!"'CJ...""n3 
E.e'ie:~·.:ue s:-.~..s..rir:g 

~·!cl.::'are r efo::::-.:a 

1970 

7 .6 

51.1 
28 .6 
7 .1 
3.4 

12 . 0 

2.7 

5.5 

6.5 

7 .9 

.8 

8 .0 

57 .0 
32 .? 
7.7 
3 .9 

12 .7 

? 7 
- • I 

6. 7 
4.0 

8 .1 

15 .0 

l. )~_ 

0.5 
1. 7 

55.2 
32 .7 
7 .7 
3 .6 

12 . 2 

2 . 7 

6 .2 - ' ) . 0 

3 . 0 

1) .0 

.9 

0 

II C--1 

B.l 

60 . 4 
34.1 

C· I U . -!. 

4.4 

:L3 .5 

2.9 

7.C 
4.2 

6 .9 

8.6 

: ; .1 

58 .3 
3h.l 
8 .4 
3.6 

12.5 

2 .8 

6 .h 
3 -7 

6 t 

8 .3 

15 .1 

.9 

0 .., / 

;. . 0 

8 .2 

67 .3 

9 . 2 
5.0 

3 .0 

7 I, 
I • 4 
j I C 
...,..;) 

7-4 

9.1 

15.2 

2 . 2 
~ - 0 

7.5 

65.2 
39 . 3 
9 .2 
L.o 

12 .7 

? .., 
- . 0 

6 . 7 
3-9 

6.4 
}:)_ / 
u . O 

l5. 2 

.9 

8 .3 

71 ~ 
'-~. u 

~l.l 
10.0 

15 .1 

3.1 

7 . 9 
\ .., 
._:..o 

7.7 

15 . )_~ 

") 0 _, . ,_ 

7.5 

68 .4 
41.1 
10 . 0 

4. 3 

l - ""' _ _ ) , V 

6 .8 
4.0 

6 .5 

6 . 9 

.9 

0 

8.h 

20 .1 
).7 ') 
~ I " '-

10.9 
6.0 

::.6 .0 

:).2 

0 .2 
).0 

9.3 

- ' 
j_,.L~ ~ 

l~ . 2 
3 .7 :;> . u 6 . 0 

: .5 

?5.-3 
1 7 ') 
4! . ..... 

l 0 . 9 
~ - 5 

l - " _ .) . C. 

2.9 

7 . 0 

/ -, 
O .t 

9 ') ·-

.9 

\ r 
~ • • 1 •• ,: 

NeH urba.1 mass transit 
., 

• .L 

1.7 
0 .2 0 .) c .4 0 .) c 

Total 

Sour~e: 

---------------- ------------------------
192 . 9 204 .6 1 93 . 0 212 . 9 201.7 225 . 0 207.: 23) . 0 2ll. 8 251. 0 222.5 

---------- --- ---
0 . :Sc!{3tein n'.:'he outloo~c fo:. .. the Faderal 3u.d:;et i:.'! l 975:' 
Se~te:-:1ber, 1969 (~a.:;Jer give:1 a.t lltn Ar..1mal ::ee-:i::1g of 
t~1e :Na.tional Association of B-.lsiness Ecor~o:nists.) 



( BiJ lions o2 Dolle::·~, ) 

I I C-2 

FEDE3.A.l. BUTJGr:'l' P.E\TEl:UE PRCJECTIClJS 
1970-75 

J 970 19'(1 1973 l97L~ 

---------------------- --- -· 

I ncliv.Lclu2.l incor e t=s.__es 
Corpo)'a·cion inco'!18 t~~cfl 

-o ay:colJ ·~2·:cs 

E-x:ci se texe.s anJ custo1· s 
All othm· 
Total 

I 0' -i 

Jnc'l:i.•.r:i.duo.J. ~ .,c-.c .s t;..zc~; 

Col·JJO?'Rt.:~on :i.n co, :c t:..:.z.e.'3 
P.::·YTC•J.l t,,::-: c ::: 
~J ... x.cj S8 ·La"'·~GS W~d Cllf;-lJ::JI:i8 

'.t'o'LqJ 

9l. l 9J .s 9b . 9 100 .2 110 .4 
38 . ~ 41. 1 44 .2 l+ 7. 0 49 .1 
1+2 . l 45 .1 4Ei . l 52 .2 56 . 0 
l D. l 18. 9 20 . 0 21.1 22 .4 
9. 0 9. 6 10 . 3 11.0 }} • 8 

193':'"8---~u(;-:~·-221.-S'-- 23'9 . :> 2':;;7 . '( 

91. J. 90. 1
1 96.) lOJ~ . 3 l J 2. b 

JE\ . 5 41.1 43 . 0 4h<8 h6 . l 
42 . 1 45 . 1 h 7. 7 51. 8 9~ . 9 
1C. 1 13 . 9 2n.o 21 . 0 22 . ~ 

9. 0 9.6 10 . 3 ll . O 11.R 
19c . l--~r_;:-l--·2J.T.-~-;- --~JT.9-2I(~·CL __ _ 

1975 

129 . 5 
53 . 5 
63 . 0 
23 . 7 
12 . 6 

2c;·i:J-

1'21 . 0 
4t . 2 
63.0 
2).:) 
12 . 6 

~b';'l.l 



SOLUTICJ:~ .• !. (pro bab1e) 

Hedimn eX"0enditures 
1-~ili tary 
Civilian 

Total 

LoH revenues 

Prob2ble Surplus or Deficit 

II C-3 

Sln·JElw.Y OF p· tOt.TECTIOl S 
F'EDE..B.AL BUDGET , 1970-197 5 

1970 1971 1972 ·---

79.1 78.6 
125.5 134.3 

79. 8 
113.1 
192-.-9~' --·-xc[i-:'"6-· ~.-2 12 .-9 

198.8 205.1 217.5 

+0.5 +L .6 

1973 197}-J. 1975 

80 .1 81. 8 85 .3 
1LL~. 9 153 .2 165.7 
225.0- 235.0 25:f:·o---

232.9 248.1 269 .1 

+7.9 +13.1 +18 .1 

~.-~--·----·~----------·-

Jiediur·1 ex."Den.d:.:. tures 

Y cd..i.u~:1 revenues 
\ 

Sur~l1us or De(icit 

SOLU'.LTGE III 

l. Oi:T e~ZlJ81 J.d·i tUl'6S 

Lm...r revenues 

Surplus or Deficit 

Fi l ~- i. 2.YJ 

Cj v.i..1ian 
Tot2.l 

I· e 5.nxn revenu as 

192.9 201-) .. 6 212.9 225.0 23) . 0 251 . 0 

193.8 2C6. 2 221.5 239.5 257.7 2 [32 .. 3 

.-:·1.6 +tJo6 +10 .. 5 +22 . 7 +31 .. 3 

192.9 l9C~. c 2CJJ.. 7 2 07 . ]_ 211.2. 222.5 

19D.8 20) cl 217 .5 232.9 24<3.1 269 .1 

+5.9 +7.1 +15. 5 +25 0 8 +36.3 +)_j.6.6 

7 9 • s 7 6 • 3 7 h J ~ 7 2 • o 7 2 • J n, . 3 
113.. J.2J~7 127~; 135 .. 1 l39.S 11,_8 .. '2 
192-.. ·9· ·- · --i""9Er o_o ___ --2 GJ.~:.r· ·-----· 2 o r:·~c---2-f:C:cr--·- 22·2-. :;---~ 

19 [~ . f3 2C6~2 221 .. .5 2 39. s~ 257.7 281.3 

+5o9 +(: '2 +19.8 + 32 .), +l~). 9 +SG.8 



. ··• ... .. ~ - . . - -. - - . 

~ ' . 

II D 

FULL FU1JDDl G COST: APPROVED FEDERAL PROGRAH'3 
{JANUARY 1969) 

£stima!erl gcp bdwecn amounts currently autiJori::crl a:-td / llndcd 

[;illions ol 
dol12.r~ 
~~r ye:r 

Trt..l r~;l t~~L·-- --- - ---- - ----·-·-------·--··--------------------·-· ·· ------------ --- ----·- 6.0 
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'f'-;.ttr:z~-1/!uslrc liu<! r:e1!1 p rv;;rc. ,r.s or mc j ,•r expcns ior..s o/ e-x is ti,,z Fede ral ci~.: ilic:n 
trngrams, fisca l y u:.r 197'2 (daiud f rom proposc:ls of t ask forces and study 
aroupr )--Conti nued 

hOT£$ 
(J<>"...J!icn. Tho >r•:..:~o~ l r;rozrJm. ao c •t~n;io,; or HCJd S!Jrt, 1\'·ould provdo lull ·timo pre:;ch.~ol edu<:Jtion fer a~ou t 

!t:U":&JJctddr~n.Th!t e~eo.J:!r:tJrf iJ:'I1s~condHy e~~cd~i..:n fJ:ll:i ~odd a:out d:1u~l~ the F e~!:rJI sup;crt in tha t ar~:J. Th~ 
t..v;h pr.,;-:> ~ t! fJr l'lizhar cj1JCJti:.n w'uld m:Jre ~~~n dJ·J~!~ orr~r. t Fed~ral :;u;;;rl The VOCJ~i::'IJI e~u~tion f ur.~; w:~:.~~ d 
n"~ f d-:rJ f su?~rt a~"ut hJtrrny toHJrd t:-t~ rccor.1mer1dJtil):l o: lh~ 19:3 AC·.<:crf Counci l on V:;cati~nJ I Ed:.tcJ!i:m. 

~hJ!!.~. Tho ' 'ki:1::li~c.Jis-" pro;:ls.1! wo·J:j pn·1iJ.; hel!~h c.zr~; fJr nr .. ~df r..o!:l!!l lnd i n ~ •nt s. 'jl-!d;care otr~nd to 
t>t--;~·ri!:; d !.C::iJI !?.<:J:itJ di:.1bil1t)' in:Jnr.:~ on a CJntrib:..;tJr:t !;:ui.s '!IOuiJ pt~:iti.!l! y r c1(.~ 2.2 mi!~ion r ~r:-:n s in 
un. }.~·; ! 3'/J ~dditianJ I compr~~~n;i19 n ·~:&hbrh:oj h~alth c.ua cent~rs 1 yeu cc·;ld bo ~;!J~II;h~d lor t h~ a:::ount 

1~~i\. Th o a ~d~j ru;;:is f~H h~3I~~ L;·:iiiti~ • would en;!bla L1j F.:d::r~l Gov~rnmen t to doutla L~IJ rat~ ct output of such 
,~1;tit1. rn fi:;') Vl~t~ e:-..~ im~t:s of ~:!tier. a! nt~d:;. . .. 

~1 <J tr:ticn. HutrttiOnJI surp!~c:~~.lti for n ~d; Pre&na.1t wo"7l~i1. nurl1rz m'J~~ers, !nd ~ m~!l : r.rar:t.s accou:lt fer abo:J t 
~~~~. 'ft ~ib t~a r ~t:;J i ndu wculd alb,., a dnblinz of e:dsti.1i food ~ :;!.isto~ilca p ro~rJr.u. 
Ca-n~u.,i~/ ~-~r/c'! proz;a111. Thi ::o HJ'Ji1 pr.)·:;d:~ fJ r cx;n~~d dJJ:Ho c~:-~t~rs br chi!Jrc n o: na:dy w~H ~ inz r..cthH:s 

[~~tor clrJns:o:"' c~ c vlr.1::-::~t~~ s~;·. i : ~-; t hr~Ja:h neiz~:vJrhosd cc,1l:!i~ . 
J;h\ 2::d mJ.i;lOHc r. Tr.e rJ.i .. h f.Jr j o~) In th~ pu~:i-: l:!·:~or wcwtd pcrrr.!t ex;>~!i~ion or a~~Jut SCO,CCO jcb; to rHo·, : j~ 

~t.1;.; s~r,icc efil~lc)'·r.ient !:Jr the cho;,iu!:J di:;cl~il.1t.1zd ; t::is pr~~ram wouJj r(,.i.1fo rce e:xpJnsion i.1 d~K,lion , h~Jith 
t J'f~aJ, an1urb:tn .)nd ar:;J rei~·,~!J;Jm:n ~ T ~:: i~cr~J~e in ~~·o1A t:n~ninz \·:~u:d su~;;<Jrt e.t:;JJtt:;bn ci the J03S r:ro· 
(Tl·il ; r~ wo~f1 r~inforc) e:T::rt~ to la .... u un:!:n~:oJm~nt ... ~ilc:: im;:rovirz t ~'l :btlor. 's prica puforii1.1:1Ce. It wou!j al!iJ 
r :-:d!-: t;~l.1~d manp011!!r for C·Jn;tn.:~t::;,. The i r:i Hl~ i.1 e:-1~-I~J .• l .;nt suvlce c;~~rJ : ion: er.~t isL:1.1 !ilrentthenfiil. ~:~en ­
tn::;J.,,:. .~:::d CJmf!deri.ti;'lb m2~~J-.~ter acti1i~ie;; d~-,.~b~lr.z a ri.irJl n"n~o·Hcr ler'l'ke ; ~ n.! e'11H;.Tn;t : erv:Cc~ ~o lh~:t 

('~dvJn!., Z'!~. . -
~-:ci~t H;!H:rt u:d ir:cor.~:? 5UP;l21t. ThiJ U;1?,"n;:fvym~:~t innru .. :: fund: W~:J i d prolld~ ror hlzhcr beno r. b . c ::t~:-deJ 

t -!·~a~~auri.14 re:·~~;i<Jn:;, a~J;:·.Tt; tr~ ut ~7.;::ri.:~ t:~rc~zl r~tr~i,.,lr •• ~.,.j ,,,cb;!itt a::i:L~~c'!. Th:l public 2ssii~Jr.:!J 
r~!'l-1J GCu iJ ~~::~r.lit r e·,i~ion cf b_ '\'!fit ~~:.1:.L:!~~s :!n,j ~xt:::n~d c..::..·.~ra;·~. c.· t ~; a:"'J;:io,, or l r:.~~:-:t n~rl PfC4fl":"' of In · 
,.,me 1.:J wi~h obi~:tive stJ":jH·!:o. Tr.~ al:!:!d e::;>:~t~iture c•J!d fiil J~ 1ilLC~ as 48 pcr.:;o:nt or th~ curr~~t "Jve~tJ lncarr.' 
(;.1;1. (Jpnsbn d t::e 'filii r•r::ra-:1 WC'!Jj P~Hi~~ r.:vr; j0b c:-d trJ:rlinz tp~crtunitics fJr \'l·.;~fJre r e:i;,i~nt:i. Tr.e ~JdJ I 

~ ~~ rl~ cx:;.~:~dit~ra co:.r l1 p.·a·.ii:! l hi.iher rri:'lii':1um b~':rLt fer C1J:~ ~~,)~nd~ntcn scciJI i ns;.~rJ:'l~a ber.·~fi~ c:s U;! 
c:;-1.!n s·;vrce cr liicorr.e, ani li~~r.::E..:J~;~il d e:izioility rqJlr~r.:~~ls k; d::J~ilitr i n~ur:.nce. as w~!l a~ somJ £:ner•lli~1· 
~~~v.;r.1~n~ h b~n~rtt L·;:J3. \ 
V(~~n.1 :.. In= lt i ~'".-2r priori~y r::~:;n,T!~.-:dJtion~ r.1.1~~ Lt tJ;a \':~u~:u · ~.d·,i~)':'J C."J;;) .. ,i~::i::l in ~.~Jrc!t 12:3 uuld b~ 

hs7•td~ J\.",i~1 t'lc~' fur.:l1. 
Ee::,,or.1ic, zr·.J. end olh~r s~~d.:: d:!1~!J~i::.1! p~~<!ti:s. l h;; e . .,tr-:-pra.1~uriJ ! a:;~i_.t.!r.c~ prolr.'rn c~Juld he!~ rnir;ority 

t.·CW;--;:~ ~J-wif~.j "bi2c~G~t-l:i~:-;l: '~(';j';':7'~.:;;~tp~1~1m5 W7'J1.j as; ist zr~·y,t~ Ce:ll~rs in I ~B p~t,;!Jt:d ~;~:'!S , 
r~ ~ih rur·.J r::C~-,~io~m~nt pruir .1m: ·;,.:~ld cJnc~n~r.da on ~.iiJfl C.!J;"li:;Jun;i:~;. pu,;.~i.ll "ummunit'J L::ditt d~v ~!"~;-r,ent . 

t >:d.'l ~~u~i . .,:. an::1 fa:-r·~i:J flr.11 ~~.::i~t.:;'!C.1. 

Ct;mi:, c!-:!ir.r.!J=~~/. Md riJ!i. Fe~!!rJI aid b St1~: ar.J Ia:..: I r .. . ·u;:;1;~r.L coufj b~ p~~~::::~~ t :~ h~lp pr~·,ent vi::~r.c~ 
l l(friJLs i:7Jf::G,i: a-Er,;~~.- C~lre~ of Fc~~n l r~J ~ir;~s! t(J cc;: ·Hi~'1 s .. ;:, c~crz~;:.:i·~~· nd s...1f~1 st:~~t:; prozram fl;nd~ 
r ~d~ te cs~j tJ i-.~r~-< tcwJr:!~ t~: r~!~:h~s ol t h~ iiaticr.~l Cri.nr, C·.,rr.~:is~i.:.n wit~ r ~5pe~t t:J str.:::,th~nir.z t~~ po!ico 
[ I'd CJUfb. f-.~~i~!Lt.2tioo1 c! c":~· i-:r:i ar.j ddin~'JC:lt:i 'f.'C~~j b~ pu;:u;:::: bt i n~~n:,i·;Q re t ~~i.1i.iZ ~;;J o!;.~r S2r,i:~3. 

( JJiit; of ~-r;vir(lr:n~~r.l r~!~i:l L..::"d:; br p.:.'!JC~., ~1 ·t~:~:~nt r.nt b:l r::~"Jire l tJ e.;fJrcs ~tailrj.,r~;. ir.·. ~:;ti;.~!~ c!3i."":l::> , 

(' ; ;·~ltc p. ;;l:li::lu C:.:.:~-;Tb:J ;J·:~rr~e:--1! orr J~ rd.:i;lf .11tr;bu tJ:;! ~ ~: F rti~ul H p;i·rJt: ir:~i·ri~uJI~. As~i~~Jr:ce i.1 O;JJrdi;1 : 
ti~ J:~t:ln ' ! ·u .. ~· r sur;.'t S:fl 1 ~;,, \"·J·.;!d rr~ !i.!-! l :..-,J:I fr.:cti~'l c~ L; ~.,-~, b::ticn Jnnu~l r t:q~ir'!r:\ent O'c'iH tha nett 10 
) .:!Jrl. Pi(IVisian cf moiU rr:.:cc.lricr.J! ::r!J:; r:?J: p~:;f~!::n ce.-;tcr~ w-J_Id ~: m~·J~ ~JHible . 

l. ~~un! r. ;.-~:.:rc~ C::!n!·J~;.:~r:~ ;:.-::! u:·!i~a:::.,,. D·~;·Jrtr:t~r:! d ~h<! lnt:ri.Jr, Cor~s or Enlin~~r:. an-1 D·:~Jrttoler.-t or A:rl· 
-..... C".;tc;r~ N:.::r.i;;.;~r~i~tir:z t1T.;-;-f r.:-;-;.-:Ji~e;~~l'/. fJre~t. r(. .... r~J~·:o;.JI , .'r:! c:~!:r f.:rj~ ~ave:. !.Hzc:. bl.:f.IJ4s of usdut 9ro · 

J ~b. m~n; ?!r:.:i:'t ~!Jr:r.~J ztr~ 3~ · ~--:r;!d bt;t t ~~J ~.i·~~: fJr t·.;~.;:=t~~~ rt.L~.'l;. 
~~.:·:~:~p_m_::;_~ r,i~ ! rC~)1it~il f!~·. efJ,J;;I~:" t J3~i:ltlr.C~ \'I'J•J:J s·•;.;ott i r:tprJV~d p!Jnnirz anj C 'JOtdi~Jt~J 51/Ji'" 

1"~1 ;c.r.:i~::·~.H: . L::h c! l~'::o:: ~r ... ~.~Jr.,s er.1;~J~;~ •. • t~.:!B I e. >J:r .. ~:-:1!..3, , ... ~~~t:!~r ir; nfot'.' co;nr.1uniti~~ . subur~s . cr c!~er 
c-: ~·:.~a! citi:::. 1~~ ~'br·.l:1C.~~ re:pr~-;::r.t o:-. l j! {r:~.:!:J,::: c..;n[r;::...:t:J:J :J t~~~ r:: ... ":-;:r~.:ctiJ~ ~n1 de·t~!Jpr.Ent c~ l~H~ ci!ie:. 

"fr.:rn;-or\ .t:-;n. S~ch { X;iJ n.:JI!J i;., "::lrr.e.1l.i i.1 t'l·~ j-:t,J!V'i ~.11~nt of t~ t:l ;,Jri.:~i;J! ci :m ~-,{:oft:;~ fbtio.1 "$ t r:::ns~·:r1Jt~.!~1 
r .. ~~r:l-¥.;-:;:~"'?r'.,~ t~;z cOj·:·:::yz:; t! e:o:-:l)~i~ C:; .. ~!:~::1~1t, s2f-:::t, &'1d nJt:;nJ! dcf.:n~rt. 

~:i_:r.c~ ~n·j...:.: .;~::._ :::-<JrJtia~. Tr.:: .::!!~'i;'J:'.i:·!'i .... .j:Jid ~;r:.ilt t;1:,; :d:.-:C6 c,,j :," 1 :W .!;eni~l!l tJ r:.:nd !i'l'"i1~ ;:; : U1~ rn~:'~~ 
C:':·J;(:.H:::i~~ n1: co·, ~r-~.! i1 t.'!C l~rjr.~·~ .... ~ b:•~:~':; c( !C:i:'o1t y:!H:... 

hr~.i:n t.:.:i:1Jt:1:c aid. Tn!:; .:!J:::;:::"'.}l 2:7.J'.J;'Lt '-::..::d li·~·;J {) r.l::··t zn"'l~l t_:~r:d~ lrl S :~'J:l~eHt :~~~J lr.1 un-j~r l ~lt 
f r~7;;;t;;-p;;zr;~;:·,,;;:l ~:i tv "-'h~r otiu <~i-~ r ~ ,•.;i;-e: .• ~~~!. [.,:.-, t:.is ir ... raJ:e .,,.~~u kJ'o'~ cur br~iin ~!!i;~l;'j""J 
[ · ... ·1J.Itn t~:c,l !c·t~;~ Of~ f :;.V }' :lfS tJC'.;,. J.. 6 rot 205' 
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REVEHSE EFI<'ZCT: 1969 TAX BILJJ 

- l Tax Relief (revenue lost) 

Tax Reform (revenue 
gained) 

Net. Revenue Effect 

Surcharge and Exci se 
Ext,cnsion 

Total Revenue Ef fe ct 

( In millions of dollars) 
Cal endar Years 

1970 1971_ _197.]._ 

-1 ,41.~ 1 -L~ ,900 -7,250 

+3,6h5 +4,!_~15 +4,650 

+2,204 485 -2,600 

+4,270 + 800 + Boo 

+6,Wh + 315 -1,800 

-----------

1973 

-9,100 

+4,950 

-4,150 

+ 400 

-J, 750 

1 97 4 Long l:'Ul} 

-9,100 

+5, 285 

-3,815 

3,815 

-9,100 

+6,620 

-2,480 

-2,1 80 





Itcr.1 

JTI B.1 

GROSS NATIONAL PRODUCT JH CUHREHT .i\.HD COiJSl'ANT (19)8) DOI,JJARS: 
19~0 TO 1968 

( In bi1Jions of dollars ) 

19~0 195'5' 1960 1965 1966 1967 1968 

------·-------~------- --·------ --·· ------ -·------ ·-·--~---- -·-·- ------·--
Currc;n'L Do11:n·s 
Gross na.tion,.t.J pruclu.ct 

Perc::OJnl consumption ozpcmc'li turcr, 
DL1n~.ble goods 
Noncl.,Jrahle goods 
Ser·,•ices 

Gross rriv.::te clowccUc invef:tn:~~nt 
Fi , .. eel j 1wc·r• t.?,E:nt 

N onrc s j c1 em t.j_;:J J. 
Rcs:i.dc;; Lial str·nct:m·oD 

Chanr~e in bu:.:i.JtGt~s invcn·:·,c,r:i.c:=; 

Net 8) ports of g(lods ,:-,;.cJ. f'c-nri C6S 

l~Yr~orts 

Impcn·t~~ 

Govcn1:·1ont p<n·ch·!~( ~· of gooc)~, 2ncl 
sci:\ j c:..::s 
Fc.c1c:c;:· l 
NRtion·~ clefcnfu 

St.·d~·(l Dnd locCJ.l 

g2~~:.!i·n~_,_( } ~~_8) __ }l_oJl<l:C:· 
GrcJ:-:c. n"'ticCJ.<>.1 proci.m:t 

Per2on ~,1 con'Hi ·.pt:i.on c:· P'c'-·)d:·, i;c:.'c~; 
Dtn·ablc r:oo-~s 
Nonclu:c;1 hJ c t;ood::: 
Services 

GrosE: rr:i.v;:.-::.(J do:,~,,~,: [,_i (' inH:c;t:JCJ! L 
F:i)ctl in·v\.:si.~':.('!J~ 

NOY)l'C~;:i.ci,..,:-;-U ·" l 

j.Tc·0 C:'-·},~)!'"lf• C,f [GO(lf: ( 1 jv-l [...:=_'):\-j C( ~~ 

r..''.j );.:J. t ~_; 

J\ I~c,rt:~ 
G:)\ c1·1t r,: n-L p·J·~ .. c:1·~ .. -·[ ~:~) of sonr1:~ :·~r1c1 

~;i · -~ " ') ,,-; ·1 nr: ~ ·1 
S-;)\. •. l/~J,. L)l tl:~-1~.-.j 

191.0 
30.) 
98.1 
62 .ll 

~~11. J 
117 . 3 
27.9 
J 9. L1 
6.0 

1.8 
1J.G 
1? . 0 

37.9 
18.l1 
u~.J. 
19.) 

];)_:;_._) 

?JO.~ 
3)! . 7 

J:! l1. o 
81. G 

69.3 
61.0 
3?.) 
2J.S 

C\.J 

2. '( 
J{;.J 

-Jj.6 

xzJl_. 0 

251.1. L1 

39.6 
12_3 . 3 

91. !: 

67.L 
61.1-1 
_38. J 
23.3 
0.0 

2 . 0 
19.8 
1'( .8 

711 .2 
l d~ .l 
JG.6 
30.1 

2"!11.2 
ld.?. 

lJJ .7 
99.3 

·rs.L! 
69.0 
11).9 
2). ~ 
(,. h 

3.? 
?C!.9 

)?.D P-).?. 
? 5. -·~ ~/). '( 
?7.r; A.). 

;.!' \J.• ~, J. (J • } .• ..... I 

?.._Q}.:J. 

325.2 
45.3 

151.3 
1?fl. 7 

74 .f. 
71.3 
L!S. l! 
?.2 .8 

J.6 

4.0 
27 . 2 
23 . 2 

99 . 6 
53.5' 
111!.9 
1!6.] 

~&/ ·1 

316.2 
l1L1. 9 

1119. '1 
121.6 

72 .)j 
6G.9 
)(( .J 
21.9 
J.) 

), . 3 
27.) 
?J.O 

2?0.: ~ 
l132 . 8 
66.3 

191.1 
17).5 

108.1 
90.5 
71. 3 
27.2 
9.6 

6.9 
39 .2 
32.3 

137.0 
66.9 
50.1 
70.1 

39'1. 7 
66.6 

1'(8.6 
1)2.5 

99 .2 
9Cl.l 
66.] 
23.8 
9.0 

J?. ~ ~ 
31.2 

9!t.? J:l),. '( 

~;J.)• .S7.9 
J;J.r; . __ S6_._C 

ILCL~§ 

465.5 
70.5 

205.7 
188 .3 

120.8 
106.1 

81.3 
2/t. 8 
111.7 

5.1 
)j J .l 
38.1 

1)6.2 
77 .b 
60.6 
7G.8 

I' r:7 'l 
~:'-.-·:... 

4n. e 
'(1.3 

Jf>6.9 
1)9.5 

J oD. B 
9it.9 
73.8 
C'J..1 
13.9 

lt . O 
L0.1 
)6. 1 

l?G. :; 
(~).? 

791.:2 

492 .3 
73.0 

215.1 
20/.t.? 

116.0 
103.6 
5J.7 
2).0 

7 .).j 

) . 2 
116.2 
L,l.O 

1El0. :1 
90.7 
72.1! 
89 .3 

1 ~30 • .) 
72. f) 

190.3 
167.? 

100.8 
9J.9 
73.6 
20.) 
6.9 

).6 
b?.1 
JG.5 

11!0.0 
71:. 8 
G[;. r;, 

536.6 
83.3 

230.6 
222.8 

126.3 
119.0 

88.8 
30 . 2 
7. 3 

2.5 
)0.6 
l18.1 

200 . 3 
99 .5 
78.0 

100.7 

?0]_& 

2152 .6 
SrJ . '( 

196.9 
17).0 

10).7 
99.1 
?:: . p, 
23.J 
6.6 

.9 
it) . 6 
bll. 7 

:u,D.L! 
·r G.9 
f.~, ~ ~; 
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rL'GTAI_, 

Louest l.}uilJti1o 

Sec.:ond Q·,1 ~ nti :1 c 

1 :1.1 rr~ ;!ui nti ·.!.':) 

7ou:c-th ·7;J ir,t~J e 

IE ["hf):::. t. r~,,j n'l.:D e 

TorJ 
,. 

uei'c.c:n·c ~ 

III C 1 

Fi!:RCEl~T DIST:-=tiELTTIC'H Cr" AGJRF:G'I.TZ llrC01 .E RE.CEIVED BY 
Et\CH QUJl~ l'TL£ j},0 'l'CJP 5 Pl!:rl.C}_,::T OF l"ALILIES : 

1950 to J9f-.7 

19SO 1955 1960 196.1-~. 1965 

10\1 . 0 10C.O 100. 0 100 . 0 100. 0 

I ! ~ o 5 4. :) L~ . 9 .5 . 2 5.3 

12 . 0 1? . ?. 12.0 12. (' 12 .2 

17 . ].f l7 . 7 17 . 6 17 . 7 l7 . 6 

?.) . ~ 23. '? 23 . 6 2L1 . o 24 . 0 

!.~2 .(, 4J.6 )~2. 0 )Jl.. J. 40.9 

) 7. (• J 6. n 1/ n u . u 1.5 . 7 15.2 

1967 

100. 0 

5.14 

12 .2 

17. '; 

23 . 7 

41.? 

1:).3 



III C.2 

HOIJEY n;r~o;~:~ - Pi:;ru::miT DISTRIBUTIO'·J OF 
FA:HLU:S BY HJCO:-:E v:;;'JEL IN COl~S '1'.4.\JT ( 1967 ) DOLL..li.T;S : 

J_950 to 1967 

1950 1955 1960 196) 1966 1967 

TOT!tL 100.0 100 .0 100 .0 100.0 100.0 100.0 

Unr.ler ~3 ,noo 27.8 22.0 18.9 14 .8 13.7 12.5 
~?3 '000 .. l !} 9?9 20.11. 21._?. 17 .? 111. 6 13.6 1?.8 
~-;5 ,ooo - 6,999 21.1 23.2 2l.:l l7.? 16.8 1A. 1 
$7 5 000 ·- 9,9<)9 l) ~ ol! 20 .9 23 .o 2h . l! 21~ .3 2L~.3 
$10,000 - lL~,9)) ) 8.h ( 9 G L! 1h.l 19 .7 2L5 22.b 
$15 ,ocn and over ) ( 3.2 5.8 9.2 10.1 12.0 

J·icrl:L::·.n i11CO r:c ~;l ~ ~ (, ll ~;5' )31 ~~) ".l !'() '-' >j_J\.. $7,357 $7 ~ 651 $7' 971! 



TAX REVENUE , BY SOURCE AND LEVEL OF GOVERNNENT: 

Source and Year 

Individual Income : 
1950 
1955 
1960 
1965 
1966 
1967 

Sales, gros s r e ceipt s , 
and customs: 
1950 
1955 
1960 
1965 
1966 
1967 

Proper ty: 
1950 
1955 
1960 
1965 
1966 
1967 

Othe r t a xes , incl~ding 

licenses : 
1950 
1955 
1960 
1965 
1966 
1967 

Corpora tion income : 
1950 
1955 
1960 
1965 
1966 
1967 

11 
Total: 

1950 to 1967 
(In millions of dollars) 

Total 

16,533 
29,984 
43,178 
52,882 
60,206 
67,352 

12,997 
17,221 
24 'll52 
32,904 
33 '726 
36,336 

7, 3LI9 
10,735 

···· 16,Lf05 
22,5 83 
2Lf,670 
26,047 

3,140 
4,527 
6 ,L1ll 
9,191 

10,123 
10,188 

11,081 
18, 60L1 
22,674 
27,390 
32 '111 
36,198 

Fed e r a l 

15', 745 
28,747 
40,715 
L18, 792 
55 ,l1L16 
61,526 

7,843 
9,578 

12,603 
15,786 
llf, 6l1l 
15,806 

(n.a.) 
(n. a.) 
(n .a.) 
(n.a.) 
(n .a.) 
(n.a.) 

1,110 
1,402 
2,191 
3,670 
3,935 
3,818 

10,488 
11, 861 
21 ,LI94 
25,LI61 
30,073 
33,971 

State and Lo ca l ·- -·-------=--
Total St a te Local 

788 
1,237 
2, L163 
4,090 
4,760 
5,826 

5,154 
7,643 

11,8LI9 
17,118 
19,085 
20,530 

7,349 
10,735 
16 ,L.os 
22,583 
24,670 
26,047 

2,030 
3,125 
4,220 
5,521 
6,188 
6,370 

593 
744 

1,180 
1,929 
2,038 
2,227 

724 
1,094 
2,209 
3,657 
4,288 
4,909 

4,670 
6,864 

10,510 
15,059 
17,0!f lf 
18,575 

307 
412 
607 
766 
834 
862 

1,643 
2,490 
3,530 
4,715 
5,177 
5,354 

586 
737 

1,180 
1,929 
2,038 
2,227 

64 
143 
254 2:__/ 
433 2/ 
472 2./ 
916 

484 
779 

1,339 
2,059 
2 ,OL1l 
1,956 

7, 0Lf2 
10,323 
15 '798 
21,817 
23,836 
25,186 

387 
63LI 
692 
807 

1,011 
1,016 

7 
7 

2/ 
2! 
2! 
2/ 

1950 51,100 35,186 15,914 7,930 7,984 
1955 81,072 57,589 23,483 11,597 11,886 
1960 ]13,120 77,003 36,117 18,036 18,081 
1965 Jll4,953 93,710 51,243 26,126 25,116 
1966 160,836 104 ,095 56,741 29,380 27,361 
1~67 176,121 115,121 61,000 31,926 29,074 

1/ Fed e ral a mo unts include e xc es s profits t ax , nor ma l t ax , surtax . 
11 ~orpora tion included with i ndiv idu a l i n c ome t ax collec tions. 

Sour c e : 1969 Stat i s tica l Abs tr a ct, Tab l e 584 . 
! 



Ili D- 2 

DISTHIBUTIO;~ OJt' TAI RfjVD!U.l~: 1950-1967 
(percen l.,) 

Indivlr2u::l incu 1e 
Tot~-l:J~ -1\~>=- ncvc:1-~~1·e-

J 9)0 
l)lr;~ 

1960 
19():~ 
1966 
196.7 

Cn1 DC}~,.:~.tc j nee'" 8 

1'ci:L-;-;1 · '.2::- ·/: 1 ?c;-::;.(~in :-,! 

19~;o 
19~:; 
J 9(,0 
196~ 
lS1Yl 

SCJ1i.lcc: T;l,JC' JJL D-J 

Total 

3? e3 
3'1. 0 
38.? 
36.5 
37.h 
38.2 

23 .c: 
22.9 
20.0 
18.9 
20.C> 
?O.t' 

Fe0eral 

lll--1. 7 
49.9 
52.8 
52.0 
53.2 
53.h 

29.£\ 
31.0 
2.(.) 

27.2 
28.9 
29.:: 

Sta. te ancl Loc<d_ 
~ot.~]-j __ 

5.0 
5.3 
6.8 
8.0 
8.), 
9.6 

3.7 
3.2 
3.3 
3.8 
3.() 
3.7 



.... .. ~ ..... -,..... ..... ..... 
... '-. ) -..J,_• "'" 

1950 

73 

"/ ,. ... .. 
~ J 

- ··; -
-, , .. "' 
J_ :-:-::: ._. 

1 26 

0 ., 
,/ -'-

T2.ble 584 

III D 3 

1967 

? ) , 0 
-·~ ...... 10~ 

51 7 

Sts.te anc. Local 
1960 1)'57 l9 j0 15'~0-- :967 

532 105 201 308 

226 311 16 29 

2.19 172 7 ll 

70 80 66 104 

48 91 132 

12 23 32 



Number 
of 

Returns 
(000 IS) 

TCJrAL 52~656 

U21der $1 ,000 1,570 
$1,000- 1,999 5,997 

2_,000 - 2,999 8,718 
3,000 - 3..,999 8,669 
1.~,000 - 4,999 5,740 
5,ooo - 9,999 6,115 

10_,000 - 1l,999 679 
15,000 - L~9 ,999 616 
50,000 - 99,999 63 

100,000 - 499,999 20 
5oo,ooc - 999,999 1 

_, 000 3 000 Cl.J.1Q OV8-::' y 
!':on-Tc.xa.ble 1l..J.,469 

III D-4 

INDIVIDUAL INCOHE TAX RETl.JRl\S BY ADJUSTED GROSS 
INCO}lli CD\SSES: 1950, 1960 AND 1967 1/ 

1950 1960 
Nurnber 

Adj.Gross Tax after of Adj. Gross Tax aft.er 
I.11come Credits Returns Income ·Credits 

(millior:.E? of do __ J.ars ) (000's2 (millions of dollars) 

179 871+ 18,375 60,593 316,558 39,464 

1,311 L~o 1,353 1,123 39 
9,200 610 4,170 6,222 490 

21,943 1,539 5 . .,034 12,677 1,096 
30,155 2,177 . 5, 794 20,307 1,.886 
25,558 2,044 6,401 28,812 2~764 
39,046 3,984 19,998 138 ,£+55 15,362 
8' 1 }_~9 1,157 3,637 . 42,752 6,159 
4,933 3,261 1,549 35,278 7,283 
4:193 1,517 101 6,648 2,273 
3!>205 1,545 23 3,808 1,607 

419 240 1 486 226 
433 261 ?) 584 281 

21,329 12,532 19,1+05 

.1967.11 
Number 

of Adj. Gross Tax after 
Returns Income Credits 
_(ooo' s) ~~~llions of dollarsl_ 

71,317 5o6,6o5 62,854 

623 586 5 
4,997 7 ,44.5 . 373 
4,350 10,901 792 
4,904 17,168 1,384 
4,972 22,396 1,917 

23,469 172,957 16,632 
10,384 124,423 14,657 
4,696 101,358 16,791 

259 17,073 . 5,032 
63 10,279 3,988 

2 1,345 590 
1 1,550 692 

12,597 19,123 

io'C.~ce: 1969 Statistical Abstract, Table 557. 

I Prel; m:j..nary. 
~ Less than 500. 

------.--
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rrc D 5 

IHCOHf. TAX JIF'I'L:t CR.:i<:DITS l\S A PI:T'J;E7 1 l'J~G?: OF 
ADJU3'I6D Gli.OSS IECO"r::; J 9)0, 1960 2nd 1 ~,67 -----·----------·-·---- ·-·-·---·--·-- ~-'--

] 9)0 1960 

3.0 3.5 
6.6 7 .9 
'I. 0 8. 6 
7. 2 9.3 
8.0 9.6 

10.? 11.1 
14.? lL: . L! 

21 .0 20 .6 
36.2 34.? 

1:8.2 42.? 
)'(. )! 1,6. ( 

1 ' 0()(; • ()(') c-·.Y !.0 Cv'.:':r· 60.h L~D • ?. 

1/ 
1967 

0.8 
5 .0 
7.3 
8.0 
8.6 

9.6 
11.8 

16.6 
2S'.) 

38 .·8 
h3.9 
Lrl,. 7 
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IV A-l 

P Ji:;"{S.JlJ.,l.L COIL3lJJ PJ.'IClJ i:XP .!S:JDI'l'\HtE 
BY I· AJGii. 'l'YP-;.;; CF PRODUCT : 
195~, 196D, 1965 - 1968 

1955 1960 196; 196C 

Cur-r.:;n-t, wllars 

2)h .h .3?5 . ?. 1.t32 . 8 466.3 

123 .3 151. 3 191.1 2C6 . s> 

)1' .1 7(;.} 9D. C· 105.8 
23 .1 27 . 3 -;.·' () 

_.) :::> • ' )jr.l . 3 
9. (I 12 . 3 15.3 16.6 

33 .1 Ld . ~~ 41.1 ) dl . )j 

39.o 45 . ;. 66 . 3 '( ' · c 
16 .4 20.1 3C.3 30.3 

16. 6 J.(l. 9 26 .9 29 . 9 
1! • f., 6.3 9.1 l (: . ~~ 

9l.h 12::> :r 175.7 H• .6 
33. '1 h6 . .3 63 . 5 67 .5 
J. ), • 0 20 .0 2~ . 6 2 7. J. 

G.? lU. t 12.6 13.6 
35.5 51. 6 p F: _....u E 0.4 

Const.2.TL Doll. :v's, J.95B 

271.8 31 '( . 0 J97. (', hl[i. 2 

J.YI .6 1;'9 . 7 nJ . fl 1 ix~ . 9 
) 
) 70.) 9? .2 9), .2 
) ·,l,,; e 26~S 33.); Jf,)L 
) l -, ,... 

.. ., l J 'I • } I 1-· ') 
•.J 

) L o. :; Ji' . 7 u . ? 
--- -i!L~ ') 1,.----c' I' '(J • 7 L~-.!.J . ..: . o 

) v '() ~( . 9 J • I 

) ) 
) 11. ~ . )?:J . }_ . ?. 1. 3 JC.l~ 
) ) :) .. 

] (, . J u , u 

9 . • : ~ J2!.. 7 J )2 • 6 b9.l~ 
) lt ~) . c :;~· . n Cc.Zl 
) } • :-1 . 
) 
) - ] ~~ . 3 2 3. 2 ?L_ . :; 
) LtC . S 6r;,? (/? . '( 

1967 196C5 

)~92 . 3 536 .6 
I 

21) .1 230.6 

1 0-", .l n ) .o 
1+2 .5 46 . 3 
17.7 19.1 
h6 . o 50 .1 

73 . 0 63.3 
30.5 37. 0 

31.3 3L~. 2 
JJ .2 12.1 

204 . 2 222.P 
71. (, 77 . ), 
29 .1 31.? 
lLf. 7 lG.l 
88 .6 98 .1 

100 

!f)0.3 L!S? .l t 

190 . 4 197 .o 

9S .Lt 9~ .J , 
36 . 8 3'1.9 
l S' . El 16.L 
lt2 .h 43 (I ·" 

~ 8c . 6 
3,J ._, ® 
Jl.L 33 . 3 
10 . 7 11.3 

167.2 17).0 
(>3 .s 66.7 

2).7 27 .(i 
(Ji',. 0 6[: . 7 



IV A-? 

PERSOiJAL CONSUt-iPTI O;r Z:XPJ..;NDITURES , BY TYPE OF PTIODUCT: 1950 to 1967 

CHANGE 
1950 1955 1960 1964 1965 1966 1967 l9~0-l9b7 l9b0-l9b7 l9o4-19b7 

TOTAL 

Billions ~ dollars 191.0 254.4 325.2 401. 2 432.8 465.5 492.2 301.2 167 .o 91.0 
Percent ! 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Food 24.1 23.0 21.7 20.2 19.9 20.0 19.4 -4.7 -2.3 -0.8 
Clothing 11.8 lO.h 9.6 9.5 9.4 9.7 9.7 -2.1 0.1 0.2 
Housing and House-

hold C{lerations 25.2 26.8 27.5 28.h 28.1 28.0 27.8 2.6 0.3 -0.6 
Personal Business 3.6 4.0 4.6 5.0 5.1 5.2 5.4 1.8 o.8 0.4 
Transportation 12.9 14.0 13.3 12.8 13.h 13.0 12.9 0 -0.4 0.1 

6.6 7.2 8.5 9.1 9.3 9.4 9.9 _hl_ ~ 0.8 

Medical Exp. 4.6 5.0 5.9 6.4 6.5 6.6 6.9 ~.3 1.0 0.5 
Bducation Exp. o.8 0.9 l.l 1.3 1.4 l.h 1.6 o.8 o.5 0.3 
Religious and 

Welfare 1.2 1.3 1.5 1.4 1.4 1.4 1.4 0.2 -0.1 0 

15.6 14.7 14.8 15.0 15.0 14.6 14.8 -o.B 0 -0.2 

Alcoholic Bve. 4.1 3.5 3.1 3.0 3.0 2.9 2.9 -1.2 -0.2 -0.1 
Tobacco 2.2 1.9 2.1 1.9 1.9 1.8 1.8 -o.h -0.3 -0.1 
Jewelry, Watches o.6 o.6 0.6 o.6 o.6 o.6 o.6 0 0 0 
Personal Care 1.3 1.4 1.6 1.8 1.8 1.7 1.7 o.4 o.1 -0.1 
Domestic Service 1.3 1.2 l.l 0.9 0.9 o.B 0.8 -0.5 -0.3 -0.1 
Recreation 5.8 5.5 5.6 6.1 6.1 6.1 6.2 o.4 o.6 0.1 
Foreign Travel 0.3 o.6 0.7 0.7 0.7 0.7 0.8 o.5 0.1 o.1 

Source: 1969 Statistical Abstract, Table h.62 

1/ ~'ifTUl'PS rnay not add to tota'1s due to rounding. 



I V A-3 

CHANGES lH PISH.SO'TI_L co;SUtiPTim1 ZXPEl'TDI'l'URi:t:S 191:8--1967 AHD 
JUJJGL!'J'~1JT rm.:~ncno:;~; , 1.967 - 1980 ( BASED O;l CUlW . .Ct1T }'rt.IC:t:~'3 ) 

Total 

Hon--Tlu.r.J.blc ·~ rnnodi tics 
Food;-'t'ohc::-cc:o~--AlcohoJTc Eeve:rac0;s 
Cl ot.b'i.nc D'l':1 3hoc:\c: 
Gasoline ~ Oll 
HousohoJd Operati ons 
OthcJ.·· 

Durable r; or:~c ,CJr1i U_Cf; 
:t.uto;::-:)1)rl.E: c:- ,;,.;C1 V?c~t~ 
F'nrni turc.~ c-·nrJ Jloust-l 1 ol c) :quipnsnt 
F~.<;.d i o, T\T, Sp ::n' t co cds, C'.tC. 

Q1J;c:c 

Ssr,~ico:J 

Timt~<.: 1 ri~­
Utili tic:'; 

}1HJiC:0.l 

Tr<:mspor(,~l,ion 

Pri·v <,ts :;::>~ttc:::d..:i on s F-2·Sc:~'l'c:} 1 

()t.]JC:t:' 

Scnlt"'C.E.·.: 

Avcrar_e P_rmual Rate of Change 

5.63 

hc3L 
r:-s1 
3. 96 
?e67 
h . 12 
6. 93 

7.17 
7:63 
6.95 
8.21 
e •. J3 
5 . lf. 
9. s~; 
5 obO 

1967 - 1900 
21 

F:i ~uTe 1 

6. 77 

5.6r~ 

5.12 
6. 29 
6. 72 
5.96 
6,18 

7.0h 
?.Trl" 
5. 80 
8.l fo 
6e'27 

7.71 
7:3'8" 
6 .83 
9. J 0 
8.53 
7.70 
0~ 95 
6.71 

] I J 
1 • • 'I j ·1 • • • J • ' I "' J 0 ~ ' I l ' . . ..l _ ·~r:.l,J.O'!~\_ . . 1 •· Di'ft"JJn[~ .11.~lRCJCJD.uJ o~"' c;~ ... -~.~D~ J Oj ... .,~c."~ f r~l .. O prc __ J~r'l.ll:..t.ry· ; rcV.lSC{ 1 

<~.pr :- :,j .• j n 'J' ,Jd c J Il n--1 ~ T'f ;~. J < 

f_/ J\'rl;:_-.,.:::,·L, }'l:c:d:~.ct:irJr!~:: :iJw,:).<; l h; J:.}'.JI_. 1 s l lu~1 c:r< .. \.·c , :raUrcr t .Ltcil1 t.eTt;ct 
2Ci0'l~.1i1J"L-~<>?1~'P f'o:r· ~;pJcj.fic.~ ·L,-i.C1l. s.c...c [)01.11-"tCO . 
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I 
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I 
I 
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I 

-:nr D·-1 -
Coii31J:.! <:ll Cm:orr; 

19)0-1960 

· · · - }f:illions of dollars -

Imt~ll ::;ent .... .. ..•... _. ____ . .•.. 
Antoroobl!~ p:!pcr ....... _. ___ __ _ 
Otber :oosu:ner ~~o ·j3 r»?a ...•. 
lil!pnira~~r! mc".l·:rui.t..Jtion loa.IJ!! I_ 
l'erson:ll lo:u:s ...•• -- - -- ------ --

Noolosb!bcn t ... __ ..•... -------­
(i ln zl~ -D "i'TL1 0 t ! D:l1JS ••••••••••• 
Ch o~:o a.:eoun ~ ' -- -- - - • ••.•••••• 
fl erv leo ere;! it •. __ .••••••••••••• _ 

IrubUment credit : 
Extended .•••...•. •••••••.•..••• 
P.ep>!oj .... . ------------- -------' 
~Jet cb anz9 - ---- -----------·----~ 

P~;;'pl~~i~~ t -~~~d-~~~~-r~_r:~~ --- .. 1 

Source: 
--J-~...:.. 

I_:_ __J_~ _:~ 
i 2l, Hl ~.83~ 5-;,lll 

H. iOJ ~. t;r/5 {2, 1}-'"},3 
I e. 07 4 13. ·VIJ 17, 6.J.3 

4_ 77) 7. FA1 ll,S~> 

I I. 016 I. GS3 3, H 3 
I 2,SU 5, 112 10,6 17 

I e. ru Q, 924 13, 173 
1. S-:)1 3,()n •. Yl7 
3, ;,;7 4, i9.S 5, 3.:9 
1. 5.lD 2, 127 3,:rn 

21, s.::.s 3.1, ~i~ 4?. 793 
13. {\5 33 . 63~ ~o. o;J 
3,113 s, 3J.3 3, i :O 

2, 4!3 3, ZI>J s, 7.3 1 

19&S 119<;7 119>:3 

---· ---,---
90,314 1 t o ~.JJ2 

1
ttJ.t9t 

71, 32~ I 80 , 9~5 81, SS.IJ 
2.3 , 619 30, 7'24 34, l :J!) 
13, 5~5 ?1, 31)5 H,5'l.l 
3, 1!3 3, ;:,~ 3, 9"!,j 

20, ~12 21,013 ::u. 93•i 

IS, V.•J 21,::06 7.1. 301 
7, 671 8, 4'!3 9, ! :>3 
6,4-'JJ 6, 0-~~ 7, 75:> 
{, ~9 5, 8W 6, {,j~ 

i 8 . 5)·_j 81 , 6"3 97, 053 
69, 957 81 , 3C5 eil. o>·J 
8, 6::9 3, 3:3 7 8, %~ 

7, 673 10, 053 11, 31M 



I V B··2 

N ATIONAL HE.\LTH EXPENDI'l'URES : 1950 TO HlG8 
[J n millions c[ clollur , t>>«·~t ~,·re<r.l. Fo: yeo's ending J une 3D. P rior to IY(•) , pri-.a t c erpcnd!tures cxclud, 

·----'·- A!Gsh n.d Hswa!i] 

19$0 19SQ 

- ------------------
7 <-td . .. .. ............ .. ......... ...... ... 12,130 1 i,S~4 2C , 3C7 

Percent cr [TO~.S H3tlonrJ product. __ _____ ... -1.6 ~ - 7 6. 3 

Prh r..tc c..xpcnditurcr.: .. _ ------- . .. . ... ... · -- ---- -. 
ll c~lth nnd medical S~f\"iCes . .... ......... .. ... . ... . ... . 

Pr,~~;;~(./~~~~~ts·_·: ::::::::::::::::::::::::::::: 
E:'l-l '2DS!\:'i f'Jr prcp~1y J~ •:2oL _ ... __ . __________ _ .. _. __ _ 
Jnrl_ustrbl in-pbut ~c-rricP..S . ... _ --- - - _. ----- --- - -- -
P hib llhropJ· - -- .... ................. ..... .. ... : . 

M cJic:,l-bciUtics con:truction ... ____ .... ..... ... . 

1'\,bFc crp.cnd.Hu:-('£L ___ _ . __ . - - - --- - - __ . ____ __ . . 
P erctnt or tot?.L ______ -- -- -- - ----- __ .. . ____ . __ _ .. 

ITcolth &nd medico! st•rvicro ........ .... .. : . 
R eulth 1nsure:1ce for tLe ~ced (OASDJJI) ' - ..... .. 
'l'ctn}JOr~:-y di~JUil~ty i:1su:anc~ (r:v:·~~ic.3l b~nc:fits) 2_ 
Ylort.:.m"n 's cou1pc;1.~::1 1.ion (medic:.! b:..·:·~(nts) 2 __ __ _ 
Fublfc ns~ist~ nc~ (-r~~dvr JIH:dic~·J p~ywc nt~) ... ... ... ... ... . 

Ocncr::.1 hosprt;:J a!id r.Jcdicll r3.r~-----·- - -- - ------
Dcf~usc l)(l}.t. ho::p:bl =-·r~d rL·ri:LJl c.::.r(; __ __ ___ ___ _ 
}t iilil'ltJ-· GerJ"nticnt~· wc·d.ic:ll c:!.Ic ___ ____ _________ _ 
Malcrnnl ~w.l chi!:.! bcolth sr·n-iccs ............ .. .. . 

fJcbool hed!h (cduc:,tic~~~ &~cnl;ts) ........... .. .. 
Other puulic hc:'JC1 rdi·citks ........ . .. .. .... .. .. . 
Vctcr,:n:- ' hc~~I·itbl ~'.t.j mf:'ri!t;;:5.l r:--.re __ _ .. ____ _____ __ _ 
J~! ccl!.:aJ \ OC1!.iO:l:.l l t.:ll3Uiiit:~t ic'L _ .. _. __ .. ___ .... _ 
OLO: Lc~!lll E.ntl r ;c,::;,~.l care ______ ___ __ _______ __ _ 

McU.icaJ n·se:~!"cll ___ ___ ______ ____ ... .. .. ---- - ----
Mcdic~J-hc:IiUcs cor.sln1ct !0;:1 ... __ ........ . 

Dcfen_je l)rop:;.n: ,~·.-nt ______________ . ___ ..... _ .. . . _ ..... . _ 
Vr.:tcr~ms Adn.l ini~:tr.·.tio:1 ....... _ ... ________ ___ _____ .. __ o· .. bc.r ___ ______ ___ _________ ____ ______ ., _____________ _ 

Pcr${"1; .. 1 J:-c-.l(h c.:c o:r-cudHt:rcc:"1:' 
Total r..t:lOIIUt ... . ..... .. .............. . ..... .. .... . 
1-'l:rceut fcom: 

~~l~l~~0e~~~Pril
1

~~l~~~~~=:·_- ~ : ~ :: ~: ~=-~~: ~ ::: ~:::: ~ ~ ::: 

9, 061 
S,&·D 
7, HG 

879 
27·! 
1[/) 
4(•) 
?15 

3.c~r; 
2!>. 3 

2, 470 
(X) 

2 
103 

51 

r.~.s 

~5 
(X) 

;>.() 

31 
3o1 
~~ 

7 
(X) 

n 
~22 

1 
1"? 
3:3 

1n, SiS 

f8. 1 
lJ. 9 

11 ' 503 
13, 178 

D, 4·!3 
?, 3H. 

505 
210 
r .. so 
325 

~ . 421 
2·! . 7 

3,f02 
(X) 

20 
315 
212 

1, 2'\S 
7!5 

(X) 
93 

CG 
3Sl 
7Z?. 

g 
(:;·.) 

13:1 
419 
n 
3"-t 

252 

i ~.?. 
21.8 

19,972 
~ ~. <~B 
13 o.;· 
~ws 

I 

) 

5 
79~ 
2G: 
( 'jG 
~21 

G,3:>5 
2-4.3 

5, 3·:G 
(X) 

ro 
4..."0 
4>3 

' 1, 97.:> 
S:::l 

J 
1 

fi 
14 

10 
{j) 

S7 
1 

(X) 

7J, 35 

l 
1 
g 
8 

1 
5 

G 
B 

7 

78. 
21. 

r 
1 

__ !._ ___ -------

l SGS 1%6 

------
33 , 9,)1 ~2 . 2\.3 

5. 9 5. 9 --- ---· 
2<.1 , 36G 31,4 GI 
~.::., lf.~ 30, 305 
17, 5o<O IS, !:.X 
s, 29.1) 8, 935 
1' 2.1"~ I , 3!S 

3".0 345 
7e5 1m 

1, I C3 1, J[,g 

S,!\35 10, 803 
24.. 5 2.5. G 

7, 635 S, (S.j 
(X) &! 

51 M 
!.SO 620 

l, 3G7 1, 714 

?, 515 2, i~'O 
f!>S l ,u3oJ 
78 76 

224 ZC2 

132 J3j 
C70 7'27 

1, 12l 1, 175 
3{ o!3 

6 43 

], ~2~1 1, 376 
G?LI 7?-1 
31 - H 
81 f,G 

b:i7 616 

33, 0~ 36, 3S'.) 

79.3 78. { 
~Q. 7 21. G 

-·-

Son·cco = 1c6q S·t'·-~t·i"'·L-l' c<>l A"n~·t·r,~c-L 
--~---·:.~~::-:_~_:'~, Table 79. 

---
1917 

---
47, 910 

6. 2 
---

32 , 1:12 
3! , 0.':'3 
1'), Cf.rj 
9, :<13 
1, 4~1'2 

3C<:l 
&.14 

1, 127 

15.727 
32. s 

13,<03 
3, 3)5 

M 
700 

2, 403 

2, 7Q2 
l , 3?"2 

110 
312 

H.O 
F-3~ 

I , 2.59 
67 

103 

1, 521 w: 
w 
51 

703 

~1. ~11 

70.2 
ns 

H-:s 
(prcl.) 

53 , 1 :'1 
& c. 

~3 . (.<-J 
3.., "lt -..... 
19, C'. . 
P, 7.) 
1, ' 

' t· •• 
1, 3. 

1 9 .~ , 
6 
J 
1 

53 

36. 
16, 90 

5, 3-1 

7 70 
3, 511 

2, 55 
l, {3" 
l' [I) 

I 3: 

H 
J,c··· 
1, 3-· 

1 
11 

1, (.j 
8i 

' 
j{ 

45, S7 

r.s. 
3{. 

. I 
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FF.rH~:':S ~;I::L:l:TK\O?Y-ESTI!'-.A~'ED ll.L:JS, 'i3Y SOu~C"S AFD AJ_,LOCATION : 
:!_9_? 5 to 1 oji_' 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Members of the President's Council DATE: January 21, 1970 

FROM: Irving 8. Friedman 

SUBJECT: Commodity Problem 

Mr. McNamara has suggested that the paper on the Commodity Problem, 

distributed to you on January 20, be discussed at a forthcoming meeting of 

the President's Council. 

IfF 

cc: Mr. Christoffersen 
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F ";.O: : 

Su3J _CT: 

1'',E RN -1 0,"-JAL DEVELOPM~ . T IN TERI\A -.ON AL BANK FO R 
"'3SOCIATION 1 Ri::COi. SIRUCi,ON A .· D DEVELOPMENT 

!Jlr . Roc er·t S.. IvlcN a..."r.ar a 

I.r ving S. F~~ied.man 

Commoc ~ ty Pr - l em 

You will recall our discussion abou~ preparing a paper on ~he 
ccmrnodi t y prob:em which -vrould try to take a new look at the pr oblem / 
and what the Bank might do. We are als o committed t o do s ometh i ng on 
this subject as part of our Pearson review. The attached paper goes 
beyond what might be done for the Pears on review but hopeful ly will 
also s er ve this ·purpose. The paper tries to restate the problem and 
suggest what the Bank might do including a suggestion on financing of 
internat ional buffer stocks and a proposal for a new approach to the 
commodity problem within t he Bank , refer r ed to herein a s " commodit y 
p:cogr ams" which would be related t o our 5-year programs on developing 
c"' Wlt ries. 

We have benefit ed from comment s received from Mr . Demuth . 

I f/ 

A-c-::. achrcent 

cc: Pres i dent's Council 

·.._ .• ~ r • 2 1 j9J \.1 

;! : &-.(;,-



January 16, 1970 

THE WORLD BAtiK AND THE COlviMODITY PROilCM 

A number of questions have arisen about the nature of the co~odity 

problem and the role of the Bank with respect to it. In particular, the 

ques~ion has been raised as to whether the Bank should stand ready to provide 

more direct support for international buffer stock operations than is implied 

in ~he decision taken last June by the Executive Directors . The purpose of 

this paper is to deal briefly with these issues and to indicate where the 

future emphasis of Bank poli.cy should be with respect ~o the commodity 

problem. 

I. Nature of the Commodity Problem 

The commodity problem consists of two related but · separate aspects: 

adverse long- term trends in prices and expor~ earnings and wide short-term 

swings in these same variables. Tne Rio Resolution, which prompted the Bank 

decision of last June, is entitled "Stabilization of Prices of Primary 

Products," but it actually is addressed to both aspects of the problem 

since it refers to the need for a "remunerative level" of prices as well 

as to the need for stabilization . 

Although we speak of the "cormnodi ty problem" in general, not all 

primary commodities produced and exported by the developing countries can be 

placed in the problem category. The commodities posing the main difficulties 

are fc,r the most part agricultural and are characterized by sluggish growth 

in export markets as well as by short- term instability . 

The basic cause of fluc~uations lies in the interaction between , on 

the one hand , an inelastic demand with respect to price and, on the other 

hand, unplanned changes in supply due to natural causes such as weather and 

pests . This interaction induces wide fluctuations in prices and earnings in 
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a direc~ion inverse to the changes in production . Changes in demand in the 

industrial countries can also trigger market fluctuations but for agricultural 

commodities, as opposed to metals, these are gene1·ally of lesser importance. Even 

for metals the severity of demand- induced instability is less than it was 

prior to the second World War because the amplitude of business fluctuations 

in the advanced countries has been substantially moderated . 

The basic cause of adverse longer- term trends in certain primary 

commodities is the slow growth in world demand relative to the ease with which 

output can be increased at existing prices . While a variety of forces ~~derlies 

the sluggish grow~h in demand , competition from synthetics affects some of the 

most difficult cases such as rubber, cot~on, jute and abaca . 

Ignoring for the moment the interconnections between short- term 

instability and longer- term trends, it is fair to say that by far the more 

important of the two problems is that of adverse longer- term trends. For those 

countries lucky enough to be exporting commodities, such as petroleum and most 

of the metals, with favorable recent and prospective ~rends in prices and 

earnings, the fact that these earnings are subject to wide short- term fluctua­

tions is a secondary problem. Similarly, those countries whose exports are 

concentrated in commodities with adverse long- term trends in prices and 

earnings are primarily concerned about the fact that their export earnings are 

not growing at an adequate rate rather than about the fact that, whatever the 

trend in those earnings, the latter are realized in widely varying amounts 

from year to year . 

It is true that highly unstable prices may to some extent accentuate 

adverse longer-term trends in commodity markets . Instability in prices may exert 

a depressant effect on the demand for natural products when close synthetic 

substitutes are available with more stable and predictable price behavior . On 

the supply side, temporary high prices due to natural phenomena , such as drought 
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or pests, may induce uneconomic investment in new productive capacity for 

corr~odities with long gestation periods (e.g., coffee, cocoa) . Wnen the new 

production ultimately comes onto the market, it accentuates the underlying 

adverse longer- term trend . 

It ~s generally agreed,however, that instability is only contributory 

to the major problem of adverse trends and that, in order to deal with the 

latter, the forces determining the trends need to be dealt with more directly . 

II . Role of 3uffer Stocks and Co~odity Agreements 

For many years prior to the first UNCTAD Conference in 1964 the 

conventional wisdom in the Western world was that, if commodity arrangements 

were to be undertaken, they should be designed simply to moderate price 

fluctuations but should seek to avoid interfering with longer- term trends . 

The rationale ~or this distinction was that excessive price :luc­

tuations serve no economic purpose and could even impart the wrong economic 

signals as when te~porary high prices stimulate excessive investment in new 

production . Both importing and exporting countries could agree on the 

objective of stabilization since they had an identity of interest in lopping 

off the peaks and troughs in prices. No transfer of real income from one 

group to the other over the long- term was implied in pure stabilization arrange-

llients . 

What was generally taboo, however, was any arrangement which through 

conscious interference with free market forces would attempt to alter the 

long- term trend of prices from what it would have been in the absence of an 

agreement . In this line of thinking, the trend in prices was simply a 

ref~ection of the underlying conditions of supply and demand, which in time 

would change and establish a new e~uilibrium . Importing countries might be 
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willing ~o cooperate in measures to assist the process of orderly adjust~ent 

to the new conditions . But they were generally unwilling to conceive of 

coll~odity arrangements as devices to alter over an extended period of time 

the ter~s of trade of the primary producing countries and thereby to accom-

plish through the market a real.transfer of r esources to the developing 

countries . 

Given the traditional negative at~itude of the industrialized 

co~ntries toward commodity arrangements of the latter variety , the Question 

may nevertheles s be raised as to why greater success was not acGi~ved in 

negotiating more limited price- stabilization agreements whose objectives , 

after all , corr~anded general support . The answer is well put by Gerda Blau 

of the FAO in a study prepared for the first UNCTAD Conference : "The fact 

that the conclusion of price- stabilizing commodity agreements has proved so 

difficult in practice appears to indicate that neither exporters nor importers 

were prepared to pay a substantial premium for this kind of insurance .•• 

And as to the interests of exporters , their main concern , of course , has been 

with the prospects for their total export proceeds (depending on volume as 

well as price) and with the average level of export proceeds over a number of 

years , measured in terms of import purchasing power, not merely with short-

1/ 
term fluctuations in money terms . "-

International buffer stocks are one device for moderating short- term 

fluctuations in prices and earnings from corr®odity exports and do not , by 

themselves , alter longer term trends and earnings . Therefore , where a buffer 

stock exists (tin) or has been serious~ discussed (cocoa) , it has been as 

_!/ Gerda Blau, "International Corr®odi ty Arrangements and Policies," 
Proceedings of ls~ UNCTAD Conference , Volume III , page 142 (1964) 
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par~ of a broader attempt to improve the longer- term prospects for the 

co~modity through controlling supplies offered on the world market . For 

tr.e la~ter purpose, export quotas have been the principal instrument, and 

buffer stocks the subsidiary instrument . Since the main impetus for 

international action in the commodity field arises from structural disequilibrium 

between production and demand, it is unlikely that international buffer stocks 

can be negotiated in the future except in the context of more comprehensive 

arrangements for dealing with the disequilibrium through export quotas and 

diversification programs . Without such arrangements, moreover, a ot..I.J.'er 

stock would not be a practicable proposition since its financial resources 

would be quickly exhausted as it attempted to maintain a floor price in the 

face of unlimited supplies thrown on the market . 

From what has been said above, it follows that a major limitation 

on the prospects for establishing international buffer stocks is the willing­

ness and ability of the international cocrmunity to nego~iate commodity agree­

ments lvhich encompass the longer- term objective of achieving, in the words 

of ~he Rio Resolution, a "remunerative level" of prices for exports of 

pri~ary products . Or stated ano~her way, the main interest of the developing 

countries is in improving their terms of trade and thereby accomplishing a 

transfer of resources from the rich impor~ing countries to the low- income 

countries. 

Since SU?ply limita~ion is the key to achieving this objective , 

international buffer stocks could even work at cross- purposes to it by 

relieving individual countries of some of the pressures to reduce production . 

~ith export quotas but without international buffer stocks, the necessi~y 

to carry and finance large national stocks operate as a powerful lever to 
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induce prod~cing countries to cur~ail investment and output. This considera­

~ion is ~~doubtedly anong those that account for the absence of a buffer stock 

arrangement in the coffee and sugar agreements . 

A~other co~sidera~ion points ~award possible conflict between buffer 

stoc~s and the achievement of the longer-term goals of commodity policy . 

The problem arises from the fact that, when a buffer stock is included as an 

integral part of a commodity agreement, ceiling and floor prices ~ust be 

inc~uded in the agreement in explicit terms . This can prevent widely desired 

i~terna~ional commodity agreement fro~ coming into being . It was ' .e protracted 

con~roversy surrounding the negotiation of a price range as a basis for buffer 

stock operations that p~olonged the negotiation of a cocoa agreement to the 

point where the market si~uation had undergone important changes so that some 

of the principal participants were no longer willing to go ahead on the 

previously ag~eed basis . By way of contrast, the price objective in the 1962 

coffee agreement, which does not provide for an international buffer stock , 

could be stated in more general terms since it was to be achieved entirely 

through expor~ quotas without ~he need for market intervention . Given the 

enormous difficulties of negotiating a co~odity arrangement even under 

favorable circ~~stances, i~ is hard to escape the conclusion that such difficul­

ties are accentuated when specific prices must be agreed upon in advance of 

~he arrangement coming into effec~. Experience under the coffee agreement 

has a:so demonstrated that, without recourse to an international buffer stock, 

export quo~as are capable of yielding a substantial degree of price stabiliza­

tion in addition to an orderly growth of export earnings in excess of what 

would have taken place in the absence of the agreement . 
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I=I . Buffer S-cocks and the 1:Jorld Ban."!<: 

Nevertheless, well- designed international buffer stocks could 

in certain cases make a contribution to the stabiliza-cion and strengthening 

of primary co~odity markets when part of a comprehensive international 

commodity arrangement . It is natural therefore that the World Bank and the 

IE? should have attempted to facilitate their establishment as part of the 

af:irma-cive response of the two institutions to the call of the less developed 

coun-cries for additional·mechanis~~ to deal with the colliffiodity problem . 

In the discussion which preceded the Rio Resolution, hovrever, the 

importance of buffer stocks ~ ~ tended to escalate and eventually took on 

an almost symbolic character as indicative of the willingness of the inter­

national community to do something tangible about the commodity problem . 

Soiliehow the idea took hold that , if only adeq~ate sources of finance were 

available, a major oostacle to the establishment of buffer stocks would be 

el~~inated and the way would - then be cleared for the negotiation of broader 

cohwodity agreements . 

As already explained , the true sequence runs the other way . The 

main cons-craint on the prospects for establishing international buffer stocks 

lies in the complex of obs-cacles tha-c stand in the way of c orr~odity arrange­

ments involving limitations on exports and production . Among such obstacles 

are conflicts between producers and cons~ers as to the long- run price objec­

-cives underlying the size of to-cal quotas; conflicts among producers as to 

the oasis for allocating country quotas; the need to reconcile the desire for 

higher prices with the threat of encourag~ng substitution ; -che need to build 

in0o the agreement strong incentives for diversification and disincentives for 

perpetuaving overprod~ction; and a variety of negotiating and enforcement 

proolems . 
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It is doubtful, moreover, that, if the other conditions w~re satisfied , 

finc..nce -vwuld turn out to be a serious obstacle to the inclusion of buffer 

stocks as part of international commodity agreements . In the cocoa negotiations, 

for ex~1ple, ~he plan was to finance the buf~er stock through an export levy of 

one cent per pounc . To the extent that, over the relevant price range, demand 

is less elastic th&~ supply, the incidence of such a tax would fall mainly on 

the importing countries . Where such self- financing is contemplated, the need 

for outside funds would arise primarily to pre- finance the buffer stock in order 

to enable it to buy in the market prior to the build- up of internal funds. For 

this purpose mediu~-term commercial finru~cing mi~~t well be available , but the 

new financial facility es~ablished by the recent IMF decision provides greater 

assurance and cheaper access to funds, while the Bank decision takes care of 

the exceptional cases in which Ghe Fund decision may not cover . 

~~atever inhibition may have been imposed in the past by the absence 

of c..n established source of financing for international buffer stocks, Ghe 

problem has been largely dissipated . This view has been confirmed in a state-

ment made in July 1969 by the AdvisOT'J Committee to UNCTAD: "The Committee 

felt that the provision o: pre- finance was no longer the most important 
1/ 

obstacle to the setting up of a buffer stock scheme . n -

Although the pressure for new international machinery to finance 

bu:fer stocks has been relieved, the question has, nevertheless, been raised 

as to "'ivhether the Bar..k' s contribution could not have been more forthcoming, 

particularly in willingness to provide financing directly for international 

buf:er stocks either to countries or international agencies or both . In order 

to place this matter in perspective, something needs ~o be said about ~he 

relationship between the I~W and the Bank in the financing of buffer s~ocks 

and about the possible rr.agnitude of calls ·~pon the Bank for this purpose . 

!/ Lli!C':'.AD, "Report of the Advisory Committee to the Board and to the 
Comrr.ittee on Commodities on its Third session," 25 July 1969 . 
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International stocking operations should be envisaged strictly for 

cushioning short- term disturbances. Any long-~erm holding of stocks for the 

purpose of facilitating the structural ~djustment of production to demand 

~~der international commodity agreements should be pri~arily the responsibility 

of national gover~~ents on whom the cost of stockholding will exert additional 

leverage to ha8ten the adjustment. If this premise is accepted, it follows 

that the burden of financial assistance to international buffer stocks should 

properly be carried mostly by the IMF, the agency primarily concerned with 

short- term stabilization , and that the Bank's role should be supplemen~ary 

as explained below . 

Gnder the recent Fund decision, a member may draw up ~o 50 per cent 

of its quota in order to meet obligations assumed under an international 

buffer stock scheme. This amount may be drawn in a single year, but will 

be subject to an overriding limit of 75 per cent of quota governing drawings 

under the IMF's compensatory financing facili~y and buffer stock scheme 

~ogether. As in the case of drawings for comyensatory finance, drawings 

under the buffer stock scheme will not be charged agains~ a member's ceiling 

on regular fund drawings . (Unlike the former, however, drawings ~~der the 

buffer stock scheme will affect the degree of auto~acity of the availabili~y 

of regu:ar drawings.) When IM? quotas are increased in January 1971 , drawing 

rights under the buffer stock scheme will be enlarged proportiona~ely . 

Given the s~able resources which will be available through the Fund, 

particularly af~er the proposed quota increases, the question arises as to 

what role ~he World Bank might play in the financing of international buffer 

stocks. 7wo possibilities may be envisaged. One would be to assis~ countries 

in cases where their drawing rights under ~he Fund's buffer stock scheme prove 

insufficient in relation to their need to contribute to interna~ional buffer 

s~ocks. The other would be to refinance Fund drawings if , when repurchase 
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becorr.es aue at the end of three to five years , the buffer stock has not yet 

been ab:J..e to l~quidate its stock and repay rr.e~ber countries . 

Let us look at ~he refinancing loan first . The purpose of such a 

loan woula be to relieve the buffer stock agency of the need to sell when the 

~arket for the corrnodi~y is depressed . The loan should not , however, encourage 

t~e agency to hold stocks over an excessively long period of ~ime since a 

reasonably rapid turnover of stocks is of the essence of efficient buffer stock 

operations . If the stocks were not to be liquidated for a.s l ong as say ten years , 

it would signify that ttie agency was not conducting a buffer operation aesigned 

to smooth out short- term price fluctuations a~d tha~ its market intervention 

rules sDould have been adjusted . On tne ass~~p~ion that proper interven~ion 

rules are followed , it would be rather the exception for a buffer stock agency 

to hold stocks for more than even five years . To the extent that the IMF would 

be prepared to roll over its drawings, the likelihood of a need for World Bank 

refinanc~ng would be reauced, ana the aL,ounts involved for the balance likely 

to be sr.:all . 

This conclusion is reinforced, ~oreover , to the extent that future 

international buffer stock schem·::!S provide for internal financing such as the 

expor~ tax that was accepted in principle and incluaed in the draft cocoa agree-

rr.ent. Such in~ernal financing could subs~antially eliminate the neea for outside 

assistance beyond a build- up perioa of five years . As a rr.atter of fac~. haa the 

draft cocoa agreement been in effect during the period 1960- 68 , the hypothetical 

proceeds of the export levy would have been more than sufficient ~o finance both 

the acquisition of stocks and their carrying costs wi~hout any ex~ernal assistance 

fro~ the I~W or from any other source . Even if the Agreerr.ent had come into force 

in 1965 vher: there vould have been an i:r:unedia~e r"eed to make large stock purchases, 

~he expor~ le~J vould have obviatea the neea for short- term assis~ance beyond 
1/ 

~1vo years. -

);./ ::J.JF, "Some Aspects of Fund Liquidity and Buffer Stock Financing , 11 

28 March 1969 . 
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\{.:'l:..le -cne :~oregoing considerations suggest a :probable minimal need for 

Horld Bank re:i::1ancing o:' IMF drawings, o:J.e cannot be certain that the Fund will 

in fact roll over its buffer stock drawings, nor tha-c future international buffer 

stocks 1.,rill necessarily provide for internal financing, nor that such self-

:inc:~cing, if provi~ed, would fully satisfy the need for funds . If we assu.'Ue no 

roll-overs ~y the Fur.d and no self- financing, wha-c is the extent of possible 

cl~ims on Bank resources for r~:in~~cing fund drawings? And what addit:..onal 

clairr2 would arise from co~ntries whose buffer stock drawing rights under the IMF 

scheme prove insufficien-c from the start . 

Pn assessment of the magnitude of these potential demands for Bank 

assis"(,ance over a future period can in the nature of the case only be highly 

speculative. ATiong the relevant variables are: the probability of international 

agreements being negotiated for particular corr~odities; the :prospect that such 

agreements would provide for the establishment of buffer stocks; the size of the 

bu:fe~ stock; the width of the agreed price range; the relative emphasis placed 

in the agreemen"(, on buffer stock operations as against other stabilization 

tecbniq_ues; the extent to -vrhich only :par-cial payment would be n:ade upon the 

acq_uisi-cion of buffer stocks (e . g . the hal:-payment provision in the cocoa 

agreement); the degree to which countries 1 drawing rights u.nder the IMF buffer 

stock scheme may have been reduced throu&~ prior drawings under the compensatory 

fin~~cing scheEe in excess of 25 :per cent of q_uota; the lag of disbursements 

behiYld CO:::l.'ili tr:J.ents (the tircing of the fori::.er depending on the precise state of 

-che market, while the latter become effective when the agreement enters intb force) . 

An en~:J.eration of the foregoing factors is perhaps sufficient to convey 

t~e high degree of unce~tainty that necessa~ily attaches to any effort to estimate 

possiole calls for E~~k assistance in the f:..nancing of buffer stocks . Nevertheless 

succ a~ attempt has been ma~e by the 3ank staff in a quantitative analysis covering 

fourteen CO:::l.'TIOdit:..es identified by the u~CTAD Secretariat as candidates for 
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inteYna~ional bu~~er stocks: coffee, cocoa, tea, sugar, ~epper, lauric oils and 

seeds, rubber, jute and allied fibers, haYd fibers, copper, tin, lead, zinc and 

~ungsten .l/ ~~e principal assumptions underlying the analysis concern the 

pYo8abi:i~y of a bu~fer stoc~ agreement being signed for each of the corr~odities 

by 1972; the most likely size o-:: the buffer stock for each commodi-cy; and the 

probability distribution of disburse~ents expYessed as a fraction of cor.illritments . 

In order to safeguard against understatement, it was assumed -chat the recent 

co~~odity stabilization decisions of the Fund and the Bank would encourage 

in~ernational co~~dity agreements involving buffer stocks.~/ 

The findings of the study point to an exceedingly modest residual role 

for ~he Ban~ in financing capital contributions -co international buffer s~ocks . 

Among the members of the Bank, 61 developing countries are exporters of the 

corr~odi~ies for which international buffer stocks either exist or may conceivably 

be established . If the IM? did not rol: oveY its drawings and if the IBRD decided 

to yefinance them, the magnitude of net cumulative disbursements for refinancing 

p~Yposes by the Bank over -che period 1973-77 wo~d be of the order of $100 willian 

ar.d wo~ld be unli~ely to exceed $200 million .J/ 

ll-~ the case of tin~~ in~ernational b~ffer stock exists, but serious 
considera~ion has been given to increasing its size from 12 per cent to 
perhaps 18 per cen-c of world exports. 

~/:=JRD, "Financing of In-::: ernational Buffer S-cocks", Part Two, draft dated 
Noverr~ber 28, 1969. 

l/TGe ~uantitative analysis indica~ed that the mean disbursemen~ would be $162 
reillion a."'ld tha~, ''i th 90% probability, disbursements would not exceed. $326 
:r~illion (line l, Taole l, page 39, ciraft :::ove:n.b-2r 28, 1969, op . cit. ) . As 
noted in para. 69 of the ci~ed paper, these figures ~rovi~e a."'l upper limit o~ 
~~e ~~ount which tte Bank mi&~t have ~o d.isb~Yse. However, some of ~te buffer 
stod:s would have lig_uidated -cheir toldings in less ~han five years and 
Yeilr,bursed the member countries. 7ne la~ter would therefore be in a position 
~o pay back the F~~c., thus reconsti~uting -cheir drawing righ~s. Bank 
C.isb~rsements would therefore be substantially lower ~han the figure shown in 
'J:'able 1 . 
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wnen accolli~t is taken of ~he prospective increase in IMF quotas , the 

61 countries will have access to crawings under the Fund's buffer stock facility 

anounting to $3 . 2 billion. Nevertheless, the required net cumulative 

disbursemen~s of some co~tries over the period 1973- 77 could, according to the 

study, exceed their drawing rights under the IMF's facility, but only to a 

maximum extent of $62 million, and the maximum muu.ber of 11 problem countries" 

requiring assistance supplementary to their IV~ buffer stock tranches would be 

six . Tilese small figures define the probable extent of the total net call upon 

Bank resources over the five - year period on the assumption that no Bank 

refinancing of Fund drawings takes place . 

In sum, if the Bank Q~dertook both to refinance buffer stock drawings 

fror:. the Fund and to assist the 11problem countries 11
, the net cumulative call 

upon the Bank resources in the period 1973- 77 would be lli~likely to exceed about 

$250 million, and the most probable fig~re would be of ~he order of $100 million . 

W'ilile the full amoun.t could conceivably be requested in a single year, the average 

annual ca:l upon Bank resources for bo~h purposes over the five - year period would 

probably amount to about. $20 million per year. 

Tne foregoing estima~es are predicated on the assumption that the full 

50 per cen~ of H1F q_uotas would be availaole for buffer stock financing . Up to 

half of this amount, however, could be used up if full prior access had oeen had 

to a country's drawing rights under the Fund's compensatory financing facility . 

But actua~ use of the latter facility has oeen modest : outstandir-g drawings are 

approximately $200 million ~~d have never exceeded $300 million . Never~heless , 

if consideration is given to· ~he possibility that half of the I~ buffer stock 

financing right have been used up, a fe1-r additional coun~ries might need recourse 

to na~k financing, but the amounts involved wou:d sti:l remain small . 
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:Uespi te the nodes-c role c..r.:tici:pated for t::te Horld Ban~ in the financing 

of international buf~er stocks, its willingness to cooperate in this field has 

ta~e~ on a certain adCitional signi:icance of a symbolic character . It might 

-cherefore be desirable to remove the a.mbigui ties in the :present Board decision 

which would :permit the Bank, "while naintaining its normal lending s-candards", 

to take into accoun-c c..dCi tional bor-rm.ring needs of ner:1oers arising from 

:par-cici:pation in appropriate inter~ational buffer stock arrangements . The 

decision has been construed by sor.1e to mean that the vehicle for Bank assistance 

for buffer stocks vould only be its normal :project loans. Wnile this interpretation 

is unduly restrictive, it rr~ght nevertheless be helpful to state simply that the 

Bank is rec..dy to lend to rr.ember cou~tries directly for the :purpose of assisting them 

to participate in international buffers-cocks. Confirmation by the Executive 

Direc-cors of -chis interpretation of their decision would be helpful. 

IV . Diversifica-cion and the Wor:d 3c..~~ 

The traditional western view that international corr~odity arra~gements 

shoU:d moderate shor-c- term fluct~a-cions i~ :prices c..nd earnings bu-c should not 

ciisturb long-term trends has in the lase; half- dozen years given 1-ray to the more 

ac-civist ~ew that the ir:1provenen-c of ~ong-term trends is in itself a legitimate 

~~d indeed, a nore conpelling, oojective of internc..-cional cooperation . Whe-cher 

or ~ot the vehicle consists of corr~odity agreements, an essential element of such 

broc..der cooperation is the diversificatio~ of developing countries' econonies away 

frow primary commodities with unfavorable eA~or-c prospects to other activities with 

a more favorable ou-clook . Pare; of the rationale for diversification is that it 

will ir:1prove the :price trends for less developed co~~tries exports and -chereby 

bring about a transfer of reso~rces from developed to developing countries . 



- 15 -

Diversification occupied a cen~ral place in the Board's discussion of 

the co~~~odity problem, ar.d a cecision was t~~en to give special consideration to 

projects which restrain or reduce over- production of primary products . The 

discussion did not , however , eA~lore fully the possible implications of a more 

activist role in the corrnodity field ~or ~he Bank's normal tecr.niques of project 

evaluation . 

Normally, when the Ban~ considers a commodity projec~ for country A, 

it calculates a rate of re-'curn by comparing the opportunity cost of production 

in that coun~r<J "lvith an estimated future world price . The project's ir::.pact on 

co~~-'cries ot~er than A would ordinarily be ignored . Althou&~ account is taken 

o~ t~e i~pact of t~e projec~ on world markets, this is done only as it affects 

co~ntry A itself by lowering world prices . Since the project's exportable 

outpu~ is usually small in relation to ~~e volume of world exports, the impact 

of countr<J A's project on world prices remains generally well within the margin 

a£' e:·ror cf the projected vrorlC. price . Consequently , this correction factor 

is unimpor~ a~t for co~~try A, bu-'c for cour.try A only . Tne accumulated losses of 

all developing countries o~her than A can be m&~y times greater than the gain to 

coun~ry A. 

There are circ~~£-'c&~ces , however, when the Bank does t~~e into account 

t._.e impac~ of an invest;ment in country J ... on ot-her developing coun~r .1.es . -_, 
.L.l. 

t.~ere were a corrwodity agreement , for exa~ple, ~he Bank might well hesi~a~e to 

finance a project in a count:~ that had not signed the Agree~ent even if ~he rate 

of ret-urn were hign . In this case the Ban~ realizes that by financing the 

pro~ect it would be undermining the Agreement and t-hereby damaging the interests 

o~ other developing countries . 
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Similarly, even in ~he absence of a co~~odity agreement, the Bank 

would hesitate ~o lend to increase the product~on of a coTh~odi~y anywhere when 

a shar~ decline in price has t~~en place . Although this policy may be 

des~abilizing in the case of co~8odities with long gestation periods, it 

does provide a~other illustration of Bank policy being governed i~plicitly 

by a concern for ~he repercussions of its operations beyond the country in 

vrhich ~he project may be located . 

In genera.::_, hmrever, the Ban.'-\.' s approach to project evaluation is 

still highly coun~ry- orie:J.ted, vrith little attention ordinarily given to the 

interaction between countries . This tendency can perhaps be explained by 

the traditional heavy concen~ration of Bank lendi~g in the povrer and transport 

sectors, both of which produce non- tradeable goods . With the expansion of 

Ban~ operations into o~her fields, and par~icularly into primary co~~odities , 

i~ becomes essential to take account o: the i~pact on other countries of 

~olicies adopted tovrard a given country. 

':::he distinction dra-vm betvreen national and in~ernational effects 

is analogous to the distinc~ion be~ween p~ivate and social rate of ret-urn . 

Governnent subsidies are legi -cima~e 1v-here private returns are lovr "':::lut social 

returns are high, e.g., conserva~ion and pollution. Si~ilarly interna~ional 

financing should sti~ulate activi-cies, such as research on improved grain 

varieties, which yield high interna-cional ra~es of return even -chough the 

retc.:rns may be modest to the country vrhere the research is carried out . 

Contra:::-i-vrise, an ir..tere1atio!1al insti -cution whose fu...11ction is assisting 

developing countries should not provide a loan for research on syn-chetic 

cocoa, regardless of how high ~he re-curn to the recipient country or to 

~igh-income consuming countries might be . 
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3y a~firnir.g its support last J~~e for projects which wo~ld help 

restrain overproduc~ion of primary procucts, the Bank has implicitly 

recognized t~e importance of an improvement in the terms of trade for the 

developing countries . As a source of additional resource trans~ers, more 

favorable export price trencs may be of greater significance than an increased 

volume of aid . In order to pu1·sue this ob~ ecti ve in a more systemat i c ~:ray , 

hovever, it vould be necessary for the Bank to develop and articulate an 

overall conmodity strategy tha~ clearly recognized the importance of maximizing 

the "social rate of retti.rn" for the developing worlC. as a whole . 

V. A Ne~:r Role for ~he Horld 3an3: 

A nevr ro2-e for the Bank in the collli~odity field can be envisaged 

by analo~J vrith i~s role in assis~ing individual countries in their develop­

men~ efforts . 

Following a country- by- country approach , tne Bank is novr preparing , 

subject to annual revision on the basis of full- scale country economic missions, 

five - year country progrs~s of probable developments ~n each count~], an 

indication of the direction along which these developments should be modified , 

and an outline of ~he actions to be t~~en by the Bank to facili~a~e the modi­

fications . Formulation of such prograr~ does not mean that the Bank believes 

tr.~t it should or could control ~he develop~ent policies of any given country . 

:Lt sir:~:ply reflects the Bank's convictio:1 . "chat , if it ¥rishes to exert some 

leverage on a country's developmen~ policy, it must have a development strategy 

for that country. 

Fol2-owing a co~.odi~y-by- cor:~odity approacn, the Bank could also 

prepare and revise a~ yearly in~erva2.s "co:Lnodity progr~s" for the :n:.ajor 

pri::::.ary corr.modities . ':2ne"co::a~odity :progrmr.s" could be established in three 

s~e:ps : 
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l . ?erspectives vould be established of tte ~est :ikely develop~e~~s in 

cemand, produc0ion and prices for ~hose corr~odities of importance to 

developing countries . Par~icu:ar attention wo~ld be given to the 

p~ojection of prod~ction , which is beneral:y the we~~est element in 

corr.nodi ty forecasts . ':::tis would req_L..ire a revie"l-r of production po::::.cies 

a~d. ir.ves~~er.~ plans and an analysis of the ~esponse of production to 

p~ices . This first s~ep s~ould lead ~o a picture of what wo~ld be mos~ 

like:..y to occur in -r.ne different com... .... od.i -cy rr~a:L·kets in the absence of 

any Banl<: ac~ion . 

2 . An analysis would then. be made of how tr ... e r..ost likely evolution could be 

improved . In naking -c~ ... is assessr::en~ the Banl~ "IWUld ~ake into accoun~ 

both demand and supply elasticities as well as opportuni-cy cos~s in the 

vario~s producing cour..tries . 

3 . '::'he Bank "\.:oul..S. C.e:ir.e its stra-cegy :or the cor:u::odi ty conce~neC. 0:!1 a 

global basis . It wou:d be expressed bo-ch in terms of overall policies 

and terr::s of specific 

1/ 
cc~ntries .-

invest:rr.en~ ~arge-cs :or Bar-~ lending in ir..d.ividual 

The country and the commodity approaches are no-c indepe~den~ but 

a.:.·e only two different -vrays of ::coking o..-c ~~-:e sa.:ne pro-oler:: . By using -che ~wo 

approaches sir.:;;2.tar:eo...._sly and by insuring consistency be~vreen them, an 

op--ci:r.u:;; 3ank s--crategy cn.:1 -be developeCi. l·lhich takes account of --che interaction 

betvee:!:l cou:1tries -chrougho...._t wo~:d cor:J.D.oai ty :::::carket-s as expressed in a social 

~ate o: return for the developing world as a whole . 

l/ :?or a draft "technical paper on this su-8ject see ":Jiversi:'ication 
Bene:i ts a:-.d Cri -ceria for Pro~ec-c Selection , " 25 Septem'::Jer 1969 . 
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':'a carry out its "cor.-.r.:odity :programs," the Ba:1.k could e.xert leverage 

ir. a nurr:ber of -vrays : -chrou;;h i-cs lending operations and, in particular, 

t~roug~ -c~e co:-.. d.i -cions stipulated. .J..u Bank loans ; -chrough i-cs general policy 

ad.vice eitt.er d::.rect :::..y or through consu:::..tac;ive gro1.:ps chaired. oy -che Ban:i; 

t~.rough t.~e ro:ie it nay oe as:ied. to play in co:::mod.i ty d.i versification :u...>;.d.s; 

thro<.:gh ad.vice to international corrnod.i -'vy cou..."'l.cils, parc;icu.larly i·Ti th respec-c 

to relative oppor-cur.ity costs as a basis for -che reallocation of ~uotas ; 
~./ 

a:-.d., H:C.ere appropriate , by s<.:ggesting -co the conpete::t U. K. body that a 

cor.:erence be called. o:'1 a partic-...;.lar cc.81od.i -'vy ar1d by presenting sugges-cions 

as to the nature c: ~ ~sirable ~rrangenents . 

:::one of these actions \·,·auld be in con:::'lict wi -ch the Board. decisions 

on corrz:-1od.i ties . Vli thin those guidelines the Bank could play a leading role 

in influencing vorld co::.'"od.i ty -crade if i -c -vrished to d.o so . The prere~u.isi -ce, 

~ovever, would be for tne Ban:~ -co establish "co::'.:r.od.i ty progra.r::s" along the 

l i nes proposed in this paper . 

In view of the novel-cy a: this approach, it is suggested -chat it 

be done initially for a few ccffifficd.ities on an experimental basis . 

.i. . S. :rriednar: 
' F~ar:~ 

L . Coreux 

;_/ ?or "'xa.::np=:..e, :::.: E'..lrL:.ncii coU::..d export r.oc;hing but cof:::'ee, vhi::..e Brazil 
~:ad. a choice be·cveen cof:::'ee a:1d. scne-chir1g e=..se , -c~e rela-cive opport"t.:...>;.ity 
cas-e would. be lo-.rer ir1 3arur~ .:..i "Cha:1 ir. Brazi::.., eve::1 if market. costs Here 
:1lgcer . Gnder such cc:1.d.it.ions , the 3a~~ could ~aLe a case for revis i ng 
Burundi's ~uota i.:.:p.·rard . 
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Kennedy before the Council on Foreign Relations. 

If these remarks are not considered "off the record", could we 
suggest that they be circulated by :.!r. Wiezorowski to the Executive 
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EllL~NC I l'JG DEVELOPr'!ENT· IN THE I ESS DFVELOPED COUNTRIES · 

·EIGHT QUESTIO\IS FOR THE SEVEf'!TIES 

THIS IS A TIME bF CONCERN ABOUT THE FUTURE ·OF 

I NTERf·lAT I O~L~L EFFORTS TO FINANCE ECO~·~OMI C . 

DEVELOPMENT IN THE LESS DEVELOPED NATIONS. · THERE 

. . . 

ARE .MANY VIEWS ON THE SUBJECT . 
. I I • 

: . ... . ' 
I ' I ' ' 

•, I' ', • " ' ' 

• J • 

,, . 



-2-

THIS IS .AN APPROPRIATE TH'IE, THEN, TO DISCUSS ~~liTH 

YOU SOME OF MY VIEWS ON QUESTIONS INVOLVING ECONOMICS AND 

FHlANCE. TREASURY IS HE.~VILY INVOLVED IN THIS FIELD 

THROUGH THE SECRETARY OF THE TREASURY'S POSITION AS THE 

U.S. GOVERNOR OF EACH ·MULTHL~TIOW\L BANK .. 

' . . . . . ... . . . . .... '. . . . .. . . . . .. . 

ONE QUESTION IS HOW MUCH Ef'·'! PW1.S IS SHOULD BE PLP.CED ON 

I i 
.... . .... .. . ' . . . ' .... . .. . 

E!ULTILATERAL FUW~!CIAL INSTITUTIO!'JS, AS CONTRP.STED HITH 
! 

BILATERAL PROGRAMS? 

~1Y MlSHER IS THAT WE SHOULD SHIFT TOV/ARD HlCREASED 
' . 

' 

RELIANCE ON THE MULTILATERAL APPROACH AS RAPIDLY AS 

OTHER COUNTRIES ARE PREPARED TO MOVE AND AS THE MULTILATERAL 
'! 

INSTITUTIO;,Js THEf-1SELVES P.RE CAPABLE OF HANDLING AN . . . 
' 

EXPANDED LEVEL OF ACTIVITY. · AT .. 1HE SAME TIME, WE MUST 

' 'I 



,. 
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RECOGNIZE THAT BILATERAL PROGRAf'~S \-'JILL CONTHlUE TO BE 

NEEDED IN ORDER FOR US TO PROVIDE ADEQUATE LEVELS OF 

AfD A~D TO MEET THOSE POLITICALLY SPONSORED AID 

OBJECTIVES. 

·THERE HAS BEEN A CLEAR SHIFT TOWARD MULTILATERALISM 

) 
! : . Hl THE PAST DECADE. A STRONG FRM·1E\'JORl< OF REGIONAL Mm 

' ! 
' ' 

·.: 

! J 

'. 
I' 
' . . ' 
'; 

.·, 

. \ 

WORLD-WIDE DEVELOPMENT BANKS HAS EVOLVED. : 

PRESIDENT 'NIXON HAS f1ADE CLEAR HIS SUPPORT FOR THE 

MULTILATERAL APPROACH TO DEVELOPMENT. LET ME MENTION 

SOME OF ITS MAJOR ADVA~TAGES: 

. .. -- IT PERMITS EACH DONOR COUNTRY TO CONTRIBUTE . 

. ' 

ACCORDING TO ITS FINANCIAL STRENGTH, HITH ALL 

COUNTRIES CO~TRIBUTING 0~ THE SAME TERMS . 
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-- IT PERMITS A POOLir-lG OF l(flQ\vLEDGE AND EXPERTISE ON 

DEVELOPMENT PROBLEf1S HH I CH NO SINGLE COUNTRY CAN . 

NUSTER. 

. . ... . ... ' . '.. . . . . . . . . . . . .. . . . . .. . . . .. 

· -- IT PROVIDES FOR ALLOCATION nF ASSISTANCE ON THE BASTS 

. OF . DEV~LbPMENT .NE~D RELATIVELY FREE FROM 

POLITICAL TIES OR COMMERCIAL· FACTORS, THEREBY 

MINif~IZING POLITICAL r~OTIVATION FOR AID. 

-- THE MULTILATERAL INSTITUTIONS ARE FORUMS FOR 

BRINGING INTER~ATIONAL INFLUENCE TO BEAR ON DO~OR 

. . 

COUriTRIES HJ CONNECTION HITH THEIR AID POLICIES, . 

M.JD ON REC I-PI Ei·H COUrlTR I ES TO FOLLO\~/ GENERALLY 

ACCEPTABLE DEVELOPMENT POLICIES. 
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-- A NUMBER OF THE INSTITUTIONS HAVE THE LEGAL 

. AUTHORITY AND THE FINANCIAL STANDHlG TO 

MOBILIZE PRIVATE AS WELL AS PUBLIC CAPITAL FOR . 

. THE DEVELOP!•1EiH TASI< I 

BUT THERE ARE IMPORTANT LIMITATIONS ON THE EXTENT 

AND THE SPEED 1.4ITH vJHICH Y/E CAN SHIFT THE 
I • 

EMPHASIS FROM BILATERAL TO MULTILATERAL CHANNELS 

OF DEVELOPMENT FINANCING. SOME DO NOR 

£0UNTRIES HAVE BEEN LESS THAN CONVINCED OF THE · 

ADVANTAGES OF THE MULTILATERAL APPROACH AND HAVE BEEN 

. '. ' 

~-----
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RELUCTANT .TO I~CREASE RELIANCE ON -- AND CONTRIBUTIONS TO --

. THESE INSTITUTIONS. SOME HAVE SUGGESTED THAT THE UNITED 

STATES, OR OTHER INDIVIDUP1 COUNTRIES, f'I.~KE P.DDITIONAL 

CONTRIBUTIONS TO THE f11ULTILATERAL INSTITUTIONS SEPARATE 

. FROM AND INDEPENDENT OF THE CONTRIBUTIONS MADE BY ALL 

DONORS TOGETHER. I DO NOT SHARE THI S VIEVJ. I BELIEVE THAT 

·WE MUST BE CAREFUL NOT TO DEVIATE FROM THE FUNDAMENTAL 

PRINCIPLE OF BURDEN SHARING, BY APPEARING TO USE THESE 

INSTITUTIONS P.S CHANNELS FOR BILP.TER,;L PROGRA~1S. THUS v/HILE · 

I THINK VJE SHOULD ACTUALLY 1·10VE FURTHER TOWARD GIVING AID 

VIA 11ULTILATERJ\L INSTITUTIONS, HE CAN PROCEED ONLY AS 

RAPIDLY AS THERE IS AN INTERNATIONAL CONSENSUS TO MOVE,. AT 

THE SAME TH!jE, ~~E HP.VE A RESPONSIBILITY TO ENCOURAGE 

OTHER COUNTRIES TO JOIN US IN ADVANCING THIS 



MULTILATERAL APPROACH. 

A SECOND QUESTION IS THE POSITIO~J OF ECONOf1IC 

ASSISTANCE IN AN ENVIRONMENT OF SEVER BUDGET STRINGENCY. 

· A GREAT DEAL IS BEING HEARD TODAY ABOUT COMPETING 

PRIORITIES, ABOUT THE DEMAND FOR BUDGETARY FUNDS AND 

· · THE EXCESS OF EXPECTATIONS OVER RESOURCES. THE PRESIDENT 

Af~D BUDGET DIRECTOR MAYO HAVE ~~ VE:RY D I FFI CULT TASK OF 

ALLOCATING THESE FUNDS AMONG AGENCIES AND AMONG PROJECTS. 

I SHARE WITH THEM THE RESPONSIBILITY OF TbTALING UP ALL 

THE COSTS AND MEASURING THEM AGAINST THE REVENUE AND OUR 

FISCAL OBJECTIVES. 

NOW THERE IS NO QUESTION THAT ECONOMIC ASSISTANCE 

HAS FELT THE BUDGETARY ENVIRONMENT, BUT IT HAS BEEN FELT 

PRH1P.RILY ON C.~PITOL HILL. FORTUNATELY THE MULTILATERAL 



; I 
I 
: I 
' ' ' ' 
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.. 
INSTITUTION HAVE FARED WELL THERE. 

MANY OTHER DONOR COUNTRIES WHO HAVE DONE LESS IN 

THE f~AY OF SOCIAL CAPITAL INVESTMENT OVER THE ·YEARS THAN 

WE HAVE. ARE NO\v PARTICULARLY CONSCIOUS OF THEIR 

RESPONSIBILITIES TO THEIR OWN PEOPLE, AND I EXPECT THAT 

vv;NY COUNTRIES IN THE YEARS .~HEAD ~/ILL BE FACING THE 

DIFFICULT CHOICE OF DIVIDING UP THE BUDGETARY DOLLAR 

· ~ BETWEEN SOCIAL CAPITAL OBJECTIVES AT HOME AND ECONOMIC 
1 :',; 

1 
I 

1 ASSISTANCE OBJECTIVES ABROAD. THERE IS NO NEED FOR :ME 
I 
I I 

TO ELABORATE UPON .THE VERY IMPORTP.NT D0~1ESTIC POLITICAL 

CONSIDERATIONS THAT OTHER COUNTRIES P.ND OUR OWN WILL BE 

FACING ON THIS SUBJECT IN THE DECADE OF THE 70'S, 

/ 
. ..A. THIRD .. QUESTION . TS .THE . POSSIBLE ·rrNI<AGE . OF . RESERVE 

CREATION . \-'liTH ' ICONO~H c· ·ASSTST~~NCE . TH ROUGlf THE . SPECIAL 
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I ~ 
I: 

· DR.~/IING RIGHT, PEOPLE FREQUENTLY OVERLOOK THE FACT THAT THE 

DEVELOPING COUNTRIES RECEIVED AL~10ST A BILLION DOLLARS A 

COUPLE OF WEEKS AGO IN THEIR SDR ALLOCATION OF THE · 

INTERNATIONAL t·10NETARY FUi~D AND v./ILL RECEIVE ABOUT $800 

. . 

MILLION IN EACH OF THE NEXT TWO YEARS. I BELIEVE WE 

~1UST CONCENTRATE OUR EFFORTS UPON t1AKHlG SPECIAL DRAHING 

· RIGHTS A FULLY ESTABLISHED, HIGHLY VP.LUED RESERVE ASSET. 

A FOURTH QUESTION IS: -- SHOULD THE INTERNATIONAL 
·:.'·; 

· DEVELOPMENT EFFORT BE RESTRUCTURED TO CENTRALIZE 'ALL 

·· EFFORTS ~'IITHIN P, SINGLE TIGHTLY KNIT ORGANIZATION 
'· . 

· FRAMEWORK? ···· 

. . ' ' . 
. ' . 

----------~---------------~----
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COORDHlATION OF DEVELOPMENT EFFORTS CNJ AND CERTAI NLY 

-
SHOULD BE STRENGTHENED AND Ir~PROVED, TO DO TI-l IS I BEL I EVE 

HE f~UST BUILD ml PRESEiH COORDINATI ~lG PROCEDURES. THERE 

IS A SUBSTANTI·AL PATTER~l OF JOINT EFFORT UPON vJHICH TO 

BUILD.· BUT I HE ~1UST FURTHER DEVELOP AND If1PROVE 

THE FOCUS OF OUR CONSORTIA, CONSULTATIVE GROUPS, AND 

OTHER COORDINATING BODIES. 

·'I 
BUT THERE IS A DANGER IN TRYirlG TO PRESS THIS 

TOO FAR. 

WITH THE WORLD'S DEVELOPMENT EFFORTS GROWING IN 

MAGNITUDE, COMPLEXITY AND COMPREHENSIVENESS SUGGESTIONS ARE 

I NCREAS I f.lGLY HL~RD OF THE NEED FOR A SORT OF "SUPER 

COORDINATION" -- THAT IS BRINGING TOGETHER THE TOTALITY 

------~~-----------------
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OF THE DEVELOPMENT EFFORTS OF ALL COUNTRfES AND 

INSTITUTIONS INTO AN OVERALL ENDEAVOR OPERATING ACCORDING 

TO SOME MASTER PLA~. 

I HAVE STRONG DOUBTS THAT ANY SUCH EXCESSIVE 

: ' CONCENTRATION \~OULD BE EITHER POSSIBLE OR DESIRABLE. IT 

SEEMS TO ME UNREALISTIC TO THINK THAT ALL AID-GIVING ENTITIES 

AROUND THE WORLD COULD BE BROUGHT AROUND AT ONE POINT OF 

TIME TO SUBSCRIBING TO ONE POINT OF VIEW, OR ONE 

SCHEf'IE OF THINGS, EITHER IN liO\'J THEY LOOK .~T A SINGLE 

DEVELOPING COUNTRY OR ~.LL OF THE LESS DEVELOPING ~ . : :·· 

\~ORLD TAKEN TOGETHER. HlDIVIDUAL NATIO~·JS AND INDIVIDUAL 

INSTITUTIONS HAVE SEPARATE INTERESTS, . INDEPENDENT 

--·-. ··~·---·· --·---- -·-·-·------ - · 
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. . . 
POINTS OF VIEH, AND I THINK THE HORLD GAHlS RATHER THAN 

· LOSES BY ALLOWING THE EXISTING MULTIPLICITY OF 

COORDINATED APPROACHES AND FLEXIBILITY OF PROGRAMS. 

. . . . . ... . . .. . ' ... . . . 

MY NEXT QUESTION IS WHAT IS THE APPROPRIATE BALANCE 

BED~EEN OUR ENERGETIC PURSUIT OF DEVELOPi1E~lT nBJECTIVES, 

AND THE u.s. ROLE HJ .ADVANC r NG A:m STRENGTHEN r NG ·tHE 

WORLD-WIDE MULTILATERAL TRADE AND PAYMENTS SYSTEM? 

I; 

ARE THEY C0f~PLH1ENT.ARY OR ARE THERE Lir~ITS IN OUR 

PURSUIT OF GENERALIZED TRADE PREFERENCES OR INVESTMENT 

INCENTIVES IN THE LDC'S WHICH ARE ENCOUNTERED 

BECAUSE OF OUR NECESSITY TO· STRErJGTHEN THE GLOBAL 

TRADING SYSTEf1? 
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AS THE DEVELOP~1Ern ASS I STANCE EFFORT BECOf~ES V!ORE 

COt1PREHEt,!S I VE, DEVELOP~':ENT POLICY rmVES OUT FROM STRICTLY 

FOREIGN AID ~t~TTERS INTO BROADER POLICY AREAS 

AFFECTING ALL TRADE AND INVESTMENT. THE OPPORTUNITIES 

· FOR S01~E CO~lFLI CT BETHEE~l DEVELOPf~E;·JT POLl CY P.ND THESE 

. . OTHER GLOBAL POLl C I ES INCREASE f'INH FOLD;· 

• . 

OUR FOREIGN TRADE A~D INVESTMENT POLICIES ARE 

BASED ON THE BROADEST OBJECTIVE: A WORLD OF CONVERTIBLE. : 

CURRENCIES, FREER TRADE, INTER-DEPENDENT, MULTILATERAL 

WORLD -- WIIICH MAXIMIZE LEVELS OF TRADE AND INVESTMENT, 

AND MAXIMIZED ACCESS TO MARKETS BY ALL COUNTRIES . . OUR 

DEVELOPMENT POLICIES MAY DEPART FROM THESE GRANDER OBJECTIVES, 

~----~----------~----~- ~ 
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WHEN LOCAL PROCUREf'IDlT PREFERE~lCES~ PREFEREr.JTIAL TRADE AND 

INVESTMENT PRIVILEGES ARE COU NTER TO THE MOST FAVORED 

NATION PRHJCIPLE. B.UT IN · P.CCEPTING SUCH PREFERE f'l CES~ 

.. 

WE SHOULD NOT 'LOSE SIGHT OF OUR BROADER~ INTERNATIONAL 

I NVEST~':ENT AND TR.~DE OBJECTIVES. S H1I Lft.RL Y, IN THE 

APPLICATION OF OUR TAX POLICIES~ INVESTMENT GUIDELINES~ 

' 
~ BALANCE OF PAYMENTS POLICIES. WE WOULD ESTABLISH ONE · 
~ 
'J 
1 

' 
' .j 
~ , . . 

SET OF RULES IF OUR OBJECTIVE WERE SOLELY TO FIND WAYS 

TO TRANSFER RESOURCES TO THE DEVELOPING COUNTR1ES. BUT 

THESE RULES FREQUENTLY NEED TO BE MODIFIED WHEN WE TAKE 

. ACCOUNT OF OBLIGATIONS TO THE MULTIL!-\TERAL TRADE AND 

PAYMENTS SYSTEMS. 
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TI1E SIXTH QUESTION I WILL MENTION IS WHAT APPROACH 

SHOULD BE FOLLOWED ON TI~E DEBT SERVICING PROBLEMS WHICH THE 

LESS DEVELOPED COUNTRIES ARE LIKElY TO FACE OVER THE 

COMING YEARS? 

. THE EXTERNAL PUBLIC DEBT OF THE DEVELOPING COUNTRIES 

· HAS INCREASED AT A VERY RAPID RATE IN RECENT YEARS. TOTAL 
' I 

OUTSTA~DING DEBT OF THE DEVELOPING COUNTRIES HAS GROWN 

FROM LESS THAN $20 BILLION IN 1960 AND IS APPROACHING 

$50 BILLION NOW. THE BURDEN OF SERVICING THIS DEBT HAS ALSO 
I ; 

1 

INCREASED SHARPLY AND ON THE BASIS OF DEBTS ALREADY 

OUTSTANDING IT IS APPARENT THAT A NUMBER OF THE DEVELOPING 

I '. ' t COUNTRIES COULD BE FACED WITH DEBT SERVICING PROBLEMS ·rN 

VARYING DEGREES OVER THE COMING YEARS. 



·' 
1 
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~ 

' I 

' . : . ' ' . 
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• I 

J 

. ' ' 

' I . ; 
. ' 

GIVEN ON THE ONE HAND THIS SHARP INCREASE IN THE 

BURDEN OF DEBT SERVICING, AND ON THE OTHER THE INCREASING 

DIFFICULTY OF OBTAINING APPROPRiATED FUNDS .FOR DEVELOPMENT . 

ASSISTANCE, ATTENTION HAS BEEN GIVEN TO THE POSSIBILITY OF 

NEW APPROACHES TO DEBT RELIEF, AS A TECHNIQUE NOT SO 

CLOSELY TIED ·To THE APPROPRIATIONS PROCESS. 

. -
IN RELEASING THE ROCKEFELLER REPORT IN NOVEMBER, 

. THE PRESIDENT ASKED ME TO CONSIDER THE GOVERNOR'S 

RECOMMENDATION REGARDING A POSSIBLE RESCHEDULING OF DEBT 

SERVICE REQUIREMENTS IN APPROPRIATE ·CASES WHERE ACTION IS 

INDICATED. 

MANY OF US FEEL THAT IN THE YEARS AHEAD THE BURDEN OF 

DEBT AMORTIZATION MAY NOT ONLY SERIOUSLY IMPEDE ECONOMIC 

GROWTH, IT COULD ALSO LEAD TO CASUALTIES IN THE DEVELOPMENT 

PROCESS~ 

• I 
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WE ALREADY HAVE THE SITUATIONS OF DEBT RESCHEDULING \'!HEN 

A CRISIS IS IMMINENT, AND WE HAVE A COMPREHENSIVE EXERCISE 

. . . 

. GOING ON NOW IN INDONESIA, FOR EXAMPLE. IS THERE A WAY 

IN INDIVIDUAL CASES TO ANTICIPATE THE PROBLEM IN A BALANCED 

MANNER, WHICH KEEPS THE FINANCIAL DISCIPLINE AND THE CREDIT 

OF THE COUNTRY I NT ACT AND PERM I IS ACH I EVEf~ENT OF A 

REALISTIC DEVELOPf1ENT PROGRAM? THIS SUBJECT ~/ILL BE 

COf1f~NDING OUR ATTENTION IN THE ~10NTHS AHEAD. 

~W SIXTH QUESTION ·ts - vJHAT SHOULD BE ·auR .. ATTlTUDE 

·TOWARD AID TYING? 

. OUR OBJECTIVE IS CLEAR-~ THE U. S. SHOULD GIVE AS 

MUCH 'GOOD QUALITY AID AS POSSIBLE AND ENCOURAGE OTHER 

DONORS TO DO THE SAME, SINCE THE DEVELOPING COUNTRIES 

CAN EFFECTIVELY USE 

~--~------.----~---
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A~10UNTS SUBSTANTIALLY IN EXCESS OF vJHAT THEY ARE RECEIVING. 

ORIGINALLY, IN THE MARSH.4LL PLAN DP.YS, THE U.S. 

ACTIVELY ENCOURAGED USE OF ITS AID FUNDS FOR OVERSEAS 

PROCUREMENT. SINCE 1959 STEPS HAVE BEEN TAKEN TO REDUCE 

THE FOREIGN EXCHANGE COSTS OF OUR AID PROGRAM BY TYING 

. . 

IT TO. u I s I PROCUREf1lEI~T I BOTH BECAUSE OF ~10UNTING CONCERN 

. . . 
OVER THE U.S. BALANCE-OF-PAYMENTS POSITION, AND BECAUSE OF 

THE VIEW THAT THERE WAS NO REASON WHY u.·s. SUPPLIERS SHOULD 

NOT BENEFIT FRDr1 THE SALES, PARTICULARLY IF IT vJOULD MODERATE 

PUBLIC AND CONGRESSIONAL CRITICISM OF AID. SUBSEQUENTLY, 

IN ORDER TO IMPROVE THE EFFECTIVENESS OF TYING, STEPS WERE 

. TAKEN TO ASSURE THAT AID-FINMKED EXPORTS HERE "ADDITIONAL" 

AND DID NOT SUBSTITUTE FOR COf1MERCIAL EXPORTS THAT WOULD 



HAVE BEEN SOLD ANYWAY. 

ALL OF THESE REQUIREf~ENTS RELATED ONLY TO OUR BILATERAL 

PROGRAMS. THE MULTILATERAL _INSTITUTIONS HAVE SOUGHT WHERE · . 

POSSIBLE TO PRESERVE COMPETITIVE BIDDING, WORLD-WIDE OR 

Af~ONG r1EMBERS, THOUGH THERE ARE CERTAIN SPECIAL RULES IN 

THE REGIONAL BANKS. ·· 

LAST APRIL PRESIDENT NIXON BEGAN A DISMANTLING OF 

SELECTIVE BALANCE-OF-PAYMENTS CONTROLS,: BEGINNING WITH 

THE PRIVATE SECTOR. LAST SUf1~1ER HE REf~OVED THE "P.DDITIONAl.ITY/1 

REQUIREMENTS, WHICH HAD BECOME A POLITICAL LIGHTNING ROD FOR 

THE FRUSTRATIONS INHERENT IN A DEBTOR-CREDITOR RELATIONSHIP, 

rAND IN THE FALL HE RELAXED. AID TYING FOR LATIN A~1ERICA, IN · 

THE CONTEXT OF OUR ·POLITICAL RELATIONSHIPS IN THE HEMISPHERE . 

• ;.. .. _____ __ p _ _ .._ 
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~~IE vHLL BE MAKING FURTHER PROGRESS IN THIS DiRECTION 

OF LESS TIED AID SHOULD WE BE SUCCESSFUL IN OBTAINING 

A SUBSTANTIAL REPLENISHMENT OF INTERNATIONAL DEVELOPMENT 

ASSOCIATION WHERE BIDDING IS ON A WORLD-WIDE COMPETITIVE ~ 

BASIS. WE ~·JOULD HOPE THAT OVER TIME FURTHER STEPS HILL 

BE POSSIBLE, KEEPING IN MIND OUR BALANCE OF PAY~1ENTS POSITION 

AND THE TYiNG PRACTICES OF OTHER DONOR COUNTRIES . 

. . . . .. . .. . . . . . .. . , . . . . . ........ .. ........ . , . . 

f1Y NEXT QUESTION IS:-- ~N f10RE EFFECTIVE AND r~JORE 

'j ... .. .. 

EQUITABLE BURDEN SHARING ARRAN GEf~ Ef'JTS BLDEVELOPED'C. . ' 
. ! 

i I THI:~K vJE S0~1ETI~'iES FAIL TO APPRECIATE THE PROGRESS 
I I 

WHICH HAS BEEN ACHIEVED THUS FAR. IN THE PAST TEN YEARS 

' i TH I.RTEEN OF THE FIFTEEN DONOR COUNTRIES IN THE DEVELOPf.,1ENT 

ASSISTANCE COMf1ITTEE OF THE ORGAN IZ.~TION FOR ECONOf·1IC 

COOPERATION AND DEVELOPMENT HAVE MORE THAN DOUBLED THE 

LEVELS OF THEIR ASSISTANCE. 



' 1 
1 

I 
I 

I 

1 
' 

: I 
' 

'I 

. ' . ' 

'' 

.• 

IN LOOl<IrJG AT HHAT f~ORE CAN BE DONE TO ASSURE THAT 

AID BURDENS ACCUR.~TELY REFLECT DO NORS/ ABILITY TO PROVIDE 

ASSISTANCE, I AM CONCERNED .AT THE IN,~DE0UACY OF S0~1E OF 

'' 

THE TECHNIQUES FOR MEASURING AID BURDENS. 

IN PARTICULAR I AM CONCERNED BY THE HEAVY RELIANCE 

ON THE USE OF AID AS A PERCENT OF GROSS NATIONAL PRODUCT AS 

. THE GUIDE. 

PROVIDING AID AND DEVELOPMENT FINANCE IS NOT SIMPLY 
.J; 

'. 
A FUNCTION OF GROSS NATIONAL PRODUCT. 

MOST If~PORTANTLY, THESE TARGETS T~.I<E NO ACCOUNT OF 

"NON-AID" BURDENS OF SOME DONORS -- IN PARTICULAR THE 

HEAVY BURDENS OF FREE WORLD DEFENSE AND WORLD STABILITY 

BORNE BY THE UNITED STATES. THE TARGETS IGNORE THE BALANCE 
' ....... 

; . OF PAYMENTS CONSTRAINTS OF PROVIDING AID -- WHICH CAN BE A 
I 
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GREATER OBSTACLE THAN GROSS NATIONAL PRODUCT CONSTR.~ I NTS -- · 

AND CONVERSELY THEY IGNORE THE TRADE ADVANTAGES WHICH SOME 

DONOR COUNTRIES RECEIVE FROM THE WORLD-WIDE AID EFFORT. 

THEY IGNORE THE POLITICAL REASONS FOR PROVIDING AID AND 

OTHER "NON-GROSS-NATIONAL-PRODUCT" REASONS. THEY OVERLOOK 

DIFFERENCES IN THE QUALITY OF AID, AND TEND TO PUT TOO MUCH 

EMPHASIS ON AMOUNTS AS OPPOSED TO TERMS. 

. . . . . . ... 

ANOTHER IMPORTANT QUESTION IS HOH PRIVATE ENTERPRISE 

CAN PLAY ITS FULL ROLE IN THE DEVELOPMENT TASK. 

· INCREASINGLY THE WORLD RECOGNIZES THAT DEVELOPMENT 

· GOES MUCH DEEPER THAN AID. IT IS NO COINCIDENCE THAT MANY 

OF THE DEVELOPMENT SUCCESSES OF THE PAST TWO DECADES ARE 

THOSE COUNTRIES WHICH HAVE Er'IPHASIZED FREE W\RKETs ·;· AND 



' '. 

' I 
., 

HAVE ADOPTED POLICIES TO STIMUL~TE PRIVATE ENTERPRISE 

D0[''1ESTICALLY ,~ND ATTRACT PRIVATE INVESTMENT FROM ABROAD. 

PRIVATE ENTERPRISE CAN BE A PO\t/ERFUL STIMULUS TO 

GRmHH. IN TOO MANY DEVELOPING COUNTRIES THE APPROACH 

HAS BEEN ONE OF OPPOSITION TO PRIVATE ENTERPRISE, BASED 

ON POLITICAL CONCEPTS, OR SOME BAD HISTORICAL EXPERIENCE 

WITH FOREIGN FIRMS. FOR OUR PART WE HAVE EMPHASIZED 

THE ROLE OF FOREIGN INVESTMENT WHILE A MAJOR QUESTION IS TO 

. BRING LOCAL ENTERPRISE AND INITATIVE INTO FOCUS. 

PRESIDENT NIXON HAS MADE AS A COR~ERSTONE OF U. S. 

AID POLICY A LARGER ROLE FOR PRIVATE ENTERPRISE AND INDIVIDUAL 

INITIATIVE IN DEVELOPMENT. THIS IS NOT A REPEAT OF A 

TIRED SLOGAN BUT A GUIDE TO BOTH ORGANIZATIONAL AND PROGRAM 
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EMPHASIS. IN fW mm EXPERIENCE WITH ADELA I HAVE SEEN 

MONEY, IMAGINATION, AND HARD BUSI NESS SENSE COMBI NED TO MAKE 

. . 
AN IMPORTANT CONTRIBUTION IN LATIN AMERICA. WE NEED MORE ACTIVITY C 

THIS KIND AND THINKING 0~ THIS I<IrJD -- OF COURSE THE KEY . IS 

DEVELOPING MANAGEMENT CAPABILITY IN THE DEVELOPING COUNTRIES 
( . 

AND THIS IS A SCARCE COMMODITY ANYWHERE. BUT THERE 

IS POTENTIAL IN' THE DEVELOPING COUNTRIES IN THEIR BUSINESS 

AND IN THEIR BANKING SYSTEM AND II'1AGINATIVE HAYS HAVE TO 

·BE CONCEIVED TO'BRING THIS POTENTIAL OUT. 

IN CLOSING,· I AM SURE YOU SHARE HITH f1E THE 
. • 

REALIZATION OF HOW DIFFICULT IT WILL BE TO RESOLVE THESE 

ISSUES. BUT I· Af1 SURE YOU AGREE TH.~T IT IS TO THE BENEFIT 

OF n~NI<I ND. THAT HE DO SOLVE THE~1. ~~E ALL SHARE IN THE 

• , 'I 





lilr. Robert s. .M amara January 29 ~ 1970 

Irving S. Fried:lnan 

Apro:po our discussion on the ock fell r Report illd re_po.rt d 
discussions vith Geor Woods, we will be doing & I>aper (along the lines 
of our rea nt paper on the e dity prob1em) :revi 1 g the ieB'W! of the 
relationship between trade and aid and pos ible implie ~ions tor tbe 
World Bank group. 
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The Rockefeller Foundation 
111 WEST 50tn STREET, NEW YORK, N.Y. 10020 

OFFICE OF THE VICE-PRESIDENT 

;Rar ?!;c?\ a;::o.ra : 

CABLE: ROCKFOUND, NEW YORK 

TELEPHONE: COLUMBUS 5-8100 

J anuary 20, 1970 

I n :prepara-clon :o::-: t~t.e l)C}JJ. ::..a-c::.on mee·c:..nJ at t!le Vill2. Sertel2..c:::ri 
o:: i,.pr::. l 6 to S 1 v:e are a:~:::·~:i:_;::.~:g :"'or sor.:·2 :~e<>OUTce papers to p:;.·ovide ~~ac~­

grou::1C: i:-~o::'"r:Iation Wid a stn.::·-~ins po:.:n~ :o::- t~~1e di,scussion3 of eacll i tern 
on tr~e agend~ . l'-i. co~"'.;' o:· t.rl0 te11t~..... tive a:;er1da is 8:ttached. 

\'/e i,-tar.~.t ~o give ~Ju.r·-~::..cu:..o.!' e:Y~~l_:c..s:._ s uo -clJ.e i:!lp:icaL.ions of popu­
:.ation gro\nn to econo.r.d.c develcp:I!er:s c..nd p::.~o:pose to start tte cor.fere:::ce 
OY1. t~.is s·J.bjec~ . ~·,,0r )U:. ... :::ose: i~~ ~:rri t:iY'lJ is to det.e.rrni:1e rrl~e-r,her O:." r1ot it 
~·;:·..:.lC:. be possible :.o ~ave the :.,esou:cce :pa::_:)er prepared by sta:f me~::bers of 
-c.:c :San!-: . ::: so, v1e would a:pprecic..-r,e it :..:.~ you vrou:i.d r:.ake the necessary 
a~ .... l ... an.g2r.:ents for i ..,~ . 

Follo'r:::.ng tne :pat~.:.e:~n c:.~ tl-:.c .;-_g:.~:.cu:. ture meetin;; l ast year, r.'e 
·::m.tld li:-ce tc ci.is-~riou:.e -c:::-.c: ::.~esm.:..::-ce pape::.·s i::1 o.c.vance so partici~oal:ts 
~,·,ill ::::..ve had an oppor~~ur.i. t:l to reaC ·~!.:e::1 p:. ... ~or to tl-~e confe:-e11ce . I: it 
,~·/o~ld be cor!~ven:.en-c, -tr~c ;·~::;er cGL..2.d -oe c.:.s~2i -J~tecl Girect -uy -c,l::e BanJ(' 
iYl 'il~licn case vre will provide l s..ter CLYJ. \.:.:;; - to - date list of particip&.J.J.ts 11:-"d 

aC:.dresses. :J:f yo-.... pre:f'e.:.~, 1:u;;eve:~) ·.re ':ri2.l te pl ee1seci to include it ·ai tr" 
sor:c o: tDe other papers t~1at \Ve ~.7ill -:.Je r~:c..:..lir~ fro1:1 ti1e ?our:daticL. I~.l 

-en.:::.-:. case, vre vrould C!.pprecic..te :C:'.:wir..g copies o:::· tl1e Ban};: pape r by Larcn 18. 

I ·/rill ar~:~icipat~ : .. ec:.J.~i11g i'~·o~2 ycL ~·et;G.rO.::.nc v.<netr~.er or ::lO"t tills 
ps.per can be prepared by yoc...r s·va:'f. 

I.I . Robc;:--t S . }.1cNur11ar2.. , ?:"e3ide::r~c 

I~:.-!,.:.e:--::::t.t::.or..8.l Bar~k f·~or J.ccor_.st:r~ctio:::1 

c-..d De·.re lO_t.1ment 
1816 H. Stree t , N .~ . 
'.'fc.sdr--GtOYl, J . C. 20005 

::::nclosure 

Since:ce1y yours, 

1.'! • l'!I . lvV" e rs 
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Social DevelopEen~ 

2 : JO p . m. Resource Paper - Gavin Jones 

Population Gro\':t.h: Im:plicatior_s for Investment in 
Education: Case Studies 

4 : 30 p . w. :l.esmrrce Pa~)e::::' - ( ?\'.:.:L) (?_.:_:rne 'I'iselius) 

Popul&t::.or. Gro';.ct~J. : Ir.i:plica-cio::::s for the Envirornner.t : 
Tne Proble~ o: Innustrialized Co~~tries 

9 : JO a . m. Resource Paper - 0 . Har:kav-y and J . ?>::aier 

Research :.n :l.eproduct:::.ve Biology and Contraceptive 
Tecr~~logy : Present S-catus and Needs f or the ~uture 

2: 30 p . m. Resource Paper - ?Ronald Freefunan 

Research in tne Social Sciences: Present Status and 
Needs fo:r the ?u~ure 

9 : 30 a . w. Resource ?ape:::- - B. Berelson 

Populat::.o:1 Grov,--r.h: 
Wnere Do \'ie Sta:1d; 

?~~ily ?:anning at the Crossroads: 
\';!1ere Do ·ye Go fran Here? 



Vr. Robert S. McNamara January 24, 1969 

Irving S . Friedman 

Speech to Bankers 

I attach hereto the draft Sp,eech to Bankers vi th SOI!le suggestions. 
I have tried to indicate,where it seemed necessary, why a change was 
being suggested. 

I am also attaching a memorandum from t>'Tr. Kalmanoff who undertook 
to organize the checking of the economic data. Of particular importance 
is reference to page 3, paragraph 3, where he has suggested some re-
writing f'or your consideration. I believe his redraft i's an improvement. 

The only point which I would like to make to you orally is on page 5 
on why we had run down the Bank's balances of cash and liquid securities in 
the past. This can be done very briefly. 

I think that the proposed draft speech is convincing and useful. 



Y.r. Robert S. McNamara January 24, 196<;1 

Irving . Friedman 

I attach hereto the draft Speech to Banker~ vith so~e sug~estions. 
I have tried to indicate ,vhere it eemed necessary, why a change was 
being suggested. 

I am a.leo attaching a memorandum from l·ll". Kal1:la.nof:t who un1ertoo)" 
to organize the checkinp: of the eeon0r.1ic data. Of' particular i . ortance 
is reference to pa e 3 , paragraph 3, where he has suggested so re-
writing for your consideration. I believe his redraft is an improvement. 

The only point which I vould like to make to you orally i on page 5 
on vhy we had run down the Bank' balances of cash and liquid securitie in 
the past. This can be done very briefly. 

I think that the proposed draft speech is convincinr, ~~d useful. 
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I have no intention of departing from those criteria. · Indeed, I am 

certain that with twenty years of accumulated experience the Bank's appraisal 

of the economic value of new project investments is today more intensive, 

more sophisticated, and more reliable than it has ever been before. 

In examining the creditworthiness of our clients, I ~~ fully 

aware that the difficulties are growing as the debts of the developing 

countries grow, so I have set in train a special study of this problem 

to ensure that our loans have a firm basis for repayment. 

Our studies of creditworthiness are not just passive examinations 

of how a country is managing its economic affairs. They are, increasingly, 

designed to make suggestions about the improvement of those policies, and, 

as you well know, changes in economic policies once accomplished can work 

near miracles in improving the creditworthiness of governments and nations. 

As I have said the World Bank will continue to lend only on the 

sound financial principles of economic viability and creditworthiness, but 

I am convinced that within the limits of these principles we can and should 

greatly expand our lending program, if we are to fulfill our obligations to 

our member states. 

I would like to share with you the conclusions that made me so 

decide. 

First, let me emphasize. that the IBRD arm of the World Bank, in 

contrast to the International Development Association, is essentially a hard 

lender. It takes a hard look at the countries who wish to borrow from it; 

a hard look at the purposes for which they want to borrow; and a hard look 

at the prospects of servicing their loans -- when it makes a loan it expects 

to be repaid. 
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The question is: do the developin~ countries need more loans 

of this type? Based on a careful analysis, we believe the answer is yes. 

As we look around the world we see an expanding world economy. 

The industrial economies are, of course, in the forefront of this expansion. 

But in the developing world, too, many of the nations -- Malaysia, Singapore 

and Brazil, to name but a few -- are experiencing dramatic growth which is 

being fueled by the transfer to them-of modern technology, modern management 

and development capital. 

The dramatic breakthrough in wheat and rice cultivation in India and 

Pakistan, where agricultural product~on, after adjustment for changes in weather, 

has risen over one-third, demonstrates the potential of the ~zricultural 

revolution. 

The phenomenal growth of industrial production and industrial exports· 

in Taiwan and Korea, where increases have averaged over 207. per annum in recent 

years, leads one to conalude that Japan's transition from a less developed to 

a developed country within a space of two decades may not be an isolated 

phenomenon. 

Each of these nations and many others like them require development 

capital --.huge amounts of capital-- capital to expand the irrigation syste~s, 

capital to build the fertilizer plants, capital to construct the storage facilities 

that are all required for full realization of the potential of the new agriculture; 

· and equivalent amounts of capital to realize the potential of the mushrooming 

markets for industrial goods. 

The facts are clear: the needs of the developing countries for 

capital have not grown less; indeed the opportunities for economically valuable 

investment are greater than ever before. As in the past, 80% of the funds 
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required will come from savings within the developing countries themselves. 

The other 20% must be supplied from abroad. 

Yet, just at the moment when the need for external capital is 

greates4 the supply of such capital has begun to dry up. Why it has begun 

to dry up is a long story, which I do not intend to pursue today, beyond 

saying that the disenchantment with economic aid seems to spring from two 

assumptions which I believe to be erroneous: first, that the richer 

countries through either public or private investment, or both, cannot 

· afford to finance development abroad, and second, that aid for development 

. has showed a record of waste, incompetence and failure. 

Soon after I came to the Bank, therefore, ,I was faced with a 

choice: was it the path of prudence to follow the existing trend and cut 

back the Bank's operations, or should the Bank try, within the limits of 

its capacity, to lead in the opposite direction, taking advantage of the 

new opportunities for economic growth which lay before us. 

It was only after a rigorous survey of the prospects for the Bank 

and for its developing members that I came to the conclusion that we should, 

that we must accept the challenge and move against the tide towards greater 

assistance for development. 

Frankly, neither I nor the members of my staff know precisely 

what the new investment opportunities, when matched against the Bank's 

lending criteria, will justify in to al lending per year. The best estimate 

we have been able to make so far is that the demand for Bank loans for the 

next five years)on standards as high or higher than those of the past)will 

require an increase of at least lOOi. in the level of Bank lending. 
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Of course, it is not so easy to quantify the economic benefits of a 

school as of a hydro-electric plant; and it is clear you have something more 

impressive and solid to show when you build a highway than when you sin~ a 

lot of tubewells. But I can assure you that the economic benefit derived from 

a good irrigation system, allied to the use of new strains of seeds, can be 

of the order of 100% per annum. I am in fact quoting an actual instance from 

Pakistan. 

When you reflect that at present the less developed countries pay out 

$4 billion in foreign exchange each year to import food, it is clear also that 

agricultural development can tremendously benefit their balance of payments 

situation and so their creditworthiness. 

Our economists at the Bank have been working on methods to quantify the 

financial returns derived from social investment -- such as education. Their 

conclusions demonstrate that the benefits vary enormously, a liberal arts 

college in a primitive unschooled area, can be a dead loss; a technical high 

school in an expanding economy in which available capital is not matched by 

qualified labor can pay huge dividends. It is our job to find out what sort 

of education contributes most to steady economic growth a~d to place our 

investments accordingly. That is what we are doing today, and what we shall 

continue to do increasingly. 

In developing countries with high birth rates, loans for population control 

have perhaps the highest economic benefits of all. This can be shown by detailed 

calculations of financial returns. As a matter of fact, in many such countries, 

unless the rate of population growth declines, not only will there be no economic 

betterment for their people, but their capacility for repaying foreign loans 

will be destroyed within a decade or two. 
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As I have said, the Bank conducts its affairs as though the only s ccu~ity 

behind its bonds was the financial soundness of the projects represent ed in its 

loan portfolio. But beyond that assurance stands a very favorable r a tio of 

equity to debt, currently approximately one-to-one (on July 1, 1968 tota l deb t 

amounted to $3.5 billion compared to capital and retained earnings of t he 
' 

Same 

amount) and two unique guarantees by the governments of the world: 1) each 

loan is guaranteed 100% by the country in which the investment is made and 

2) the total of all Bank debt is guaranteed by the uncalled capital subscriptions 

of the member governments which can be used for no other purpose. 

In the twenty- two year history of the Bank, there have been no defaults on 

its loans - - no borrowing government has failed to honor its guarantee. The 

Bank has not been a target for debt repudiation as have bilateral aid agencies 

and private credit corporations. The reason is clear: there is a recognized 

need everywhere in the developing world for keeping good relations with the 

Bank. It is no accident that even in extreme situations, such as the latter 

years of Nkrumah's regime in Ghana or when the UAR defaulted on bilateral 

creditors and even on the IMF, they did not default on World Bank loans. And 

the advantage to the borrower of continuing to meet its obligations to the Bank 

will increase as we become a more and more important source of development 

capital. 

The final security behind our bonds is the full faith and credit guarantee 

of the member states represented by their uncalled subscriptions to Bank capital. 

These amount at present to $20.7 billion, approximately six times the total of 

the funded debt . The $20.7 billion includes the U.S . share of $5.7 billion 

and the Common Market, U.K. and Canadian share of $6.6 billion. 
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The guarantee represented by the uncalled subscriptions illay not be erod~d. 

It can be used solely as a protection for the obligations of the Bank; it cannot 

be drawn upon for loans or administrative expenses. Moreover, the uncalled· 
~ 

subscriptions are expressed in U.S. dollars of the weight and fineness in effect 

on July 1, 1944, and, therefore, are not subject to fluctuation as a ~esult of 

changes in the value of currencies. And because the loans of the Bank are 

dispersed in the denominations and amounts of the currencies which it borrows, 

in relation to borrowed funds the Bank faces no devaluation risks -- its 

obligation to its creditors is matched by the repayment of the borrower. 

* * * * * 

All that I have said adds up to one thing: development can be conducted 

on sound financial principles; it is so conducted by the World Bank. 

It is the realization that the World Bank is in this Development business, 

world wide, on strictly professional lines which has earned it its reputation, 

and which has made so many people around the world turn to us as the acknowledged 

leaders in the field. The program I have outlined is designed to extend that 

leadership into the future. 

It is too early to report in any definitive way on how well we are meeting 

that program. But I can tell you that during this fiscal year to date we.h~ve 

borrowed more than in any previous year; our lending operations, both in number 

and amount, are up substantially over last year; and our cash balance is up $400 

million over the level at the beginning of the year. I believe you will agree these 

are signs of a vigorous, expanding organization with a sound and secure base, 

Thank you, and goodnight. 
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CONFIDENTIAL 

IRVING S. FRIEDMAN 
J anua.ry 10, =-9 69 

Some Effects o:' the Bank ' s Expansion P .. cg :. am c-..-~ 

Its Standing in Capital Markets 

1. I ntroduction 

The Bank's announced :plans to double its lending in five ye a:cs anc :0 

ste:.-;; u:p f inancing of relatively new and difficult areas of agricu::,..~ ..... re :... _d. 

ed1..:catior., combined with its intended increase in bond sales, have ~:aL: .. ~ 

que ·~ions with respect to its :posit i on in capital markets . 

a n b. ~.~ural reaction to any institut i on or corporation which announces a __ :_~:. -_ 

increase in borrowing; but there are some issues raised due to the un · 

~ 2 ~~ res of the Bank as an inter-governmental institution. Tile knc.; t !. 

are number of factors that influence the investing :public. Tr ... e::. .: i n . 

thE: .:. .. evaluation of the management of the Bank, the financial posi ·;:,ion ._: -U~- ..} 

E.~n : _, t he existence of uncalled subscribed capital which acts as a guar c..:.i.·cec: 

f·~ .. i , t :te size and composition of its :portfolio, the state of the capite..:::.. 

::.a.:· -... ts, expectations of inflation and deflation, the experience o:" ott.-_1' 

~a:i"' ge borrowers, the :political attitude of governments towards the ·vJor ~.- _ · ,. 

et~ It is virtually impossible to say which of . these motives o~ 

co .. siderations are the weightiest, although it is :possible to ha~e s oK~ 

to wh ich of these factors ought to be the weightiest from an ob j ec _, i ve 

v::...ewpoin~. This memorandum tries to discuss some of the questions wl: · :·::. 

been raised or which are likeiy to be raised in the future by members c::: -.:,:.~ ; 

financial community and by :prospect i ve :purchasers of World Bank ·JC~Qs. 

no-c accept t~e :philosophy that these viewpoints should dominate :22.-:ck. ac:~~- _,:_: , ~ 

bt..· .. ratt :.· tr::...es to contr~ bute to fi nding ways and means to :·ec c:.:..~ ~e _ 

expansion of the Bank's role with tne need to raise capita~ 1n pr~vate 

In c. ... 1.e :present form, the memorandum is merely intendeQ for y oL.. :peT.::-'-,::: .. ..: 

l. 

Some :points made in this memorandum could be used in :public if y c-.:.. agrE ::c. · , . : .. 
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them, but I have taken the liberty to raise certain points which are toe 

sensitive to be discussed in public . Much of this material is :10:;;;cfu::..:::y 

relevant to the "white paper" on finance which I plan to continue -co wo_·:r. 

on, together with Y~ . Rotberg, as requested. 

2. The ~ature of the World Bank - is it a Development Bank or is it 

becoming a Development Aid Institution? 

Most bilateral development agencies are regarded as political 

ins-citutions . They are designed to give aid on concessionary te~~~ms for ~ 

grea-c variety of reasons. Frequently they are not too concerned with re-

payilient &!d give great weight to national political interests. Thei r ·.;ru.b:"...ic 

image in certain countries and among certain groups, including the :inanci&:"... 

community, is poor , much worse than their actual performance . 

The World Bank is a peculiar institution. It is inter- gove::·:.rner.:.a::.. 

bu-c supposedly non-political. It is expected to apply at least tt.e s·canG.a:rd.::. 

of o·ojecti vi ty and competency found in major private corporations, ::..ea~::. .. -.g 

b&!ks in all countries, research institutes, and first-rate acadeiliic 

~!iversities everywhere. It must have the guarantee of goverr.rner.-cs for i-cs 

loans, yet it is assumed that these loans will be made on economic groll:'.C.s . 

It is not permitted under its Articles to make loans which can be ~inar.ce~ 

from other sources on reasonable terms, yet it is supposed to make loans whic~ 

-che world will applaud as highly desirable and of first - rate qua~i-cy . Being 

inter- governmental it is supposed to be concerned about the external fi~&!cial 

position of its borrowing countries and, therefore , presumably charge ra-ces J: 

in"teres-c as low as possible, but at the same time it is expected to eau ... c-...•_,_, -~-e 

profits and show that any private investor looking at its balance sheets or 

~inancial statements will be most favorably impressed by what he reads . 

Despite -che fact that it is inter- governmental, it is expected to raise mos-c . · ' 
'-'·-

its funds for lending purposes in private capital markets without even knowing 
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in advance whether countries concerned will give permission to raise funds in 

their capital markets. Of course, there are advantages, such as large 

capital resources free of interest and dividends, the possibility of goi r1~ 

back for increases in capital subscriptions, the use of uncalled capita~ as 

guarantee authority and the ability to recruit an international staff froL. a~ . -

over the world. The Bank has tried to reconcile these contrary aspecc;~; ·oy 

being guided essentially by the following sound banking principles: 

(a) The Bank lends at conventional interest rates, higher than the 

average borrowing rate. 

aid agencies and IDA . ) 

(In this respect the Bank differs from mos-::. 

(b) It lends only to creditworthy countries (unlike IDA) . 

(c) It generally finances only specific projects and attaches several 

economic, financial or management conditions to secure the soundnesa 

of the projects (unlike bilateral aid organizations). 

The above principles operated with little difficulty or quesc;ionin5 aa 

long as the Bank remained a relatively small institution. The bond. issl<es 

it sold were not large and fairly infrequent. The amounts loane<i to a:r:y 

country may have looked large to some but were really relatively small, and 

particularly small in relation to the financial resources of the Bank, 

including its uncalled capital subscriptions. It could select so-called 

high priority projects, and not pay attention to what other investments ~~e 

country was making . The fact that Bank financing of these projects mib~-.t 

have facilitated mighty poor investments in these countries pricked the 

conscience of some people within the Bank but seemed to have had virtual~: -

no i hlpact on the investment community . Creditworthiness under these co::Dined 

circ·umstances was not a thorny issue, at least until the 1960's. 

It is when the Bank begins to think of becoming a major lender to L;~e 

developing countries that its basic internal inconsistencies become much more 
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difficul~ ~o Tesolve successfully, particularly in a manner satisfying ~o the 

financia: con~unity. For example, if we are a major lender L.o a count:cy -chen 

o~ len~ing terms will obviously become a major factor in its debt serv~cing. 

Its credi-cworthiness becomes something which is being greatly influencec, if 

not ~ade or destroyed,by our activities. The projects we are financing can 

no longer be confined to things that look good in pictures. Yet t·ne mome~'1t 

we step into other fields , as discussed in more detail below, major quesL.ions 

ar~se in -che minds of the financial community particularly because of the 

natuTe of -che investments, prticularly because the Bank itself has higt~y 

po!)-c.larized its past "high quality" investments as a major indicator of i·cs 

being a soundly managed institution. As long as countries are in grea~ need 

cf infras~ructure, it is easy to look good, but in many developing coun~ries the 

great needs are investments in agriculture, industry, population :9lanni~g, 

education, etc. The total amounts to any one country may look large to c.. 

skeptical investor and the total portfolio look more vulnerable to defa ..... ::...L.s 

(and less marketable), while the Bank's total funded debt no longer is picay-...;.r"'= 

compared with uncalled capital. 

In making the transition to becoming a major institution, the Bank i5 

likely to have to rely heavily in the foreseeable future on the support of 

the financial community and the support of the governments concerned. Without 

these governments the Bank, in the first instance , cannot approach the financial 

co~uunity, and in the longer run will not get the increased capital subscTipL.ion 

which seems likely to be inevitably required in the not too distanL. future. 

The financial community can, however, be assured that the baslc princip:es 

of sound :;_~inance outlined above will continue to be maintained in ~he fuL.-c.re. 

Insistence that the Bank shall con-cinue to maintain sound banking principles 

may on the surface seem inconsistent with our announced policy to actively seek 

for opportunities to expand Bank lending . They need not be . The increase in 
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c·..::::- lending is made possible by increased efforts to help countries imp:::-ove their 

e c o~omic performance, which is basic for their creditworth iness, and by ~e~pi~g 

to -::· repare and execute good projects worthy of Bank financing . 

loa~s ur.less we expect to be repaid and we don't invest for purposes ttat fu~ure 

gov~rnments are likely to repudiate as not having been in the interest of their 

cour.tries. The Bank gives the highest priority to good economic policy 

per:ormance. Fortunately, good development policies lead to financial strength; 

by insisting on the former we help obtain the latter. 

3. Country Composition of Portfolio 

It must be admitted that from the point of view of private investors, the 

country composition of the Bank's portfolio may become increasingly less 

attractive than at present. This is due to a combination of two factors: 

(a) Phasing out of repayments for "reconstruction" loans to 

European countries; 

(b) Phasing out of development loans to some semi- industrialized 

countries, such as Japan and Australia, which have excellen~ credit 

ratings in capital markets. It is probably worth mentioning ~hat 

by making sizable loans to these countries in the 1950's t he World 

Bank actively helped to establish their subsequent strong 

creditworthiness in capital markets. 

We aim to do the same for at least some of our present major borrm-rers. 

On the other hand, it must be recognized that some major future borrowe:::-s from 

the Bank, including Brazil, Argentina, Colombia, Chile, Peru , Turkey and 

Yu6oslavia, have a history of rescheduling and rescue operations, and ~tei:::-

credit rat inGs at present in capital markets are low. Some of t hese co~~rie s 

have also a continuous record of political instability . It is fair tc say t hat 

mos~ investors in World Bank bonds.would not be willing to purchase bonds of 

~:r.c:se countries, except possibly at prohibitive interest rates . This is one 
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of ~~e mos~ difficult issues involved in the question of the Bank's future 

posi~i on in capital markets we lend to countries which are considered 

very risky by market standards yet they are expected by all to be our 

bor:::-m.rers. (Further work must, of course, be done both to evaluate the 

creditworthiness of these countries, as well as to help improve their 

creditworthiness. Creditworthiness is a dynamic variable and virtual 

miracles can be accomplised by policy changes.) Fortunately, the marke~ 

really does not expect us to have the same standards as a private investor. 

They accept the intermediary role of the Bank which involves finding the 

vague and shifting line between what is regarded as sharing good judgment by 

~~e financial community and what is regarded as unsound on which, of 

course, there is no uniform opinion among private investors~ At the present 

time, however, a case can be made that our loans to these countries are 

considered to be well within the limits of Bank creditworthiness by standards 

nearly, if not all, will accept, if we pursue them consistently. 

(a) Export prospects appear reasonably good, as measures are taken 

to increase incentives for traditional exports and to boost non­

tradi~ional ones; 

(b) Use of short-term and suppliers' credits has been brought 

under control; 

( c) Management of fiscal affairs is improving, and publi c savings 

are raised; 

(d) Inflation is being slowed down by stronger emphasis on 

monetary policy; 

(e)~ The ability to prepare and execute development programs and 

pro jects has been greatly improved; 
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(f) Relations are being establi shed in cooperation -vri th the IMF with 

such coun~ries to help them sustain and adapt intelligently their 

economic poli cies to changing circumstances; they are being told that 

good e conomic policy performance is a prerequisite for loans . 

In addition , there seem to be some signs of greater political stability 

in the s e countries. Coups in many governments are liable to occur at any 

~i~e . The Bank has, however , the added protection not only of our guarantee 

:::· L..:.'"~G.s but the recognized need everywhere in the developing world of keeping 

good relations with the Bank. These count ries have come to accept our standards 

a~d judgment s as objective and reliable often tough to live with but in the 

interes~s of tne country concerned. The World Bank has not been a target for 

repudiation as bilateral aid agencies and private credit corporations. It is 

no acc i dent that even in extreme situations, such as the latter years of N~ruma 's 

regime ir- Ghana or when Nasser defaulted on bilateral creditors and eve~ on the 

IMF , they did not default on World Bank loans. Barring a mj aor world-\..rid.e 

depression or a political revolution in a major debtor country, there is li~tle 

risk of a significant number of actual defaults on World Bank laons . I~ rr.ay 

wel~ be that we won't have any developed countries as well as borrvv::.ng 

countries nave such deep interests to avoid this irrespective of ~~e type 

of loans made or even the borrower's financial position. We cannot minimize 

the psychological effects of political and financial difficulties in our major 

debtor countries on the Bank's image as a financial institution, but t hese 

diffi culties do not significantly diminish the attractiveness of the World Bank 

bond for the private investor. 

4. Project Comuosit ion of Portfolio 

Doubts have been express ed and are likely to be expressed in ~he future 

tna~ more vigorous lending for agri culture , education and population control 

as well as more program financing might dilute the "sound" project content of 
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t he Bank's portfolio. Purchasers of Government bonds do not generally p ay much 

at~eLtion to the uses of funds by central or local governments becaus~ t hey 

sirrcply rely on the ability of governments to raise taxes whenever necessary. 

~his is not the case with the Bank, which not only has no taxing power, bu~ 

also makes clear that it considers the guarantees of member governments only as 

a "last~resort". As said before, when the Bank lends it expects to be repaid . 

Efforts designed to bring about a better understanding of what consistitutes a 

good project particularly in respect to the concept of economic returns, as 

distinct from financial are essential and ~ priori there are reasons to believe 

this could be fruitful . 

Although in the past most of the Bank's loans were for infrastructure, 

(transportation facilities, power and irrigation) they were not limited to so­

called "self- liquidating" loans in the sense of revenue- producing investments, 

the proceeds of which were partly used for loan servicing . The Bank has 

financed many highway projects which (except in rare cases of toll roads) are 

not revenue- producing, but undoubtedly have high economic returns. 

Although we pay attention to the financial return whenever appropriate, 

it is the economic return which is the major test of the benefits and 

soundness of a project. By this yardstick, loans for agriculture, education 

and population control are likely to show high returns. Agricultural loans 

are carefully chosen to raise food production, and thus to increase the intake 

of food and its nutritional content. In view of recent breakthroughs in 

~echnology and readiness of governments to provide proper incentives to 

domestic farmers, quick results can be expected, which would almost certainly 

l ead to h i gher productive capacity of the LDC's. In addition, t he LDC' s 

presently spend over $4 billion a year for imports of food and agricultur a l 

rna-ceri a Agricultural development could result in considerable forei gn 

exchange savings , and thus directly strengthen their balance of payments . 



- 9 -

Loans for education carefully scrutinized to raise the skill potential in developing 

co~~tries will also make a direct contribution to raise their productive capacity . 

Modern i~dustry virtually everywhere recognizes the key importance of ski::ed 

personnel to improve productivity . It has long been recognized that the lack of 

skills in the developing countries is perhaps as strong a constraint on 

proG~ctivity growth in these countries as the shortage of capital. Loans for 

nonulation control have perhaps the highest benefits of all per dollar spent or 

loaned . This can be shown by well-known calculations as to economic benefits 

from prevention of births. What is needed is to know more how to convince 

governments of the need to act and how to act effectively. He are working on 

thi v and hope to do more . In the meantime, we are probably not likely to be 

making large loans for family planning purposes . 

To the extent that program loans are made from Bank sources (as distinct 

from IDA) , they are exceptional cases, in which they economic returns from 

increased capacity utilization need to be, and can be clearly demonstrated . 

However, program loans to certain countries seem to be more acceptable to the 

financial community than others. The worst cases from this viewpoint are 

possibly those countries which have received program loans from the U. S . aid 

program, e . g . Colombia and Chile. The attention which is given to unfavorable 

developments in these countries in the press plus the disillusionment with aid 

generally may well make program loans to these countries appear to be substitutes 

for hand- outs and disincentives to good government. We have an educational job 

to do fu~d, in the meantime, project and sector loans (together with local 

currency financing) is probably better advised than program financing in such 

cou~tries, even though economically program lending to some extent is more 

sensible. This would argue for an intensive educational effort to bring tnis 

Alice-in-Wonderland situation to an end as quickly as possible . :::t seen:s 

in:portar.t to educate the public that we would not have a Bank (or =DA) program 

unless we were favorably impressed with the government's economic policy 
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per:ormance and investment program . If our assessment disagrees wi~h 

conventional attitudes on a country in the financial community, it shou~d be 

our aim to achieve the kind of reputation for assessing over- all performance 

and implementing it, that our judgment will be considered superior by most. 

The Fund has done this in the monetary and short- term balance of payments 

management field; we can do the same in the development finance field. 

In all project loans, including those made for agriculture and education, 

the Bank insists on strict conditions in order to secure efficient management 

and organization, high technical standards and proper supervision. These 

"institution building" aspects of projects have long-lasting effects . Projects 

financed by the Bank are generally considered examples of good investments and 

often help to raise standards of other projects as well . 

In order to secure the maintenance of project standards at an increasing 

rate of lending, the Bank makes special efforts to extend technical assistance 

to its borrowers in preparation and execution of projects . The Bank does plan 

to make many more investments but is taking the steps to ensure that th~s greater 

volune of activity can be processed without lowering of its high standards and 

without excessive delays . 

5. ~he Bank's Financial Position 

In Standard and Poor's, which rates the Bank's U. S. dollar bonds as AAA, 

the following data (brought up to date) are noted: 

The Bank has a paid- in capital of $2,300 millionl/ at the end of 1968 . 

In addition, it has a "special reserve" of $291 million, which has been 

accumulated from commissions received. According to the Articles of Agreement, 

~he Special Reserve is to be held in liquid form and to be used only for the 

purpose of meeting liabilities of the Bank on its bonds and Guaran~ees. In 

addition, the Bank has a Supplemental Reserve of close to $1,000 million, 

accumulated from retained earnings against losses on loans and guarantees and 

l The following f i gures are as of the end of November 1968 . 
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from currency devaluations . Altogether the Bank has paid up capital and reserves 

of over $3 ,580 million . In terms of liquidity, the Bank presently holds cash and 

securities worth over $1,500 million. 

The Bank has a consistent record of high net earnings, as follows : 

FY 1962 $98 million 
1963 113 11 

1964 131 11 

1965 138 11 

1966 140 11 

1967 170 11 

1968 147 " 

According to the five year plan the basis of conservative projections, net 

earnings are expected to amount to an annual level of some $160 million in the 

next five years . The Bank plans to retain up to a half of such earnings, in 

order to strengthen its financial position . 

Although the present financial strength of the Bank rests mainly on the 

above amount of paid- in capital and reserves, it has also capital subscribed 

but not called of $20.6 billion, which forms a guarantee of all major goverrill,ents 

GO holders of Bank bonds and obligations . This includes not only the guarantee 

of Ghe U. S . Government , but also of all major industrial governments which have a 

strong financial position in internaional markets. 

The uncalled capital is , however , considered by the Bank only as a guarantee 

to be used as a last resort. The Bank's financial strength does not depend on 

this guarantee fund. It relies primarily on the care with which investment 

decisions are made; its interest rate policy on loans; its willingness to pay 

competitive rates of interest for· funds in reasonably normal capital markets; its 

continuous presence in such markets; its maintenance of an adequate cushion of 

liquicity to cover contingencies, including disturbed capital market conditions, 

possibilities of default, however remote, and unexpected large needs for 

disb~Ysements; its flexibility in the forms of investments, e . g . private placemeLts , 

sales to central b anks and other forms still unused; its initiatives in seeking new 
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sources of supply of loanable funds; its maintenance of an active intelligence 

network with financial leaders to obtain the benefit of their knowledge, etc. 

These factors give reason to believe that the Bank can expand its lending and 

borrowing activities without inpairing the Bank's financial position and 

reputation and its ability to sell the needed amount of bonds . It might well 

erillance the financial reputation of the Bank if we pointed less to its guarantees 

and more to its management as the bulwark of its financial strength . Banks in 

the United States display on their windows that they are covered by the F . D.I . C., 

but when they speak of their soundness, they refer to liquidity, assets, 

reserves, management , etc. If the Bank could convince investors that the 

guarantee was really not a vital part of the attractiveness of its bonds the 

arguments heard in financial circles about the uncertainty of governments fulfilling 

their guarantee obligation would disappear or become nearly meaningless. 

Another aspect with respect to the Bank 's financial position as viewed by 

the financial community is the lending rate . There may well be a weakness in 

the present lending rate. Our rate looks quite low considering both our borrowers 

and what the governments and first - rate corporations and official entities in 

industrial countries are paying . The "subsidy" element in our Bank lending rate 

is becoming increasingly obvious, which doesn't "look right", and there may be 

concern about our future net earnings. If the present unusually high levels of 

interest rates continue to prevail, there may be no choice but to raise our 

lending rate. The real costs for the Bank borrowers would not be too high. 

For example, at an annual rate of Bank lending of $1 ,750 million, a rise of~% in 

the interest rate would increase total annual interest payments by $8 . 25 million 

when these loans are fully disbursed . 

The latter question is of course closely related to the general level of 

interest rates and especially with the costs of our borrowing . Moreover, witt. 

the rate of inflation of almost 5% in 1968 in the U. S . . , corporations are ready to 



pay high nominal interest , since the "real" interest rate in terms of purchasing 

power is greatly reduced by inflation . In addition, interest payments are 

expenses for tax purposes, and thus the real cost of borrowing for tax- paying 

corporations is greatly reduced . Under such conditions, interest rates in the 

U.S. may well remain at high levels, although not necessarily at the present 

levels . They are likely , on balance , to recede somewhat, but they could go 

higher, unless an effective anti 7 inflationary policy is pursued . 

6 . The Size of Bank Borrowing in Relation to Bond Markets 

The increased sales of World Bank bonds are bound to raise questions with 

respect to the "absorptive capacity" of bond markets . However, this increase 

does not take place in static markets . The planned increase should be seen 

against the background of rapidly expanding sales of new bonds in major 

markets, which incr eased 75% f r om 1965 to 1967 (from $36 .9 billion to $64 . 5 billion) , 

and again rose considerably in 1968. Not only has the volume expanded rapidly, 

but new types of bonds have quickly spread, as evidenced by the outstanding increase 

of sales of Euro- bonds from a negligible amount in 1963 to about $3 . 5 billion in 

1968. 

In estimating their share, a question arises as to what categories of bond 

s~es can World Bank bonds be compared . For statistical and legal purposes, 

they are generally classified as "international bonds . " If measured as a part 

of issues of "foreign and international bonds" (as distinct from domestic bonds), 

issues of World Bank bonds accounted for about 12% which is a fairly high 

percentage. However, this classification is not really meaningful from the 

point of view of investors: World Bank bonds are generally denominated in 

domestic currencies, backed by financial resources held in domestic currencies and 

by a guarantee of the domestic government (in addition to other governments). In 

t h e U.S. they have been made by legislative action eligible investments fo r 

various classes of institutional investors in virtually all States . To the 
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investor they are actually domestic bonds for all practical purposes . If 

this is not the case , our promotional efforts need to be directed to this end . 

Issues of Bank bonds in all markets are planned at about $750 million 

gross a year, excluding placements with Central Banks and other official 

institutions, which accounts for less than 1% when compared to total sales of 

bonds in major capital markets (see attached tables)l/ Issues are placed 

through well- established underwriters in various countries . Occasional errors 

by all borrowers in judging markets are almost inevitable, particularly if 

there are significant time lapses between terms agreed with underwriters and 

actual placements . The more abnormal conditions are, as now, the shorter these 

time periods need to be. As every investment banker knows, the "book" of 

anticipated orders may shrink or vanish by the time an issue is placed, but 

these are the reasons underwriters are paid commissions and some are more 

reputed than others! 

7. Concluding Remarks 

As indicated above the Bank can succeed in preserving its reputation as 

a sound financial institution while greatly expanding its lending and borrowing 

operations . Indeed, to the extent that it succeeds in doing so it can become 

even more effective in carrying out what may be regarded as its non- banking 

functions , e . g. advocating a lar ger IDA, coordinating bilateral aid, promoting 

new kinds of roles between developing countries and developed countries, 

aavocatlng greater attention to critical but sensitive issues, like the need for 

political stability and family planning, etc . 

1/ 
- Bonds sold to the Bundesbank and other central banks, or other official 

instiGutions, are private placements with governmental institutions and 
held exclusively by them. They are not placed in capital markeGS . We 
might ao well to make a very clear distinction between these different 
categories of bonds , thus r educing considerably the figures used t o 
calculate the Bank ' s sh are in capital markets . 



DO:VJ.ESTIC CAPITAL HAR.!Q'I'S: l'JET ISSUES 

Billion u.s . Dollar Equivalent 

1965 1966 1967 1968 

3cle;::..urr, . 90 .so 1.17 

iJ e r::r,o.r ;c . 68 . 58 .61 

?ranee 1.45 1.77 1.68 

/l Germany- J . 46 1.72 4. 04 
- /2 
l"'Ccly-- . 32 .45 .39 

r-:ethe rlancis . 36 .38 . 36 

Spain 1. 02 . 96 l.ll 

S;,Jcci.en. . 53 . 93 1.42 

S1·1i tzerlondLl. . 61 .67 . 76 

united KingdorJ!± 2.32 2. 58 3. 53 

uni :.ed States.Li 19 . 40 24 . 40 40 . 3~ 42 . Jci2 

Canada/6 1.56 2.22 2. 84 

J~~ n,JJ_ 
C:..;_.IC.... 4.26 7.16 7.00 ---

TOL;,L 36 . 87 44.62 64 . 54 70- 75 

To-cal net issues exclude shares of the private market (private market 
includes issues of semi- public credit institutions and nationalized 
inG.c:::;tries). 

(Est . ) 

/l :ncl;.:cies issues sold to foreigners. Change in market holdings of bonded 
loans c.u'1d medium- term notes .. of public issues . 

/2 
73 
7: 
h 

;,.:., 
I"·" 

77 
7::.-

1..' 

79 

Public issues include indirect Treasury borr01-1ing . 
:ncludes privately placed issues. 
Chc:....'1ze in marketable debt ( e:xcludir.g 'I're asury bills) in public hands. 
3ased on Fecieral Reserve Flo-w - of- Funcls ciata, excl:uding mortgage lo a~-:.s . 

Sta"Ce am.ount is direct issues, incluci:..ng At,ency issues and particip;..-;:,io~-­
cer~ificates . Foreign issue ~~aunt is a cross figure . 
lor2:..~n issue amow'1t is a gross figure. 
PriVcJ.";;e bond iir;ure includes puolic corporation oonds . 
_-"igure revised up-ward due to latest revised data of l•1organ Guaranty ~· ... ,ust Co . 
Preliminary data provided by Fecieral Reserve . 

Source: nru1k for International Settlements Annual Report, JUne 10, 1965. 



TNTERNATID:'~AL BO:m ISSu"'E:S, INCLUDING NORTH J!.ME..i.ICA 

(in millions of U.S. dollars) 

Euro-Bonds Forei~·n Bonds Grc:n.C. Total 
Eurooe Canada Unite C. St;;;.tes 

l9c.) 164 350 1,400 l,9J..4 

1964 719 234 1,200 2,153 

l~65 1,079 2 ,-'/ 
)0 23 1,600 2,958 

::..966 1,140 339 9 1,700 3,188 

l9o7 1,999 317 19 2,500 4,889 

1966 3,502 l,l7l 14 2,100 (Jar~. - 6,787/l 
Nov.) 

/l :ncomplet.e; includes issues of foreign bonds in the United States or.ly 
t-hrough November 1968. 

Source: Horgan Guaranty Trust Company, 1:Jorld Financial Markets , December 27 , 
1968. 
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Irving S. Friedoan 

"Scientific American" 

If you have not a.lready seen it, I thought you might like to see 
the attached issue. 
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CONFIDENTIAL 

Mr. John H. Adler January 7, 1970 

Irving S. Frie dma.n 

IDA Replenish~ent U.S. Position SEP 1 

WBGARCHIVE 

In your memo to Files of December 30, 1969, I was, of course, 
interested to read that the U.S. Treasury had indicated that it would 
want to have some balance of payments safeguards and you had agreed that 
some time in January yo_p would ge~ together with Mr. Stern to explore 
how this could be followed up. " 

In view of this I would like to stress the point that the argument 
being made that the balance of payments impact on a large IDA replenishment 
would come after a delay of several years only, was one that was thoroughly 
explored with the Treasury over a number of years. Indeed, it was only on 
that basis that we were able to get them to agr~e to the $600 million-
$800 million-$1 billion in the second replenishment, and it finally resulted 
in the agreed balance of payments safeguards which took advantage of this 
delay in disbursements and balance of' payments impact. I think, therefore, 
that if you wish to convince the Treasury that no balance of payments 
safeguards are necessary, then the delayed effect argument .will strike them 
as old hat, even if it sounds new to other members of the Administration 
who have not dealt with IDA replenishment before. On the other hand, if we 
have to have some balance of peyments safeguards, we mey be able to think of 
other veys of' doing it, it the postponement feature is not acceptable either 
to the United States and/or other countries tor the third replenishment. 

v 
cc: Messrs. McNamara, Knapp, Aldevereld and Rickett 

FEB .- - 1970 IU:.J ll· , .. 

president has seen 




