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OFFICE MEMORANDUM

To: Mr. A. M. Kamarck December 20, 1966
From: Rosalind Gilmore

Subject: Some French Economists' Ideas on the Problems of Developing Nations

INTRODUCTION

1s On June 26, 1965, 1'Institut de Recherche et de Formation en
vue du Developpement harmonise (IRFED) held a one-day conference of some
30 academics and national and international civil servants to review

the progress made in the year following the Geneva Trade and Development
Conference, and to recommend future courses of action. The conference
papers and conclusions were published in the IRFED review "Developpement
et Civilisations", No. 24, December 1965.

2 The following six papers were presented to the conference:

Professor Andre PLilip: Developing countries' balance of
payments. (Facts, choices and equitable solutions.)

M. Henri Janton: The present state of affairs in the
commodity markets.

M. Paul Tran-ven-Thinh: EEC proposals for a general
cereals agreement.

Unsigned article: Industrial Preferences.

M. Rene Debono: Developing countries imports pose as many
problems as their exports.

M. Giulio Fossi: Regional organizations and development.

3. The discussion on each of these papers, which was contributed

to by Messrs. A. Razafindrabe, M. Bye, J. Durieux, R. Buron, H. Younes,

A. Marchal, E. Papanicolaou, J. Austruy, P. Schrumpf and A. Adjari, is
grouped into a series of short pieces at the end. There is also an introduc-
tion by H. E. Armand Razafindrabe (Madagascan Ambassador to the EEC)

"The Outcast Nations", an editorial by Professor Austruy, two individual
studies (Professor Maurice Bye on the Franco-Algerian oil agreements

and M. Henry Bazin on economic cooperation within the Tiers-Monde) and

a summary of conclusions by Andre Philip.

CONFERENCE RECOMMENDATIONS

%, To begin at the end, Professor Philip concludes by isolating
seven lines of action to be followed in solving the problems of the devel-
oping world (Les imperatifs actuels, p. 81). They are these:



B

(i) all excise taxes (as opposed to customs duties)
should either be removed from tropical products, or their
proceeds should be made over to the country of origin;

(ii) an International Insurance Fund should be provided
to compensate for decreases in export receipts;

(iii) in the medium term, markets for products or groups
of products should be organized, though without consolidating
out-of-date patterns and structures;

(iv) in the long term, a balance of consumption and
production must be sought by major categories of products;

(v) a preferential tariff system for the manufactured
exports of developing countries must be set up, tied to
multilateral or bilateral asgreements for financial and
technical assistance to set up new industries;

(vi) development must be seen in the round by setting

up multipurpose publicly owned enterprises, taking in
production from the primary ingredients to delivery to

the consumer, and partizipated in by the selling and buying
states;

(vii) an International Develorment Plan ('Droit
International de Developpement') must be constructed
gradually, basing itself on successive precedents and
embodying a complex of joint decisions, taken co-operatively,
about siting industries and orienting world production.

TWO STRATEGIES

5. Professor Philip's seven recommendations are presented as an
attempt to derive agreed conclusions from the conference; but the more
concrete recommendations come from his own paper and contributions, and

in the more general ones he has to try to harmonize two different ideas
sbout the best economic strategy for developing countries which run through
the papers and debate, and are not easily reconciled even when considered
as a short term and a long term solution. One school of thought sees

a fundamental need to change the present economic structure of the devel-
oping countries and make them more self sufficient, particularly by indus-
trialization. The other school is interested in building on existing
economic patterns, mainly by improving the prices paid for primary exports.
Representatives of the industrializing school are Messrs. Bye, Durieux,
Younes, Austruy, and Philip (the metropolitan Frenchmen); the others

are Messrs. Razafindrabe, Papanicolaou, Schrumpf, Adjari, Bazin, Janton
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and Tran-van-Thinh. Professor Philip reconciles the two in his conclu-
sions by regarding the second as an interim objective, subordinate to

the first as an ultimate goal, with whose attainment it must not be allowed
to interfere.

INDIVIDUAL CONTRIBUTIONS

Industrialization

6. Several of the speakers at the conference, notably Professors
Philip, Bye and Durieux, consider that the developing countries should
not try to improve their present econcmic structures, but radically to
alter those structures. Improvements within the framework of their exist-
ing patterns of production and trade may be undertaken as short term
palliatives, but only in so far as they do not prejudice a long term
reconstruction of the econcmy. They should not concentrate on better
production and better prices for primary commodities, but should diver-
sify out of their existing production. Above all, they should indus-
trialize. Only thus can they get away from the unreal economic pattern
imposed upon them by the colonial regimes.

T Tt is recognized that the developing countries cannot hope

to create competitive industries on their own. Direct financial sid

to industrial develorment is, however, hardly mentiored. Instead two
other ways of encoursging their industrial efforts are considered; namely,
tariff preferences for their manufactured exports, and a scheme for uniting
the governments of the producing and consuming countries in jointly owned,
jointly financed and jointly managed production and distribution enter-
prises.

(i) Teriff Preferences

8. Those members of the conference who dealt with the subject were
almost uniformly in favor of selective tariff preferences along the lines
proposed in the Brasseur Plan. An unsigned paper on the Australian decision
to give selected less developed countries preferential quotas on a limited
list of the products most important to them rejects both the American

view that tariff preferences will not greatly benefit the less devel-

oped countries, and the T7's own declared wish for global and unselec-

tive preferences coming into operation over a period of years. The Americans,
it is said, are too negative in their insistence on the value of the
most-favored-nation principles of GATT (which they have in any case them-
selves breached in the motor vehicle arrangements with Canada), and do

not understand that although a world of competition may increase trade,

in it the less developed countries' industries cannot survive. The rest

of the Anglo-Saxon countries rest on their acceptance of the principle

of general tariff preferences, subject to conéitions (that the devel-

oping countries should agree to give up all other existing preferential
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arrangements, and that all industrial countries should agree in the new
preferences) which in practice nullify it. By contrast with these atti-
tudes, the Australian decision is praised as a breakthrough.

9. Specifically, the proposal in this paper seems to be to estab-
lish a list of manufactured and semi-manufactured goods of actual or
potential importance in the export earnings of the less-developed coun-
tries, and for the industrial countries then to make bilateral arrange-
ments for the free entry of all or a part of these exports into their
own markets, discriminating however against exports which are already
competitive (e.g. Hong Kong textiles) and countries whose level of devel-
orment is already high enough to make them dangerous competitors of the
least developed countries. Such bilateral arrangements could gradually
be generalized into a comprehensive preferential tariff system, in which
countries might lose their favored position as one by one they became
competitive.

(ii) Cooperative Production

10. An article by Professor Bye analyzes in detail the agreements
between the French and Algerian governments on the exploitation of Algerian
petroleum. This agreement carries with it sufficient financial partici-
pation by each of the states tc ensure, not a public monopoly, but public
international control of the principal export of the country of origin
and one of the key imports of the consuming country: moreover, although
private companies in France take part in the enterprise, and others may
be allowed to buy themselves in, they do so as delegates of the French
Government which remains responsible for the obligations undertaken in
the agreement. Although in this particular case the agreement deals

with the exploitation of a rather special natural resource, a general
conclusion about industrial and commercial enterprises in the developing
countries is drawn. It is suggested that agreements of this type, cutting
out not private ccmpany participation but private control of the funda-
mental production and marketing decisions, and uniting the consuming

and producing states in a cooperative enterprise which would be jointly
managed from the initial stages of production to the consumption of the
finished product, would be the most satisfactory way to bring asbout the
necessary industrialization in the less developed countries. Such a
process is offered as an alternative either to increased direct finan-
cial aid or the expansion of the less developed countries' trade, to

both of which theoretical and practical objections are seen.

11. The underlying argument is that, in the technological world,

the developing countries will continue to fall behind if they retain

their role of primary producers supplying food and raw materials to the
industries and peoples of the developed world. Only by getting the growing
industries within their own frontiers will they achieve adequate growth
rates and secure their share in the economic benefits of technological
progress. They have not themselves, however, the financial resources
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to switch to industrial production, and the question is how to provide

and control the finance. For private enterprise to provide it is not
enough, since in that way the profits will be returned to the interna-
tional companies. This is already true of many agricultural tropical
products, where the price to the consumer is many times that of the selling
price in the country of origin. Moreover, in times of high prices the
extra profit goes to the merchants in the towns, while when prices fall
it is the peasant producer who suffers. Schemes of cooperative produc-
tion, on the lines of the Franco-Algerian Agreement, would secure the
finance necessary to create industries in the underdeveloped countries,
while ensuring reasonsble prices both to producer and consumer by control-
ling all stages of the market between them. It would, of course, leave

a reasonable profit to the private capital involved, but also ensure

that a fair share of the benefits went to the producing state. Joint
enterprises of this sort should be a key to generating self-perpetuating
growth and development in the poorer countries.

Balance of Payments

125 The representatives of the developing countries, Messrs. Raza-
findrabe and Bazin, insist that although the intrcduction of manufacturing
industry may be a satisfactory long term solution, the immediate need

is to secure much better returns for the primary commodities which compose
90% of the less-developed countries' exports. They and Messrs. Philip,
Tran-van-Thinh and Janton discuss exports. All oppose the free play

of market forces and free trade, and suggest mechanisms to raise prices,
increase sales and stabilize markets. There is also a paper by M. Debono
considering the developing countries' imports.

(i) Compensatory Finance

13 There is little enthusiasm for compensatory or supplementary
finance, and M. Younes doubts their feasibility. Professor Philip accepts
that in the very short term such schemes may have a value in providing

the stability in external receipts necessary for planning. If accepted

in principle, then compensatory finance might be provided along the lines
of the International Insurance Association suggested by the United Natioms,
with contributions from the industriaslized countries applied to compen-
sate automatically and quickly for balance of trade deficits, and repay-
able in two or three years. But it would be a dangerous mistake to think
of this as an alternative to long term development aid designed to bring
about structural chenges. Such aid cannot be automatic, nor tied to

the fact of balance of payments disequilibrium, since compensation for

a structural deficit merely consolidates the status quo, the market domina-
tion of international companies, and a pattern of production unadapted

to the evolution of local demand.

(ii) Access to Markets

1k, Another solution almost wholly rejected is that of increas-
ing sales through greater access to markets arising from the suppres-
sion of consumption taxes, quantitative restrictions and tariffs (as
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discussed at Geneva). Only three ideas of this sort are suggested, and
two of those only in passing. These two are to channel surpluses into
food aid (mainly for temperate foodstuffs) and to increase consumption
(mainly of tropical products) in the Sino-Soviet Bloc (where it is sug-
gested that demand is much more elastic than in the west, provided these
countries can find from other trade the resources to finance such pur-
chases). The third idea is the suppression of all internal consumption
taxes in developed countries, especially those on tropical products such
as coffee, tea and cocoa. Professor Philip argues that all consumption
taxes should be removed immediately, both because it is unjust to finance
an industrial country's budget by a tax on producers in developing coun-
tries, and because these taxes restrain consumption. If the taxes cannot
be suppressed, at any rate their proceeds must be returned to the pro-
ducing countries. On the other hand, he argues that the proposal to
suppress tariffs and quantitative restrictions is a mistaken one. Indus=-
trial countries cannot jeopardize their whole develorment plans by withdraw-
ing necessary protection from their own producers in favor of interna-
tional competition, and the only people to benefit from such a change
would be the big international companies who control the so-called free
market and the developing countries already strong enough to look after
themselves such as Australia, New Zealand and Argentina. It is mistaken,
he argues, to concentrate on selling more when what really matters to

the producers is price, Quastity may increase, and receipts continue

to fall; and anyway the producers should not increase the quantities

put out from their one or two product economies but develop their own
subsistence sector to nourish their population, diversify their export
sectors into new products more adapted to world demand, and begin their
industrialization by using their own minerals and raw materials.

(iii) Prices

5 All were asgreed that the present prices paid to primary pro-
ducers are inadequate and unfair. But most considered that prices should
not be raised much sbove the level of the early 1950's, not only because
of the dangers of over-production but above gll because of the danger

of encouraging the less developed countries to continue the pattern of
dependence on one or two products. In the long term the ideal should be
to seek an equilibrium between production and consumption, partly by
increasing consumption through the methods described above, partly through
production controls (insofar as these are unavoidable), but most of all

by the developing countries changing their present patterns of produc-
tion. In the medium term the right course is to revalue prices and stabil-
ize earnings through the organization of markets, including commodity
agreements and control of production plans and marketing from the producer
to the eventual consumer.

(iv) Oreganization of Markets

16. All were agreed that different products must be treated in
different ways: the underlying distinction drawn was largely that between
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goods produced in both developed and developing countries, and those
coming from the less developed countries alone. Professor Philip distin-
guishes:=

(a) temperate foodstuffs;
(b) tropical products;

(¢) primary industrial materials and fuels, including
petroleun.

i There is little difficulty about (c), and (b) may in part be
solvable through increases in consumption, especially in the east. Temper-
ate foodstuffs pose the resl problem, since the industrial countries
protect their own producers and the world market is marginal and vola-
tile.

(a) Temperate Foodstuf“s

18. Ambassador Razafindrasbe argues for mechanisms (unspecified)
to restrict the pursuit of national interests by the developed countries.

19. M. Tran-van-Thinh discusses the EEC proposal, within the Xennedy
Round, for an agreement on wheat, maize, rye, millet, barley, ocats and

wheat flour, aimed at achieving an equilibrium between world supply and
demand, establishing and stabilizing of world prices at an equitable

and remunerative level, increasing access to markets, and extending world
trade with particular attention to the interests of the developing countries.

20. Such an asgreement would involve great changes. Initially supply
would be limited, and eguitable and remunerative prices would be established
by a combined effort founded on buffer stocks and disciplined merketing

of surpluses. A world price of reference would be agreed, below which

a compensating tax would be imposed on imports. This price must be remunera-
tive, taking account of the need not to provoke new surpluses. A precondi-
tion of improving the market in this way would be an agreement on the

global effect of the different types of national support for agricul-

ture. Parties to any agreement should be ready to receive requests from

low revenue countries for food aid, and these countries should not be
required to enter into agreements about the level of support (the list

of such exempted countries would be determined in consultation with FAO).
Other types of concession might also be considered, such as returning

to producers the proceeds of any compensating tax levied by consuming
countries when prices fell below the international price of reference.

But if receipts of this type were returned to the developing countries

some mechanism would have to be devised to ensure that they were used

only for development. The broader question of import taxes being applied

in this way for the benefit of the less-developed countries was worth
further study.



(v) Tropical Products

2L+ Most of the rest of the discussion of the organization of commod-
ity markets seems to be related mainly to tropical products, for which,
says Professor Philip, the need is to stabilize prices at a higher level
by increasing demand, giving away surpluses, and containing production.

22. Two specific proposals for study are made:-

(1) Price Mechanisms. Ambassador Razafindrabe suggests
a study of the price fixing mechanisms for tropical
products, since the price to the consumer seems
always to be many times greater than that paid to
the producer.

(ii) Buffer Stocks. M. Janton suggests a study of the
ways of financing the retention of commodities by
developing countries in the interests of market
stabilization, since, given long term equilibrium,
short term surpluses can be withheld if it is
possible to finance them.

23. Apart from these two proposals for study, there was general
discussion of organizing markets, not only through commodity agreements,
but also through new types of arrangement for marketing and even for
production.

(v) Commodity Agreements

2k, MM. Janton and Razafindrabe refer back to the 1961 Baumgartner-
Pisani Plan and elaborate on its advantages, especially the idea that
freedom of trade and access to markets should only be pursued within

an organization of markets, i.e. as a means within an overall plan instead
of as the final objective which is scmetimes made of it. Such schemes
must be applied flexibly according to the different nature of each commod-
ity. It is important that commodity agreements should aim at equilib-
rium between production and demand in the long term, as well as elimi-
nating short term fluctuations (which should be done particularly by
increasing demand and extending the international market, restricting
sales and, if necessary, production only insofar as this is unavoidable).
Recent developments in the International Coffee Agreement are hopeful;

for instance, the ICO's decision to use quotas geared to prices and its
recognition that such a quota system is not enough and that the present
skeletal coffee agreement must be given flesh and blood. The cocoa and
sugar conferences to come might also take a wider view, and the cereals
negotiations in the GATT have produced a number of interesting ideas

(such as the United Kingdom proposal of a minimum price of entry system,

a tax being applied when suppliers' prices fell below an agreed level).
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25, While these all represent some progress, it is argued that
technical and theoretical disagreements have still to be resolved if
progress is to be made. The last twenty years have demonstrated the

force of the French view that prices respond very rapidly to small quanti-
tative changes, as had been particularly evident in the sugar market
during the Cuban crisis when a difference of 2 million tons either way

was decisive in a total world consumption of 60 million tons. Yet the
problem of equilibrium between production and consumption is still not
given enough priority. It should be resolved first by seeking to increase
the demand which could be financed, secondly by using fcod aid mechan-
isms to supply consumers who could not pay, and thirdly, if necessary,
through some limitation of production. Stabilization can only be achieved
over a long period, and not without sacrifices by both producers and
consumers prepared to subordirate short term preoccupations to long term
interests.

(vi) Production and Marketing

26. It was generally argued that even the most successful commod-
ity agreements carry their undesirable elements, imposing unreal restraints
on production and sales, and allowing international entrepreneurs to

take an unrestricted share of the profits. The ultimate goal must be

a structural trensformation cf world trade, as well as of the patterns

of production of the less developed countries. Structural change is

here seen quite differently from Dr. Prebisch's conception of a one-

way tariff wall protecting the developing countries, with a complementary
net of preferential tariff arrangements for them in the markets of the
industrialized countries. Successful structural change, in these papers,
calls for regional economic plans embracing several developing countries
and financed by a number of industrial countries, in particular through
cooperative production and distribution arrangements for both manufactured
and primary products. Rather than go on trying to free markets, one
should on the contrary think of creating public, or mixed public and
private, international enterprises, integrating all stages of produc-

tion and consumption, so that the producers do not continue to feel that
they have no control over the fate of their products.

(vii) Imports

21 1. Debono argues that the high prices which developing coun-
tries have to pay for their imports are responsible for at least as many
problems as the low prices of their exports. Development is impossible
while import prices are so out of phase with those of exports, and the
considerable amount of infrastructure aid which is given only makes matters
worse by creating new needs.

28. This is particularly true in the countries of West Africa,
whose terms of trade have been deteriorating, particularly since they
felt the effects of the 1958 French devaluation. The Francophone African
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countries naturally buy from France, but the prices they pay are often
twice the French dcmestic price and much higher then the prices of eguiva=-
lent foreign goods. Some easement has occurred since 1963 and 1964 from
purchases of rice, sugar and wheat outside the franc zone, but these
countries are still buying concentrated milk, margarine, other foodstuffs,
cotton and synthetics from France at prices which are as much as 58.4%
higher for foodstuffs and 17% higher for materials than the prices in
African ports of similar goods from cheaper sources such as India, Hong
Kong, Belgium, Britain and Italy. The CFA countries could, of course,

buy from outside the franc zone, but tradition and monetary constraint

are against it. Practically all their exports go to France, and though
their reserves are in theory freely convertible, such conversions would
have to go through Paris, as those of the sterling African ccuntries

have to go through London, and can therefore always be subjected to control
or short-term restriction.

29. Many people suggest that bilateral trade treaties would solve
this problem. But the best bilateral treaties are those which regulate
existing trade patterns, and it is unlikely that the developing coun-
tries could find bilateral partners who would buy enough from them to
balance the imports which they need. UNor could they draw heavily upon
the convertibility of their own currency via francs without risking the
stability of their own monetary zone. It is within each African country
that the patterns of consumption must be changed. Some changes are already
tsking place (since quotas were given to the EEC countries, under the
Convention of Yaounde, and for sterling and dollar imports), and this
process will be helped as the privileges and responsibilities of France
in these countries are shared with the whole of the EEC. But if this
happens the EEC must be liberal too, for EEC goods are often much dearer
than comparsble products from Asia and the Middle East. Articles 19

and 35 of the GATT have allowed the exclusion from a great part of the
underdeveloped world of cheap gecods from other developing countries.

30 The problem is one which can be solved by the importing coun-
tries. Their franc reserves are freely convertible, but they have not

yet developed a deliberate policy of seeking the cheapest sources for
their consumer imports. In this way they are themselves losing omne of

the great advantages of belonging to the franc zone. But a contribu-

tion must be made by the developed countries also, within the whole context
of aid for development and in their own long term interest. At present
the consumers of the less developed world are being exploited. If world
opinion has at last taken account of the problem of their primary exports
it must also attack the obverse problem of imports, helping the devel-
oping countries to use profitably and successfully the tools provided

by the monetary systems to which most belong, end putting an end to closed
circuits of tragde.
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Cooperation Among the Developing Countries

31. In tackling the problems of imports, exports and industrial
planning there was discussion of the efforts which the less developed
countries should make to organize among themselves, and so provide a
stronger base for a dialogue with the developed countries. In general

the conference saw this as a matter of increased cooperation to promote
trade and harmonize development plans within regional groupings. Measures
to promote trade throughout the whole of the underdeveloped world were
also advocated.

(i) Cooperation by Regional Groups

32, M. Fossi argues that cooperation must be sought first at the
regional level, because any attempt to unite the less developed coun-
tries must conform to the pattern of a "true and viable economic organiza-
tion," i.e. one in which there are not only common and immediate economic
aims to be served, but also a common desire for political integration:
geographical proximity is almost alwsys a preconddition of this sort

of true organization. The European Economic Community, for instance,

is a real, viable and effective organization, while EFTA is not since

it lacks political instress. In Africa the League of Arab States is

a real organization, and in America the OAS may also prove to be one.
Political and economic organization can only begin on a base of real

and immediate interest; and even then, only by undertaking specific projects
which promote successful cooperation, can African countries develop the
necessary political will to long term strategic cooperation and become
willing to harmonize their development plans and policies.

33. M. Fossi considers it the duty of aid donors to do everything
in their power to promote this co-operation. He suggests that studies
should be undertaken to determine all possible concrete lines of action
by both aid donors and developing countries which will promote unity,
and specifically proposes:-

(a) studies by sector and product across all the countries
of a geographical or economic area, tc show the advantages
of coordinating production and marketing policies vis-a-vis
the outside world and to promote cooperation in agriculture,
export policy and mining (these would be designed to help
such decisions as the location of a new steel works and

the establishment of production objectives for important
commodities) ;

(b) the use of World Bank and European Development Fund
influence in favor of cooperation by their preferring to
finance projects which involve inter-country cooperation.

By consistent and specific action along these lines, states will ulti-
mately be brought to accept the political constraints necessary to bring
about fruitful economic cooperation.
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(ii) Cooperation Throughout the Third World

3k, M. Bazin deals with ccoperation between all the less-devel-
oped countries of the world. He discusses both tariff preferences to
promote trade among themselves, and means of coordinating their economic
planning.

355 Preferences, he says, must be studied carefully, since if these
countries wish to develop they must industrialize and sell their indus=-
trial products to each other as well as to the developed nations. But
unless adequate compensating arrangements are made, those developing
countries which already have preferential arrangements with industrial-
ized countries cannot afford to lose them. The disparity of development
among the less developed countries must also be borne in mind, so that
within a preferential system even the least developed is able to play

a part.

36. But it is not only existing tariff arrangements which hamper
trade between the less developed countries of the world. One of the
greatest obstacles is the lack of transport and communication, since
past communications systems have been designed, consciously or other-
wise, to foster north-south trade. Another impediment is the diversity
and very limited convertibility of developing countries' currencies.
Equally, the developing countries' export receipts must be mainly applied
to finance imports of capital equipment, consumer durables and scmetimes
food, which can be got on easier terms from the industrislized countries
than from other developing countries. The first needs therefore are

to improve every form of communication between them, and to ensure that
they have their share of any new reserve unit created in the interna-
tional monetary system. Such ccoperation would not replace the devel-
oping countries' relations with the industrial countries, but would be

a precondition of putting them onto the right basis through a structural
transformation of world trade.

37. As well as improving trade patterns, developing countries must
also harmonize their investment plans, to avoid so far as possible both
duplication and pure prestige investment. In short, trade, transport,
communication and industrial and agricultural investment must be coordi-
nated, and so far as possible payments agreements must be established.
Certain regional organizations are already striving towards these objec-
tives, but what is needed is a superstructure to coordinate their efforts.
A conference of heads of state or their representatives, with a perman-
ent secretariat, representing all countries of the developing worid,

could give life to such econcmic cooperation. It would not duplicate

the work of the regional organizations, such as the OAU, OAS and the
League of Arab States. These would still have an important role, since
cooperation would gain from being organized first at the regional and
continental level - the only level at which plans can be made for ccmple-
mentary production. But the new organization could form a framework

for defining the principle objects of common concern, developing a strategy,
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and pooling the efforts of the third world by helping harmonize regional
development plans, intensifying trade, and exchanging experience in solving
development problems. At Geneva the less developed countries laid aside
their differences to reach a series of agreements on precise points:

the greatest danger now is to underestimate their ability to continue

this cooperation, difficult though it will be.

Problems of Information

38. In his covering editorial Professor Austruy suggests control
over the information media, so that the greater sophistication of the
developed countries is not allowed to distort the pattern of trade and
production in the world market. Biased trade, in which the goods and
services produced by the less developed countries are misvalued and unjusti-
fied surpiuses and shortages are created because information is partial,
can only lead to an undegirable uniformity. Trade enriches so far as
there is diversity, and communication should increase this diversity,

not promote the transplantation of anachronistic industrial society to
the lecs developed countries, at the price of destroying certain actual
or potential resources which could provide the wealth and well-being

of the future. From this viewpoint aid should be seen neither as pure
generosity, nor as a selfish stratagem. Development should encourage

a flowering of many different aspects of life; but this cannot be cb-
tained unless each society is judged by its own inherent values. This
means that sufficient financial resources must be provided, and that
while the givers may Judge the compatibility of projects with objectives,
these latter must be chosen by the responsible local powers, and repre=-
sent an expression of the values of each individual society. The uni-
versal transmission of information should be controlled to avoid erosion
of independent judgment. But two sides are needed to communicate, and

a rigid censorship would be as dangerous as the present practical domina-
tion of one side.

GENERAL THEMES

39. The basic theme which seems most clearly to underlie the greater
part of this discussion is the need to move towards a world which would
be at once more fragmented and more regulated than at present.

(i) Regulation

Lo, Most papers look toward more economic control and management,
and stress the dangers of free market forces., It is implied that in

a managed world economy the developing countries will be more free than
without such regulation. In her introductory note Mlle. Trebous distin-
guishes as the leading principle to emerge from the conference the conclu-
sion that the age of free trade and free competition is over, and that
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each country must see itself as "the artificer of the concerted manage-
ment of the world for the greater well-being of every human'.

(ii) Fragmentation

L, But such reguletion is to be applied to fairly small units -
cooperation by developing cou.tries in subregional projects; harmonizing
their agricultural and industrialization plans by regions; control of
world trade by commodities; and regulation of the patterus not ounly of
trade but also of production through bilateral treaties. In general
the relations between developing countries are seen as regional, and
those between developed and developing as bilateral, or as between one
industrialized country and a group of developing countries.

L2, Some of the concepts discussed are universal: the Interna-
tional Insurance Fund, the commodity stabilization schemes and to scme
extent the idea of an International Development Plan. These are, hcwever,
mainly seen as creating a loose framework for regulating economic rela-
tionships in smaller packages, in a world based on a network of related
but individual agreements. The unilateral and selective tariff concessions
of the Australians are approved and the arrangements between France and
the Francophone African countries are seen as models. The duty to promote
economic development is stressed, but it is assumed that the wealthier
countries will feel varying degrees of obligation towards the differ-

ent developing countries, which will be reflected in a series of special
measures and bilateral relationships.

(iii) Criticism of GATT and UNCTAD

43. This preference for regional or bilateral arrangements is accom-
panied by criticism of such organizations as GATT and UNCTAD for attempt-
ing to apply multilateral and universal patterns to international economic
relations. GATT is said to be opposed to a necessary transformation

in the structure of world trade, and UNCTAD is said to be mistaken in
advocating world-wide, non-selective preferences since they will work
against the weakest of the less developed countries. Preferences, as

an extension of the principle of protection of nascent industries, should
discriminate in favor of the newest and weakest of all.

(iv) The Role of France

Ly, Finally, a number of the participants, both from developing
and developed countries, expressed their hope that France would take

a new international initiative towards ensuring the application of these
solutions to the problems of developing nations, especially since most
of the high hopes generated at the first United Nations Conference on
Trade and Development had yet to be translated into practical action.

Economics Department



December 19, 1966

Dear Mr, Ryan:

Mr, George D. Woods has handed me your
lottorotmm,/].%é.

After having read the Proposal I shall
be in touch with you again,

Sincerely yours,

A, Broches
General Counsel

Mr. Robert 5. Ryan

Drinker Biddle & Reath

1100 Philadelphia National Bank Building
Broad and Chestnut Streets

Fhiladelphia, Pennsylvania 19107

ABroches:cml
ce: Mr, Woods
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December 19, 1966

Dear Mr, Song: /

Thank you for your note of December 1) inquiring
into our "Estimates of External Financial Needs."

We have not as yet a document which we could make
:ﬁmutumumummm
you.

Mr. de Vries of the Economics Department will be
happy to pursue this further with you.

Yours sincerely,

Irving 8. Friedman
The Economic Adviser to the President

Mr. Chung Pum Song
Alternate Executive Director
International Bank for

BAdeVriesinme
December 19, 1966
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December 1, 1966

Mr. Irving S. Friedman

Economic Adviser to The President

International Bank for
Reconstruction and Development

Washington, D.C.

Dear Mr. Friedman,

With reference to your lecture on December 12th,
regarding "Estimates of External Financial Needs" of develop=-
ing countries, if it is possible I would appreciate a copy of
the global study document on development needs in the fore-
seeable future, but the country by country estimate, I under-
stand, is to be treated with confidence. The global study

would be very useful for my own personal use.

DATE RECEIVED

0EC 15

1968
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WiLLiIAM R. HEWLETT

ISCI PAGE MILL ROAD
PaLO ALTO, CALIFORNIA S4304

December 13, 1966

Mr. Richard H. Demuth

Dir. Development Services Dept.
World Bank

718 18th Street-Rm. 845
Washington, D. C.

Dear Mr. Demuth:

I would like to thank you, a little belatedly,
for the most enjoyable luncheon we had 1in
Washington on my recent visit. I found the
information which you were able to give me ex-
tremely helpful and valuable.

I am most appreciative.

Sincerely,

SNADY . o
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December 6, 1966

Mr, He Je Meiser
6 Frankfurt/Main
Reuterweg l4
West Germany

Dear Mr, Meiser:

Many thanks for your letter of November 23, 1966,
enclosing Mr. Casper's recent article on development aid.
I had read the article with great interest when it appeared in
the Frankfurter Allgemeine Zeitung; I appreciate your thought-
fulness of sending it to me, which enables me to pass it on to

some of my colleagues who are interested in the subject.

With kind regards,

Sincerely yours,

L. von Hoffmann

LvH/eh



December 5, 1966

Dear Arthur:

Many thanks for your letter of November 30, reporting
on your tour of Germany. I have read it with great interest
and have sent a copy, together with a copy of the attachment,
to Mr. Woods and the members of the President's Council.

With kind regards,

Mr. Arthur Karasz

Deputy Special Representative
in Europe

International Bank for Reconstruction
and Development

Ly, avenue d'Iéna

Paris 16°, France

%key: tsb
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Mr. Kamarck Degember 1, 1966

Michael L., Hoffman

Several times recently in Europe,I have been faced with the statement
that only 5 or 6% of development aid passes through multilateral channels,
When I have challenged this figure, using very rough arithmetic, I have
never been able to pin down its source except that g seems to originate
with DAC, I can imagine ways in which such a figure might be produced
but I am sure it is a very misleading indication of the relative importance
of multilateral and bilateral aid in any true sense,

I would be wery grateful for an opportunity to discuss this with some-

one in your Department so that I can either stop worrying about the 5 or 6%
figure or have some reasonable basis for saying that it is wrong.

MILHoffman/pnn

Jo 1



HEADQUARTERS:
WASFINGTON 25,D.C

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

CaBLE ADDRESS-INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOCIATION

CaBLE ADDRESS-INDEVAS

ELO
_“g\‘ P, J"E,p
~

EUROPEAN OFFICE:
4, AVENUE D'IENA
PARIS (I6F) - FRANCE
TeLerHONE: KLEBER 25-10

November 30, 1966

Dear Dick:

On my return from a two-week tour of Germany, I would like to
report briefly.

Ly One of the purposes of my trip was to meet with government
people in Germany who I had not seen for some time. I paid visits to
the Bundesbank (Dr. Blessing), to the Kreditanstalt (Guth), as well as
the Deutsche Bank(Abs).

I also intended to expound Bank problems in lectures and I
gave seven in different cities, in an area covering Berlin in the east
and Hamburg-Kiel in the north. Everything went very smoothly, thanks
to the excellent preparation by Viggo Christensen who accompanied me
on the trip.

The audiences at the lectures were quite diversified: govern-
ment people, scholars, as well as businessmen and bankers. As you certain-
ly know, "development aid" is a widely discussed matter in Germany and it
was very useful for me to meet with a number of influential people and
understand its administrative set-up (private and official) in Germany.

An astonishing number of people attended the lectures, even
on Saturdays when one would expect them to prefer a football game to
development aid. My last meeting, a "seminar" in Hamburg, was on
Saturday and it lasted from noon until 7 p.m...!

2. It is no secret, I think, that the general attitude towards
development aid is not good in Germany. The reasons for this are
manifold:

coff e

Mr. Richard H. Demuth
Director
Development Services Department
International Bank for Reconstruction
and Development
Washington, D.C.
< bk
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Mr. Richard H.

(a)

(»)

(c)

Demuth November 30, 1966

& B =

Attacks against development aid, such as the recent
article by P.T. Bauer, lLondon. He talks about
"Development Aid - A Singular Failure". The article
was given a prominent place in the Frankfurter
Allgemeine (translation enclosed).

The domestic political situation. There is no govern-
ment and therefore no one to take decisions. A "Grand
Coalition" of Christian Democrats and Socialists, if
realized, will give a curious mixture of people. There
is talk of Mr. Strauss (Bavaria) being future Minister
of Finance; I do not think this would be very promising
for us. Schiller (candidate for Economy) is a very good
man. Socialist, former Berlin Senator for Economy, he
has known the Bank for a long time. He visited with me
several years ago in Bangkok and I also met him in Berlin
when he was still Senator.

The domestic economy 1s in bad shape. Spending has been

too high during the "economic miracle" and there will be

a need for severe austerity measures. I wonder, however,
whether a "Grand Coalition" would be able and willing to

start with austerity measures? (Maybe they should invite
Messrs. Kaldor and Balogh to give them advice!)

One of the reasons for the over-spending is to be found in the

federal constitution of Germany. The Federal Government has no control
over the financial policies of the States and the cities and these two
have got into debt beyond all limits. The only difference between the
present period and 1929 is that at the moment most of the indebtedness
is in domestic currency and not in foreign exchange (although I am told
there are cities which have raised important amounts in dollars from

U.S. ‘D&nks-..).

To summarize: the Germans have always had a certain propensity to
nervousness and uncertainty. Both are more pronounced now, and there
is little objective hope for us in the German market.

Kind regards.

Enc.: (1)

Sincerely yours,

‘2 \-*Ly\u

Arthur Karasz

Suggested distribution:
President and his Council



Translation from "Prankfurter Allgemeine" of November 16/17, 1966.

DEVELOPMENT AID - A SINGULAR PAILURE.
by Professor P,T. Bauer, London

This essay by a liberal, British economist, who spoke on the
same subject at the last meeting of the Mont Pelerin Society in
Tokyo, attacks development policy as practised up to now with
particular vigour. His ideas will elicit anything but approval
from the politicians now in power. At any rate they are set down
with that unsparing sobriety which should mark all scientific
writing.~ Bditor's note.

In many parts of the underdeveloped world, and particularly
in India, development plamning is the core of economic policy.
3ince such a plaming policy is widely considered a prerequisite
for economic progress, governments working in this direction, are
favoured where apportionment of foreign aid is concerned. They
are helping themselves, and therefore deserve aid, goes the argup-
ment., Comprehensive development planning signifies that it is the
government rather than individuals who determine what is to be
produced. Economic wealth, however, does not increase. There is
only a concentration of power. All-inclusive economic planning
paralyses economic progress rather than fostering it; for the
achievement of an economy is in the final analysis always determined
by the qualities, the mental attitudes and the motivations of human
beings. Where these factors are missing, the pecples of the under-
developed countries cannot count on working up to the high standard
of living of the West. Regquirements for achieving it are diligence,
a spirit of economy and of enterprise and the ability to recognize
opportunities. The differences in economic efficiency nearly al-
ways hide a different social and institutional backsround, and the
latter has for thousands of years favoured the West rather than
Asia or Africa, primarily because the West was less authoritarian.

The contemporary concept that development depends mainly on
investment is to blame for the enormous waste in the underdeveloped
+ By terming all expenditure as investment the desire for
spending was stimulated. Other factors comnected with development
were pushed into the background, such as the bringing out of econo-
mic qualities, the foundation of appropriate institutions, or pro-
gress in technical knowledge. The overemphasis put on investment
neglects, for instance, the development of human potentialities
through education and teaching.

Ancther justification given for economic planning is that
it is necessary for rapid industrialization. However, even without
economic planning, massive industriaslization has taken place both
in rich and in poorer countries. Moreover, rapid industrialization
is not indispensable for economic progress.

:
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It is rumoured that development countries are condemned to
stagnation without massive external aid, mainly because poverty
prevents the necessary formation of capital. This is considered
an example of the vicious circle: Poverty itself is an obstacle
to overcoming poverty. This idea is obviously untenable; witness
the innumerable individuals and groups in the whole world - in
rich as well as in poor lands - who rose from poverty to riches.
The very existence of the already developed countries also proves
the fallacy of this idea; for they were all underdeveloped to begin
with. Besides a great many underdeveloped countries have made
considerable progress in the last half century. This is particular-
ly important in this connection.

It has to be made quite clear that in general foreign aid is
not an essential prerequisite to economic progress. This is to be
learned from the history of the already developed countries, who
achieved prosperity wiithout the help of foreign states. BEven
after more than a decade, development aid has been unable to raise
the standard of living in poor countries. This is generally ad-
mitted in discussion. BEmphasis is given to the continued low
standard of living in the aid-receiving countries and to the fact
that development aid at the present or even an increased volume
will have to continue indefinitely. India is perhaps the best
known example of this. Other countries which also have to struggle
with acute economic difficulties inspite prolonged foreign assistance
are Algeria, Burma, Ceylon, Ghana, Indonesia, and the United Arab
Republic. Granting of foreign aid, therefore, is not indispensable
for economic development; at any rate, in its present form, it
probably retards progress more than it helps it along. This con-
clusion seems paradoxical because foreign aid reinforces the economic
potential of the receiving country. This does, however, not mean
that the rate of development increases in these countries. The
rate of development depends much more on the influence ald has on
the factors which generally determine economic progress. Often the
reactions aid provokes are harmful to the developing countries,
and overshadow the advantages which an inflow of capital might
produce. This is why foreign aid, although it has sometimes
improved the economic situation of recipient countries, has in
general not encouraged their development.

The success of the Marshall-Plan in Burcpe is not a counter
argument. It is often cited as an example of the potential value
of external aid to poor countries. However, it must be considered
that mgwawumwmumuumm.
while$% ‘has to be developed in today's recipient countries. After
1945, Burcpe suffered chiefly from a lack of food and raw materials,
but it lacked neither gqualified workers nor markets. Thus Westemm
Europe could quickly return to prosperity, and it was possible to
terminate the Marshall plan aid programme after only four years.
Practically all the aid consisted of food and raw materials. In
striking contrast stand India and many other aid-receiving countries,
who after more than four years of aid, are in dire economic need.
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A continuous and endless stream of aid helps to impoverish the
recipient countries. The indigent relies for his subsistence on
public support., The supposition, that material progress is tied
to foreign aid, results in the belief that the chief determinants
of development may be acquired for nothing. This supposition is
false. The influx of foreign funds moreover, inoreases the
government's role in the economy. Thus the concentration of power
increases in these countries, particularly because the donor countries
insist on economic planning for the recipient countries. Their
governments are encouraged or even forced to prepare comprehensive
development plans for as long a time ahead as possible. They are
encouraged to carry on inflationary policies which then bring about
balance of payments difficulties or orises. These again are an
excuse for renewed appeals for aid and for extensive economic
controls,

In my opimion, the defects of official external aid could
be removed, chiefly through radical changes in the criteria for
granting aid; these criteria should be more selective than here-
tofore. They should chiefly benefit governments which try to
fulfill the major tasks of government and at the same time keep
away from strict state control of the economy. Such oriteria for
the distribution of ald would chiefly benefit relatively liberal
recipient countries.



Mr. A. M. Kamarck November 29, 1966

Vinod Dubey
Protection of "Intellectual Property"

'

1. I attach a of a reply from Mr. Friedman to Mr. Merchant,
to the latter's memo’on protection of "Intellectual Property". have
discussed the matter with the Legal Departmentswho are not aware any of-
initiative of the Bank in this field. They have also checked the
accurscy of the statements in the draft regarding the Convention on the
Settlement of Investment Disputes. You will see that paragraph 2 of
the draft refers to several national and intermational bodies that are
-actively considering the question, the implication being that there is
no special need for the Bank to enter this field.

: The problem of the attitudes of governments of developing
countries to the rights of the "intellectual property" of foreign
nationals is however important from the viewpoint of their economic
growth and, therefore, the Bank may consider more study of it. In
developed countries the recognition of provate owmership rights on new
products and processes acts as an incentive to discovery and technolo-
gical progress. In the developing countries, however, where development
is based on technology "imported" from the developed countries, it is
often felt that the existence of rights to intellectual property
restricts the possibilities of "imitation", and therefore hampers their
technological progrese. That there is something in this point of view
cannot be denied. Warious suggestions have been made over the years
about devices to facilitate the adoption of modern technology by
developing countries. A moratorium on copyrights and patents has
often been mentioned in this connection. In the OECD at the Second
Meeting of the Nationmal Directors of the Pilot Teams Project on Science
and Economic Development in 1964 the idea of Technological Bank, which
would act as a storehouse of technological know-how and make it available
freely to LDCs was mooted. A similar proposal was made by Dr. Rac at
the recent Conference on Technology and Foreigh Trade Gaithesburs.

There appears to be an essential weakness in this line of
argument. It implicitly assumes that the developing countries are in a
position to "exploit” modern technology once the knowledge of patented
products and processes is made freely available to them. Actually this
is not so. Technological know-how can be transferred successfully to
developing countries only concomitantly with assistance in skill forma-
tion, in men and waterials, and in finance. Consequently, a more rapid
transfer of technology to the developing countries would require a more

Tl ~ 7.‘-‘4,
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Mr. Kamarck -2 November 29, 1966

favorable treatment by them of foreign intellectual property in order
to provide an incentive to firms from overseas. In

is interesting that the 3o

Convention - the 83 year old international agreement on patents - in
order to encourage patentees in western
processes in the Soviet Union.

eoun
3. The relative importance of licensing as
of technological know how to developing countries t.hould be determinate
from balance of payments data. Unfortunately, as Mr. Rao po umy

in his memo to Mr. Leon on the Reverse Flows from LDCs (October 10; 1966):
"The Fund balance of payments format provides only for the reporting

of copyright and patent reyalties but the actual reporting is seldom

in that detail; it is concealed in the cateh-all “Other Services".”
Agcording to Mr. Rao's guess, payments for copyright and patent royalties
from LDCs totalled about 250 million dollars in 156L4. By comparison
direct investment income payments were 2.5 billion dollars.

It is reported that OBCD is working on the construction of a
"technological® balance of payments, of royalty payments and receipts
for ONCD countries, within the framework of the "International Statistical
Year on Research and Development". These, when available, may throw
soma light on the relative importancs of licensing 23 opposed to direct
investrent in the transfer of technological know-how to LDCs.

Vhubey :yd
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TEL. 59 09 777

Mr., Ladislaus von Hoffmann
International Finance Corp. ]

1818 H, Street N.W.
Washington 25 D,C. /USA

Dear Mr, von Hoffmann,

As you know Mr. Casper devotes some of his time to problems
concerning development aid and in particular to all questions
concerning personal development aid. As head of the German
Developnent Service he is actively engaged in this field,

At the beginning of this month the " Frankfurter Allgemeine
Zeitung " published an article which was written by Mr. Walther
Casper in which the subject "Development Policy and University"
is intensively discussed, You will find a copy of the article
in the enclosure,

Since the article is in German a short synopsis has been
prepared in English which you also find in the enclosure and
which gives a summary of the ideas expressed in the abhove
mentioned article,

No doubt, Mr. Casper has found an inspiration in his personal
experienceswith ’merican Universities which are contributing
so much to the American Development Aid Policy through their
research and teaching work in this field. This work includes
also the encouragement to prepare professors, students and
young graduates for practical duties within the field of
development aid,

I am convinced that the presentation of the ideas expressed

in the article will bring the discussion concerning development
policy a step further in the right direction over here, and

it is to he hoped that the German Universities in the future
are going to include in a generous way development policy

into their research and teaching prograns,

/

With best regards and all good wjghes, I remsgin,

rely y ursyg,

s [ s

y of the Engineering and Mining
which Mr, Casper gave over actual

P.S. I have also enclosed a c
Journal with an intervie
economic problems,

Encl.

o Mt 6



Walther Casper: "Lawyers shouldn’t build Canals"

Article in the Frankfurter Allgemeine Zeitung of November 1, 1966
over Development Policy and Universities.

Synopsis

Walther Casper developed as the nucleus of his address the
manifold relations between investigation and teaching in the
higher educational institutions and the duties of the development
policy. The solution of development problems demands on the one
hand scientific foundations and the personal engagement of
students and professors. On the other hand such initiative on
the part of the universities would in turn prove beneficial to
the universities, It would aid in overcoming the ever present
vestiges of provincialism and would breath a new strong intel-
lectual spirit into the universities as well as open new fields
of academic endeavor to future students,

Casper suggested that Germany in personal development aid - in
so far as the participation of persons from academic life is
concerned - lags far behind in comparison to its contribution
to capital aid, in which it stands in fourth place among the
western industrial nations. He emphasized the central role that
personnel plays in the different forms of developmént aid:

"A country is not a development nation only because it lacks in
capital and technical fundaments, but also because it lacks the
capability to utilize capital and technology."

Up to now the personnel for Germany's development aid have been
drawn in the main from technicians, largely by practitioners.
Therefore a strengthened participation of students and young
academicians must be brought forth., Casper calls upon the leaders
in politiecs, administration and the economy to help encourage
this development. Above all provision must be made that service
in a developing nation finds the deserved recognition in Germany.
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JURISTEN SOLLEN KEINE KANALE BAUEN

Wie die Entwicklungshilfe junger Akademiker wirksamer gemacht werden kann | Von Walther Casper

.Die deutsche Universitiit ist herausgefordert, die Probleme der Entwidklungslinder und der Entwicklungs-
politik zum Gegenstand ihres Forschens und Lehrens zu machen.” Dieser Satz umséhlieft, was Dr. Walther
Casper, Vorsitzender des Verwaltungsrats des Deutschen Entwicklungsdienstes, in einem Vortrag an der
Universitiit Miinchen der akademischen Jugend und ihren Lehrern ans Herz legen will. Casper, Erzhandels-
experte und Vorstandsmitglied der Metallgesellschaft AG in Frankfurt, ist ein Mann von internationalem
Weithlick. Entwicklungshilfe ist fiir ihn, der den ,Deutschen Entwicklungsdienst™ nach dem Vorbild des

Wenn wir tiber Entwicklungspolitik
sprechen, so braucht nicht ausgefithrt zu
werden, welche wellweiten und -viel-
schichiigen Probleme sich hinter dis-
sem Begriff verbergen. Wir alle wissen,
daB es um soziale, politische und wirt-
schaftliche Fragen allererster Ordnung
geht. Von ihrer Losung wird nicht nur
das Wohl der im Aufbruch stehenden
jungen Nationen abhingen, sondern
auch die Stellung der Indusfrienationen
in der Weltgemeinschaft der Vdilker.

Zwei Drittel aller Menschen leiden
unter dem Mangel am Notwendigsten
und haben kaum Aussicht, diesen Zu-
stand zu #dndern. Thre Rildungs- und
Berufsmoglichkeiten sind limitiert. Es
fehlt ihnen an Kapital, an qualifizierten
Arbeits- und Fiihrungskriften. Wir
kennen das Ringen zwischen Ost und
West um die sogenannte ,dritte Welt®
— die Anstrengungen, die China unter-
nimmt, um die Entwicklungsldnder un-
ter seiner Filhrung zu einer Front gegen
die industrialisierte Welt — einschliefi-
lich der Sowjetunion — zu einigen. Sie
kennen die Empfindsamkeit und das
MiBtrauen, denen die westlichen Indu-
strie-, vor allem die fritheren Kolonial-
staaten, in den jungen Nationen begeg-
nen.

Angesichts dieser Situation, die sich
noch durch eine Reihe weiterer Bei-
spiele belegen liefie, wollen wir uns
darauf beschridnken zu fragen, was
Universitét, Studenten und Akademiker
in unserem Lande tun kénnen, um zur
Lisung der Entwicklungsprobleme in
Afrika, Asien und Lateinamerika bei-
zutragen.

Humanitire Gesinnung und karitative
Einzelaktionen sind zwar begriiliens-
wert, jedoch nicht ausreichend, das
Dilemma der Entwicklungslinder zwi-
schen politischer Selbstindigkeit und
wirtschaftlichem wund sozialem Fort-
schritt zu bewiltigen.

Vielmehr muB sich zur humanitdren
Gesinnung ein HochstmaB an Sach-
gerechtigkeit und solidarisch-partner-
schaftlicher Haltung gesellen; den kari-
tativen Einzelaktionen aber haben eine
umfassende geistige Aufarbeitung des
Problems und eine wirksame Organisa-
tion gezielter und zur Selbsthilfe an-
regender MaBnahmen zur Seite zu tre-
ten.

Neue Aufgahen

Der Universitdt als Stédtte von IFor-
schung und Lehre stellen sich durch
'das Erwachen der Entwicklungsléander
ganz neue Aufgaben. Die schnell fort-
schreitende Internationalisierung des
politischen und wirtschaftlichen Lebens,
der kulturellen und sozialen Kommu-
nikation tritt in einer Zeit an uns heran,
da die Universititen und Hochschulen
in eine Periode des Wandels eingetrefen
sind. '

Man redet nicht mehr nur von Hoch-
schul- und Studienreform, sondern legt

Pline zu ihrer Verwirklichung vor, die
den Bediirfnissen moderner Forschung,
den Anforderungen des heutigen Wirt-
schaftslebens und den Bedingungen un-
serer Gesellschaft gerecht zu werden
versuchen; man wagt bei der Errichtung
neuer Hochschulen die ersten Experi-
mente. Ich denke an Bochum; besonders
aber an Konstanz, wo die Fakultdten
nicht mehr autonome, in sich geschlos-
sene Forschungs-, Lehr- und Studien-
bereiche darstellen, sondern rein organi-
satorische Einheiten geworden sind, um
das interdisziplinire Forschen und Leh-
ren zu fordern. Es ist zu erwarten, dafl
im Verlauf dieses Wandlungsprozesses
der deutschen Hochschule auch jener
Gehalt der traditionellen Idee der deut-
schen Universitit endgiiltig relativiert
wird, der den Riickzug aus allen gesell-
schaftlichen Bindungen empfahl; und es
ist zu hoffen, daB ein Eingehen des For-
schenden auf die konkreten Anforderun-
gen der Zeit nicht linger als Bedrohung
der objektiven, zweckfreien Erkenntnis
bewertet wird.

Einsamkeit und Freiheit als Vorbe-
dingung unvoreingenommener Erkennt-
nis wird weiterhin ein Lebensprinzip
des Wissenschaftlers bleiben miissen —
doch sollte immer mehr die Einsicht
wachsen, daf die Universitit an den
grofen Themen der Zeit nicht vorbei-
gehen darf, sondern sich auch als Diene-
rin der gegenwirtigen Lebensfragen der
menschlichen Gesellschaft verstehen
muB. Sie darf nicht nur Interpret der
Vergangenheit und Anwalt der Zukunft
sein — sie muB auch Helfer der Gegen-
wart werden.

Die Gegenwart von heute und morgen
aber wird mehr und mehr von dem Ge-
geniiber der im Aufbruch stehenden
,jungen® Volker und der ,alten® Stga-
ten der industrialisierten Welt geprigt.

Kann es die Universitiat verantworten,
die geistige Durchdringung dieser Fra-
gen und ihre praktische Bewiltigung
allein der Politik, der Verwaltung und
Wirtschaft zu tiberlassen?

Die deutsche Universitit ist vielmehr
herausgefordert, die Probleme der Ent-
wicklungsldnder und der Entwicklungs-
politik zum Gegenstand ihres Forschens
und Lehrens zu machen, Sie mull durch
eigene, personelle Beitrige die staat-
lichen MaBnahmen der Ausbildungshilfe
und der personellen Hilfe fiir die Ent-
wicklungsldnder ergéinzen.

Wenn heute das Selbstversténdnis der
deutschen Universitit neu durchdacht
wird, so sollte das auf dem Hintergrund
grioBerer Weltoffenheit und im Hinblick
auf die grofen Entwicklungslinien der
menschlichen Gemeinschaft erfolzen.
Eine Modifizierung der Forschungs- und
Lehrprogramme muff — wenn ich so
sagen darf — zu einer ,Internationali-
sierung® der Fragestellungen fiihren.
Und die Studienpline miissen den Stu-
denten und spiteren Akademiker liber
jede Provinzialitit zu internationaler
Verantwortung fithren.

Deutsche Hochschulen stehen abseits

Die Entwicklungspolitik als Gezen-
stand von Forschung und Lehre ist an
den deutschen Hochschulen bisher nur
wenig beriicksichtigt worden — im
Gegensatz etwa zu den Verh#linissen in
den Vereinigten Staaten.

Dort besteht zwischen dem Peace
Corps, aber auch anderen Institutionen
der Entwicklungspolitik und zahlreichen
Universitidten eine enge Verbindung. Viele
Experten der Agency for Internationai
Development — also jener Stelle, die die
gesamten staatlichen EntwicklungsmaG-
nahmen koordiniert — rekrutieren sich
aus dem akademischen Raum. Die Aus-
bildung der Entwicklungshelfer liegt
fast ausschliellich in den Hinden der
Universitdten; tiber 100 Institutionen
von Universitdtsrang fithren fir das
Peace Corps seit 1961 Ausbildungspro-
gramme durch.

Die Universititen arbeiten mit dem
Peace Corps auch bei der Rekrutierung
und Betreuung der Freiwilligen zusam-
men. Sie haben teil an der Planung und
Auswertung des Einsatzes von Freiwil-
ligen und sind nach deren Riickkehr aus
Ubersee an ihrer Wiedereingliederung
in Studium oder Beruf beteiligt. Im
iibrigen gewinnt die Eingliederung der
Freiwilligenausbildung in den ordent-
lichen Lehrplan eine immer gréfere Be-
deutung.

Die weitreichende Mitarbeit der ame-
rikanischen Universitét an den Aufgaben
der Entwicklungspolitik hat vor allem
zwel Griinde: Einmal identifiziert sie
sich weitgehend mit dem geistigen
Grundgehalt der Peace-Corps-Idee; sie
unterstiitzt die Forderung, dafl die Ver-
antwortung des einzelnen fiir den Mit-

menschen und das Gemeinwesen nicht
an der Grenze der eigenen Nation halt-
machen darf, sondern weltweit orien-
tiert sein muf. Dieser zentrale Gedanke
aus dem Konzept der ,New Frontier*
Prisident Kennedys wird bewufit von
den Universititen weitergetragen und
vertieft.

Zum anderen hat die Universitdt ein
pidagogisches Interesse an ihrer und
der Studentenschaft Mitarbeit in der
Entwicklungshilfe.

Gemessen am Engagement der ameri-
kanischen Hochschulen verhalten sich
viele deutsche Hochschulen gegeniiber
den Aufgaben, die die Entwicklungs-
politik stellt, eher abstinent. Erfreulich
ist es jedoch, daB bereits heute nicht
wenige Professoren, Dozenten und Stu-
denten auf diesem Gebiet aktiv sind.

So begriiBenswert es ist, daB einzelne
Professoren und Dozenten die Initiative
ergreifen, so sehr wire zu wiinschen,
daB diese Ansitze immer mehr zu einer
Verpflichtung der Hochschule als solcher
fithrten. Soviel mir bekannt ist, geschah
das bisher nur in zwei Fillen: Die Uni-
versitit Koln hat einem leitenden Herrn
des Bundesministeriums fiir wirtschaft-
liche Zusammenarbeit einen Lehrauf-
trag verliehen, und zum Sommerseme=-
ster dieses Jahres wurde an der Bochu-
mer Universitit der erste deutsche Lehr-
stuhl fiir allgemeine Entwicklungspoli-
tik geschaffen.

Beispiel Bochum

Es wire an der Zeit, daB auf allen
Ebenen des akademischen Raumes ein
Gesprich dariiber in Gang kommt, in

welcher Weise die Eniwicklungspolitik
zu einem vollgiiltigen Gegenstand von
Forschung und Lehre werden kann. Las-
sen Sie mich dszu nur ein paar der mog-
lichen Initiativen skizzieren.

Zum einen wire wiinschenswert, dal
das Beispiel Bochum (ich meine die
Schaffung eines Lehrstuhls fiir Eni-
wicklungspolitik) an anderen Universi-
téten Schule macht. Es geniigt nicht, daB
am Lehrstuhl fir Wirtschaftstheorie
die Frage des Wirtschaftswachstums, am
Lehrstuhl fiir Soziologie die Frage des
sozialen Wandels und am Lehrstuhl fiir
Politik die Frage der Herrschaftsformen
in Entwicklungslindern je fiir sich er-
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forscht werden. Zu der Erforschung
der Teilprobleme mufi die Erkenntnis
der Gesamtzusammenhinge treten. Ein
Lehrstuhl fiir Entwicklungspolitik konn-
te Krislallisationspunkt des interdiszi-
plindren Gesprichs und Heimat der Er-
forschung des Gesamtphinomens wer-
den.

Der Erweiterung der Forschungstéitig-
keit miifite eine Ausdehnung der Lehr-
titigkeit auf diese Probleme entspre-
chen. Die Vorlesungen und Seminare
iiber Einzelprobleme konnten vermehrt
werden. Neben sie sollten interdiszipli-
nire Lehrveranstaltungen und Arbeits-
gemeinschaften treten, in denen die For-
schungsergebnisse der verschiedenen
Fachrichtungen zusammen gesehen, dis-
kutiert und ausgewertet werden.

Zum andern diirften sich auch bei uns
die Hachschulen nicht scheuen, den
Studenten auf eine spitere konkrete
Tatigkeit in den Entwicklungslindern
vorzubereiten. Das konnte wiederum
durch Vorlesungen, Seminare und Ar-
beitsgemeinschaften geschehen, die dem
Studenten innerhalb seines Faches eine
zusétzliche — auf eines der Entwick-
lungsldnder und -projekte ausgerich-
tete — Kenntnis und Befahigung wver-
mitteln.

Die Universitit wiirde damit zu einem
der Zeniren geistiger und personeller
Entwicklungshilfe. Das 188t sich indes
nur erreichen, sofern Rektorenkonfe-
renz, Professoren- und Dozentenschaft
voll fiir die Idee der Entwicklungshilfe
gewonnen werden, insbesondere auch
von der wissenschaftlichen und pédago-
gischen Relevanz einer Mitarbeit von
Akademikern in Entwicklungslandern
tiberzeugt wiirden.

Die Aufnahme von entwicklungstheo-
retischen und -politischen Fragestellun-
gen in Forschung und Lehre sollte kei-
neswegs als ,einseitiges Geben* der
Universitdt an die jungen, im Aufbau
begriffenen Nationen verstanden wer-
den. Mit der notwendigen Hilfe fiir
diese Volker verkniipfen sich positive
Rickwirkungen auf die Universitét
selbst.

Ich denke an die Uberwindung eines
da und dort noch fiihlbaren Provinzia-
lismus, an eine verstdrkie iibernatio-
nale Offnung der akademischen Welt,
an eine bewulitere Hinordnung der Auf-

amerikanischen ,,Peace Corps™ ins Leben gerufen hat, eine Sache des persinlichen, praktischen Engagements.
Sie sollte aber — so meint er — nicht den Praktikern allein vorbehalten bleiben, wie es bisher in der
Bundesrepublik allzu sehr iiblich geworden sei. Casper, ein enger Vertrauter des Kreises um den ermordeten
amerikanischen Prisidenten Kennedy, hat mit seiner ehrenamtlichen Titigkeit fiir den Deutschen Entwick-
lungsdienst gezeigt, was ein Privatmann in diese grofie Aufgabe einbringen kann: Ideenrcichium und Un-
ermiidiichkeit, und er sagt in seinem Vortrag, wie hier der Einsatz junger Akademiker sinnvoller werden kann.

gaben und der Struktur der Universitit
auf die weltweiten Entwicklungstenden-
zen unserer Zeit.

Der akademischen Jugend wiirden
neue Bildungschancen erschlossen. Neue
Gespriichspartner aus Ubersee, der Kon-
takt mit anderen Kulturen, vermehrte
Auseinandersetzung mit einer von der
europdischen sich abhebenden Geistig-
keit und mit uns fremden Denkansédtzen
koénnten nicht zuletzt wertvolle Impulse
fiir die Hochschulreform geben.

Ich verspreche mir aber nicht nur po-
gitive Riickwirkungen auf den akademi-
schen Raum selbst, sondern auf die
Haltung der breiten Offentlichkeit zu
der weltpolitischen Situation unserer
Zeit,

Deutschland im Riickstand

Eine verstirkte Mitarbeit der Univer-
sitit als Institution an den Aufgaben
der Entwicklungspolitik muli begleitet
werden von einem grifferen Engagement
der einzelnen Studenten und Jungaka-
demiker. Neue Lehrstiihle, Vorlesungen
und Seminare haben nur Sinn, sofern
die Blirger der Universitdt zur geistigen
Durchdringung dieser Probleme bei-
tragen und sich selbst fiir eine Tatigkeit
in der personellen Entwicklungshilfe
verpflichten.

Auch der massive Einsatz von Kapital
und technischer Hilfe mull verpuffen,
sofern nicht gleichzeitig — oder noch
besser vorher — in den Empfangerldan-
dern die Voraussetzungen geschaffen
werden, daB das Kapital richtig angelegt
und die technische Ausriistung optimal
eingesetzt wird. Das aber ist gerade die
Aufgabe der personellen Entwicklungs-
hilfe,

Haben wir nicht in unserem Lande das
beste Beispiel, was fachliches Konnen,
Erfindungsgabe und Schulung yvermag?
Glauben Sie, daf der Marshallplan so
groBen Erfolg gehabt hitte ohne diese
Voraussetzungen? Ein Land ist eben
nicht vor allem dadurch ein Entwick-
lungsland, daB ihm Kapital und tech-
nische Ausriistung fehlen, sondern da-
durch, daB ihm die Méglichkeiten feh-
len, Kapital und Technik zu nutzen.

Deutschland hat auf dem Gebiet der
personellen Entwicklungshilfe bisher
relativ wenig geleistet. Den 1357 deut-
echen Experten, die 1964 in Ubersee
tétig waren (hierin sind bereits einge-
schlossen die Freiwilligen des Deutschen
Entwicklungsdienstes und anderer Or-
ganisationen der -personellen  Hilfe),
standen 44 194 franzosische, 12 699 eng-
lische 14 188 amerikanische und 29000
Experten aus dem Ostblock gegeniiber.
Diese Zahlen sprechen fiir sich. Steht
Deutschland im Hinblick auf seine Ka-
pitalhilfe an vierter Stelle der groBen
Industrieliinder, so liegt es auf dem
Gebiet der personellen Hilfe noch hinter
Italien, Israel und Jugoslawien. Die
Situation hat sich in der Bundesrepu-
blik inzwischen gebessert. Immerhin
sind zur Zeit etwa 2500 deutsche Fach-
leute in Entwicklungslindern, wobei
hiervon etwa 600 durch den Deutschen
Entwicklungsdienst entsandt wurden,

Ist der relative deutsche Anteil an
der personellen Entwicklungshilfe ins-
gesamt schon gering, so ist der An-
teil der deutschen Studenten und Aka-
demiker noch weit kleiner. Unter den
deutschen Freiwilligen, die heute in
einem Entwicklungsland arbeiten, fin-
den sich kaum 35 Prozent Sfudenten
und Akademiker — wiederum im
Gegensatz zu dem Verhiltnis in den
kanadischen, englischen, franzosischen,
japanischen und amerikanischen Frei-
willigenorganisationen.

Von den Freiwiiligen, die das Peace
Corps bisher entsandt hat, haben 80
von 100 eine College- oder Universi-
tatsausbildung, und ein grolier Prozent-
satz der Riickkehrer setzt zu Hause
sein Studium fort.

Die Griinde

Wo liegen nun die Ursachen daflir?
Warum steht der deutsche Student und
Jungakademiker abseits, wo die Ju-
gend aus aller Welt — akademisch oder
nicht — sich in einem Gefiihl wirklicher
Solidaritdt verbindet und am Umbau
der uralten und doch sich erneuernden
Entwicklungswelt mitarbeitet?

Die Griinde dafiir sind einerseits darin
zu suchen, daB von deutscher Seite bis-
her vorwiegend Projekte aufgegriffen
wurden, die sich fiir eine Mitarbeit von
Studenten und Akademikern wenig
oder gar nicht eignen. In den Projekten
des Deutschen Entwicklungsdienstes,
aber auch in denen anderer deutscher
Organisationen dominierten bis heute
die Praktiker: der Landwirt, Mechani-

ker und Bauhandwerker; die Kranken-
schwester 1nd Sozialhelferin, Nicht
Lehrtatigkeit wie beim Peace Corps,
sondern ,Fachdienst® steht{ an erster
Stelle der deutschen personellen Ent-
wicklungshilfe, die sich damit vorwie-
gend auf die ,middle level manpower®
stiitzt.

Andererseits liegen die Griinde {iir
die Zuriickhaltung der Studenten und
Akademiker in der Organisation des
Studiums und den Bedingungen der aka-
demischen Berufe. Man mul} realistisch
genug sein, um zu verstehen, dal der
deutsche Student sein Studium kaum
fiir ldngere Zeit unterbrechen kann, um
in ein Entwicklungsland zu gehen. Wir
haben nicht — wie die angelsichsischen
Hochschulen — eine Zisur wihrend der
vier bis sechs Jahre Studienzeit. die es
dem Studenten erlauben wiirde, nach
dem vierten oder fiinften Semester fiir
zwel oder drei Jahre eine Aufgabe in
einem Entwicklungsland zu tiberneh-
men und danach wieder ubergangslos
das Studium fortzusetzen oder aber so-
fort im Beruf tdtig zu werden.

Wer linger als ein Jahr sein Studium
unterbricht, verliert den Anschlufl an
den Lehrstoff, die Studienkellegen, die
Dozenten. Der Student muf in den mei-
sten Studienféichern das in den Anfangs-
semestern erworbene Wissen bis zum
Examen speichern. Er will bei seinen
Dozenten bekannt bleiben. Und er ist
hdufig darauf angewiesen, seinen Pla‘z
in Arbeitsgemeinschaften, die der Ex-
amensvorbereitung dienen, zu behalten.

Ein weiterer Grund dafiir, dafl es den
deutschen Studenten nicht nach Afrika

oder "Asien zieht, mag darin zu sehen
sein, daf er einfach nicht-geniigend Uber
Aufgahen und Méglichkeiten der Ent-
wicklungspolitik informiert ist — aber
auch dariiber, wie positiv sich seine Té-
tigkeit in einem Entwicklungsland auf
seine kiinftige wissenschaftliche und be-
rufliche Entwicklung auswirken kann.

Beim Jungakademiker dagegen, der
sich nach vergleichsweise langer und
kostspieliger Ausbildung mit dem be-
standenen Examen endlich an der
Schwelle seines beruflichen Lebens
sieht, sprechen andere Griinde dagegen,
sich in der persénlichen Entwicklungs-
hilfe zu verpflichten.

Er will den AnschluBl an seine Kolle-
gen nicht verpassen und mdglichst
schnell in seinem Beruf vorankommen,
Ob ein Einsatz in Asien oder Afrika ein
ausreichendes Aguivalent an gewonne-
nen Erfahrungen fiir die zwei ,verlore-
nen® Jahre bietet, bezweifelt er.

John White, ein Angehoriger des bri-
tischen Uberseeministeriums, driickt
das in einer Analyse der deutschen
Entwicklungspolitik treffend aus: ,Fiir
den deutschen Experten stell{ sich eine
lingere Uberseetitigkeit wie ein
Gliicksspiel dar; mehr sogar, es ist ein
Gliicksspiel, in dem die Gewinnchancen
gegen ihn stehen; denn es scheint fiir
ihn vollige Abgeschnittenheit von den
Quellen seines Wissens, von seinen
kiinftigen Vorgesetzten und von der
Bithne seines beruflichen Ehrgeizes zu
bedeuten. Immer wieder wird als Argu-
ment gegen eine Uberseetitigkeit die
1lggs-l_?rohung der eigenen Karriere ange-
u 1 .“

In enger Beziehung zum Studienfach

Aus der Betrachtung der Griinde, die
bisher einer Beteiligung von Studenten
und Jungakademikern in der personel-
len Entwicklungshilfe im Wege stehen,
ergeben sich einige Forderungen fiir Art,
Dauer und Bedingungen des Einsatzes
akademischer Freiwilliger, fiir die Vor-
bereitung auf die Tatigkeit im Ent-
wicklungsland und flir die Abstimmung
des Einsatzes auf die jeweilige Studien-
und Berufssituation.

Erstens: Die Projekte fiir Studenten
und Jungakademiker miissen so aus-
gewdhlt werden, dafl die T#tigkeit im
Entwicklungsland engen Bezug zum
Studienfach des Studenten oder zum
Beruf des Jungakademikers hat. Der
Freiwillige darf in seinem Studienfach
oder Beruf gegeniiber seinen Kommili-
tonen zu Hause nicht in einen Riick-
stand kommen; vielmehr sollte er bei
und durch die Erfiillung seiner Auf-
gabe neue Erkenntnisse und spezielles
Wissen erwerben konnen, das ihm niitz-
lich ist, wenn er an seine Hochschule
oder in seinen Beruf zuriickkehrt. Der
Aufenthalt in Ubersee muB ihn zu
einem bewuliferen Weiterstudium und
einer tieferen und umfassenderen
Kenntnis seines Faches fiihren.

Fir den Einsatz eines Studenten
denke ich etwa an folgende Méglich-
keiten. Zum einen koénnte er fiir seine
Zulassungs- oder Diplomarbeit ein
Thema wéihlen, das aus dem speziellen
Fragenkreis eines Entwicklungslandes
genommen ist: Der Mediziner unter-
sucht die hygienischen Gegebenheiten
im Kongo, der Volkswirt die Aullenhan-
delssituation von Peru, der Jurist das
Stammesrecht in Botswana, der In-
genieur den Kanalbau in Syrien, der
Soziologe die sogziale Schichtung in Ar-
gentinien, der Psychologe Verhaliens-
muster in Indien. Die Mdglichkeiten fiir
Geographen, Ethnologen, Geologen und
Biologen sind evident.

Zum anderen wiire denkbar, dall der-
artige wissenschaftliche Arbeiten unter
Anleitung eines bereits promovierten
Akademikers von einem unter Umstéan-
den interdisziplinir zusammengesetzten
Team von Studenten auf Grund eines
Forschungsauftrages durchgefithrt wer-
den. Dabei konnte an eine Finanzie-
rung aus den Forschungsmitteln des
Bundesministeriums fur wirtschaftliche
Zusammenarbeit gedacht werden. Fer-
ner bestlinde fiir hohere Semester die
Méglichkeit, sich einige Zeit als Assi-
stent an einer Hochschule in Afrika,
Asien oder Lateinamerika zu verpflich-
ten. SchlieBilich kénnte der Student die
ohnehin erforderliche Praktikumszeit —
anstatt zu Hause — in einem Entwick-
lungsland absolvieren, Das wire minde-
stens fiir Mediziner, Wirtschaftler, So-
ziologen und Techniker denkbar.

Fiir den Einsatz eines Jungakademi-
kers bietet sich ebenfalls eine Reihe von
Aufgaben, die Bezug zu seiner beruf-
lichen oder weiteren wissenschaftlichen
Arbeit haben. Er kann gleichfalls als
Assistent tétig werden sowie Lehr- und
Forschungsauftréage ausfithren,

Es fehlt in den Entwicklungslindern
also keineswegs an Aufgaben, die von
Studenten oder Jungakademikern auf-
gegriffen werden kinnten, ohne dal} sie
von ihrem Fach abgelenkt wiirden, Im
Gegenteil: Es gilt nur, das Angebot an
akademischen Kriften in Einklang zu
bringen mit dem groBen Bedarf in der
Entwicklungswelt. Und dafiir ist — ne-
ben der Information der in Frage kom-
menden akademischen Kreise — eben
Voraussetzung, daB die Arbeit des Stu-
denten oder Jungakademikers in einem
Entwicklungsland nach seiner Riickkehr
die ihr zukommende Anerkennung fin-
det. Beim Studenten miiite die in Uber-
see verbrachte Zeit auf eine durch den
Studienplan vorgeschriebene Famulier-

roder Praktikumszeit angerechnet wer-

den. Der Einsatz im Eniwicklungsland
sollte es ihm gestatten, nebenher Ma-
terial fiir eine Diplomarbeit oder Dis-
sertation zu sammeln,

Dem Jungakademiker dagegen, der
seinen Blick vorwiirts ins Berufsleben
richtet, sollte eine berufliche Auswer-
tung seiner entwicklungspolitischen Er-
fahrungen ermdoglicht werden.

Es wiire zu iiberlegen, ob es mdglich
wire, eine Beamtenlaufbahn fiir Ent-
wicklungsexperten zu  schaffen, die
nach Absolvierung ihres Fachstudiums
und nach Ablegung der entsprechenden
Examina als ,Entwicklungsreferendare”
zwei Jahre in einem Entwicklungsland
arbeiten. Nach ihrer Riickkehr wire ein
weiteres Referendarjahr vorzusehen,
das in einer staatlichen oder halbstaat-
lichen Organisation der deutschen Ent-
wicklungspolitik geleistet werden
kénnte. Das sich daran anschlieBende
Assessorexamen wiirde eine Uber-
nahme in das hohere Beamtenverhilt-
nis garantieren. Auf diese Weise
kénnte sich allmihlich in der Bundes-
republik ein gualifizierter Stab von
Entwicklungsfachleuten bilden, der so-
wohl fiir die Vorbereitung von Projek-
ten der Kapital- als auch der techni-
schen Hilfe und fiir deren Uberwachung
und Durchfithrung zur Verfiigung
stiinde.

Das bestehende MiBlverhidltnis zwi-
schen dem Kapitaleinsatz und dem per-
sonellen Engagement deutscher Fach-
krifte bei den MaBnahmen der deut-
schen Entwicklungshilfe sollte zu den-~
ken geben, besonders angesichts der in
den letzten zwanzig Jahren gemachten
Erfahrungen, dafl eine finanzielle Hilfe
nur dann wirksam werden kann, wenn
sie gleichzeitig von der partnerschaft-
lichen Beratung und tatkraftigen Mit-
arbeit entsprechender Experten beglei-
tet wird.

Zweitens: Die Dauer eines Einsatzes
von Studenten und Jungakademikern
mufl der konkreten Tétigkeit im ‘Ent-
wicklungsland angepalif sein. Sie darf
nicht nach einem fiir alle Freiwilligen
gleichen Schema festgelegt werden.
Beim Studenten sollte die Dauer seiner

(Fortsetzung auf der folgenden Seite)
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Miirkte bedienen
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die Aufgabe von Klockner

Weitrdumiges Denken und Handeln kennzeichnen seit eh und je
die Handelskaufleute in allerWelt.Gleichzeitigdie Besonderheitender
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heute eine umfassende Vertriebsorganisation zur Verfiligung, deren
Geschiftstitigkeit von der Rohstoff-Versorgung bis zur Projek=
tierung und Erstellung vollstdndiger Industrieanlagen reicht.
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Probleme.
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im Rahmen seinerweltweiten Bezichungenzubieten hat,istdie Grund-
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Uberseetitigkeit  grundsitzlich be-
schriankt sein. Ich glaube, daB eine Un~
terbrechung des Inlandstudiums wvon
zwei Semestern das Aufllerste darstellt,
was vertretbar ist; denn es ist zu be-
achten, dafl ein Student, der sich an
seiner Hochschule fiir zwel Semester
beurlauben 1lafit, nicht nur diese zwei
Semester ,verliert”, sondern zusitzlich
vorher und nachher zur Vorbereitung
seiner Tétigkeit und Wiedereingliede-
rung in den Studienbetrieb beansprucht
ist.

Drittens: Der Student und Jungaka-
demiker darf keine nennenswerten fi-
nanziellen Nachteile erleiden, wenn er
sich entschlieBt, sich fiir eine -Aufgabe
der personellen Entwicklungshilfe zu
verpilichten. Der Freiwillige soll zwar
durch seine Mitarbeit nichts zusétzlich
verdienen — ganz ohne Idealismus und
priméres Interesse an der Aufgabe geht
es nun einmal nicht —, doch soll er ge-
geniiber den Kommilitonen und Kolle-
gen zu Hause auch nicht ungebiihrlich
benachteiligt werden.

Deshalb miite der Student im An-
schluf an seine Uberseetédtigkeit fiir so
viele Semester eine Studienbeihilfe er-
halten, wie er durch diese Tétigkeit
sein Studium unterbrochen hat, Wer
also nach zwei Semestern Beurlaubung
an seine Hochschule zuriickkehrt, solite
fiir die folgenden zwei Semester auf sei=-
nem Konto das Geld zu ihrer Finan-
zierung vorfinden. Beim Jungakademi-
ker miiite eine #hnliche Regelung ge-
troffen werden.

Viertens: Fiir die Vorbereitung des
Studenten und Jungakademikers auf
seine Arbeit in Ubersee muB ein beson-
deres Ausbildungsprogramm geschaffen
werden. Dieses Programm sollte zum
einen dem Niveau seiner Bildung an-
gemessen sein, zum anderen mufl es or-
ganisch in den Studienablauf eingepafBt
werden, damit der Freiwillige fur die
Vorbereitung auf seine Titigkeit nicht
unnétig Zeit verliert.

Wird heute die Aushildung fiir den
Handwerker, den Techniker und die
Krankenschwester in einem geschlosse-
nen Zeitraum von drei bis sechs Mona-
ten durchgefiihrt, so miiBte ein Teil der
Vorbereitung des Studenten und Jung-
akademikers durch Selbststudium wih-
rend der regulidren Studienzeit erfol-
gen. Das gilt vor allem fiir die sprach-
liche Ausbildung sowie die Aneignung
allgemeiner entwicklungspolitischer Pro-
bleme und grundlegender linderkund-
licher Kenntnisse. Die Vorschaltung
eines Selbststudiums vor die eigentliche
Ausbildungszeit, in der die Freiwilligen
zu Seminaren zusammengefaft werden
miifiten, hitte wverschiedene Vorteile:
Zum einen wiirde es médglich, diese
reine Ausbildungsperiode auf einen oder
zwel Monate zu beschrinken, zum ande-
ren wiren die abschlieBenden Vorberei-
tungsseminare fruchtbarer, da die Teil-

Politische Biicher

Der Zeit auf den Fersen

DER FISCHER WELTALMANACH. Her-
ausgegeben und verfaPt von Gustav
Fochler-Hauke, Fischer Biicherei GmbH,
Frankfurt, 412 Seiten, 4,80 DM.

‘Wie bei manchen sogenannten hoch-
wertigen Gebrauchsgiitern, findet sich
auch auf dem jetzt bereits vorliegenden
oFischer Weltalmanach® das ,Bau-
jahr“ 1967, obwohl die Herstellung auf
den September 1966 datiert ist. Das
niitzliche Buch, mit dem schon vor einer
Reihe wvon Jahren der Verlag dem
Taschenbuch die Sphire des ,Staats-
handbuchs® erschlofi, enthélt wie immer
eine Ubersicht iiber die Staaten der
Erde mit den allerwichtigsten Angaben
und einen Katalog der politischen Zu-
sammenschliisse. Der Band 1967 nennt
auch die grifiten Industrieunternehmen
der Welt. Weiter finden sich Daten aus
der Sozial-, Kriminal- und Xultur-

Skizze der

HELGA GREBING: Der Nationalsozialis-
mus. Ursprung und Wesen. Taschen-
buchrethe ,Geschichte und Staat™, Nr.
103, Giinter Olzog Verlag, Miinchen,
106 Seiten, 2,90 DM.

Helga Grebing erkldrt den Ursprung
und das Wesen dieser unheilvollen Be-
wegung in einer anschaulichen und
tiberzeugenden Sprache. Die Darstel-
lung, die sich auf zahlreiche zeitge-
schichtliche Quellen stiitzt, ist knapp
und gerafft, dabei im allgemeinen kei-
neswegs oberfldchlich. Die Autorin
schildert die Anziehungskraft des Na-
tionalsozialismus in den letzten Jahren
des Staates von Weimar mit diesen
Worten: ,Zuletzt galt der National-
sozialismus als Allheilmittel gegen alle
Nite und Schiiden der Zeit. Je grauer
der Alltag wurde, desto dringender ver-
langten die Menschen nach der erhe-
benden Befreiung durch die national-
sozialistische Bewegung und ihren Fiih-
rer, der allen, die in ihrem personlichen
Leben die Sinnentleerung des Daseins
so erschreckend erfuhren, eine radikale
Bereinigung aller ihrer Schwierigkeiten
versprach und ihnen eine neue iiber-
personliche Existenz in dem Mythos von
der Volksgemeinschaft verhieB. Schon
jetzt — inmitten einer véllig haltlosen
Zeit — schien der Nationalsozialismus
eine neue, unerschiitterliche Wertwelt
aufzurichten.*

An einer Stelle des kleinen Buches
wird — wie iibrigens auch in anderen
Studien iiber die Weimarer Republik —
die Meinung gedullert, dafl es die SPD
nach 1918 versdumt habe, mit Hilfe der
Arbeiterschaft, des gemiBigten Teiles
der Rétebewegung und der auf Sozia-
lisierung dréngenden Krifte zur staats-
tragenden Partei zu werden und eine
volkstiimliche Republik zu schaffen. Es
spricht aber doch wohl fiir die demo-
kratische Gesinnung und staatsménni-
sche Haltung Friedrich Eberts und sei-
ner Mitarbeiter, daBl sie von Anfang an
die biirgerlichen Schichten am Aufbau
der Republik beteiligten. Das kaiser-
liche Regime hatte gegen die Arbeiter-

Juristen sollen keine Kanile bauen

Fortsetzung von der vorigen Seite

nehmer bereits mit soliden Kenntnissen
itber die Probleme und Lebensverhilt-
nisse in den Entwicklungslindern be-
ginnen wiirden. In dieser abschliefenden
Vorbereitungszeit koénnten dann spe-
zielle Kenntnisse iiber das einzelne Land
und das besondere Arbeitsfeld vermit-
telt werden.

Um ein solches eigenstéindiges Aus-
bildungsprogramm fiir Studenten und
Jungakademiker zu schaffen, ist es un-
umginglich, dafl Professoren, Dozenten
und Universitédtsassistenten sich an der
Planung und Durchfithrung der Aus-
bildung der akademischen Freiwilligen
beteiligen koénnen und wollen, AuBler-
dem wiirde es notwendig, die Ausbil-
dungsseminare im Raum der Hochschule
abzuhalten,

Flexible Einsatzdauer

Ich hin iiberzeugt, daB das Interesse
und die tatsiichliche Mitarbeit von Stu-
denten und Jungakademikern an Ent-
wicklungsprojekten in Ubersee schnell
ansteigen wiirde, wenn die vier genann-
ten Grundforderungen erfiillt wiirden,
néamlich
1. der studien- und fachbezogene Einsatz,
2. die flexible und studiengerechte Ein-

satzdauer,
3.die finanzielle Sicherung des akade-

mischen Freiwilligen und schlieflich

4, die eigenstiindige und universitidtsnahe

1  Ausbildung.

Wir miissen in néchster Zukunft kon-
krete Schritte tun, um die Vorausset-
zungen dafiir zu schaffen. Die Entwick-
lungspolitik kann auch in Deutschland
nicht linger auf das personelle und wis-
senschaftliche Potential der Akademi-
ker- und Studentenschaft verzichten;
vermittelt doch gerade die Wissenschaft
in groBem MaBe jene intellektuellen
Tugenden, ohne die der Aufbau der
jungen Nationen und ihr Verhiiltnis zur
industrialisierten Welt nicht zu bewilti-
gen ist: Sachlichkeit, Niichternheit und
geistige Redlichkeit; Bereitschaft zur
Selbstkritik und zum Dialog mit An-
dersdenkenden; kritische Distanz gegen-
iiber Vorurteilen und Ideologien.

Im iibrigen miissen wir uns bewuBt
sein, daB bei einer Verpflichtung des
Studenten wund Jungakademikers in
Ubersee hinter dem Helfen das Lernen
steht; ja, daB vor allem fiir den Studen-
ten der Gewinn an geistiger, moralischer
und fachlicher Erfahrung die Investition
von Zeit und Kraft weit libersteigt. Wo
findet sich in unserer Gesellschalt mit
ihren engbegrenzien Funktionsfeldern
eine #hnliche Chance fiir den einzelnen,
Verantwortung zu tragen, selbstindig
zu planen und zu arbeiten, Phantasie
zu entwickeln, alle seine Krifte in Dienst
zu nehmen, seine Begabung voll aus-
zuschopfen?

Neben der wirkungsvollen Hilfe fir
das Entwicklungsland, der fachlichen
Bereicherung des Freiwilligen und der
beruflich verwertbaren Erfahrung kann
eine Verpflichtung in der personellen
Entwicklungshilfe also auch Chance zur
Ausformung der eigenen Persinlichkeit
werden.

Drei Institutionen

Zum Schlufl soll auf drei Institutio-
nen hingewiesen werden, in denen posi-
tfive Ansdtze fiir eine Mitarbeit wvon
Studenten und Jungakademikern ge-
geben sind.

Zunichst mag der Deutsche Entwick-
lungsdienst in Bad Godesberg genannt
werden, der vor bald drei Jahren ge-
griindet wurde und im Sommer 1964 die
ersten Freiwilligen nach Ubersee ent-
sandt hat. Inzwischen arbeiten fast 600
von ihnen in 20 Lidndern Afrikas, Asiens
und Lateinamerikas, wahrend 165 Frei-
willige sich in den beiden Ausbildungs-
stétten des DED in Berlin und Wéachters-
bach auf die Ausreise Anfang Juli vor-
bereiten. Ende dieses Jahres werden
es 1000, Ende 1967 voraussichtlich 2000
Freiwillige sein, die im Rahmen des DED
in Ubersee arbeiten, Stiitzte sich der
DED bisher iiberwiegend auf den Prak-
tiker, so werden doch seit einigen Mo-
naten konkrete Schritte unternommen,
um ein Programm fiir Studenten und
Akademiker aufzubauen.

Es wurde mit Universitidten und wis-
senschaftlichen Einrichtungen in Ost-
afrika und Lateinamerika Kontakt auf-
genommen, um zu priifen, in welchem
Mal3 eine Mitarbeit von Studenten ge-
wiinscht wird. Das Ergebnis dieser einen
Initiative war, daB etwa 60 Projekt-
plédtze gefunden wurden, in denen Stu-
denten hoherer Semester mit entspre-
chender Qualifikation arbeiten kénnen,
und zwar in Kenia, Uganda, Athiopien
und Tunesien, in Afghanistan und Thai-
land, sowie in Bolivien, Brasilien und
Chile. Fiir diese Lénder werden Natur-
wissenschaftler, Human- oder Veteri-
nédrmediziner, Sportstudenten, Inge-
nieure, Philologen mit péadagogischer
Befdhigung und Musikstudenten ge-
sucht.

Aus dieser ersten Ubersicht ergab sich
ein konkreter Projektplan flir die Ent-
sendung von 17 Freiwilligen an das
University College Nairobi, das zu der
angesehenen University of East Africa
gehort, Dieser Plan ist insofern ein in-
teressantes Experiment, als Studenten
der Ingenieurwissenschaften und der
Naturwissenschaften zusammen mit
Handwerkern, Laboranten und Techni-
kern eingesetzt werden sollen. Wihrend
die Studenten vor allem die Aufgabe
haben, die Dozenten bei der Ausbildung
der jungen afrikanischen Studenten zu
entlasten, sollen die Praktiker bei der
Pflege und Reparatur von Geriiten, aber

statistik (worunter Angaben iiber Zei-
‘tungen, - Rundiunk, Kunsipréise und
dhnliches verstanden werden). Daten
ither Wirtschaft, Verkehr und Welthan-
del folgen. Eine kurze Chronik der
Weltereignisse seit Herbst 1965, geglie-
dert nach Staaten, zwischen die sich an
der ithnen vom Alphabet zugewiesenen
Stelle die groflen Biindnisse schieben,
schlieBt das Werk ab. Bei den Skizzen
der einzelnen Staaten war man den
Ereignissen hart auf den Fersen: das
seit dem 4. Oktober unter dem Namen
Lesotho unabhéngig gewordene frithere
Basutoland hat bereits seinen Platz in
der Reihe der Staaten zugewiesen be-
kommen. Die Ereignisse nicht einholen
konnte man bei der Nennung des Na-
mens des ,Chefs des Bundeskanzler-
amts“: hinter der Amtsbezeichnung ist
immerhin schon ein leerer Raum ge-
lassen, den der Benutzer eines Tages
wird ausfiillen kénnen. Die Namen der
FDP-Minister nimmt der Almanach mit
ing Jahr 1967, obwohl sie schon jetzt,
vor Ablauf des Jahrs davor, so, wie sie
dort wverzeichnet sind, der Welt des
Vergangenen angehoren. fr.

Katastrophe

schaft regiert. Sollte man jetzt den um-
gekehrten Fehler machen, gegen das
Biirgertum regieren und damit einen
linksorientierten Klassenstaat schaffen?

Freilich war es ein Verhéngnis, daB,
wie Helga Grebing erneut nachweist,
weite Kreise des Biirgertums gegen die
demokratische Republik eingestellt und
im autoritiren Denken befangen waren.
Vermutlich hdtten sich aber diese Kreise
frither oder spéter mit dem neuen Staat
ausgesohnt, wenn sie nicht durch eine
tragische Verkettung von Umstindsn
gegen das ,System* gefrieben worden
wiren. Die durch Krieg und Inflation
entwurzelten Deutschen hatten kaum
Zeit gefunden, ihre Existenz neu aufzu-
bauen, als die Weltwirtschaftskrise sie
mit der Gewalt einer Naturkatastrophe
iiberflel. Vielleicht hitten cich aber die
radikalen Bewegungen der zwanziger
Jahre eines Tages totgelaufen oder ge-
genseitig zermiirbt, wenn nicht — und
hierin lag wohl das grofle Verhingnis —
ein ,Trommler“ alle Unzufriedenen,
Unbesonnenen und Ungeduldigen hinter
seiner Fahne gesammelt hitte. ,Hitler
war® — so schreibt Helga Grebing -—
»vielen Deutschen, den in ihrer Existenz
bedrohten kleinen Gewerbetreibenden,
Kaufleuten, Handwerkern, Bauern, Be-
amten, den stellungslosen Angestellten
und Akademikern, den entlassenen Of-
fizieren und Unteroffizieren der alten
Armee, den in ihren Erwartungen ent-
tiuschten Jungen von Anfang an dhn-
lich genug, um von ihnen als ihr Stell-
vertreter empfund=n zu werden, in ih-
ren Leiden ebenso wie in ihren Forde-
rungen nach Ansehen, Bedeutvng und
Erfolg.”

Geschichtliche Katastrophen sind nie
aus einer Ursache allein zu erklédren.
Aber notleidende Massen sind immer
und iiberall wunderglaubig. Wenn zum
Zeitpunkt ihrer griten Misere der rede-
gewaltige Wunderdoktor mit dem All-
heilmittel auftritt, dann kann nur ein
Wunder sie — wvor seinen ,Wunder-

taten® retten. WILLI SCHICKLING

auch bei der praktischen Anleitung von
Anfangssemestern und Hilfskraften
mitwirken.

Einen weiteren Ansatz fiir die Einfiih-
rung von Studenten in Probleme und
Aufgaben der Entwicklungspolitik bietet
die Arbeit des ,Studienkreises Konti-
nente und Kontakte” in Hamburg. Die-
ser Studienkreis entstand aus einem
Programm des Internationalen Studen-
tenbundes — des ISSF —, das 1960 auf
Grund einer studentischen Initiative
entwickelt wurde.

Fiir dieses Programm werden jihrlich
70 bis 80 Studenten aus Bewerbern aller
Fakultidten ausgewihlt. In sechsmona-
tiger Vorbereitung, die in engster Zu-
sammenarbeit mit der Deutschen Stif-
tung fiir Entwicklungslénder durchge-
fithrt wird, werden die Studenten auf
ihren dreimonatigen Aufenthalt in
Ubersee vorbereitet. Von diesen drei
Monaten entfallen sechs Wochen auf
einen Arbeitsaufenthalt, je drei Wochen
auf einen Aufenthalt an einer Universi-
tit und eine Informationsfahrt. Nach der
Riickkehr wird der Aufenthalt an den
Hochschulen in Arbeitsgruppen des
Studienkreises ausgewertet.

An diesem Programm des Studien-
kreises nahmen bis jetzt etwa 380 Stu-
dentinnen und Studenten teil, von denen
die meisten nach Beendigung ihres Stu-
diums im Aufgabenbereich der Ent-
wicklungspolitik tédtig geworden sind —
sei es in Wirtschaft, Wissenschaft
oder Verwaltung.

Lassen Sie mich schlieflich noch das
Deutsche Institut fiir Entwicklungspo-
litik in Berlin erwihnen, das unter der
Leitung zweier bewdhrier Entwick-
Jungspraktiker steht. Dieses Institut be-
reitet jeweils etwa 30 Jungakademiker
der verschiedensten Fachrichtungen in
einjahrigen Spezialkursen auf die Uber-
nahme von Aufgaben in der Entwick-
lungspolitik vor.

Die Lehrgangsteilnehmer verbringen
im Verlaufe des Kurses drei Monate in
einem Entwicklungsland, wo sie in klei-
nen, interdisziplindr zusammengesetzten
Gruppen konkrete Forschungsauftrige
bearbeiten. Die Ausbildung selbst um-
fafit neben Vorlesungen in allen rele-
vanten Fachgebieten sogenannte Plan-
spiele, in denen eine angenommene Si-
tuation — etwa eine imaginére Liba-
non-Krise oder eine Erziehungsreform
in Taiwan — nachvollzogen wird.

So sehr das Engagement des einzelnen
in Aufgaben der Entwicklungspolitik
und Entwicklungshilfe wiinschenswert
ist, so bleibt doch als letztes Ziel der
lebendige, der dauernde Dialog mit der
Universitéit und Hochschule selbst. Die
Universitdt soll nicht nur eines der
Streufelder einer ,Werbung® um Ex-
perten und Freiwillige sein — die Uni-
versitdten und Hochschulen miissen Ge-
sprachspartner in allen Fragen der Ent-
wicklungspolitik werden.

Ab;ustung als Forschungsgegenstand

SECURITY IN DISARMAMENT. Edited
by Richard A. Falk and Richard J. Bar-
net, Princeton University Press, Prince-

ton, 440 Seiten, 10,00 Dollar.

Die bisherigen Versuche, umfassende
AbriistungsmaBnahmen zu vereinbaren,
sind nicht gerade erfolgreich verlaufen.
Die bereits nach Hunderten zédhlenden
Sitzungen der Achtzehn-Méichte-Abrii-
stungskonferenz in Genf finden in der
Offentlichkeit kaum noch Beachtung. Es
wire jedoch verhdngnisvoll, wenn der
bisherige geringe Fortschritt dazu fith-
ren wiirde, Bemithungen um Abriistung
von vornherein als utopisch oder sinnlos
abzutun. Es ist deshalb zu begriifen, daf}
in den USA, in geringerem Mafe auch in
Grofbritannien, Abriistung zu einem
Objekt breiter wissenschaftlicher For-
schung geworden ist. In der Bundesre-
publik ist es demgegeniiber bei den er-
sten Ansétzen geblieben.

Die Autoren des vorliegenden Sam-
melbandes beschéiftigen sich mit drei
grofien Fragenkomplexen der Abrii-
stung. Der erste Teil ist den Fragen ge-
widmet, die das Ingangkommen der Ab-
riistung betreffen. In erster Linie geht
es dabei um die Inspektion. Bei allen
Verhandlungen hat sie eine zentrale,
eine hemmende Rolle gespielt. Die Ver-
fasser versuchen deshalb, Funktion und
Miglichkeiten der Inspektion neu zu
durchdenken, um. diesen Hemmblock zu
tiberwinden. Sie stellen fest, daff die
Inspektion manchmal fast vom Mittel
zum Zweck wurde. Sie bemiihen sich,
sorgsam abgestufte KontrollmaBnahmen
aufzustellen, die fortschreitend die ge-
wiinschte Sicherheit bieten, den kontrol-
lierten Staaten andererseits keine zu
schweren Eingriffe in ihre Souveréni-
tétsrechte zumuten. Dabei sollten vor-
handene Méglichkeiten, etwa durch Mi-
litdrattachés und technische Mittel, voll
ausgenutzt werden. Eine wirksame Kon-
trolle diirfte danach in bestimmten Be-
reichen auch ohne eine internationale
Behérde moglich sein. Die Kuba-Krise
zeigte, daB unter bestimmten Umstéinden
tatséichlich eine einseitige Inspektion
auch gegeniiber der Weltdffentlichkeit
wirksam sein kann. Jedoch 146t sich die-
se Erfahrung nicht auf umfassende Ab-
riistungsvereinbarungen iibertragen.
Hier diirften in einem gemischien
System von nationaler und internatio-
naler Kontrolle die meisten Vorteile und
Verwirklichungschancen liegen.

Inspektion ist nur der erste Schritt;
sie soll sicherstellen, daB die Verein-
barungen eingehalten werden. Sie soll
aber auch die Informationen liefern, um
bei Verstofien Sanktionen einleiten zu
konnen. In einer Welt souverdner Staa-
ten stellen Sanktionen ein besonders
dorniges Problem dar. Welcher Staat ist
schon gern bereit, sich Anordnungen
zu unterwerfen, die seine nationale
Sicherheit beriihren kdénnten? Die Ver-
fasser zeigen eine Reihe von Moglichiei-
ten auf, die Abriistungsvereinbarungen
durchzusetzen. Dafiir kommt die natio-
nale Strafgesetzgebung in Frage: wich-
tiger diirfte jedoch die Titigkeit einer
internationalen Polizei sein. Diese wirft
allerdings wieder neue Probleme auf,
da sie nicht nur kontrollieren soll, son~

dern auch selbst kontrolliert werden
mubl. Einigen Autoren scheint es zwedk-
mélig, Zwang eher gegen Individuen —
Politiker, Beamte, Offiziere — als gecen
Regierungen auszuiiben, da er sich leich-
ter durchsetzen lieBe und nicht so sehr
nationale Empfindlichkeiten verletzen
wiirde. Letztlich diirften Sanktionen
stets nur die Ultimo ratio sein; stirker
wiirde wirken, wenn die ABPriistung
selbst einen solchen positiven Anreiz
bieten konnte, daB VerstoBe aus wohl-
verstandenem Eigeninteresse unterblei-
ben. SchlieBlich ist von Bedeutung, in
welchem MaBe der Respekt fiir ein wei-
terentwickeltes Volkerrecht zu einer
Selbstversténdlichkeit in den zwischen-
staatlichen Beziehungen wird.

Die letzten Beitréige befassen sich mit
Aspekten, die in der aktuellen Diskus-
sion kaum auftauchen. Sie betreffen das
Endstadium einer abgeriisteten Welt —
offensichtlich kein Zustand, der kurz
bevorsteht. Jedoch sollten zumindest
die Verantwortlichen sich dariiber klar
sein, wie eine Welt ohne Armeen iiber-
haupt aussehen kann und soll, Krieg ist
kein Naturereignis; es sollte nicht un-
maoglich sein, den Krieg durch friedliche
Mittel — Verhandlungen, Rechtspre-
chung, Eingriffe einer internationalen
Exekutivgewalt — zu ersetzen. Das wird
aber nur gelingen, wenn man friihzeitig
erkennt, welche Méglichkeiten bestehen,
um die Dynamik der internationalen
Politik in neue Bahnen zu lenken. Zwei
Grundmeoedelle bieten sich hier an: eine
mit gesetzgebender und exekutiver
Macht ausgestattete internationale Be-
horde, Das wiirde das Ende der souve-
rénen Staaten und eine Art Weltregie-
rung bedeuten; da diese Version jedoch
aus politischen und psychologischen
Griinden in absehbarer Zeit ausscheidet,
bleibt als Alternative der Versuch,
durch MaBnahmen der Riistungskon-
trolle, des Schiedsgerichtswesens, der
Stiarkung der UN und ihrer Friedens-
streitkraft kriegerische Auseinanderset-
zungen auszuschalten, ohne die Souve-
rénitat der Staaten zu beseitigen.

Der Sammelband hat eine grofie
Spannweite. Die Themen reichen von
grundlegenden politischen Problemen
bis zu technischen Details. Zahlreiche
Méoglichkeiten werden durchgespielt,
wobei sich zeigt, daB die einfachen Mo-
delle nicht immer fiir die komplexe po-
litische Realitét ausreichen. Die Verfas-
ser sind Wissenschaftler, die sich bereits
in anderen Arbeiten mit Abriistungs-
fragen befafit haben. Mehr oder we-
niger intensiv befiirworten sie Abrii-
stungsvereinbarungen; gelegentlich 148t
das den Eindruck entstehen, daff sie
in ihrer Grundhaltung etwas zu opti-
mistisch sind. Trotz der wvielfdltigen
Hemmnisse und Schwierigkeiten, die die
Verfasser nicht iibersehen, halten sie
verniinftige und wirksame Abriistungs-
mafinahmen fir moglich. Auch wer
nicht allen Vorschligen und Uberlegun-
gen folgt, mull anerkennen, dafi hier
wertvolle Anregungen und neue An-
séitze fiir die Abriistungsdiskussion er-
arbeitet wurden. HANS KLUTH
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M&MM interview
Metallgesellschaft’s Walther Casper

The market: A view

Mr. Casper, we have all been told that 1967 will be
an off year for Germany, as well as Great Britain.
How severe a downturn will there be in the German
economy?
I would not use the word downturn, but rather slow-
down. The economy had been expanding too fast so cer-
tain monetary steps have been taken to slow things down.
Specifically, the Bundesbank has raised the discount rate
to discourage borrowing for capital expansion,

Has there been any noticeable effect yet?
Yes, quite definitely. The rate of decline in the purchas-
ing power of the mark has been brought to a standstill
in the Jast few months.

Could we switch our attention to Geneva for a few

moments? Why has there been so little progress in

the Kennedy Round of tariff negotiations?
Well, there are many reasons that progress has been slow.
First, the EEC had to overcome its own difficulties be-
fore it could present its package, Actually, there has been
considerable progress within EEC during the last year,
especially in developing an agricultural policy. I think
the agricultural package that EEC finally presented at
Geneva was quite good. It called for reductions on $4.1-
billion-worth of products out of a total volume of $7.3-
billion. There were other difficulties contributing to the
slow progress as well. I might mention such US import
restrictions as quotas by way of example,

How do you think it will all turn out?
If I might dare make a prognosis, the Kennedy Round
will not end up as intended by the late President Ken-
nedy, with an over-all reduction in tariffs of 50¢;. I think
about half of this can be attained, which, all considered,
still constitutes great progress, in my opinion.

Getting down to the metals industry now, how has

Germany fared during the last few years of copper

shortage? First, how did the split price affect you?
Germany was among those countries hurt the most dur-
ing the time of dual and even triple prices because a much
smaller percentage of its copper intake was at the pro-
ducer price.

Was production actually curtailed because of the
scarcity?
Not to my knowledge. Fabricators could get the copper
they needed, but at a price.

Did this place German fabricators at a disadvantage
in the export market?
Definitely. The export position became extremely difficult.
In fact imports of copper products into Germany have
risen sharply in the past few years for this very reason.

How has copper’'s competitive position, especially

with aluminum, been affected by the shortage?
There has been a distinet slowdown in the growth rate
of copper consumption in the Western World over the



from Frankfurt

last 18 months or so, while the growth rate of aluminum
has continued at a steady and high level. It also ought to
be stated that extremely high prices of LME, or so-called
free copper, and the hectic price movements have again
made copper, in the eyes of the public, a speculative
metal. As a result, whoever can switch to aluminum or
another substitute material has been doing so. To cite an
example, I should refer to the electrical cable industry.
A fair percentage of this market will be lost to aluminum.
And the wheel of history can't be turned back. However,
owing to its extraordinary qualities in electrical trans-
mission, copper will always hold a major position in this
field.

In view of this growing threat to copper’s markets
from aluminum, has Metallgesellschaft taken any
steps to, shall we say, hedge its position as a metal
producer?
We have made an arrangement with Alusuisse combin-
ing our interests in certain fields and also contemplating
a joint venture in the production of aluminum metal. So,
you can say we have taken care to protect our interests
in the field.

There are reports that some primary producers are

again considering a return to a stable producer

price. What is your reaction?
It is a rather complex thing. As the past has shown, it is
difficult to maintain a producer price if a substantial
amount of metal is being dealt with outside of producer-
price group. The laws of supply and demand simply can-
not be ignored. Besides, the desires of the so-called de-
veloping nations also play an important role. They, of
course, are being more and more tempted to try to get
out of the market all that they can, especially when the
spread between producer and open-market prices be-
comes too pronounced, As we all know, some of these
countries rely on the income they get out of copper for
their economic development.

There has been a sharp increase in Western Euro-
pean sales of copper products, lead, and zinc in the
US. To what do you attribute this? First, copper
and brass semifabricated products.
It is quite understandable. Fabricators in the EEC have
always been exporters, and with the urgent need for
these products in the US, it is no wonder imports have
increased.

How about lead and zine?
It is simply a matter of a stronger market. As recent
statistics show, lead and zinc consumption in the US has
risen substantially again in the first six months of this
year, whereas in some other parts of the Western World
it has come to a standstill or actually gone down. If you
take West Germany, for instance, there will be an esti-
mated decrease in zinc consumption of about 8% during
1966. This will be because of the deliberate slowing down

of the economic growth rate, as I mentioned earlier.
(Continued on p 13)
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How does a busy executive manage to handle all
of his heavy business responsibilities and at the
same time undertake a volunteer project like estab-
lishing a Peace Corps? Well, Walther Casper is the
man to ask, but if you do, you won't be given any
secret formula. Short of admitting that he has been
getting a little less sleep than he used to, “especially
at the beginning,” Casper tends to shrug it off and
get the conversation onto another subject.

The formula probably isn’t too complicated, how-
ever—one part penchant for hard work, one part
good administrative talent, and two parts over-
whelming desire. A lot of men have the first two
ingredients, the third is considerably more rare.

Casper was born in Frankfurt am Main in 1915.
He grew up in that city during the shaky days of
the Weimar Republic and, at the age of 19, joined
Metallgesellschaft. He worked his way into the in-
ternational ore trade, and this gave him the chance
to work and study abroad—particularly in the US
and France. Casper traces many of his ideas for
the necessity for greater international cooperation
and understanding to these years of living abroad.

In 1956 Casper was appointed to the board of
managing directors of Metallgesellschaft and his
areas of responsibility were extended beyond the
ore trade. He was appointed to the central councils
of two other Metallgesellschaft companies; “Berze-
lius”—Metallhutten-Gesellschaft in Duisburg, and
Unterweser Reederei in Bremen, Metallgesell-
schaft's activities in the Common Market and the
developing countries were also put into his area.

Outside of the Metallgesellschaft family, Casper
was elected to the control council of the Dutch zinc
smelting firm, NV Kempensche Zinkmaatschappij,
and to the Dutch-German chamber of commerce.

During his years of dealing with the underdevel-
oped nations of the world, a desire began to grow
in Casper to help these countries move ahead. In-
spired by the creation of the American Peace Corps,
Casper began drumming up support for a similar
German project.

His ideas came to fruition in June 1963, when,
during President Kennedy's visit to Germany, the
German Development Service was launched and
Casper was named Chairman of its Administrative
Council. Casper is a great admirer of the late Pre-
sident, a fact attested to by his membership on the
German Committee for the John F. Kennedy Mem-
orial Library in Boston.

Casper does not confine his public service activi-
ties to the Development Service either. He is also
a member of the Development Policy Council of
the German government, the Board of Directors of
Carl-Duisberg-Gesellschaft—which devotes itself to
the care of trainees from the developing countries
in Germany—the German UNESCO Commission in
Cologne, and the Committee for the German Farm
Youth Academy Klausenhof in Dingden,

In June 1964, together with another Kennedy,
then-Attorney General Robert F. Kennedy, Casper
was awarded an honorary Doctor of Laws degree
by Marquette University for his service to the de-
veloping nations and his efforts to strengthen polit-
ical, cultural, and economic relations with the US.

When he’s not traveling around the world for
Metallgesellschaft or the German Development
Service, Casper tries to spend as much time as he
can with his wife and three children at their home
in Koenigstein, outside of Frankfurt.

11
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Some US producers may resent this market pene-

tration.
Let me say this without dealing specifically with lead
and zinc. As long as we in the Western World believe in
the principles of free enterprise it is inadvisable to adapt
methods which resemble a directed economy. As the late
President Kennedy said, “Problems are created by men,
and, therefore, should be settled by men.” The increas-
ing complexity of the world situation in our industrial
age demands and challenges leadership in business as
well as government, This means that our business lead-
ers should more and more realize that we are a world-
wide business community. Loss to one does not neces-
sarily mean gain to the other. We must try to solve our
problems together in a true sense of business statesman-
ship.

When we last spoke, about two-and-a-half years
ago, the German Development Service—or as we
call it, the German Peace Corps—was just getting
rolling, How has it progressed?
We now have 700 men and women serving in 20 countries
—11 in East and West Africa, five in Asia, and four in
South America. Another 150 will follow in a few days,
and a like number is currently in training. They will
leave in about three months, bringing the total serving
in the field to 1,000. The breakdown is about 609 men,

Wi b

it 30

B Y

40¢; women. Most of the men are blue collar workers
with particular skills. Our projects are selected accord-
ingly. The women are mostly social workers, nurses, and
teachers.

Is this the size at which the Service will remain?
No, our goal is to have 2,000 in the field. We will reach
1,400 to 1,500 by the end of next year. Our plan is to move
slowly and to take advantage of the experience being
gained by the US Peace Corps—with which we are still
closely cooperating—and our own volunteers who have
started to return in the second half of this year after com-
pleting their two-year tour in the field.

Are there other Peace Corps in Western Europe?
Yes, in the last few years a general movement has
emerged. France, Great Britain, the Netherlands, the
Scandinavian countries and even some developing coun-
tries have similar projects in action. Including the US
Peace Corps, there are now about 30,000 volunteers serv-
ing around the world. And I think the Peace Corps idea
will have long-range effects on the internal social struc-
tures of our countries when these volunteers return and
gradually move up into positions of responsibility in their
own countries, Traveling around the world and master-
ing difficult situations sometimes opens your eyes to the
problems that need solving in your own surroundings.

Alloy ingot prices

(¢ perIb)

Brass and bronze ingot:
carloads,
del., eff. 8-16-66
Bh=baf: (Na:- F1B) soosivvaliony enissain 50
80-10-10 (No. 305)
88-10-2 (No, 215) .
Yellow bronze (No. 405) ..
Manganese bronze (No. 421) ..

Magnesium die casting alloy:
carloads, |
f.o.b. Freeport, Tex. |
del. east of Rockies ...........cci0ven. 30 |

Zinc die casting alloy:
Ib, ingot, carloads,

Building For Tomorrow
With Today’s Largest

=<4k Zinc Reserves LA

Distributors for:
AMERICAN ZINC, LEAD & SMELTING COMPANY
Columbus, Ohio « Chicago s« St. Louis « New York « Detroit « Pittsburgh

=—_ inc sales company
_——

1515 Paul Brown Building « St. Louis 1, Mo.

del., eff. 3-15-66 |
DO Bt R Ao H R 17%
No. 5 ) PG T 05T D

E&M] Metal & Mineral Markets ¢ October 31, 1966
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WiLLIAM R. HEWLETT
IS0l PAGE MILL ROAD

PALO ALTO, CALIFORNIA 94304 _J
R

F
November 2, 1966 {fg%q,

Mr. Richard H. Demuth

Director

Development Services Department

Int'l. Bank-Reconstruction & Development
1818 H Street N.W.

wWashington, D. C. 20433

Dear Mr. Demuth: qufb
£
10
My apologies for the tardiness ?f my acknowledgment
for the receipt of the material which you so kindly
sent me on the subject of multilateral vs. bllateral
aid.

It has proven most helpful and I very much appreciate
your assistance.

Enclosed herewith are the copies of the Clay report
and the Patel study which you requested.

Time permitting on one of my trips to Washington, I

would like to accept your kind invitation to lunch
and will drop you a line well 1n advance.

WRH:mfs
Enc.
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November 2, 1966

Tam Dalyell, Esq., M. P.
House of Commons
Londen S.W.1l, England

Dear Mr. Dalyell:

Mr. tzer has sent me a copy of your interesting letter of
September 20, 1966, together with his reply of recent date.

There certainly is a prima facie case for trying to find ways
in which a comparatively rich country with the combination of a bal-
ance of payments problem and some unused industrial capacity can
utilize some of that capaecity fer producing needed goods for the de-
veloping countries. The mixture frequently includes also a difficult

budjgetary situation.

I can see from your letter that you are fully aware of the diffi-
culties created for recipient countries by what is known as tied aid.
Of course, to meet the particular kind of situation which faces your
constitueney even aid tied in the ordinary manner to national procure-
ment would net do., It would have to be tied to these particular items
for which excess capacity exists within the country. This gets pretty
elose to aid-in-kind, As you will readily appreciate, it would be ex-
tremely difficult for multilateral development finance agencies like
the Bank Group of institutions to contribute anything signifiecant to
working out such a scheme.

While we have, therefore, no special expertise on the basis of
which to offer you guidance, we are aware of a number of bilateral,
and a few multilateral programs that do in effect eoffer ald-in-kind.
Se far as I know, these programs deal mainly with fungible commedi-
ties such as grains, dried milk, medicines and the like. Some of
them have been on a very large scale such as the U.S, bilateral food
aid program. Some are on a smaller scale such as a program organized
by the FAO for the supply of fertilizers. There is alse the World
Food Program which is a multilateral approach to supplying food as an
input to support particular development schemes in various parts of
the world, I am advised that the overhead cost of mobilizing, dis-
tributing and supervising the use of these various kinds of aid-in-
kind through a multilateral agency is very high in relation to the
value of the inputs to the recipients. I imagine that this diffi-
culty would be vastly increased if one attempted to extend the
method to such items as trucks or other manufactured products.
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It may be, however, that on a national scale it would be possible
to identify particular unused capacity situations which fitted exactly
into the requirements of a particular developing country, as you sug-
gest in connection with Scottish trucks and Indonesia. The problen
would then be to find a means of administering a program feor bringing
the two together that was efficient. I think you are certainly right
that in any event only 2 small fraction of what ought to be flowing
out of /the industrial countries as aid, in the broad sense, could ever
be tied exelusively to unutilized industrial capaeity. My own view,
which I know is fully shared by Mr. Schweitzer, is that it should be
possible for the industrial countries, particularly if they act in con-
cert, to find means of expanding greatly the flow of investment and de-
velopment assistance to the developing countries without any intoler-
able strains on either their balances of payments or their budgetary
positions., Some of my thinking on this subjeet is contained in my
address to the recent Annual Meetings of our Board of Governors which
I see Mr. Schweitzer has kindly sent to you already.

Yours sincerely,

(Signed) George D, Woads

George D. Woods

I;g fﬂézw/

MLHof fman/pnn

cc: Mr. Schweitzer)
Mr. Sturc )I'M'F'

Mr. Kamarck 1
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Form No. 59
{(2.55)

CROSS REFERENCE SHEET

COMMUNICATION: Memo SecM66=312
DATED: October 31, 1966
TO:
FROM:
FILED UNDER: ANNUAL MEETING
SUMMARY: SALIENT POINTS MADE EY GOVERNORS AT 1966 ANNUAL MEETINGS

XL. (a) That the Bank take the lead in organizing a concerted development
effort of the industrialized countries and international lending agencies
(Turkey); (b) that the industrialized countries establish a new Marshall
Plan for the developing countries (Chad); (c) that the Bank take the initi-
ative in promoting a "crash" international program for economic assistance
(Israel); and (d) that consideration be given to such solutions as an inter-
national welfare community and the principle of international taxation as a
method of the international distribution of income, including international
income taxatbn for worldwide welfare programs (Israel).

XLI. (a) That the Bank atiempt to work out a plan for lessening the burden
of existing indebtedness on the developing countries (Yugoslavia); and (b)
that the Bank and Fund help to create a stable monetary climate that would
encourage a greater flow of capital to the developing countries at lower
rates of interest (Jamaica).

XLII. That the Bank join with FAO in carrying out a study of measures for
increasing food production in developing countries (Pakistan).

XLITI.That the Bank encourage diversification of economies dependent on
commodities in chronic oversupply (United States).

XLIV. (a) That the Bank act as advocate of the developing countries before
the wealthier nations (Jordan); (b) that international institutions
increasingly become the medium of development assistance (Korea); and (c)
that a careful evaluation be made of the results of past assistance to
developing countries (Turkey).

JLV. That, the Bank invite and cooperate in an investigation of the inade-
quacy of iic stinsture as a development institution, especially in view of
its cesoleve Articles of Agreement and the insufiicient level of its curren

20 s M I T [+
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Mr. Irving S. Friedman October 21, 1966

BC/0/66-160: An to Social Problems and Economic ent

- I am strongly in favor of having the young professionals work
out in areas where they can bring forward the points of view of a new
generation. I am also sympathetic to the genmeral point of view
upreuodinthd.apapu‘andwmldaddthatmpointuhmbomun
made.

However, I do not consider the paper to be a solid piece of work.
Tt alludes to 2 mumber of studies, issues, and presumed facts without
going into any depth or further explanation and leaves me, at least,
with an uncomfortable feeling that this may all be "off the top".
This feeling is reinforced by reference to two matters within my
immediate experience. On pages 6 and 7, Mr. Johnson states "If the
mkpnmmmmwmn-muﬁmbyﬂindm
countries seems so far to have been only marginally discussed - there
seems no reason why the Bank, given its role as potential leader, should
not instigate and inspire it in some sister agency." A study of the
possibilities and cost factors of new educatinnal media, including TV,
is currently being conducted by the International Institute for Educa-
tional Planning in Paris. Righteen country case studies have been made
and a general report is being prepared. This study is being directed
by Professor Wilbur Schramm, a recongized authority in this field. The
Bank did participate in the discussions leading up to this study at a
conference at Bellagio several years ago. I have discussed its progress
with the Director of the Institute last week in Paris. This Division
also attempts to be on the alert for other significant studies in this
field because we are quité confident that in the years to come financing
of hardware for educational TV may be an important part of the Bank's
business. However, as mosi experts in this field insist hardware is the
ai:qﬂut.mdpuhnptholutpmblntobonlndwonthunof
such new media is generally applicable.

On page 3, the paper refers to "the question of teacher incentives
in the Jamaica education project”. I am not aware that there ever has
been such a "question". Except for a very brief reference to teacher
salaries during the presentation of the Jamaica project to the Board,

I cannot imagine what might have inspired the inclusion of this so-
called question among examples cited where the Bank has, willy-nilly,
become involved in human assessments.

It is regrettable to £ind such evidence of superficiality in
thopapormitdnudnluthnutwofmiwnbhhpomo
and I am sure that many of the social factors of questions referred to
deserve study. I would also be sympathetic to the employment of several
"resident" sociologists in the Bank who could direct their attention to
the many important non-economic factors which influence economic
behavior.

DSBallantines js
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
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INTERNATIONAL DEVELOPMENT ASSOCIATION

CONFIDENTIAL
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WBG ARCHIVES
EC/0/66 - 160
Octcber 19, 1966
An Approach to Social Problems and Econcmic Development
1. Attached hereto is a draft of a suggestion made by
Mr. Stanley Johnson who has been working with Mr. Friedman.
2, Mr. Friedman thought that this matter might be of

general interest to members of the Economic Committee. He has
asked for any reactions, including whether the suggestion was
worth a discussion by the Economic Committee.
3. Any comments may be sent either to Mr. Friedman,
Mr, Johnson (extension 3437), or myself.

C. F, Owen

Secretary

Attachnent

Secretary's Department
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Avramovic King (B.B.) Sadove
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DRAFT
SJohnson:ss
September 27, 1966

IBRD: A NEW PROPOSAL

"If better methods of cultivation are freely avail-
able, why do peasant farmers not adopt them? Why
does education contribute to urban unemployment, to
revolutionary rather than economic activity, to dis-
content rather than self-fulfillment? What are the
reasons for the excessive growth of towns and shanty
towns? Why has expenditure on health, birth control
and irrigation had so little impact on development?
Why does one cooperative succeed while another
fails? How should extension services be conducted
to get farmers to respond? What are the functions
of trade unions in developing societies? To many of
these questions we do not know the answers."

Paul Streeten, First Fellow of the Institute for

Development Studies, Sussex University, England.

s It has long been realized - and publicly proclaimed - that
economic and social development go hand in hand. In recent months,
leaders in the field of development assistance such as Philippe de .Seynes
have re-emphasized this. U Thant himself, in his introduction to his
annual report, stated on September 15, 1966:

"Perhaps as a result of this increased awareness of

the complexity and unity of the development process, -

a larger concern for the interrelationships of the

economic and social questions 1s replacing the often



invidious distinction previously drawn between

economic and social affairs."

This '"larger concern' was abundantly reflected in the U,N, Social
Commission's report on the World Social Situation 1965. It is reflected
in the work of the UNDP and the U,N., Research Institute for Social
Development in Geneva. The question arises, though, is it yet reflected

or reflected systematically enough in the work of the Bank?

2. It is perhaps only in recent years - with the Bank's interest
in education and agriculture - that this systematic appreciation of the
interaction between the economic and the social has attained a critical
importance. Before, it could be argued - perhaps rightly - that the hard
core infrastructure projects, in electricity and transportation, etc. were
essentially technical, not human achievements. Much goodwill existed;
there was ready recognition of the importance of understanding human and
social factors in development, of the necessity for popular participation
and motivation. But there was, at the same time, a certain skepticism
about how all this related to the Bank's operational activities.

3. But the Bank has, willy-nilly, become involved in human
assessments. A handful of almost random recent examples makes the point:
Should the Bank take a sociologist along on the Gezira Study;

Mr. de Wilde's book on Tropical Agriculture and the separate study of
"Animation Rurale'" in the Bouake region of the Ivory Coast; the Land
Reform project in Colombia; the agricultural cooperative operation in
Tunisia; the whole farmer-oriented emphasis of the Indus Basin Study; the

Projects Department's paper on 'Conscript Labour" for road-building and



this month's discussion by the Executive Directors of labor intensive
methods of construction; the question of teacher incentives in the
Jamaica education project; the question of habits and traditions in water
use in the Dacca and Chittagong water supply projects, or of managerial
limitations there.

4. Thus there has, in a piece-meal way, been informal recognition
of the need for research into this interaction of the social and the
economic. A case in point is the mandate given to the Institutional

and Quantitative Research Group in the Economics Department to consider,
inter alia, these "avant-garde' topics. Of particular interest is the
Bank's involvement, albeit remote, in the FAO Study of Financing of
Agrarian Reform in Latin America and the emphasis of that project on the
"social and indirect benefits which are particularly important, yet
often ignored in project evaluation."

D This piece-meal recognition has perhaps an institutional as
well as an historical cause. Some area between the microeconomic project
studies and the macroeconomic country studies is left untouched. But
whatever the cause, the situation should be remedied. Piece-meal
recognition is no longer enough for an organization of the Bank's
standing. Because of the scale of its activities the Bank is in a
position to make a unique contribution to the literature and practice of
development. It is in a position to rescue this huge and vital
statement, "The economic and the social go hand in hand," from becoming
merely a cliché. There exists in the files of the Bank - and, perhaps
more importantly, inside the heads of those intimately concerned - a

wealth of knowledge and experience of precisely this interaction.



Mr. Chadenet's memo about the water in Dacca was an excellent example.
Synthesis and evaluation should be possible, and should result in a study
of immense value. The UNRISD has already attempted this in its Report
No. 2, Methods to Induce Change at the Local Level, (Geneva, November 1965).
UNRISD, in the course of its study, garneréd the opinions of almost 400
national and foreign experts who had worked on local development projects
in ten countries of Latin America, sub-Saharan Africa and the Mediter-
ranean. The Bank would have wider experience of bigger projects to draw
upon. And perhaps its experts are more expert,

6. But, apart from the contribution to the literature of the
subject, there is the contribution to practice. The very act of enquiry,
of defining (or attempting to define) what the human and social
difficulties were in any loan or credit operation, what steps had to be
taken to overcome them; or, alternatively, what human and social factors
contributed to the success of any such operation - this act must
inevitably incalcate different attitudes to project appraisals and
country studies, which would be reflected in on-going and future work.

o There might, for example, be an increased awareness of technical
assistance possibilities, a subject which has recently been reviewed in
the Bank (see Mr. Hoffman's memo of May 10 and the Economic Committee
report of June 27) and was the subject of comment at the Annual Meeting.
This could at the same time bring about in the Bank a far more comprehen-
sive knowledge of persons and institutions whose services could be used

in a technical assistance capacity in the same way, for example, as the
Bank already uses management consultants, universities, etc. This might
result, eventually, in a systematic computer-programed listing of human

resources available in both the developed and the developing world for



development purposes. Particularly, perhaps, in the developing world - as
this year's Bank Annual Report recognizes in its review of the technical
assistance efforts of India, Israel, etc. FEhere are already numerous
catalogs of this kind compiled both on a national and an international
basis (e.g. by the Overseas Development Inétitute, the International
Council of Voluntary Agencies, the Society for International Development,
etc.). The Bank catalog would, however, have the merit of being an
evaluative and critical document, rather than a merely exhaustive one.

8. It might also become apparent that there was a case for the
experimental recruitment of one or two resident sociologists whose advice,
direction and encouragement would be sought. This would be a reflection
not upon the broadminded and ''generalist' qualities of existing staff, but
upon the heavy work load which they already bear.

9. The listing or other listings might ultimately be extended in
other directions. They might cover, also, Bank collaboration or

potential collaboration with business groups such as CED, IBEC, BCIU, or
H. J. Heinz II, and others outside the U,S.,A. Thus an investment need of
a private enterprise character, e.g. the supply of seed or the organization
of marketing, would be met by a ready response. The time is ripe.

Work on SID and the Multilateral Investment Guarantee scheme has
progressed far enough. If the call for more private capital is to be more
than a formality, this sort of cooperation between business and the
international financial agencies has to come about in increasing measure.
IFC has, admittedly, had bad experiences with its attempts to interest
private concerns in feasibility studies which it has itself conducted.

But this approach is not rendered invalid by two or three failures., Nor



is it the only possible approach.

10. It is possible that this study and any operational changes

that resulted from it would result in a net saving to the Bank of its
resources. It might become apparent that a small sum spent wisely on
social research (e.g. into the Ejido system in Mexico), would save much
larger sums from being wasted or misused.

11, These are the present implications of the proposal. The future
implications are, in many ways, far more dramatic. If we admit the
possibility, however long term, that the Bank will at some point consider
lending money for land reform, for population control, for health, for
education via television-satellite or other forms of TV-borne extension
work, or for as yet undefined labor intensive industrial projects, we
should also admit the prudence of knowing in advance about some of the
problems which might arise in this sort of operation.

12, This is the second half of the proposal. The Bank, ha&ing
hopefully been a contributor to knowledge, now draws upon that of other
people and other institutions. Mindful of the recent appeals by UNESCO,
WHO, ITU, etc. that it should in fact finance satellite-borne education,
health centers, and population control, the Bank should avail itself
formally and in some centralized way of the research and documentation on
these subjects which is already available or presently Leing undertaken
within the United Nations family. The FAO study, already mentioned, is
one example. Another, of great interest for the country economic work

of the Bank, is the study about to be undertaken by UNRISD on the
budgetary implications of population projection. If the work program does

not already exist - education by TV in developing countries seems so far



to have been only marginally discussed - there seems no reason why the
Bank, given its role as potential lender, should not instigate and
inspire it in some sister agency.

13; This might conceivably involve the Bank in a wider or different
network of cooperative arrangements than it at present has. Each proposed
contact, e.g. with the Social Commission, UNRISD, ITU or UNOID would have
to be examined closely. But, given safeguards, this wider collaboration
should surely be fruitful. A deeper sense of kinship is being constantly
advocated by the other members of the U.,N, family. The ECOSOC itself is
reviewing its whole role. Greater Bank collaboration within the U,N.
family is hardly out of keeping with the spirit of the age.

14, It would, furthermore, have an important budgetary implication
for the Bank. Avant-garde thinking and research on these topics would be
conducted largely outside the Bank, by agencies best qualified to conduct
it and with no danger of duplication. The Bank should, with little
difficulty, be able to make its own personality felt because it would
have a continuous involvement with the study. It would be able to
emphasize constantly that it is hard-headedly interested in social
questions only insofar as they affect the economic aspects of projects

in which it may be involved. Judging by the oft-stated desire of other
U.N, bodies to see paper output translated into practical achievement, this
distinctive Bank emphasis should be warmly welcomed.

15, Finally, there has on all sides - at DAC, at ECOSOC, at the
Annual Meeting - been a call for bold new proposals., At the same time,
the Bank has been congratulated as being in the vanguard of all develop=-
ment thinking. Here then is one proposal - which perhaps contains in

itself the germs of many other proposals - which might both help the Bank



to maintain that position and itself meet the demand for something new.



Mr. J. H. Collier October 18, 1966
A, Karaosmanoglu

List of Literature in the Field of International Aid

You have asked for a 1list of literature in the field of international
aid.

Attached are a few, relatively recent titles which you may find inter-
esting.
WO
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Mr. Barend A. de Vries October 18, 1066

1. This is an exceedingly clear and balanced exposition of the

problem. Although nothing new is said, the accent on the comparison
of trade with aid is very useful.

I really do not have comments, except for thiree suggestions.
(l)momthwﬁuuuu%a!mnmnmoffm
investment and aid, but scussing the fact that (loan) aid
mmuruumummmunorm
circumstances of the economy, while foreign investment's transfer

of earnings follows the economy's cycle, and in this sense it is
up-rinr; (2) A straight comparison of trade and aid should specify
that (loan) aid carries interest and repayments: the author gives
the impression of comparing gains of trade with face amounts
of lending, which is unfair. course, this does not really affect
the substance of the suthor's conclusion only the degree of its
relevance. (3) Maybe the chapter should briefly describe the IBRD's
supplementary financial scheme as one of the compensatory mechanisms.

3. I wonder if the book will discuss terms of aid, and the need
for soft vs. hard assistance.

k. Could I circulate the draft in my Oroup?

CCs Mr. G. Kalmanoff

PL/jb
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October 14, 1966

Dear Mr. Dalyells N G
q,

I am gratified/at the constructive concern which you display in
your recent letterVto me over the problem of reconciling longer-term
aims of development assistance with the immediate pressures om the
balance of payments of donor countries. My views on this subject have
been expressed both in my opening speech at our Annual Meeting and
in a statement which I made last July to the Development Assistance
Committee of the O.E.C,D, I enclose a copy of each text.

Despite an obvious preference for "untied" aid over "tled" aid,
I have no difficulty in agreeing with your proposition that "tied"
aid is better than mno aid at all, But you will see from a reading
of my statements that my primecipal comcern, and indeed the only aspect
of this problem which strictly falls within the competence of the Fund,
is to the extent to which the granting of aid should be subject to
ad justment in order to correct disequilibrium in the budget of the
balance of payments. The methods by which aid is extended, and the
ugses to which it is put, are more directly the concern of the World
Bank and of my colleague, Mr, George Woods, I think you may find it
valuable to see the text of his speech to the recent Annual Meeting,
which I enclose,

I propese therefore to transmit to Mr, Woods copies of your letter
and this reply, and to say that we are ready to study your ideas
together with him, with a view to seeing how far they may be applied
in the advice which we each give to our member governments,

Yours sincerely,

P.~P. Schweitzer

Tﬂl ml”ll, x.q.’ u. r.

cc: Mr. George Woods
Mr. Sturc



October 10, 1966

{S&Ju*ufﬁm LY Amwi\

2
Thank ygy/very much for your kind letter
of September 30) with which you enclosed a copy
of your recent statement to the Dutch Parliament
regarding assistance to the lesser developed
countries.

I read this statement this week-end with
a great deal of interest, and I compliment you
on the thorough way in which this very important
subject has been dealt with,

It was a great pleasure having dinner
with you when you were in Washington not so long
ago, and I hope we can repeat thies in the near
future either here in Washington or in The Hague.

(s'tgned) S. Aldswereld

S. Aldewereld

His Excellency

Mr. Th. H. Bot

Minister zonder portefeullle, belast met
de aangelegenheden betreffende de hulp aan
ontwikkelingslanden

Plein 23

Den Haag

SAldewereld:mc
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INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: Files DATE: October 6, 1966

FROM: Marinus van der lMel LM

SUBJECT: Visit of Mr. Glantz

I talked today to Mr. Glantz of the firm of Booz-Allen
Applied Research, Inc., which is making a study for the U.S.
Government on likely major economic trends in selected less de~
veloped countries during the next 20 years. The visit had been
arranged at the request of !Mr. Zagorin, U.S. Alternate Executive
Director with the Bank, Mr., Glantz said that earlier in the day
he had seen Mr. Tolbert of the Asia Department, A colleague of
Mr, Glantz, Mr. Whitby, apparently had some interviews in the
Bank on the same subject for other countries.

Mr, Glantz explained that he was concentrating on the
Middle East and we discussed at some length the economic situation
and prospects of the countries for which this Department is re~
sponsible. Since I did not know beforehand which countries lfr.
Glantz wanted to cover and the discussion was quite general there
was no occasion or need to draw in other staff members of the
Department.

I got the impression that the study lacked focus. Ap-
parently it is intended to be more qualitative than quantitative.
Mr, Glantz was not able to indicate clearly which were the key
questions he wanted to concentrate on nor what would be the deg-
ree of detail and depth of study; he only said that time and
resources available for the project were quite limited. In short,
I was not much impressed by the visit.

cc: Mr. Cope/Mr. Fontein
Mr. Thompson
Mr. Bart/Mr, de Wit
Mr. Hornstein

Mvanderliel :0e
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Bows-



October h' 1966

Dear Mr. Hewletts

The OECD Development Centre study by Goran m,
to whiech I referred in my letter of September 22,l/m
Just come in from Paris. I enclose it, in the hope that
you will find it of interest.

With kind regards,

Mr, William R. Hewlett
President

Hewlett Packard Company
1501 Page Mill Road
Palo Alto, CALIFORNIA

(Enclosure)
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Mr. Th.H,.

Bot

's-Gravenhage, 30 september 1966,

i fust P st

Als "revanche" voor de Uwerzijds ontvangen
exemplaren van de door U tijdens Uw laatste be-
zoek aan Nederland gehouden lezingen, moge ik U
bijgaand een exemplaar van de onlangs door mij
aan de Nederlandse Staten-Generaal aangeboden
"Nota hulpverlening aan minder ontwikkelde landen"

doen toekomen,

Een Engelse vertaling wordt momenteel verzorgd;
wel is intussen een Engelse vertaling van inhouds-
ave, inleiding en uitvoerige samenvatting (pp.5
m6, 7t/m9en 114 t/m 124? beschikbaar, waarvan
ik evaneens een exemplaar insluit.

MWWW&

,l'

Mr. S. Aldewereld,

Vice-President of the International
Bank for Reconstruction and Development
1818 H Street, N.W,

WASHINGTON, D.C. 20433

J
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INTRODUCTION

The first Memorandum on aid to developing countries was
submitted to the Second Chamober of the States-General in 195G
the Minister for Foreign Affairs presented another more de-
tailed Memorandum on the subject to Parliament in 1956 and
a third in 1962.

Since then there have been many new developments in
development aid and there is now a different approach to tne
proolem both internationally and in the Nethnerlands. One
point has become abundantly clear: that conditions in deve-
loping countries are indissolunly bound op with social,
economic and political development of the world at large.

Pursuing a policy with regard to aid to developing
countries means co-operating in solving a glovbal problem that
is actually the social and economic complement of post-war
political decolonization. Ultimately, the object is to inte-
grate by rapid and evolutionary. means about 80 new states
that constitute the poorer two-third of the world's popula-
tion into a system that is itself constantlyinvolving as a
consequence of the tremendous progress made since the war
in science and technology.

A strong, highly co-ordinated policy, Ddoth national and
international, is essential if that is to be achieved.

Therefore the Government now considers 1t desirable to
submit to the States-General another Memorandum on develop-
ment policy and its background, describing the position in
the middle of 1966.

I have endeavoured to avoid repeating what has bpeen
said in previous lemoranda and have concentrated mainly on
recent developments and on current problems and tasks. Dutch
policy outlined against this background is then seen in proper
perspective.

For just as multilateral international co-operation 1is
becoming an ever more important complement to "conventional"

- bilateral foreign -



bilateral foreign policy, so an analogous process of multi-
lateralization is seen to be going on at an accelerated rate
in the sphere of financial and technical aid to developing
countries. Here, too, the motife ig clearly the desire thus
to increase the efficacy of one's own contribution.

Needless to say, Holland's efforts constitute a rela-
tively modest contribution towards the solution of this
immense and complex problem. This makes it even more essen-
tial that Holland's contribution be given with optimum
efficiency, whether it is a contribution to international
opinion or factual aid.

Therefore development policy should be integrated as
completely as possible with general national welfare policies
and should be planned on a long-term basis.

Indeed, it is essential that all who can make some
contribution to this work should co-operate closely and sys-
tematically. I am happy to note that co-operation of this
kind in this country is steadily becoming more effective and
tiat it has greatly facilitated the preparation of this
Memorandum.

It is not the purpose of this Memorandum either to give
an exhaustive account of development aid work or to answer
every gquestion that may be asked on the subject. The main
problems and the ways in which they affect one anotner have
been dealt with in a lucid manner to enable the reader to
assess the position as regards development aid in the world
at large and of Holland's development aid policy.

Chapter I contains an outline of the problem

and of the various views on the subject held hitherto.

In Chapter II some points of departure for aid projects
are described that are of importance when deciding upon the
the course Dutch policy snould steer.

In Chapter III attention is given to some of the vasic
problems with which developing countries are faced.

The requirements that an up-to-date aid policy must
satisfy are outlined in Chapter IV and the main sectors of

- aid and -



aid and international co-operation in development work are
discussed in Chapter V.

Dutch aid projects are dealt with broadly in Chapter VI
and are followed by a rough outline of the future moves
that are deemed desirable.

The programmes of a number of important international
organizations concerned with development aid for the immedi-
ate future are described in annexes to enavble Holland's
policy to be jedged also against that factual background.

Finally it should be noted that I do not suggest that
there is a common objective or in consensus as regards the
methods to be adopted in the constantly changing field that
constitutes the subject of the Memorandum where such do not
as yet exist. On the contrary, objective, factual information
has been col.ected on the purpose and the sonsequences (also
for the country providing the aid) of a dynamic, up-to-date
aid policy in order to enable the subject and the results of
the relevant long-term policy to be jeuged democratically.

Deciding now far we are prepured to go when making our
concrete national contribution towards raising the standard
of Living of the inhabitants of developing countries is ulti-
mately a pol.tical, not an éuonomic or technical matter;
it is at the same time a decision as to the kind of world
in which the next generation will live.

July 1966

Th.H. Bot,
Minister without Portfolio
responsible for aid to
developing countries.



‘CHAFTER VII

SUMMARY AND CONCLUBIONGS

The manner in whicn people®s views on and their
approach to the granting of aid have evolved in the last
few years and nhow this form of international co-operation
has acquired new characteristics partly as a result of these
changes are descrioed in Chapters I to 1V. Holland's actual
asslstance in the various sectors of aid is outlined in
Charters V and VI, particularly in the latter. The intro-
duction contains a brief descriptien of the purpose of the
Memorandum.

A. Purpose and nature of Holland's development policy

1. The object of Holland's development policy is to make

the most effective contribution, in consultation and co-ope~

ration with both donor and recipient coutries and within the

framework of the appropriate international organizations,
towards

a. the systematic betterment of tue inaividual and collective
well-being of the two-thirds of the world's innabitants

. that live in developing éountries;

b. tue harmonious social and economic integration of the
approximately 00 emergent states constituting the rapidly
develoring southern part of our globe into a world that 1is
changing rapidly owing to scientific ana technical advance-
ment. '

@i The problem inherent in the 1increasing differences in
stanauards of living throughout the world and the solving of
tuat proolem come within the framework of the foreign
policies of sovereign states. Considerations of human solida-
rity and the common destiny of the nations are just as much
in evidence in those policies as economic interests.

Development policies do not concern the administration
of charity, nor may they be mainly insyired by comnercial
interests or power politics.

- Develorment -



Development aid is granted solely in response to
applications from or with the concurrence of the governments
of the developing countries concerned, and on the basis of
long-term development plans whenever possible.

B. Position and scope of uevelopment policy in the
Netherlands

1. Two main conditions must be fulfilled at naticnal level
before the double objective described in A.1. can be attained;
firstly, development policy must be integrated with and be
counted just as important as the other more conventional
conmitments of the state; secondly, the closest possible co-
operation must be secured in matters of development aid
between the Government on the one hand and commercial and
non-commercial private organizations on the other.

L2e To assure continuity of aid it is essential that long-
term programmes be drawn up for this sector of Covernment
activity to supplement the long-term plans required of the
developing countries. The obligation to coantinue to asuist
for a number of years in the attainment of tne objective
described in A.1. turns the sum to be spent by the Government
on development aid into one of the factors determining budget
policy and helps to indicate what priority should be accorded
to development aid with respect to other fields of Government
activity that have a more immediate bearing on the nation's
own well-veing. '

The Government intends to draw up programmes for
Holland's contrioutions to development aid annually for
reriods of four year: whenever possiole. The actual sum to
be spent annually 1is definitively fixed by law from year to
year on the basis of the Budget proposals actually tavoled.

£ 5 In view of the still increasing differences in standards
of living on tane one hund and the ewer-increasing needs and
opportunities for rendering assistance in the ceveloping
countries on the otner, the volume of aid offered should

rise steadily. Therefore the Cabinet regards it as desirable
that the aid forfhcoming from the Netherlunds Government
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should be gradually extended. Accordingly the Government
believes that 1% of the national income is in itself a
desirable target figure for aid from public funds. The rate
at which the target should be reached is the subject of

a study the Cabinet is preraring on the development of
Government expenditure up to the end of 1970.

C. Pointers for Government policy

: 2 Acculturation problems

The Government is endeavouring to adapt the metnods
whereby the various forms of assistance are rendered as clo-
sely as possible to circumstances in the developing countries
and the regions in which they are located. Therefore the
Government is giving much attention to the acculturation
problems with which many developing countries are faced,
particularly when training staff for work in those countries.

2 Ad justing political and social structures

The accelerated process of develorment going on in the
emergent states is bringing about a complete change in their
way of life and social pattern. Western economic growth sche-
dules are hardly applicable if at all. Less than anywhere c¢lse
in tue world can the economic development of the young states

be separated from the political and social developments
that are also taking place in those countries. Any change
in the cconomic sector not only affects the existing politi-
cal and social structures and the rate at which they evolve,
but is itself conditioned by those structures.

It is also for these reasons that the Government regards
it as essential that the authorities and the public in the
developing countries should co-operate actively and systema-
tically. Accordingly, the Government is giving greater and
greater attention, both multilaterally and pbilaterally, to
the need for social, administrative and cultural aid.

Nevertheless, the Government is only too well aware,
that there are no clear-out systems by which development aid
can pe given to optimum advantage, in view of the difficulty
of reducing tiese multi-dimensional relations to a single

- denominator -



denominator. The Government believes, however, that in view
of the magnitude and importance of the task with which the
world is faced in this regard, we should not hesitate to
strike into new roads even when it is not yet certain that
they will lead us more effectively or more rapidly to our
objective.

At the same time the Government regards it as vital
to developing and industrialized countries alike that opti-
mum use be made of wmetnods, international institutions and
establishments that have proved their worth for the social
and economic advancement of the world, acapting them where
necessary to the new tasks.

Accordingly, the Government also attaches great impor-
tance to the evaluation research being carried out at its
request into the procedures and results of the various

metnods of asgistance.

Ay International Development Strategy

The complexity and magnitude of the development problem
make 1t essential that by co-operating as broadly as
possivble North and South draw up an international development
strategy calculated to raise the standard of living in deve-
loping areas and to reduce the aifferences between living
standards, which have hitherto constantly become greater.

It is only by constant co-operation, also in the inter-
national organizations involved, in every social, economic
and cultural sphere, that donor and recipient countries can
establish rational priorities for tne problems jostling for
immediate solution. .

Accordingly, the Government will constantly watch the
interests of the developing countries as it determines its
national, regional and international policies; it opelieves
that the developing countries should be prepared to exert
themselves and make great sacrifices in the same spirit for

their own accelerated development.

4. Charter for development co-operation
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In view of what is stated in 3 and in view of the aims
of the United Nations descrived in Article 1, paragraph 3,
in conjunction with Articles 55 and 56, the Government
regards it as essential that systematic efforts should be
made to lay down as a guide a number of common avenues of
approach and rules of conduct for development co-operation to
foster effective collaboration in this sphere,

These principles and practical rules of conduct could
be embodied in an "International Development Co-operation
Charter". The Government believes they would then serve as
a concrete international guide for Member States, both aiding
and aided countries, as t.ey endeavour to co-operate in
development work and judge the results objectively and unemo-
tionally. The Government is resolved to do what it can to
further the elaboration of this idea.

D. Implementation of development policy

1. Stepping up aid

In view of what is stated in B.3. on the subjcct of the
extent of Holland's aid the Government will continue ener-
getically to pursue the policy adopted hitherto and will
without delay examine any new methods to discover whether
they would really help to improve the effectiveness of aid.

e Multilateral Aid

Accordingly, the Government will again show that it
regaras multilateral development work as of primary importance
by gradually stepping up participation in. the various mul ti-
lateral aid programmes to which it is committed, either oy

treaties or voluntarily.

3 Bilateral aid
a. Financial aid

The Government will continue to grant financial assis-
tance solely through the consortia and consultative groups
working under the guidance of the World Bank and the 0.E.C.D.,
which groups are regarded as particularly effective. The
Government regards it as a great advantage that their work
lies between the bilateral and multilateral forms of
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assistance, as it were.

The Government regards the co-operation with the
Inter-American Development Bank (I.D.B.), set down in an
agreement in September 1965, in the spending of the sum
to be earmarked annually for aid to Latin-America as being
of a similar nature, and it considers participation in
otner regional development panks vital in view of tue manner
in which it encourages developing countries to be active
themselves.,-

b, PTeochnieal aid

As regards the variegated spectrum of vilateral tech-
nical aid which the Government also wishes to continue to
further energetically after the experience it has had of
the work, the Government would recommend greater geographical
concentration and the integration if possible, of wvarious
aid projects into larger, coherent projects. The Government
wishes to make the transference of know-how inherent in this
form of aid as efficacious as possible by emparking pre-
ferably on projects for which Holland has "counterparts"
(institutes or organizations) that will be able to arrange
for any desired guidance to be given or for an exchange
of experiences to take place in the more distant future.

Ce Specialists

- In order to make more specialists available the
Government is resolved
1. to set up a pool of specialists; the fact that this will
involve wajor administrative changes and introduce an entire-
ly new element into laoour relations in the Civil Service
is explained under A in Chapter VI;
2. to broaden the criteria determining the support to be
given to what is called the Combined Financing Programme
(see below: co-operation with private organizations, 4,b.)
in such a manner that projects accepted as such for com-
bined financing may be incorporated in the Specialists'
Programme in certain appropriate cases.
3. Systematically to encourage universities, other institutes
of higher education and scientific institutions to make
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speclalists temporarily available by assisting the former
financially if possible and by helping them to organize the

operation.

d. s choeolarships “Tellogwa"

It is the intention gradually to make it easier in the
years ahead to obtain grants for studying at educational and
scientific establishments ip developing countries, the op-
portunity for which was created in 1366, without however
reducing the 35-0dd courses being given in this country, in
view of the rapidly rising demand for education and speciali-
zation. Nevertneless, the Goﬁernment will adhere as closely
as possible to the principle that to be admitted to these
courses applicants must have had a university education and
some practical experience.

4. Co-operation with private organizations

The Government regards it as essential that co-operation
with private organizations, both commercial and non-commer-
cial, should become closer if development aid projects are
to produce the best possible results.

a. Trade and industry

Accordingly the Government is endeavouring in the first
place to increase the flow also of Dutch private capital to
developing countries to expand the volume of aid. It regards
the speedy setting up of a system of multilateral guarantees
for establishments in developing countries as one of the most
important conditions.

If a multilateral investment guarantee system of that
kind cannot pbe set up soon, the Government is prepared to
introduce at very short notice a Bill for the establishment
of a national system. The Government is also studying the
possibility of granting additional tax concessions on certain
conditions to firms setting up branches in developing coun-
tries. Finally, the Government velieves that the flow of
private capital will ve considerably increased by the
"impulse - projects" introduced in 1965. As is well known,
they are part of the Netnerlands Projects Frogramme and
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serve to remove oy means of "pre-investment" subsidies
barriers that would very likely prevent Dutch enterprises
from operating in the regions concerned.

b. Non-commercial or ganizations

The combined financing of private development projects
of the non-commercial organizations up to 75% of the capital
outiay is very satisfactory operating indeed. To make it
8till more effective, the dovernment intends also to make
the facilitles of the Netherlands Specialists Programme

available in certain cases.

& Netherlands VYVolunteerse Fou nda-

108

Co-operation between the authorities and private per-
sons in the Neti.erlands Volunteers Association formed in
July 1965, in which the work of sending out young skilled
volunteers previously done by scparate oodies was combined
in a single organization, is rapidly oecoming closer, and
the aumber of volunteers already sent out and to be sent out
thnls year and the results in the field make it reasonable to
agssume that the Netuerlands Youth Volunteers Programme has
overcome 1its teething troubles and constitutes a part of the
overall Dutch aid programme of ever-increasing importance;
the Duten aid programme which is so vital both to the
inhaovitants of developing countries and to the training of
the volunteers themselves. Discussions with the Ministry
of Defence to s.ttle the relation petween national service
and an male volunteer's contract are in progress.

d. Association for Educational

A i d

The Governient also regards the Association for Fduca-
tional Aid for Developing Countries set up in June this year
which has still further consolidated co-operation between the
authorities and private bodies concerned with education, as
a most useful organization. The Government immediately placed
certain subjects calling for advice and assistance before the
association; advice and possiovle assistance in the compilation
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of the rising burden of debt resting on developing countries
can only oe arrived at internationally and with the constant
active co-operation of the developing countries themselves.
It regards the present co-operation in the levelopment
Assistance Committee (D.A.C.) of the 0.E.C.D. as a most
useful means to that end and will continue actively to
support the Committee's endeavours.

The international co-ordination of financial aid taking
place in coflsortia and consultative groupsis also facilitatmn
the timely detection of dangerous situations and the pre-
vention of any structural imbalance occuring in the ability
of developing countries to meet their financial obligations.

Both the extent, the nature and the guality of the aid
given will have to be such as to preclude any further discre-
pancies between the developing countries' annual commitments
and the aid received. Nevertneless it is also essential that
the developing countries themselves take the steps they
can take to establish a realistic import and development
policy and to foster a sound monetary and budgetary policy
particularly restricting the call for short-term credits
of a commercial nature, if the measures taken oy donor
countries to prevent a further increase in the oburden of
debt are to be effective.

5. Trade and services

The Government is convinced that development aid will
never produce the desired result, viz. the social and
economic betterment, to an increasing extent as a consequence
of their own efforts, of the two-thirds of the world's
inhabitants living in the developing countries, if a trade
Folicy is not rursued, both nationally and internationally,
in which the interests of developing countries are taken into
account in principle and systematically.

The Cabinet is well aware that numerous problems are
involved, that are directly connectea with existing national
regional and gloobal economic structures. Ooviously, the
timely detection of such problems is essential to one's own
further development, so that the adjustments called for by
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of some standardized basic subject-matter for use in tech~
nical training projectswas one of the rejuests made,

e. Seientifiec Education

The Government also wishes to continue to give close
attention to co-operate with universities, other institutes
of higher education and scientific institutions, either
within or outside N.U.F.F.I.C. The Government will continue
to give strqng support to this work, which is so essential
for the further develorment. of the emergent countries,
through its specialists and projects programme, and will
assist in the necessary co-ordination.

T Natienal Advisory Ceuneil

The Government hopes it will continue to benefit by the
extremely valuable recommendations made by the National Aid
to Developing Countries Advisory Council, whose work the
Government will continue to support with any technical
assistance that may be needed.

& NOVIRB

The Government regards the work of the privaté
organizations concerned with development aid, an important
one being N.0.V.I.B. (Netherlands Organization for Inter-
national Assistance), as of great practical value. Accor-
dingly, the Government will make every endeavour to inten-
sify its co-operation with those organizations.

E. Some actual development activities

T Agricul ture
The slow growth of agricultural production and the

critical food situation in many developing countries, which
greatly inhioit their general economic development, have
impelled the Government to work very energetically indeed
at every measure that will tend to alleviate a situation
fraught with dire consequences for the future.
Of the t.ree remedies that suggest themselves viz.

- gystematically increasing food production in the developing

countries themselves,
- increasing the imports of food by those countries and
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- giving those countries food as consumptive aid, the
Government regards the first as by far the most important.
The Government is giving active assistance in various forms
to the attainment of that oojuctive, both multilaterally
and bilaterally, according priority to all such work. (It
also renders assistance indirectly by giving financial
Support to the Organizations for Applied Scientific Research
(T.N.0.) for the studies that institution is conducting on
the subject.) Moreover, the Government is resolved always to
bring up this subject in future during the discussions on
the granting of financial development aid within the frame-
work of consortia and consultative groups operating under
the guidance of the World Bank and the 0.E.C.D.

The Government regards the second remedy as desirable
only to a very limited extent in view of the develoring
countries' snortage of foreign currency.

Tne third remedy is admissible uas a temporary measure,
tnerefore the Government has also set a substantial contri-
bution aside for the purpose in thne coming World Food
Frogramme period.

However, the Government sees no immediate need for
the western, industrialized countries to embark on "planned
surplus production" within the framework of a movement
to speed up the supplying of food, on the one hand because
the possibilities of rendering assistance by giving food
are restricted by financial countingencies rataer than by
the present-day .evel of production, and on the other hand
because such a move might slow down agricultural production

in the develoring countries.

e Theé population problem

With respect to the problem of the population explosion
in the developing countries, wnich not only results in a
heavier drain on food supplies but also raises serious
problems with regard to every asjpect of the development
process, the Government takes the view that as the central
authority of an industrialized western country it should tread
this ground with greater caution tnan any otner field of
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development aid.

Nevertheless, having due regard for the parents' rights
and responsibilities in determining the size of their own
families and within the framework of the resolutions and
recommandations adopted by the United Nations and its
organizations, the Government is fully prepared either
bllaterally or multilaterally to render assistance in matters
of family planning and population policy to such develoyring
countries ae may ask for it.

The Government broached the subject at the plenary
session of the World Health Organization held at Geneva
in May this year and is working out with a friendly donor
country some actual plans for co-operation in this field of
assistance.

3» Illiteracy ana education

The Government. regards it as imperative that drastic
steps be taken simultaneously to combat illiteracy and to
build up sound elementary and technical education systems,
primarily for young people but also for adults, if there
1s to be any further social and economic progress,

The "follow-up" indissolubly bound up with the
foregoing calls for similar careful attention; appropriate
educational and recreative reauing matter must be supplied
and there should be a rapid development of well-distributed
differentiated mass media (press, radio and television).

Therefore the Government is assisting in many different
ways 1n carrying out projects in this sphere. Good progress
is veing made with tne development of a prototype of a
almple mobile printing and audio-visual production unit taken
in hand’'at the Government's reguest at the end of 1965. The
possipbility of setting up a printing school in the
Netherlands for development aid purposes and of estavlishing
a training centre for radio and television programme comypilers
is also veing investigated. A standardized pasic course for
technical schools is in course of preparations,

4. Burden of debt
The Government believes, that a solution to the problem
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economic developments in the emergent countries and their
gradual participation in tne worla economy can be made in
time.

Accordingly the Government will continue to make a
positive contribution tanrough the regional and global
organizations such as the E.E.C., G.A.T.T. and U.N.C.T.A.D.,
of which the Netherlands are a member, both as regards its
attitude towards commodity agreements and preferential
tariffs, and towards plans for supplementary financing, etc.
Nevertineless, the Govérnment regards it as oeing 1in
everyone's 1nterest to make use of the international trade
and price machinery as much as possible, and particularly
to take such steps to render temporary assistance to the
economically weaker developing countries as will help them
soon to occupy a competitive position in the world market.

Finally, it should be noted that the Cabinet is examinin
the possipbility of setting up a consultant institute in the
Netherlands to assist in the marketing of products from

developing countries.

6. Science and technology

The great importance t:he Government attaches to the
mobilization of the resources of western science and techno-
logy for tne accelerated and continued betterment of the
developing countreis is evidenced by its active participa-
tion in the work launched by the United Nations Conference
on the Application of Science and Tecnnology to Development
held ar Geneva in Feoruary 1963.

For example, in 1965 the Government acted upon tne
reports prepared oy the United Nations Advisory Committee on
the Application of Science and Technology to Development
tnat was the outcome of the avove-mentioned Conference and
gecured the close co-operation of the Netherlands Organi-
zation for Applied Scientific Researcn (T.N.O.) and other
bodies for six definitive projects.

The priority tnis Committe gives to the improvement
of food supplies and public health services, to the popula-
tion problem, to exploration and tne use of natural resources
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to industrialization, housing and town planning, to trane-
rort and education has prompted the Government to set up

a number of departmental and interdepartmental working
groups within the framework of the Interdepartmental
Co-ordination Committee of which the Minister without
Portfolio responsible for Develorment Aid is the Chairman,
whose duty it is to consider in the light of the reports
drawn up by the aforementioned Committee what other activi-
ties the Netherlands might undertake in this sphere.

These working groups are also endeavouring'to discover
in what sphere the Netherlands might make some contribution
within the framework of the United Nations five-year plan
for the integrated development of natural resources also
dating from 1965, for which nine world surveys - four for
minerals, two for water use, and three for energy are being

carried out,

T Central plaaning and sociological aspects

As the Government outlines its programme of future aid
it seeks to achieve an optimum link-up with the results of
thhe work of the United Nations Committee for Development
Planning, wnich met for the first time in May 13966 and which
is staffed by the United Nations Centre for Development
Planning, Projections and FPolicies, the criteria for drawing
up the programmes for the social sectors being supplied by
the United Nations Institute for Social Development at
Geneva,

The importance the Government attaches to the work of
tne Centre in New York and of the Institute for Social
Development at Geneva is clear from the sums for special
purposes the Government has contributed to them. The
Government regards the jriorities the aforementioned Centre
is now giving to tne re-calculationof the discrepancy between
the standards of living as it is expected to ve by 1370, to
the estimating of real capital requirements by 1579 and to
examining the possibility of dividing industrial labour
internationally between developed and developing countries
as rarticularly invaluable for determining the nature of
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ald projects in the not too distant future. Therefore the
Government will continue to support trnis work actively

in the years ahead.

F. Digsemination of information

Finally, the Government 1s resolved to make such arran-
gements with respect to the dissemination of information
on internutional co-operation in development aid and
Holland's smare tnereof that in the near future the Dutch
puolic will pe given a clearer picture of aid policy and
its packground tnan was possible in the past, when
development assistance was gaining momentum.

G. Surinam and the Netherlands Antilles

It was decided not to prepare a further summary of
development aid policy with respect to Surinam and the
Netherlands Antilles, two parts of the Kingdom, since that
is the Deputy Prime Minister's responsipbility. Aid to
surinam and the Netherlands Antilles will be given the same
priority as hitnerto.



PHouge of Commons,

Sertauas Poun 1eL London, S.0U.1

M, Pierre-Faul Schweitzer
Managing Director
International Monetary Iund

Washington.
Dear Monsieur Schweitzer, i

In the "Cuardian® of Septomber 27th, ¥William Davis, their RMnancial Editor, reports
you as saying that the “zilurs of the iadustrial countries to expand their haln to
the developing world was Mol the sreatest consern?

Yo- admonish us Tor baing nreoccupied with our domestic problems, and for relying
4. .meh on monetary wolicy to control inTlation. You tell us to stimulate the
Mow 0f investment and developmen® assishtance.

You say tha® we should mzke 211 possible effort to avoid having such measras
become contingent on tha state of our balance of payments, or our budgetary
position.

Many of us would agres with you. To put it mildly, we are sad that our present
economic problems have obliged Zritain to impose restrictions on the develonment
assistance that the Governmen® would have wished to give. "

However, as a Member of Parliamen® who has bsen actively interested in the problems
of developing countries, and as a Seottish P who represents an area where there

is considerable under-utilised capacity, particularly in the truck end tractor
sndustry, I would like te put a econstructive suggestion to you.

tould you consider using your influence with the Governments of manufacturing ,
industrialised nations Lo co-ordinate a programme in which aid to developing
countries could at least take account of short and medium-term under-utilised
capacity in VWestern countries ?

T am only too well aware of the so-celled dangers of "tied-aid". But you will

readily appreciate that for Britain at the present time, the choice may not be
between giving Muntied aid™ and giving "tied aid"; it may rather be between
giving "tied aid" and giving no aid at 2ll.

BEqually, I should say at once that in my judgemert the bogey of "political styings"
is irrvelevant to this particular discussion. e
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Touse of Commons,
2 Tonvon, S.70.°
To ilius it & may 1 gutline & siiaation 1hiﬂh has arisen ab Lhe
nresent e I g i ot becsuse I want %o ask your help in furtheyd
1he intevests of the Vouh Lothian censbituencs T Iave and which 1

represent in the House of
may be typical of meny otls

al pasition here

I represent the :ﬂ'fn_ i 1‘10"‘ ty ol workers at the British Motor Cornoratiotn ol ant

at Bathgate, makers of trucks and trastors. Barly next month, some 15 of tog
labsur fozrce ol 5500 ir to be deeclare’ redundant. Vost workers on the aseanisly

e

nes avs currently doing a bhree-day waek, others a bwo-day wesk.
OY ‘ne very same day as I %29 the Minister of Labour, Mr Gunter, in unrlm} about
the position at Ba“hgate, I had as my guest fo 1urizh the Indonesian charge d'affairec
Mr Suryo-dinuro.

Te told me that Tamine 'n soms of the ouber Indonesian islands has been saused not
so much by the overall shortage of i

ine as by the lack of transport from the coast
to inland villages. {Trom my ovm visit o Indénesia in June, T have firsh and
knowledge to *he effect “ha' this is not likely %o bs an exageceration. Tn Cenbral
Java, I saw Tor mysell tls effects of a chronic shortaps of trucks of precissly
the type made on the now partl: J'ilﬁnt assembly Tinas of Bathpate. L underatnd
+hat the most modern locomotive in Sumatra was mada in 1802 }

Yet, when the Sultan of Jogjakarta came to Londen this month, leadingz azn economic
delegation, in search of heln from Iurops, he lett London empty-hended, other
than with a few ~Miﬂaﬁtﬁ husiness contacts. The British Covernmenh rcould nob

at this time add Yo “le £1,000,000 £if% to the Javenese flood fdisaster vietims,
Ti.s episede of ticks in a Vestera country on the one hand, and the fate of Lhe
mission Trem a developing country sn the other could be repeated with many variesnts
and serves only as an examplos { The British might say that thsy have greater
obligations towards India, and this I would not dispu Le.

Vhen I visited ¥r Sottomdly, our Minister of Overseas Development, to urge on him
the desiratility in certain clrcumstances of liriking aid with under—uulllsed
rasources in the short and medium term - no one sugpests that erchaic Indushries
should be kept goingz flor *he sgke of aid -~ he was full of good willa Howevez, he

pointed out the difficulties of doing anybhing unilaterally to co-ordinate say,
a surplus of trucks in Seo*land and trans ﬂor+-ﬁ,awv¢uﬂon in the Indoviesian
Islands.




Mouge of Commons,
2 ZLondon, 5.00.1

"t may well be that Mr Bottorley is richt, and that it really is difficult for ons
sountry te act unilaterally in this kind of situation. MAny give-away on a massive
-cale, or even on a limited scale, world put one nation at a serious disadvantagas 1477
-alation to competitors in the indnstrialised world.

It is at this point tha! it seems lo me that vu have a crucial role to play.
Iolding the views you do, as renorted in the Guardian, could you nobt raise

*he whole ouestion of using undsr-utilised capacity for helping developing sountries
2t the heads-of-pgovernment level among Vestern countries ?

dne aspect may troubtle you. tould it not seem, you will ask yourself, as i
Wles! 1 countries, off-loading goods which they have over-produced in arzas
£ under-employment, ars acting sTfansively towards developing countries ?

s it not much more dignified o be given a cash grant, with which one can shoar
as one pleases?

H o

Tirst of all, I would not sagrest that anything more than a Traction of ald shoul

ve tied to under-utilisad eapazity. Secondly, representatives of developing countyies
in London, { including the Indonesian charge d'affaires ), do not appear shacked -
on the contrary, they cee such a link as economic sense. Thirdly, &t the rigk of

repetition, it must be stated that Mintied aid" and Maid tied to under-utilised

resources™ may not bs competitive concepts - the latter is rather a praciical

method of ewpanding tha woluma n® aid aleng “he lines which wou tell us 5

essential,

I must also »efer to an important small-ecale nreccdent. Tn 1963, at the helicht of d
the Scottish mnemployment and unemployment in North-East Ingland, L, torsther with

3 wur MP colleapues, James Hoy 1P, Bruce Millan M2, and "illiam Jmall 19,

wore to see Nerinald VMamldling, then Chancellor of the Fxeliegquer, tc urpe the
concept of ald from urider-ubilised rescurcen.

To his credit, ( he is a wolild
a seheme whersby £72m extrs cte
machinery, made in Glasgow, wern stan, £2m of heavy railway equiy

4
TZast Afwica, and 2 shinr, ‘mil%t on the Worth Last coast to Thana.

given to India, £nm of supar-refining o

| R

a) ouponent ), M Maudling subsequently introduced
e s

LN

A"

T would be sorry to think *'at a Labour “evernment would be less imarinaiivo on

this sort of issue, relating Yo zid lrom undev-utilised resources, than their
Conservative nredscessors, .

As public discussion would clearly te henaficial, I am sending a copy of this lether
+o tha Financial Staff of the Ouardian, who havs shown such an interest in your

attitude,
Yoot
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Mr. Barend A. de Vries September 23, 1966
A. Karaosmanoglu
Professor Mikesell's Draft - Comments

1. Foreign aid is a field where, in spite of intensive discussion,
many basic questions remain yet unanswered. Some of the difficulties
are inherent in the nature of the problem and some are due to the lack
of our knowledge in related fields. Among the difficulties, we could
mention the following:

A. The objectives of foreign aid and the criteria to measure
the degree of fulfillment of the objectives are not very clearly
defined.

B. The problem of development is multidimensional. Although
there is some sort of a consensus on the importance of some
factors or the pattern of some processes, there is not a generally
accepted, comprehensive development theory which could be the
basis of development and foreign aid programs.

C. In addition to these types of difficulties, lack of some satis-
factory empirical studies can be mentioned. In spite of some
interesting efforts there are still many unsettled questions with
regard to subjects such as the relative virtues and undesirable
aspects of different forms of aid in view of defined policy ob-
Jectives or the real costs or benefits of foreign aid.

2. All these problems make it difficult to formulate proposals for
successful foreign aid policies or policies for foreign borrowing and to
develop performance criteria for both the donors and the recipients.

3. Professor Mikesell's draft deals with some of these problems. In

his three interesting chapters he deals with the objectives of foreign aid

and gives a critical review of development and foreign aid theories. As I
understand from the text there will be one or two more chapters; it may
therefore be unfair to comment on the draft without seeing them. However,

my impression is that these three chapters, interesting as they are, are not
treated in a way such as to constitute the links of a complete treatise on

the subject. One cannot see from the text how foreign aid theories are related
to macro-economics of aid and how both of these are related to the objectives
and strategy of foreign economic assistance.
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k. The emphasis in all of these chapters is in pointing out the un-
answered questions or unexplained relationships rather than presenting

a theory and a systematic basis for policymaking the field of foreign aid.
At the end of all the three chapters, the reader is brought to the point
of asking for a statement on the "moral of the story" and for some basis
for policymaking. But no answer is provided.

s. The first chapter dealing with the cbjectives of foreign economic
assistance - on the donor side - limits itself, mainly to a study of some
American political documents on the subject. It would be useful to study

the problem also from the point of view of the other major donors. Although
the United States provides more than half of the total official aid flows to
developing countries, the contributions of some other donors are large enough
to be significant. A comparative study of the explicit or implicit objectives
of the major donors would help in a better understanding of this many-faceted
international phenomenon; the nature and the importance of national security
objectives, the significance of economic benefits to the donor, the forms in
which general welfare objectives expressed may change largely from one to

the other donor.

6. Especially the conclusions on the economic benefits of aid to the
donors may call for a revision if such a comparative analysis is carried out.
Actually, on this particular issue the author's analysis with regard to the

U.S. and his conclusions may not hit the mark. As a concluding remark he
states, "if there are any national economic benefits accruing to aid donors,
they are largely indirect, highly tenuous and of such long term measure that
their discounted value will almost surely be exceeded by present costs" (Chapter
1, page 15). It is not easy to prove the opposite of the second part of this
statement and it is especially difficult when the whole aid package is considered.
I think the real problem is not there, but it lies in the varying deghees of
grant element in the different forms of aid.

7. The analysis of the characteristics of different forms of aid and
their effects and relative values with regard to objectives of aid is an
important subject that is not dealt with in the draft. With the exception
of some sporadic references to the P.L. 480 program, aid is treated as a
homogeneous flow of funds or resources.

8. On the issue of political objectives and economic development and the
role played by foreign aid, Professor Mikesell perhaps realistically states,
"Broad generalizations such as a universal dependable relationship between a
steady rate of growth in output per capita and the realization of peditical
objectives is unwarranted. DMoreover, the achievement of economic objectives
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themselves are in many cases much more a function of the existing and
future political structure than of any comeeivable amount of foreign

aid" (Chapter I, page 20). Yet the discussion of Charles Wolf, Jr.'s
work covers much more space than it deserves in the framework of this
draft. I think Wolf's exercise is more in the field of political science
than economics. And I am doubtful whether political scientists will
accept his economic index of political wvulnerability even for India, let
alone many other developing countries for which political wvulnerability
is not a function of voting behavior but of the behavior of certain power
groups (such as the Army).

9. In the analysis of national development objectives and policies
of aid recipients, Professor Mikesell points out that there are differ-
ences between development and foreign aid objectives of developing
countries and those of the Western donmors. And these differences arise
from the approaches to development including development policies, and
from the preferences with respect to forms, terms and conditioms of aid
and even from the attitudes toward aid itself. Very few facts and actual
cases are mentioned in this part of the discussion as compared to the
study of objectives of the donor side. It would be useful if some cases
were mentioned to substantiate the arguments on the behavior and the mo-
tives behind them on the side of’ the recipients.

10. The final statements related to this part of the analysis raises
many more questions than it answers. Professor Mikesell states, "In fédr-
ness it should be said that - many developing countries national economic
objectives are changing in favor of a more broadly based social and economic
development, and there is increasing concern both for domestic agriculture
and for the creation of industries capable of selling in world or regional
markets. But changes in objectives are not enough; they must be accompanied
by national policies designed to realize them. It is in the area of
development policies that there arises the test conflict between aid
donors and recipients" (Chapter 1, page 3h). Professor Mikesell does not
say anything on the possible implications of these conflicts or possible
actions which may mitigate them.

11. The second chapter gives a review of development theories, but it
does not venture into a tive emaluation of these theories, nor does
it give a systematic analysis of factors affecting development which could
constitute the missing link between chapters two and three. Although the
review of the theories does give an idea on the progress of development
sconamics, it does not reveal whether the author has a systematic approach
to the totality of development problems.
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12. Professor Mikesell's views and conclusions are more clearly
given in his eritical review of foreign aid theories, although even
in this case, they are not presented in the fdpm of a desiksion-making
model for aid giving.

13. Professor Mikesell has some very interesting conclusions in his
third chapter, such as: the insufficiency of using continucus functions
in development analysis; the behavior of savings which is too erratic to
be a basis for foreign aid models in which marginal savings ratio constitubes
a critical variable; the uselessness of the concepts of long run rate of
growth of exports and marginal propensity to export in the estimation of
foreign exchange requirements; the insufficiency of the concept of capital
absorptiveicapacity as a guide for foreign aid either in terms of an abso-
lute limit to the use of capital or in terms of a schedule of the marginal
efficiency of capital with respect to which foreign aid administrators
establish 3 cut-off point.

1. His proposals which may be comsidered as a basis for an alternative
to the existing policies and ideas in the field have the following
characteristics: the most important function of foreign aid is the removal
of the foreign exchange constraint; foreign aid should be employed both to
finance capital goods and to finance deficits arising out of increased de-
mands for materials and consumer goods; the contribution of external capital
should not be viewed in terms of raising the average level of savings through
a higher than average marginal savings ratio; but it should be considered as
promoting the mobilization of additional amounts of domestic savings, which
would not otherwise be directed to productive investment, by removing bottle-

necks arising from foreign exchange constraint and by making possible strategic
investments which might not otherwise be made.

15. All of these and his conclusions with regard to debt servicing and
loan terms have very definite pelicy implications. It would be very useful
if all these conclusions and proposals were put together with their policy
implications in the form of a blueprint for a successful foreign aid poliecy.

AR/ oK
Cleared with and Ce: Mr. Leon



/Q)_{.-t) . — G laq.
P Aégé-f_,.(-?,_g ﬁ'é‘&a -:4{’!;': Y

September 22, 1966
Dear Mr. Hewlett:

Professor Mason has told me that you are heading a sub-committee
of the Perkins Committee, to be concermed with the relative advantages
of multilateral and bilateral assistance, and that he has given you my
name as & point of contact in the World Bank., He has also asked that
I put together and send to you materials dealing with this subject.

You will find enclosed copies of three speeches made by officers
of the Bank, which deal in part with multilateral vs. bilateral aid;
a reprint of an article by Robert Asher, published by the Brookings
Institution; three papers, by lessrs. Michael Hoffwan and John Adler,
who are officers of the Bank, and Dr. I.G. Patel, an official of the
Ministry of Finance of India, which were prepared for presentation at
internaticnal conferences; and a copy of a report to the President of
the Unlted States by the Committee Lo Strengthen the Security of the
Free World (the Clay Report). I should appreciate it if you would
return the copy of the Clay report and the Patel study when they have
served your purpose. I am also arranging to obtain a copy of a study
prepared by the OECD Development Centre which I think will be of inter-
est to you, and which has an extensive bibliography on foreign aid.
This, however, must be obtained from Paris, and I have not yet received
it. )

I should be very pleased to talk with you any time you may come to
Washington., If convenlent to you, I would hope that you might join me
for lunch at the Bank.

With kind regards,

Sincerely yours,

Richard H. Demuth
Director
Development Services Department

Mr., William R, Hewlett
President .
Hewlett Packard Company 9
1501 Page Mill Road W
Palo Alto, CALIFORNIA o“’"‘

&o%key: tsb



September 1L, 1966

Mr., Kurt E. Woetzel
1861 N. Whimy Avan‘w’ Apto 103
Los Angeles 28, California 90028

Proposal for Establishment of an International
Ald Fund

Dear Mr, VWoetzel: /

I thank you for your letter of August 21" on the above

subject. Ypur ideas are interesting but, as I informed you
earlier, we do not consider it appropriate at the present time
to sponsor a study such as you have in view. In case we decide
to do so, we shall get in touch with you.

Yours sincerely,

James 8. RHJ
Deputy Executive Vice President

ce: Mr, Woods (w, copy of incoming)
Mr. Rosen (w. copy of

incoming)

JSRaj:am
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¥re D.¥W, Townson September 12, 1966

I do not think the attached article ean be recarded as being
suitable for publication im its present form. The main difficulty is that
the subject matter - "Trade and Fxchange Polisies for Feonomic Development® -
is much too vast to be covered even cursorily in a l2-page article. In
attempting to cover it, the suthor jumps from deseribin: trends in economie
theory to tresnds in economie policy, as if these two were slosely related,
Sometimes they have been related, but the treatment of both policy and theory
is so brief as to make it impessible to discuss the relationship detween Lhese
two., O(n the agsusption that "Finance and Development” is designed to interpret
the experience of the Bank and Fund to the outside world, I would suggest that
this article bs rescsot so as Lo deseribe only trende in actual economie polliey
and not trends in economiec theory.

Possibly besause of its compre-sion, the article throughout talks
about "vome economists' in contrast to "other economists™ and likewise talks
about "some" and "other® countries., Yames and places are never specified,
and the article would be very much better for beiny nore concrete,

While ackmowledging that the author had & diffieult assignment, I
feel that the artiocle is less sophisticated than the average resder "Finance
and Development” has a right to expect, For example, the section on "The
Balance of Payments Problem off Developing Countries” (Pages 3 to 5) is really
& list of problems with no snalyses of the way im which these problems are
related to trade and paynente problems, I think such a seetion co.ld be much
more tightly written and, with the reet of the artisle, seek to develop an
arpument. It 18 dissppointing to resch the finsl parasrash only to be told
that the prospects for the future are of "even yreater discussion® of the
problems of trade and development,

I return the draft herewith, The marginal comments are those of one
of my economist colleagues,

co: HMr. E.B. “slde
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OFFICE MEMORANDUM

TO: Files . DATE: September 6, 1966
FROM: Badri Rao O~

SUBJECT: A New Look at Trade and Aid

An article on the above topic by Susan Strange of Chatham House appears
in the Jamuary 1966 issue of "International Affairs."

The author's thesis is that "we have come to the end of an era of optim-
ism so far as aid is concerned" and that, this being so, trade facilities
accorded to the LDCs would appear to be the means best suited to assist in
their economic development towards this end. She propounds the following
proposal:

"The proposal is simply that the rich countries should not
only drop existing tariff barriers but should also either allow
the poor countries to offer substantial export subsidies to their
manufactures; or better still, that they should organize a system
of import bonuses which would be payable on the value of every
shipment of manufactured goods from a poor country to a rich one.
The import bounties, which could be quite substantial, would be
financed by a purchase tax levied equally on domestic manufactures
and those imported from other rich countries."

The author claims that the advantages of this proposal would be not merely
economic or technical but political and psychological. The import bounty system,
she says, "by-passes the political end, as it were, of both the giving and re-
ceiving govermment. It appears to relieve them of the invidious responsibility
for deciding who gets how much and on what terms." Again, "import bounties
would unashamedly give help to those most capable of developing export industries
- and these would be just those countries who are closest to the economic take-
off; those who are also most acutely aware of the burden of debt servicing on
their limited resources of foreign exchange (e.g. Brazil, Chile, Pakistan,
Turkey). Thus, aid programs, especially technical assistance programs, would
be left freer to favor the poorest and least advanced."

Although the author recognizes that a frontal attack on the "trade"
aspects of the problem through elimination of existing tariffs and trade
barriers is essential, she is more concerned in this article with her import
bounty scheme as a stimulus to exports of manufacturers from LDCs. This is
evident fram her attempt to quantify the problem. LDC exports of manufactures
to the developed countries, she notes, have recently amounted to about $1.k
billion. In comparison, the developed countries have been importing from each
other such goods to the value of about $33.8 trillion. Thus, even if LDCs'
exports of manufactures to the "developeds" were to double, it would still
amount to only about one-twelfth of the current trade of the latter in manu-
factures.
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"The UK,"she continues, "imported in 1963 manufactures amounting to
same El.4 billion of which 12.3% or around k170 million was from LDCs."
¥If," she adds, "an import bounty of 20% were paid on them, this would cost
the UK some B34 million." Since UK consumer expenditures on manufactures
in 1963 may be estimated at around B4.5 billion out of total consumer ex-
penditures of B20 billion, it would mean that a purchase tax of 3/L4 of 1%
would be sufficient to enable the UK to pay an import bounty of B3l million
to the LDCs.

The proposal in itself is elegantly simple even though the author out
of modesty or trepidation appears concerned that it may be "dismissed with
scorn by a good many of the experts in govermment and industry as wildly
impractical and non-sensical." But the question is: will it, as the author
suggests, greatly reduce the burden on donor countries to continue foreign
aid even at the present stationary level?

Let us, following her example, assume that the import bounty is fixed
at 20% and that the "developeds" do in fact double their imports of manu-
factures from the LDCs to $2.8 billion annually. This would only mean that
the developed oountries would oontribute no more than $560 million in lieu
of aid per se. It is true that this amount would accrue only to those LDCs
that are exporters of manufactures, i.e. countries which have a relatively
large industrial base and diversified economies. It is also true that to
the extent that it is a bounty, the contribution is akin to a grant and
involves no servicing obligation and, furthermore, is untied assistance.

But the fact remains that the $560 million bounty projected on quite optim-
istic assumptions, is less than the average annual net flow of financial
resources to India alone in 1960-63. In terms of the net assistance received
by 12 of the leading industrialized countries as among the LDCs over that
period, it would correspond to roughly one-fourth. And it is precisely these
countries that are most heavily saddled with external debt; estimated payments
on principal and interest in respect of their external public debt in 1963 was
around $2 billion, i.e. about s times the amount of the bounty. Clearly,
therefore, this could be no substitute for aid.

BR/GW

Cc: Messrs. Kalmanoff
Leon



1861 N, Whitley Ave.,Apt.108 e
Los Angeles 28 , Callfornia 90028

August 21,1966

lMr, Kames S, Raj

Deputy Executive Vice President
Office of the President
International Finance Corporation
Washington ,D.C., 20433

Proposal for Establishment of an International Aid Fund

Deer Mr, Raj :

Thank you for your letter of August 3 and the attached
booklet " General Policies - IFC " ,

Before I summarized my conclusions leading to the above stated
proposal I had studied the last annual report of the International
Finance Corporation . There is a fundamental difference between

the present activities of the IFC and the proposed ATF (International
Aid Fund) to that effect that the initiative of aid operations is
turned over to private enterprise protected by risk-insurance on

an international level resp. by an international organization .

Certainly I agree with you that the World Bank could expand into
this field ,which actually was the reason ,why I sent the proposal
to Mr. George D.,Woods ,since many replies I received during my
research recommended this step . However 1 cannot see any sub-
stantial evidence that the International Finance Corporation is
practicing the principles presented in the proposed International
Aid Fund . Please bear in mind that I am only concerned to find

a way to improve our approach to recognized problems and to search
for a solution in the interest of asdvancement of economic condi-
tions within the free world ,- which I consider rather decisive.

Your activities so far amounting to $0.137 billion as stated in
vour mnual report are directed principally to support private
enterprise native to developing countries . While we agree that
one of the basic needs of developing countries is productive
capital ( estimated with $5 billion to $20 billion annually as
mentioned in the proposal y,which only can come from industrially
advanced countries , A,I,D, has proven by its own risk-insurance
underwriting to have attracted $5 billion capital to operate in
developing countries . The disturbing factor is that these opera-
tions are restricted b% political motivation besides the statutory
limit of $5 billion ., Therefore the conclusion was drawn to base
aid ogerations on_economic princifles and considerations and let
privete enterprise declde ,where shes to move its capital =
investments . This in turn will stimulate developing countries to
create or offer conditions satisfactory to private enterprise to
take an interést in so offered opportunities .
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With regerd to the volume of capital required the conclusion is
drawvn,that on an international level private enterprise is suffi-
ciently available to service the estimated capital-investment
provided it can operate under normal security and law conditions.
Therefore the risk-insurance is a decisive factor to produce these
conditions and,I feel, are best be served by the international
organization itself ,since due to other disc¢iplines involved such
as surveys of economic end technical conditions of the areas in
cuestion as is practiced more intensely during recent years , a
better evaluation of the security-risks involved is available to
the international organization ,- be it the World Bank or the
International Aid Fund ;- the latter naturally also attending to
such surveys as is provided in the proposal .

As a matter of fact I had in mind to elaborate in the proposal

on the necessity to design an International Law Code ruling on
these transactions,which members of the Fund would have to accept
with the membership , which would become the legal instrument to
rezgulate the traffic of privete enterprise transactions and womld
also become the basis for the risk-insurance-policy underwritten
and guaranteed by the Fund . This International Law Code of the
Fund might well develop into a Charter for other international
transactions . As mentioned in the proposal the International Court
of Hague is provided as Umpire to settle disputes since claims
mizht well develop into substantial figures and consequences.This
point is important too a2s we have observed during the last Inter-
national Lawyer's Conference in Washington D.C,. The available
economic pressure of the membership of the Fund may be sufficient -
to enforce the Hague Court's decision to prove the value of the
guarantee of the Fund relative to risk-insurances issued , since
the membership itself in the end will have to bear eventual losses.
More could be said here ,since the process of collective law will
further the economic integration process of the free world .However
I decided to present in my proposal first things first .

The tax-benefits problem is complex 3 but it must be solved . T
know ,that developing countries offer tax-free periods to foreign
parties investing in industrial operations . These benefits are
naturally subject to negotiations with the canital-receiving country.
Still . I feel , they could easily be negotiated through the inter-
national orgeanization resp. should be directed this way in order
to become a pert of the risk-insurance=-policy . ;

However ,what I also had in mind , was the contract with
the government of the capital-providing country through the Inter-
national Aid Fund thus to be made part of the risk-insurance-policy,
whereby privete enterprise could deduct taxes on operations ,trans-
sctions and/or investments under this policy from the tax-account
of the private enterprise party's national base. lMultinational
corporations would then have to declare their operational base,
These benefits would have to be secure for an agreed period of
time ,guaranteed by the Fund and its members and would have to be
coordinated to provide equal conditions on an international basis
fto underline the principles of economics and not politics to further
international economic development and understanding within the
free world .
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All these ideas naturally are only of value if we are really
sincere in working for an economic integration of the free

world such as expressed in theory during the various conferences
of the Atlantic Council and other agencies . Our guicdeline then
should be economic cooperation and not disguised domination ,
which easily could result from aid operations directed by poli-
tical motivetion .

Certainly the World Bank provides the fundament to work the

right way with regard to its international structure . Let us

hope that something constructive may result from this dialogue,

I am under the impression that the main activities of the VWorld
Bank are represented by government to government transactions ,
while the possible impact of private enterprise in aid operations
may only be considered as & fraction of the overall planned and
defined activities as is shown in the total the IFC has transacted
with private enterprise native to developing countries . I believe
in the inherent forces of priveate enterprise and therefore I
search for a constructive solution to shift aid operations from
public to private .

Just recently I was informed ,that the CEDC has submitted some-
what simular propositions to the World Bank ,which seems to in-
dicate thet I am not alone in my research and conclusions . I

came to my conclusions during my work as consultant/éxpert on

the Used ILquipment Study for the Agency for International Coopera-
tion (A.I.D.) , while researching a volume of material of national
and international institutes . The need to release the constructive
forces of private enterprise to the free world resp. to developing
countries of the free world through an international agency ,which
is not yet provided for , must have been the same analytical
result on the part of the CECD , which induced me to present the
proposal for the establishment of the International Aid fund .

Also , in case the World Bank takes up the proposition to expand
into this field , a very thorough research is necessary to analyze
meny ,many issues and problems , which I have only touched on

the surface , I will be happy to contribute to thig work .,

Sincergly yours 4,
..-'}"" jﬂa /
2 // c /

’{Kurt E,fwoetzei.

/
4



Mr. Kamarck o/r August 12, 1966
Michael L. Hoffman

This is a very interesting development which I began watching
years ago when I was with the New York Times. I think it has impli-
cations for the problem of increasing manufactured exports from the
developing countries. For one thing, it suggests the advantage of
indueing foreign manufacturers of consumer goods to establish an
interest in the country because this in turn gives the head office
an interest in obtaining or maintaining low import barriers for the
product from which indigenous producers in the LDC's will also
benefit. It also suggests that some means of getting these huge
purchasing organigations involved in identifying and developing pro-
duction possibilities in the LDC's ought to be a principal object of
attention of trade promotion agencies.

MLHoffmant tsb
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Mrs, Edith Roper August 9, 1966
Andrew M, Kamarck
Request for Bibliography on Development

With reference to Mr, Warren Wilhelm's request to Mr. Friedman

there is listed below a number of books that might be worthwhile for
Fortune readers in the field of economic development,

These books are gquite varied and represent different points of
view, In the main, they are written in not too technical or soporific
language, Needless to say, we do not necessarily agree with the points
they make,

l, Norman J, Buchanan and Howard J, Ellis: to

Economic Development, 20th Century o s PPe U9k,

I - An Analytical View of the Problem
I1 -~ Eeonomic Development As Recorded History
III - Achieving Development in the Contemporary
World

2, Gunnar Myrdal: An International ! Problems and
Prospeets, Harper & Brothers, » PPe 301,

Discusses economic development in the following chapters:

Chapter IX - International Aid
Chapter XI - The Drive For Independence and
Development
Chapter XIIII - Commercial Policy of the Under-
developed Countries
Chapter IIV - The World Adrift
Chapter VIII - Mobility of Capital

3. Peter T, Bauer and Basil S, Yamey: The Economics of Under-
m%odmm University of Chicago Press, 1057,
PP ™

Royal Institute of Internatior fairs, Oxford University
Press, 1%1’ PP. 121,
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5.

7.

9.

10,

12,

John XKenneth Galbraith: Eeonomie #o%t in ?ctﬂ.w,
Harvard University Press, » Ppe. 10, on Iive

lectures given in Indian Universities,

The Economics of Take-off into Sustained proceedings
of a conference held by wﬂ——a&%nnam nomic Association,

St. Martin's Press, Ine., 1963, pp. 482, Edited by W, W,
Restow, Contains 16 chapters (of which 7 historical) con-
tributed by different writers and a long (175-page) summary
of the debate. Rather technical for the general reader,

Everett E, Hagens On the Theory of Social Chan Center of
Tnternationa) Studies, lassachusetts Lnstitute of Teehnology, 1962
The Dorsey Press, Inc,, pp. 557. Emphasizes the psychological
aspects of economic progress, Contains 6 chapters on specific
cases: England, Japan, Colombia, Tndonesia, Burma and the
Sioux,

David C, MeClelland: The mm&mmﬂj. van Nostrand Co.,
Ine., 1961, pp. 512, Along same s as preceding study,
Concludes that certain important psychological changes must
take place in the underdeveloped countries before there can
be development, Rather a lot of technical jargon, however,

Barbara Ward and P, T, Bauer: Two Views on Aid to Devel
Countries, Oceasional Paper 9, Lnstitute c airs,
198, pp. 58. The first lecture makes the case of foreign
aid, The second argues that "intergovernment aid does not
substantially eontribute to economic development and may even

retard it,"
W. Arthur Lewis: The Theory of Economic Growth, George Allen &
Unwin Ltd,, 19'55,'m3?§3.

"

Unwin Lﬁ.. 196 » PPe 10, : . -
written mostly in non<technical language,

The Pn%l of “““’1“%% Areas, Edited by Bert F, Hoselits,
o cago rress, 19513 PPe 2%.

Contains three parts:

i - The Historical Approach to Economic Growth
II - The Cultural Aspects of Esonomic Growth
IIT - Problems of Economiec Poliocy
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13,

15,

19.

20,
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The Eme Nations, Their Growth and United States Poliey,
I\ or Lnternational Studies,
Hassachusetts Institute of Technology, edited by Max F,
Millikan and Donald L, M, Blackmer, Little, Brown and
Company, 1961, pp. 171, AMM#WM
views on economic develdpment but directed more to the
lp‘cilliﬂ-.

J. P, Cole: _ﬁgﬂf World Af!ﬁ.u Penguin Books, 1959,
rpe 347, erence book, Chapber ) on World Population
and Production conteins useful information on the under-
developed countries,

Edward S, Mason: Economic Plannin i Areass
Covernment and Business, Ford ity | [961,
PP. B7e ﬁrypodanﬂmnm.nlyonth-rﬂsorm-
ment,
H.‘!yint: The Economics of the Devel Hutchinson
s PPe 102 A ord mﬁnofpm

v!.m on &nd prescriptions for development,

F, Benham and H, A, Holley: AShortIutmductimmeF
of Latin America, issued under the auspices of the o,
Tnatituts of Tnbernational Affairs, Oxford University Press,
1960, op. 169, A very good handbook,

e ‘ oy — > 1961, pp. 201,
Inhrntingbutcomonlxmpm\ﬂnuofrem

Harry Stark: Social and Kconomiec Frontiers in Lstin
WM, C, Brown Company PubLishers, i90L, PPs Lels E%
textbook,

R, M, Segal entitled in India m Books, 1965, pp. 326,
Excellent histo Mwumt
situation and is strongly disapproved of by offieial India

A, M, Kamarek:

m. An . : -
mdpmmkwﬂtminmmnlw

AMKamarck: sg
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Mr, Andrew M, Kamarck August 5, 1966
Rena Zafiriou

Fortune Magasine Request for Bibliography (continued)

1., T feel that the readers of Fortune are more likely to be
interested in clear, simple statement,of facts and isswes than
in abstractions and technical discussions among economists, If
tids is so, much of the literature on economic development would
not be suitable for above purpose,

It may be a2 good idea to mhke uwp two lists, one with books
of general interest and another with the more technical studies
(whieh are often also very soporific).

2, My comments on the four books you sent me are as follows:

Comments From the point of view of the economist, this is a
sometimes interesting and even ingenwous presenta-
m o 4.
find of a complex subject at such
a level of abstraction results in findings of very
llmited, il any, practical significance, The con-
clusion reaghed, that "the best alloecation of invest-
ment is achieved by equating at the margin the dis.
counted value of the general reinvestment stream in

the various uses to the investment is put",
illustrates this (p. 268),

lomments A good textbook for students of economics but may be
too technical and detailed for the general reader,

Comments Very good analysis bubt refers to one aspect of the problem
th!dtotmvmt,mdwbohomcmuodtort&
purposes of the bibliography requested,



LOONo LG APOWLL qt ») W .
% Ricardo W, de Agular and Erie Charles Drysdale, University
of California Pﬂ“g 1963. mSo

Comments I have read this book and found it surprisingly incon-
clusive and uwniformative about the present situation,
while excessively detailed about the past, nthuttar
the general reader,

I think the following books on Latin America might be useful:

Pm-. L%O. pp. 269,
Comment: A very good handbook.

ﬂﬂ.ﬁm.thtitiltwmmd : S second, that
tummum.mmammmuem.
as most studies did until recently, of Indian planning and policies.
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I have a book by R, M, Segal entitled in India
(Penguin Books, 1965, pp. 326) which contains an rical
background and discusses present conditions and problems in non-
:uhltulw. It gives, however, a gloony picture of the

Barbara Ward's India and the Hemish Hamilton, London,
1961, pp. 243, makes a sbrong case ?or%;wa support of Indian
development and also contains an account of past and present Indian
conditions, The plook is not very objective and may also be con-

sidered somewhat out of date.

Jevelopment, published for
" rederick A, Pm' m) PPe. 17&'

RZafiriou:sg
IBRD



Mr. Andrew M, Kamarck August 3, 1966

With ﬂtwm'.lningl. Friedman's wemorandum
to you of July 29, s I am listing below a number of books
that seem to correspond to what has been requested with some
conments on their content, !

1, Norman J, Buchanan and Howard J, Ellis: to
Economic Development, 20th Century s DPs USks

Contains three parts:

I -« An Analytical View of the Problem
II - Eeonowic Development As Recorded

History
III - Achieving Development in the Con-
temporary World

Comment : An’;uﬂhutmmnnotmmﬂm. Mostly written
non~technical terus,

nant
Chapter XIII - Commercial Policy of the Underdeveloped
Countries

Chapter XIV - The World Adrift
Chapter VIII - Mobility of Capital

3, Peter T, Bauver and Basil 3, Yamey: cs of U
" wmmwam%ms,ﬁﬂpp.z -

Comment: An excellent analysis,




Based on five lectures given in Indian Universities,
Comment: The main point made is that the prevailing approach to

contributed by different writers and a long (175-page) sumary of the

Comment: Along the same lines o8 preceding study, Gonoluduhthnt certain
important mmmmmm the under-
WmMmMth(%
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8, David C, MeClellands The Achieving Society, (continued)

Comment: Advocates greater involvement of American private business
in economiec aid programs.

Contiins many valuable and interesting points but is
readable, the technical jargon being worse than in the Hagen
study (enterprise and drive, for instance, are referred %o
as " n achievement,") There is also too much faith in the
ability of the "behavioral sciences" %o provide answers, The
study concludes by hailing "the new fact that the psychologist
has now developed tools for finding out what a generation wants,
better than it knows itsell, and % has had a chance of
showing by its actions what it was ™

9, Barbara Ward: Na' and the Poor Na We W, Norton &
& Coey Inc,, Iﬁs PPe Eac

Comments: Based on lectures given for the Canadian Broadeasting Corporation,
A strong plea for foreign aid,

10, Barbara Ward and P, T, Bawer: TIwo Views oping count
Occasional Paper 9, Institut ieonomic ALTairs, 1900, Ppeo0.

Comments The first lecture makes the case of foreign aid, The second
argues that "intergovernment aid does not substantially con-
tribute to econonic development and may even retard it,"

George Allen &

Comment: Thoughtful, wiss and well written presentation of the problem.
Maybe a little too heavy going for non-econoculsis.

Comment: A ccllectlon of articles and lectures.

Alshough this is not A comprehensive study of development i%
contalns a lot of valuable material and solid common sense.
Written in non~btechnical language.

DEYBS 1 erdevelopad Arsas Editad W Bert F. m‘ali’b"
University oi chicago rress, 1951, ppe 296

Contains three parts:
I -« The Historical Approach to Economic Growth

II - The Cultural Aspects of Economlc Growth
III - Problems of Economic Policy

Comment: Useful but not owbstanding contributions, The terminology
is somewhat technical,



Comment 3 AMM@!WMMMMW
mmmmummumwmum

Cfomment: Dull, heavy writing,

1le Ja Po Gole: Geography of Vorld Affairs, Penguln Books, 1959, pp. 347,

Comment: A handy reference book, Chapter L on World Population and
Pmummmmmwmwww
countries,

mtonmmmhothMmmhhtownbw
general reader, The same applies to the periodical Economic t and
M(m«wmwmmuam%
ever come across):

Albert 0, Hirschman:

3 Tnterrs Bank for Re=
construction and Development, 1958, The Johns Hopkins
Press, pp. 99.
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I was not able %o obtain from the
books which I an not familiar with and which may be of interest.
Immmwhmhummxmm
you an
and

el

RZafiriou: sg
IBRD
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August 3, 1966

Yours sincerely,
ccs Mr, Woods
Mr. Rosen (w. copy of
JSRAJ 3 jem - ) 3 3. Rag
ames 5.
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Edith Rol)er

9 ROCKEFELLER PLAZA
NEW YORK 20, N. Y,
F O R T UN E JUDSON 8-1212



ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: Mr. Kamarck DATE: July 29, 1966

Form NG. 58 INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

FROM: Irving S. Friedman

SUBJECT: FORTUNE Magftzine

Mr, Warren Wilhelm was in to see me today. He is writing an
article for FORTUNE on development, Among other things he would
1ike a list of books for FORTUNE readers to read -- nothing too
specialized., I said we could get together a 1list of about 20
titles of varied authors, none too specialized., I made clear it
was not a 1list we would regard as good books but it would be worth-
while for FORTUNE readers,

After you have done this would you send it to Mrs. Edith Roper,
who seems to be a member of the FORTUNE staff helping with this

article.

/

CEE



Form No. 59
(2.55)

COMMUNICATION:
DATED:
TCY

FROM:

FILED UNDER:

SUMMARY:

Develop. General

CROSS REFERENCE SHEET

Memo

July 28, 1966

Mp, Barend de Vries

Mp, Dragoslav Avramovie

Annual Meeting- 21st

Extract

"In connection with the preparatory work for the President's
Addre§r atithe next annual meeting, we are undertaking a summary
analysis of 'successful' growth cases in the postwar periodesecee"



1861 N, Whitley Avenue , Apt.108
Los Angeles 28 , California 90028

July 2% ,1966

Ir, James S. Raj

Deputy Executive Vice President _ |66
International Finance Corporation b, 8]~
Washington D.C., 20433 oL

Proposal for Establishment of an International Aid Fund

Dear Mr., Raj :

Thank you for your letter of July l4f{’Permit me to
clarify a few points you have mentioned in your reply .

The capital of the fund of $10 billion is approximately
equal to one year appropriations by the various advanced
countries for aid operations in the developing countries .

It is recognized that one of the decisive factors to provide

this aid is the lack of capital in developing countries . A
number of reasons , in particular the necessary security for

the initiative of private capital which may be represented in
monetary investment or capital goods investment , has so far
prevented a more dynamic action by private enterprise directed

to developing areas ., The capital of the fund must be appropriate
to guarantee the underwriting ' of risk-insurances for operations
by private enterprise in developing areas , That there is an
urgent need herefore is proven by the fact that A,I,D, alone

has increased its private investment guarantees from $479 millions
in- 1961 to $5 bpillion in 1965 ,as is stated in my paper on page
4 ,whereas IFC has invested so far approx,$137 million in pro-
ductive private enterprise , as I mentioned in my letter to lr.
George D,Voods .

llew plant capital investment and equipment during 1965 amounted
to approx. $#55 billion in the United States ,Naturally this is

a highly industrialized area ; but it is an indication of the
capitel volume involved . The {5 billion investment guarantees

of A,I.D, affect only = seleted area restricted by political
motivations . This is one of the reasons which influenced me ©o
search for a solution to reach the area of the free world,which
actually is better represented by the members of the World Bank,
Certainly , at this moment , the World Bank or the Internationa
Finance Corporation is not attending to promote private enterprise
investments resp., initiative of advanced countries in developing
countries ., *f it were so y, quite different capital investments
would be involved as I have shown above . Since the principles
active in the International Aid Fund represent compléte new
dicsipl;nes , L could see a possibility that the World Bank would
expand into this new field in the interest of aid-operations.



Whether the World Bank will be interested to support private
enterprise investment operations as outlined in my peper I
certainly cannot judge . But I must say that the proposed mnodus
operandi of the International Aid Fund is completely different
from your present activities and do not contradict each other .

As a matter of fact these disciplines would complement each other.
This is also exactly the area where a thorough research is ne-
cessary to analyze and clarify the total issue . This also is

not done in one day or by presenting or referring to a few basic
points .

Relative hereto I may comment on the questions expressed in Par,

2 of your letter . Concerning tax benefits the Fund or the VWorld
Bank may find it much easier or possible to work out tax benefits
with the member-countries applying to these specific investment
operations of private enterprise ., On the basis of such agreements
the Tund or the World Bank would be able to underwrite the guarantee
of these stipulations and risks ,whereby again private enterprise
will be stimulated in its initiative . These tax-benelfit-agreenents
nmay differ for each member-country and will influence the interest
of private enterprise by the law of supply and demand . Actually ,
this law will rule on the total operations of the International Aid
Fund as far as vprivate enterprise is involved and the security
offered by the Fund in the various developing areas is sabtisfactorye.

It is correct ,when you assume , that I do not plan the Fund %o
underwrite risk-guarantees exclusively . There will be disburse-
ment of funds in addition to guarantees . But the accent is on
promotion of private enterprise operations in foreign aid resp.
directed to developing countries ,and the shift from the prcsent
system i.e. from public to private shall be gradual . The Fund (IAF)
shall provide a massive and centralized effort ,incorporating as

far as possible the forces of private enterprise ,to provide the
capital and skills required to aid developing arecas, As already
stated ,-this policy designed on an international basis .

Probably this may lead to a faster development of multinational
corporations ,as supported by Ms.Olivier Giscard d'Estaing,Director
General of the Buropean Institute for Business Administration ,
which trend was commented upon by the Chemical & Engineering News,
issue June & July ,1966 in " Global Corporations -~ New Formats

for Worldwide Business =

I am convinced that a very substantial research will soon be
required to arrive at an intelligent evaluation of the issues in-
volved ,which certainly cannot be brushed aside by ignoring then .

~

Sincepely yours ,,

a’”ﬂ4ﬁi)a;4%%é;;//
" Kurt gffwoetze}/

i

o




Form No. 59

(2-55)
COMMUNICATION:
DATED:
TO:
FROM:

FILED UNDER:

SUMMARY:

Development-Gen,

CROSS REFERENCE SHEET

Letter

July 18, 1966

Mr, William M. Clarke
THE BANKER

Bracken House

Cannon Street

Londmn, E.C, 4, England

Mr., Woods

Alpha- Clarke, William M,

Mr, Woods acknowledges receipt & Mr. Clarke's book
entitled "Private Enterprise in Developing Countries",



L;‘Q\)}‘{:‘L’) e ‘:?,‘C: a"J ]

Please refer to your letter of June 25, 1966 to ocur President,
Mr. George D, Woods, on the sbove subject.

¥e also have some doubts about the which you
have proposed for Ald Pund. z«mﬂwmm



¥Mr. Kurt Woetzel -2~ July 1, 1966

I am afreid, therefore, that st this time a research
degigned to work out the details of your proposal would not be of
interest to us.

Very sincerely,

James S. Raj
Deputy Executive Vice President

ces Mr. Woods
Mr. Rosen

JSRajsjsm



7 July 1k, 1966

;ﬂn Multilateral Development Finance

I sttach Mr. Hoffman's paper ‘Which I recently promised you. It is
designed to provide a basis for Bank consideration of what, if anything,
we ought to do to help our borrowers utilize more effectively existing
suppliers' credit and export guarantee machinery.

As Mr, Hoffman has noted in the memorandum, we are more or less com-
mitted, in connection with our Consultative Group cperations, to come up
with some kind of proposals for consideration by the main capital goods
exporting countries.

This is an extremely complicated matter on which there is a long
record, both in the Bank and in governments, of discussions, negotiations
and suggestions. It seems to me that the time has come for the Bank to
formulate its position. I think the best way to do this would be for you
to appoint an ad hoc staff committee to come up with recommendations for
consideration by the Senior Staff Meeting. I suggest you might consider
designating Mr. Cope as chairman of such a committee, with Messrs. Alter,
Chadenet, Goodman, Hoffman, Nespoulous-Neuville, Nurieck and Schmidt as
members.

MLHof fman/RHDemuth/pnn

ee: Nl‘. MP
Mr. Friedman



OFFICE MEMORANDUM

TO: Files July 1L, 1966
FROM: Michael L. Hoffman

SUBJECT: Suggestions for Bank Coordination of Bilateral Project Financing

There has been considerable discussion of whether the Bank can or should
take any new initiative to assist its less developed member countries to make
better use of the various kinds of suppliers' credits and medium-term finance
available to them under bilateral arrangements. Reports from a number of
sources suggest that the time may be ripe for such an initiative.

At meetings held in Paris in December 1965 and in Rome in March 1966, the
governments of the principal capital exporting countries (with the exception
of the United States) advanced sufficiently far toward agreement on an appro-
priate basis for joint financing by the Bank and bilateral systems to provide
a foundation, in the opinions of Messrs. Schmidt and Nespoulous-Neuville, for
new Bank proposals. At two recent Consultative Group meetings (Malaysia and -
Thailand) the Bank was requested by some of these same governments to help '
introduce some sort of order into what many feel is becoming a rather chaotic
situation, and the Bank undertook to examine various possibilities and to pre-
sent proposals in an appropriate forum. One proposal was roughly outlined to
these Consultative Groups by Mr. Eric Bachem, a Managing Director of the
Kreditanstalt (see Bachem statement attached as Annex A). Mr. Schmidt recently,
at my request, outlined a proposed procedure which he and Mr. Nespoulous-
Neuville believe to be negotiable because it is reasonably consistent with the
position reached by the principal capital exporting countries as a result of
the Rome discussions (see extract from Schmidt memorandum attached as Annex B).
A third proposal which should be considered as part of the present agenda,
also by Mr. Schmidt, relates to a form of technical assistance which the Bank
could offer to help countries improve their capacity to utilize bilateral
credit machinery more efficiently. Although this proposal of Mr. Schmidt was
originally made with particular reference to Colombia (see Annex C), it seems
to me to be capable of some generalizations and also to be consistent with,
and a useful supplement to, either the Bachem or the Rome-Schmidt approach to
joint financing.

The following paragraphs are an attempt to describe two model procedures
which, for convenience, I call the Schmidt model and the Bachem model, without
in any way implying an endorsement by either Schmidt or Bachem of my partic-
ular formulation of the various steps.

Schmidt Model

1. According to the Schmidt model, the Bank would undertake to negotiate an
agreement with the principal capital exporting countries according to which,
for selected "large" projects, each would agree to finance a given proportion
of the cost of all goods sold by their suppliers to the Bank's borrowers (when
the total orders placed in that country exceeded some agreed minimum) on terms
agreed in advance, except for the rate of interest which would depend on
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market conditions at the time of actual financing. The agreement could apply
initially to one or several host countries able to incur additional debt on
the terms likely to be agreed. The system would be activated, initially at
least, for relatively large projects preferably with a few sizeable individual
orders.

2.  The Bank would proceed as usual in appraising the project and supervising
the bidding which would be on a "cash basis." The terms of the bilateral
financing would not be an element influencing the allocation of bids. The

Bank would, however, not make a loan for a specific amount for such projects

in advance of arranging the bilateral finance. It would instead employ some
sort of letter of intent procedure which would give the borrower a firm basis
on which to call for and accept bids, even though the exact pattern of financ-
ing finally to be adopted could not be foreseen at the time of the bidding.
The Bank's Board would be asked to approve this letter of intent up to some
maximum amount. When the bids were analyzed, countries receiving more than

the agreed minimum amount of orders would arrange to finance their share of

the cost on the standard terms. The Bank would negotiate the actual financial
arrangements on behalf of the borrower. Finally, the Bank would approve a

loan to cover the remainder of the externsal financing required for the project.
The Schmidt model does not propose any change in the Bank's policy of including
all member countries and Switzerland in the area eligible for competitive bid-
ding, whether or not all such countries agree to participate in joint financing
along the lines proposed,

Bachem Model

3., The fundamental difference between the Schmidt model and the Bachem model
is that whereas Schmidt seeks to separate the supplier and the source of
finance, and preserve intact the Bank's principles with respect to competitive
bidding, the Bachem model would include the terms of finance in with the other
terms to be taken into account by the Bank and the borrower in awarding bids.
In its pure form, the Bachem proposal is that for the kinds of projects that
the Bank would normally finance, in countries able to use some financing on
the terms presently available under export credit guarantee systems, we should
finance the infrastructure, perform our usual supervisory, etc., operations

on the project and help the borrower put up the "rest of the project" (which
really means the equipment) for international competitive bidding. The appro-
priate agency within the exporting country in which an order is placed would
then finance it through the issuance of a guarantee or (where that is the
practice) by putting up the money. We would assist the borrower in sorting
out the bids and analyzing the true financial implications of the terms. Only
bids accompanied by acceptable financial terms would be considered.

L. In this pure form, the Bachem procedure would in effect mean that, in
cases of this kind, Bank loans would be almost entirely for local currency
finance. This, it seems to me, is very questional policy for the Bank and is
in any event unlikely to be acceptable to our principal shareholders. It is

a radical departure from our normal practice under which governments that sub-
scribe to the Bank's capital and open their markets to the Bank as a borrower
expect their suppliers to benefit, subject to competitive bidding, from Bank
disbursements. Moreover, it would certainly give rise to pressures for a very
high percentage of local currency financing in countries to which the Bachem
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model could not apply and in which, for good reasons, we would want to keep

to our usual pattern.

5. If, however, instead of letting all the equipment be financed bilaterally
and leaving the Bank and the borrower to finance only the infrastructure, we
went through the same procedure but required that bids be accompanied by pro-
posals for financing only half the total amount invelved through bilateral
channels, the Bank to finance the rest, we might still bring in a substantial
amount of bilateral financing without undue disturbance to our normal practice.
The effect would be to enable the Bank, with a given sum of money, to arrange

financing for a larger group of projects.

In order to make this model work,

we would also have to invent some sort of letter of intent procedure on the
basis of which the borrower would let the bids and award contracts knowing
that, if the rest of the process worked out satisfactorily, we would finance
at least the remaining foreign exchange costs of the project.

6. Listed below, for purposes of discussion, are what seem to me to be the
principal advantages and disadvantages of the Schmidt model and what may be
called the modified Bachem model, respectively:

Advantages
Schmidt

A. TIf most of the major capital
exporting countries participated, it
would enable the Bank to tap substan-
tial additional resources on reason-
able terms for high priority proj-
ects.

B. Tt would avoid any abandonment
of our general rules on competitive
bidding.

C. It would enable our borrowers to
get much better value for that part
of their development outlay financed
bilaterally.

D. It would be attractive to the
financing institutions in the capital
exnorting countries because the asso-
ciation with Bank project appraisal
and supervision would improve the
quality of the paper that results
from export financing.

Modified Bachem

A, It would require less negotia-
tion and advance agreement from
governments. Bachem's claim that
it "does not involve governments
at all" goes too far. But only
one major decision would be re-
quired before applying the proce-
dure on an experimental basis --
namely, the decision on the part
of the Bank to restrict competitive
bidding to those countries whose
suppliers offer finance on accept-
able terms.

B. It would put tremendous pres-
sures on the various national credit
organizations to come up with better
terms for bilateral finance.

C. It would have at least some of
the advantages listed under A,C,D
and F in the Schmidt model.
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E. Tt would put the capital export-
ing countries in a generally better
posture viz-a-viz the developing
countries by reducing the number of
white elephants and low priority
projects financed, increasing the
flow of finance on appropriate terms
and probably also increasing total
capital goods exports in the long
run by helping to avoid debt crises.

Disadvantages

Schmidt

A. Some major capital exporting
countries might not join the scheme.
We would then be in exactly the same
dilemma as under the Bachem proposal
-- namely, whether to restrict awards
on certain projects to participating
countries only.

B. It would require extensive and
perhaps lengthy negotiation before it
could be put into effect. On the
other hand, it is reported that sev-
eral governments have more or less
agreed to some such procedure.

C. Some countries have difficulties
under their present practice in mak-
ing a direct loan to the foreign bor-
rower, as distinct from guaranteeing
loans to their suppliers and having
them be the lenders.

Bac he.er_n

A. It would require the Bank to be
prepared to refuse t»y finance the
purchase of capital {‘oods in member
countries unwilling cr unable to
offer competitive firancial terms.
(In the opinion of Nespoulous-
Neuville, it would for this reason
alone be totally unacceptable to
most of the capital exporting coun-
tries and thus, presumably, opposed
by their Executive Directors.)

B. It would either require the Bank
to reduce the amount of 'local cur-
rency finance provided to the bor-
rower or to increase the proportion
of local currency finance covered
by Bank loans beyond the ratios now
considered acceptable.

C. It might prove to be as diffi-
cult for the Bank as for the bor-
rower to ascertain the "true" cost
of goods supplied under the scheme
when all the complications of
various bilateral financing methods
had to be taken into account.

6. To proceed along the lines of either the Bachem or the Schmidt proposal
would quickly involve the Bank much more intimately in the internal procedures
of borrowing countries in reviewing bids, making awards and negotiating bilat-
eral financial agreements. Indeed, a second string to the Bachem proposal is
that the Bank should intervene as an adviser to borrowers in the evaluation of
bids, including financial terms, even with respect to projects in which the
Bank plays no financial role. Mr. Nespoulous-Neuville has suggested that it
might be desirable for the Bank to do a nominal amount of financing in such
cases so that it could take on the responsibility for project appraisal as
well. In any event, it is clear that proceeding along these lines would have
important staff implications for the Bank.
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T Tt is in this connection that it seems to me that the proposal in

Mr. Schmidt's memorandum of May 1?}; 1966 (Annex C) is very much to the point.
He proposes that we assist borrowing countries to estabiish and staff a cen-
tral organization with the knowledge and authority to enable it to do the
country's "international shopping" on a sophisticated basis. This memorandum
contains a number of practical suggestions as to how such an agency could
operate in order to be of considerable value. In my view, whether or not the
Bank decides to take a new initiative in the field of joint or parallel
financing, part of our response to the various requests that we "do something"
to bring about better coordination of bilateral project financing should be

to offer two or three Consultative Group countries technical assistance in
getting better financial terms and a wider range of competitive bidding on
projects in which we have no direct financial interest. We might try doing
this directly in one or two cases, with the Bank in effect acting as financial
adviser to the borrower. At the same time we could pick another country,
perhaps Colombia, and see if we could help them set up and operate a central
agency of their own to do the job, along the lines of Mr. Schmidt's proposal.



Annex A
Consultative Group Meeting on Malaysia
London, May 17, 1966

Mr. Bachem's Statement

As you know, Kreditanstalt is Germany's Development Bank, fully govern-
ment owned, and I am one of the four men who run that Bank. We are a sort
of combined Eximbank and A.I.D., so we do capital aid for the German Govern-
ment and export financing, as well as domestic business too. I am the?efore
supposed to know something about these financing schemes and I would.llke to
make quite clear what I said this morning in the case of Thailand which I
think applies equally to Malaysia, not necessarily to other countries but
definitely to Thailand and Malaysia.

This morning, many governments around this table indicated their @ill-
ingness to extend government guarantees covering certain risks of 1epd1ng
or investing in Malaysia or in Thailand. I am not talking about capital
aid and T am not talking about technical assistance. I am talking abou?
that sector of economic foreign aid which we usually call export financing.
The problem as I see it (is) how to make use of the willingness of lender
countries to issue guarantees in a way which assures the maximum benefits
for Malaysia and Thailand. Now a government guarantee doesn't mean money,
in fact no government, or hardly any I should think, would respond posi-
tively if the Chairman were to ask for a line of credit, as in the Mexican
case, or as was suggested this morning. Governments indicated this morning
that they are willing to extend guarantees but- they were not talking of
money. There is a very important distinction between guarantees and money,
even though in each of the countries there is a connection between guaran-
tees and money as means of financing. But the connection is very different.
In the case of our American friends, when Eximbank extends a guarantee that
is as good as money and you can be pretty sure of what kind of money, that
is, what the interest rate is and what the duration will be. But there are
lots of different cases. In Germany for instance the government guarantee
definitely does not mean money, although we usually succeed in making the
money available. On the other hand, when Kreditanstalt offers to finance
a thing it does not necessarily mean that a government guarantee will be
forthcoming. So these are two separate things, and it is very complicated.
I agree with what Chatillon said this morning: A Coface guarantee is again
a different thing; you can issue some papers and hawk them from bank to
bank until they finally land at the Central Bank and you can get some money
on reasonable terms. In other countries it is again different: there our
Italian friends make the most complicated arrangements with the Banca di
Roma and Comitato Assicurazione dei Crediti - my Italian is not very good!

The point I want to make is a guarantee is not money and so when a
government says I am prepared to extend so and so much guarantees to
Malaysia or to Thailand it really does not mean too much. Personally, I
think this whole business of promising guarantees is wrong because if coun-
tries are as strong and well run as Thailand and Malaysia, you should do
any reasonable export deal there and you don't need to make promises before-
hand. You can wait until the project comes and then say 0.K. to do it. The
trouble with export financing is that you often have to tap various sources
of money, including private sources. The lucky Eximbank is usually in a
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position to tap budget sources which are cheap. Kreditanstalt sometimes can
rely on cheaper government bonds, but then has to get the rest from the pri-
vate capital market and, as we all know, in Germany right now we don't have
a capital market or what you could call a capital market. We have now to
pay at a rate of €% or more, which makes for very high financing costs.
Sometimes it is just impossible to get any reasonably priced money and you
have to go to (rprivate lenders?) and it is really expensive then. So, as

a result, we have this extreme variety of terms in export financing which

it makes it very difficult to evaluate an offer from any country willing to
finance a particular project.

As we all know, the situation is really much worse because it is very
easy to include the financing charges partially in the price. If the
financing cost is 8%, which it often is, and the guarantee charges are
another 1% or 1-1/2% and since everyone knows you can't sell anything if
you openly tell them it costs 9-1/2% in financing charges, you simply put
L-1/2% on the price and then you can offer 5% credit. The duration also
is just as difficult to evaluate because we all work with different type
of capital (arrangements). Some traditionally have different (kinds of)
annuities; some, like Kreditanstalt, have equal yearly amortisation pay-
ments so that you have a decreasing interest charge. In some countries,
and in my own too, I have seen amortisation payments rising and in others
falling. WNow we do mixed financing, including capital aid. So in short,
it is very difficult to assess the financing cost or the quality of an offer
for an export deal. We don't know the interest rates, we don't know the
duration of the loan and we don't know whether everything is in if we just
look at the financing (charges). The only reasonable way I think to judge
an export offer is to try and get everything in, that is the price, plus
the financing cost, plus the duration - everything - and then compare the
offers. It is easy to find out whether (the price) is C.I.F. or F,0.B.,
but the transport costs are also different. In some offers they assume a
different part (of the project will be covered by) local currency financing
or {(by a) partnership contribution, in others not. Some assume a certain
amount of consulting services or supervision of construction, all of which
costs a lot, and others are not inclusive. It is really a job to evaluate
an offer and (vet) one cannot really (know whether to accept) an offer
without trying to evaluate it. How (otherwise) do you know what is best
for Thailand or Malaysia. I think in many cases it is impossible for the
sponsors of the project to do this evaluation work and decide what under
the circumstances is best for (them). That requires (a lot of) knowledge
and it is certainly not easy. You can't expect someone (in such countries)
who wants to build a project to have the experience of 50 years of project
financing or even 10 years. So outside help is required. Of course (there
are) the consulting engineers but this also has drawbacks. I think, simply
because in some cases there are no consulting engineers, (and in any case,)
we have to admit that the development of the consulting engineering profes-
sion is very different in different countries. Also they are all subject
to the accusation (of favoritism). The American (consultant) will be
accused of favouring the American offer, and the German (consultant) will
be accused of favouring the German offer; they can be as good as you like
but they are always apt to be under that criticism.
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I think a natural for the Task (of evaluation) would be the Asian Devel-
opment Bank but it will take several years before (it is) in a position to
take on the job, and therefore I suggested this morning why not the I.B.R.D.?
This is an institution which we all know and I don't have to say a word about
that trusted and well-fortified (sic) institution. We all trust its objec-
tivity and real capability to do such a difficult job. I can see two ways
how I.B.R.D. could do it. The first way would be of course an easy one, and
the best one I think, that is (in the case of) projects which I.B.R.D. takes
(on or of which it) agrees to finance a part, say the infrastructure part,
then that already brings the (Bank) people into the project. They have to
watch it anyway, and they could then do the advisory and consulting service
for the rest of the project which would be put up for international competi-
tive bidding under export financing. This isn't a scheme to relieve the World
Bank (from) putting out more money, but (it would enable) the World Bank to do
many more projects in this way. There is, as in any institution, a limit to
what the Bank is going to invest in certain countries during a certain period.

The other way would be simply as a sort of technical assistance to the
country (concerned). The task, as I said, is a very difficult one. But I
think it may be a very helpful one, not only to Malaysia and to Thailand but
for us industrialised countries too in trying to bring a little bit more order
into export financing; to avoid what is happening more and more, competition
in financing terms which are (not real) financing terms, but artificial; and
to stop the evil practice of really starting to negotiate about prices and
everything after the bids have been opened. I fully recognise that there are
strict limitations (to this proposal) and it can't be done on all projects.
Industry seems to me a natural and some power projects may (also) be suit-
able.

Let me lastly stress that I thought that T1.B.R.D. should simply play the
role of adviser to the Malaysians and to the Thais - they (would not be) an
adviser to us financing institutions or to governments. Actually this whole
proposal does not involve governments at all, (except) the Malaysian and Thai
Governments. Therefore I can speak (without) having had the chance to dis-
cuss (the proposal) with the Head of the German Delegation, simply because I
think the German Government is not involved, as no (other government) is
involved. I.B.R.D. would be adviser to one or two of its member countries.
So in fact you could say that such a proposal 18 not something to discuss
with all the governments sitting around here. Nevertheless I think it is
exactly the kind of subject which could be usefully discussed in this group,
a group which is not conceived as a fund-raising club but one to help and
improve the aid which the industrialised countries give to Malaysia and to
Thailand.

Excuse me for being so long.
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III. Principal Elements of Proposed Procedure.

L. Experience in attempting to arrange financing for the Mexican power project,_
and discﬁssions with the prospective participants,have indicated all ére interested
in having the principle further developed and a well defined proposal presented for
consideration by thenm at a meeting celled for that purpose.

5. Some of the characteristics and principles they have suggested, and which
experience would indicate to be desirable, are:

(a) That the Bank coatinue to permit suppliers in all countries to bid even
though the country may not be able at any time (or for projects in some
country) to join in financing its exports for the project.

(b) Tnat there be agresment on a standard set of financial conditions --
especially the term of their lending -- to prevent the borrower from
negotiating individually and playing one couniry off against another.

(c) That 211 countries who participate finance the same psrcentage of the
cost of their exports with the Bank also financing some proporiion.

6. While some countries have difficulties under their present practices in making
a direct loan to the foreizn borrower (as distinct from guaranteeing a loan to their
suppliers and having them be the lenders) most can do so and even where they do not
it is usually a Government institution which. holds maturities falling dus after

the goods are shippsd.

7. I believe there is a good chance of getting acceptance by the principal capital
exporting countries of a plan along the following lines:

(a) The procedurs would be applied initially to projects requiring

large amounts of external financing and having a hizh importi component

ol

(say, at least $25 million) preferebly with at least a few sizable

d orders totaling less than

L3]

orders. Countries whose suppliers receiv

sonie reasonable minimum total would not bz sbligad to finance any part of

them,
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(b) The capital exporling goods countries would agree to finance a given pro-
portion of the cost of 21l goods sold by them ( rovided the total exceed
the prescribed minimum) on terms agreed (except for intereét rate which
could vary with conditions in thgir money markets but would have to be
reasonable).

(c) Bids would be on a "cash basis" and awards would not be influenced by
financing offered (the chief variant of which would be the interest‘rate).

(d) * The joint or parallel loans would be interlocked with any loan the
IBRD would make in the sense thati

(i) they would finance goods on the Bank list of goods for the Bank's
project;
(ii) the Bank would tailor its amortization schedule to
those of the parallel loans to provide a financial
plan appropriate.to the project;
(iii) thsre would be interlocking default covenants.

(e) Procedurally, but very imporitant, the Bank would approve the project
but instead of makinz a loan would undertiake a responsibility to arranze
for its financing on appropriate terms, giving the borrower a bésis for

- calling for bids. When the bids are analyzed, the countries receiving more
than the agrezad minimum would arrange to finance their share of the cost
on the standard terms. (Hopefully a standard form could be developed to
be used as the principal part of their loan agresment).

(f) On big projects, for which bids ars let in success ve stages, ths financingz
could be arranged in the successive stages, the Bank beingz committed'to
see that the project is financed to completidn. This would involve
no more risk than we now take ithen we lend at the beginniag to financse
it to completion, and would enable us to have much sounder basss for deter-

mining costs when the financing is arranged.
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8. In the light of experience with a number of projects done on this basis,
the plan could be made more automatic and applied to smaller projects with

highly fragmented orders.



Annex C

MEMORANDUM May 17, 1966
TO: Mr. Gerald Alter
FROM: Orvis A. Schmidt
SUBJECT: Colombia: Possible role of a central agency in arranging for

the international financing of small projects.

1. In reading the recent report on Colombia, and considering the problem
of arranging for:

(a) the financing by members of the Consultative Group of the "open"
projects on the list; and

(b) the "joint financing" of small to intermediate projects;

T have come to feel that the achievement of these objectives might be facili-
tated by the establishment in Colombia of a central financial agency which
both knows how to place orders and arrange for international financing in a
manner which will bring the best terms, and has the authority and position

of responsibility to exercise this ability for the benefit of the many organ-
jizations borrowing abroad for small projects in the public sector. Supple-
menting our brief conversation and my remarks on this subject at the recent
meeting of the Loan Committee on Colombia, this memorandum spells out some
considerations bearing on this idea.

2 One of the problems in the operation of the Colombian Consultative Group
has been that of working out arrangements between prospective borrowers in
Colombia and prospective lenders among members of the Consultative Group for
projects which are not being financed by one of the big lending institutions
(such as TBRD, IDB, AID, and Eximbank). In such cases the institution which
would be the prospective borrower is often not experienced in arranging for
international finance and does not know how to call for bids or do "interna-
tional shopping" on a sophisticated basis. As a consequence arrangements
for financing these projects either do not get worked out, or get worked out
by an inexperienced borrower who pays high prices for the equipment and
accepts tied short-term financing, often on terms inappropriate to the proj-
ect, when with more skillful handling much better arrangements could have
been made.

g The fact that projects are "open" on the list for the Consultative Group
(or are not being financed by one of the big multilateral organizations)
means that bids for the equipment can be asked from only those countries
willing to provide financing. It is precisely under this condition that
countries with export finance mechanisms are most eager to participate in

the financing of projects and will give the most favorable terms. In order
to profit from this fact, however, there must be in Colombia some central
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organization that has the knowledge and authority to enable Colombia to take
advantage of this position in these cases.

L. Moreover, it appears that there are many projects too small to be placed
on the project list for which international financing is being arranged by
municipalities, provincial governments, or other small public entities.

Annex ITI, Volume V, of the Economic Report on Colombia of April 11, 1966,
lists 22 projects in the power sector and 27 telecommunications projects,
many of them small and financed by supplier credits with terms of two to five
years. With the help of a central agency the purchase and financing of the
equipment for a number of the small projects might be handled as a single
package. The larger size of the orders would result in better prices for
the equipment and better terms on the financing. By making a central finan-
cial agency the borrower in some of these cases (and having it relend to the
local Colombian agencies), additional savings might be obtained because
foreign lenders would probably give better terms for loans to a central
financial agency representing the Colombian Government than they would on
loans to small -- little-known -- entities even though such loans have a
Government guarantee,

5 The function which the central financial agency would discharge is quite
distinct from that performed by the Planning Council. The latter is con-
cerned with the determination of the merits of a project, the formulation of
a program, and the design of a general financial plan. The function with
which this paper is concerned is that of arranging for the financing of proj-
ects -- especially those not financed by the multilateral lending organiza-
tions -- in a manner such that the goals of the financial plan are most
likely to be achieved. If it worked effectively, a central financial agency
should be able to achieve the following benefits:

(a) Increasing the speed and efficiency with which arrangements are
made for external financing of small projects in the public sector,
thereby also broadening the participation of the capital goods
exporting countries in the financing of the program.

(b) Obtaining better prices for imported equipment for such projects
as well as better financing (lower interest, longer terms) by en-
suring broader competition, grouping projects to make bigger
orders, serving as the borrower for little-known agencies, etc.

6. I have not attempted to formulate with any degree of precision the char-
acteristics and powers which such an agency should have, but believe they
might be somewhat as follows:

(a) The agency should be one of the principal, if not the principal,
institutions entrusted by the Government to work out external
financing for Colombian entities in the public sector. Initially
it would probably not participate in arrangements being made by
the bigger, more experienced public entities (especially if financ-
ing is being obtained from AID or one of the multilateral lending
agencies). In order to ensure that it played its proper role in
other external financing based on a guarantee of the Colombian



(b)

(¢)

(e)
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Government, its approval should be a prerequisite for the granting
of a guarantee. It might be the agency which gave the guarantee

on behalf of the Government for projects other than those financed
by a multilateral lending agency (or in all cases, as does Nacional
Financiera in Mexico).

As a finagcialarm of the Government it should be able to borrow by
pledging the full faith and credit of the Government.

It should have a top-level professional staff, which need not be
large but should have a status, and remuneration, such that there
is continuity in its direction and management. (This would prob-
ably ?e the most difficult, but most crucial, part of the opera-
tion.

Its lines of authority should be such that it would be under the
general control of the Minister of Finance and it should work
closely with the Planning Council.

It need not at first have its own capital structure but might later
be given one if that seemed desirable. It might start out as a
separate division within the Central Bank. It might be made finan-
cially self-supporting by charging a spread, or a service fee, on
loans which it arranges. If it can effectively perform the services
described above, it should be able to bring about savings to
Colombia, and to the agencies it serves, greater than its cost of
operation. It might also come to play a role as the Government's
arm in making peso loans to help finance local currency costs of
provincial, municipal, and similar types of public projects.

7. It might be argued that similar benefits could be obtained by having the
arrangements for financing small projects within a certain sector (e.g. power,
telecommunications, waterworks, etc.) handled by an agency which specializes
in projects within that sector. The advantages of establishing one central
agency, however, to discharge this function are:

(a)

(b)

Colombia is more apt to be able to find qualified people to staff
one such agency than several. People qualified to carry out this
role will be difficult to find and retain, and it will be hard
enough to staff one agency with people qualified to do an effective
job of this kind.

It would be more efficient to centralize, as much as possible, nego-
tiations for external loans based on the credit of the Colombian
Government.
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1861 N, Whitley Avenue , Apt.1l08
Los Angeles 28 , California 90028

June 25 , 1966

Mr, George D, Woods

President

World Bank

1818 H Street N.W,

Weshington ,D.C. 20433 alid

Dear Sir : A

Recently I had the opportunity of working on an A.I.D.
(Agency for International Development) project dealing with
equipment studies related to industrial development . While
working on this project I came to certain conclusions con-
cerning aid operations which are outlined in the enclosed
paper titled , The International Aid Fund .

The ultimate objective is the transfer of governmental
financial commitments to the initiative of private enterprise
and the intensification of aid efforts on a broader level .
The need for this approach was recognized by the Crotonville
Conference of the Atlantic Council ,December 1965 ,with regard
to the interdependence of the developed and less developed
countries . Recommendations to that effect were also expressed
in the July 1965 report to A,I.D. of the Advisory Committee
on Private Enterprise in Foreign Aid . The operations of AsI:Ds
are however restrictive and politically motivated in part ;-
one of the basic reasons which led to the International Aid
Fund (IAF) proposal .

Still , A,I.D. is underwriting statutory %5 billion for
private enterprise operations in developin countries , while
the International Finance Corporation (IFC) has so far committed
$1%7 million in form of investments in private enterprise native
to developing countries ., The Advisory Committee Report on Private
Interprise in Foreign Aid (July 1965) estimates a need of $5
billion to $20 billion annually for development operations in
less-developed countries .

The fundamental difference between the International Aid Fund
(IAF) , A,I.D, and IFC is clearly evident by the fact that IAF
would mobilize the initiative of private enterprise respectively
private capital - which naturally could also be represented in the
form of equipment or transferal of complete plants - on an inter-
national basis with IAF underwriting related risk-insurances and
guagigteeing certain tex-benefits agreed within the membership
of o

The second very important factor of the outlined proposal
would preclude the necessity of an annual aid appropriation since
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the fund would gradually assume national commitments for foreign
2id , The shift in emphasis from public to private would encourage
greater industrial development in developing areas with the proper
guarantees ., Furthermore developing member-countries of the Fund
would find it in their own interest to create conditions,security-
and tax benefits ,which would attract private investors and produce
on the other hand a sound incentive of competition among the reci-
pients .

While A,I.D. reached the §#5 billion mark by underwriting
private enterprise operations in areas restricted by political
considerations ,it is evident that IAF could reach on an inter-
national level the estimated requirements of the A,I.D.-Advisory
Committee report .

I conducted a personal research of opinion of competent
personalities in government ,industry and finance and have had
an excellent reaction , which encourages me to continue now this
research on the same level in Europe in particular in West Germany.

As a result of guestions raised by Senator Fulbright and others
on whether this proposal could be built into the framework of the
World Bank family it would seem that a thorough study is necessary
to clarify the issues . If this is of interest to the Bank and its
members I would be happy to cooperate in furthering such research,

With regard to my qualifications I may mention that I have a
degree in chemical engineering and did graduate studies in economics
at the University Frankfurt/M . I was for many years active in the
executive service of the German chemical industry in Europe and
overseas . Related experience concerned industrial development in
Lurope , Latin America , U.S.A. and the Far East . Most recently
I was consultant/expert to the A,I.D, Used Equipment Study .

Looking forward to your reply and thanking you for your
interest , T am ,

Sincerely yours ,

S

Kurt E, Woetzel
Ch.E. and Economist

Encls.



Kurt E. Woetzel, Ch.Z.
1861 No. Whitley Ave. Apt. 108
Los Angeles 28, California

April 1966

Project Title: INTERNATIONAL AID FUND

Analysls and Proposal

AID to developing counirles has become an accepted
fact of our econony. Since the Marshgll Plan, assistance
has been rendered under a varlety of forms and motivations.
Outright AID in dollars or goods, loans and equlpment has
been given for humanitarian, political and military reasons.
The overull purpose has besen to elevate the standard of
living of fifty percent of the non-communist world popula-
tlon to the point where polltical and economic integration
could take place on a reglongl and national basis. Military
assistance at first constituted twothirds of the itotal out-
lay. The motivation for this was to prevent communist take-
overs in economically weak couniries. Milltary assistance
was subsequently reduced to onethird of total AID, but has

recently increased as a result of the Vietnam War.

A high degree of selectivity has characterized our
forelign AID programs from thelr inception. Reciplent natlons
have been expected to cooperate with U.S., efforts to contain
and counteract cocmuunigm. The attachument of political sirings

to an AID-package has led to crliticism and, at times, fallures

g

in terms of effects. On the other hand, we have gliven AID

to communist countries, e.g. Yugoslavia and Poland. At the



same tlme, we have criticlzed our A
wheat to communist Ching. DPriorities for forelgn AID have
thus been subject to exigencles of our feoreign policy.
Results accordingly have varled; they have ranged from

the spectacular development of posti-war Rurope ito sporadic
progress in Latin America. One side effect has been due

o U.3. exsuples former recipient nations, such as West
Germany, Japan and France, have now developed AID programs

of thelr own. Forelgn AID was once the balliwlck of the
Unlted States and 4the Soviet Union; today economic asslist-
ance has taken on international overtones. The more prosper-
oug natlions of both Zast and Westi are giving AID for politic-
al, economic and social ends. Organlzations have teen
developed, e.z. aAgeacy for International Development, Orga-
nizeation for Zconomic Cooperation and Levelopment, EMropean
Eccnomic Community, Development Asslstance Committee, Orga-
nization cf American States, Inter-American Development Bank,
International Bank for Reconstruction and Development, Inter-
national Development Assoclation, Internationgl Finance Cor-
poration, The Japan Development Bank, The United Nations Fund,
and the recently orgsnlized Development Bank for South-Zasti
Asla, and agreements have been made to facllitate economic
asslstance. However, there 1s no common policy among the non-
communist nations of the world, and national policles tend

to compete in sensitive areas. 1Instead ol pooling resources
for an integrated development program, efforts are geared to
speciflc areas and narrow interest. The possibilities for

full-scele development are minimized thereby and the eflfects
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of individual programs are diluted. Generating power %o

ccntinue an 1lnitlative 1is rarely produced.

oordinated effort.

(8]

There 1s obvliously a need for a
t is proposed that an organization, to Le called the
INTERNATIONAL AID PUND, bBe sctablished to coordinate inter-
natioﬁal ald programs. It should be organlzed along the
lines of the International Monetary Fund. Thus, interng-
tlonal coordination may succeed wWhere ngtional policies
have Talled. The political direction of AID according to
narrow ngtlonal interest prevents a constructive dialogue
between recipient and finshicer state. AID to be successful
and to produce origingl national initlatives on the part of
recipient nationg must be organized and managed from an

eonomic rather than poliktel standpoint. Cperations of the

INTERNATICNAL AID FUND would not be subject to-annual ailo-
cations by varioug governmental bodies. Thus, continuity

would be assured. Policies would be determined by Members
of the Fund and agreements reached on the basis of economic

Tactes and recommendations.

Resources already allocated by the United States and

bther countries would be sufficlent to filhance:International

AID programs. For example, the U.S. commltment to AID, author-
ized by Congress, amounted originglly to one to one-and-a-halfl
percent of the Gross Naticnal Proguct and was recently reduced
to one~half of the GNP. The French ccniribution to feorelgn

ald amcunts to approxizately one percent of 1is GNP.



effort to ralse the
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It 13 clear that an intensiv
eccnomic standard of living in the developling areas of
the world could be launched by poollbﬁ services and
capital for ald. As projected, AID requirements are

opristions. The

e
5
=

increasing far beyond Congresslongl apj
Agency for International Development has attempted to
attract private investment by offering insurance agalnsi
related securiily risks and by providing taXx benefite.
Private lnvestoment guaranteces of AID amounted to § 479
millions in 1961 and increased to § 1.67 billions in

1964 with a statutory celling of § 2.5 billions, which in

1965 was raised in effect to $ 5 billions.

According to a report of the Advisory Commitiee on
Private Enterprise in Forelgn Aid issued in July 1965,
AID should stimulate and assist actlivitiles of private
enterprise in developing countries and expand 1its present
framework of btllateral or multilateral agreements and
related Judicial covenants. It appears that economic

een initiated and suprorted

<
o
ty

development programs that ha
by government AID may ultimately be transferred to and
followed up by private enterprise, includ;qg service groups
and firms specialized in englificering, indusirial production,
agricultural production, food processing, auiritlion, educa-
ion, industrial and econounic planning, finance, labor and

management generallye.

Nevertheless, a purely natlonal AID approach 1s restric-



» for example,

(@]

tive by comparison with the Iniernationgl Monetlary Fun
Inaugerated in 194€ to regulate the international flow
of money, currency, and credit. Narrow national interest
policies limit the initiative and freedom of the AID seeklng
party. In contrast, IMF had 102 Members {countries of the
non-communist world) with a paid-in fund of § 15.6 billions
cf which 63.21 % was provided by ten industriel countries

(U‘Sﬁ’ Udl{d-, G-er'many, Fl"ance, Italy, Neuuerlands, “elgium,

»

Japan, Canada, and Sweden); 8.74% Dby nineteen Latin Americ-
an countries and 28.05% by the other seventythree Member-
countries. When the Fund started 1t hzd thirtynine Members
with a total commitment of § T.4 billions, while 1t 1s now
estimgted that its resources will increase to § 21 billlons.
The Advisory Committee on Private Interprise in Foreign ald
estimgtes that requirements will increase to $ 5 to 20

billlons annuallye.

An INTERNATIONAL AID FUND of approxlimately § 10
billions, to be subscribed to by non-comuunist countries
sﬁpporting priVate enterprise ventures, withocut political
or military strings attached, and to be gulded by a
council consisting of receiver and flneancing natlons
without prejudice aespoliticsl or military causes, would
solve the dual problem of asslstance on a non-partlsan
tasls and economic development without fear of political

or wmilitary interventlon.

&
4]

In summary, the proposal would provide for

followling:
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ternational
promotion of free enterprlisc operationg in the framework
of interrigtional AID subscrlibed to by couniries now

pursuing independent programs suvject Lo rnationslistic

-

political and economlc pressures.

(2) Contracts +o be underwritten by the INTERINATIONAL
AID FUND are to be open on a bid basls, whereby reciplent
nations will have the right to choose with due safeguards
based on determination of standards {or the respectlve
contract by committees on dilfferent areas, e.g. agricultural

and industrial development, plannlng snd consulting projecis,

X

education and health, etc. of IAF wilth a right to veto

a bidder, if he iacks qualification. 1In case of coaflict,
a Board composed of Members of reclplent and firancing
nations, will decide on the ultimate dlsposition of the

contract.

(3) Disputes as to execution of obligations under
the TAF Statute are to be submitied to ithe International

Court of Justice at The Hague for settlement.

(&) Member-nations will have the right to wiihdraw
from the Agreement within a specified time, slimlilar o
provisions of other agreements, such as the North Atlantic

Trcaty Crganizatlon, etc.

ubmitted

ct

441

The proposal for an INTERNATIONAL AID FUND 1s

=

in the hope that cooperation can be establlished on the
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Fa

YWrile other orgenizations such as the Internationszl Bank
for Retonstruction and Development and i1ts aeffiliztes fulfill
inmportant complenentary funcilons, the Internatlcnal Ald Fund
1s deslgned to fiil a vacuunm in capital investment so far left

d organizations includin
communist countrlies like the U.N., Special Fund wiich are not

-

zeared to prlvate enterprise In developing maticus. The
priceipal activity of the World Zaunk, for example, 1s to flirance
large~scale loans for governmental development projects. Where
private enterprise has been involved, ithe respeciive "Ovefnme.u,
ts ceniral bank or some comparalle agency acceptable to the
bank has scted as g guarantor in lieu of collateral. The World E

ance projects

ct

has recently become active in technical assis

ct
ct
o
by
L
(-

and 1ln thies area 1t seeus not e been notivated bty political

-

considerations, 1ts principsl function being that of a banker

attendling to long-term flnanclng transactions.

On theé cther hand, the International A1d Fund's primary

purpose wouléd be to promote %ransactions wiih private enterprice
partles in the develcplng countries. Such ftransacticns would te
sgreed 1o by thie membersghip and would be based exclusively on
facts and economic requirements ald not on rational, political,
or military considerations. To insure ithis approcach ihe mein

=

activity of the IAF would be to provide risk insurance to glve
the necessary securily for private enterprise operations. Tre

secondary funcilon would be to finance technical asslistance



o
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projects, l.e. operational surveys, consulltancies anc
training programs related to private enterprice lnvestuaent
and development objectives. As a further incentive 1o
private enterprise initiastive, tax facilitles for industrial
development burposes would be encouraged among the Fund's

membership. Thirdly, the International Aid Fund would nct

necessarily be limited 1n 1is opera

There 18 no conflict of interest beiween the World Bark
end the Fun@, since the Bank has l11is na
government transactions and the Fund in iis role as the under-
writer for free enterprise opc*ationa. With regard to the
United Natlion's Speclal Fund the IAF as proposed would not
{nelude conmunist countries, 1ts operations belng direcied
to the cconocuic development and integratlion of countrles
willing to accept private enterprise operat%ons. There should
te no oblection, hovwever, to heaslthy competlitlon between free
P

enterprise and socialist systens in the lesser developed

areas of the werld.
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Stanley Please///'f/}":-;

"Savings through Taxation - Reality or Mirage"

I am at one and the same time shocked, saddened and amused by the
decision you have made regarding the publication of my article. I am
shocked that the adviee of one advisor in the Fund should have persuaded
you that publication was undesirable when the advisory panel consists of
ten or more people drawn from both Bank and Fund. This shock is heighten-
ed by the circumstance that the original Conference paper from which this
article originated has been read and commented on by many people in the
Bank, several of whom encouraged me to have it published in the Review. 1
am saddened by the basis for your decision which stems from Richard Goode's
rhetorical question as to "how far the Review ought to go in promulgating
views that do not coincide with the policies of the sponsoring institutions"
and his specific suggestion that dissenting opinions should possibly be
reserved for writers who are not staff members. There will be many diverse
opinions as to what the Bank-Fund image should be in order to make its
operations most effective. Contrary to the view which you have now accepted
I would urge from my own limited experience that respect for the Fund and
the Bank, for its advice and its advisors can only be increased if the
questioning and self-critical attitudes of their staff are manifest to
responsible officials and responsible opinion in member countries. The
image of institutions which are self-complacent and steeped in an ideological
straight-jacket, cannot be corrected unless this self-critical attitude is
made known outside of the 18th block of H Street. My amusement stems from
the obverse of this which is the belief which appears to exist amongst some
staff members that advice will only be accepted if it is sold on faith rather
than on reason. Can we not adopt the more humble mien which Mr. Escott Reid
argues for so persuasively in his essay on the World Bank and which I, along,
I am sure, with many of my colleagues, would find more becoming?

I am aware that the substance of the article rather than its con-
clusions are not really at issue in regard to publication. Nevertheless,
comment on the points raised by Messrs. Goode and Murphy is called for if
only because of the vehemence with which Murphy expresses them. Both accept
that the problem of potential savings in a country being eroded away by the
srowth of non-development government expenditure is a very important one -

I would say the important one in some countries. Richard Goode offers no
answer to the problem in his memo and thus I assume he would prescribe the
same medicine as before, i.e., at the policy level to urge restraint on
governments regarding their non-development expenditure, at the technical
level to reinforce where it is necessary their budgetary procedures and staff
and on the tax side to stimulate a greater revenue generation by both the
introduction of new tax measures and increasing the yield from previous tax
measures. The first two ingredients of this prescription are, I hope, not
repudiated by my article though maybe more emphatic recognition of their
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importance needs to be made. I am not, furthermore, necessarily
against the revenue measures but there my support would be conditional.
One of these possible conditions is the earmarking of the consequent
revenue to developmental purposes - a practice, incidentally, which the
Bank in its covenants at the project level frequently encourages or
insists upon. Mr. Goode's retort to this is that he finds this a
"disappointing" and "weak" conclusion at which to arrive. Part of the
answer to this is to recall the point I made in the article - and an ob-
vious point - that in the face of a determined sovereign government
intending to spend on a non-priority purpose, any institutional device
will be weak if not completely ineffective. This weakness applies equally
to the specific recommendation which Murphy makes and upon which he pins
so much hope.

The second part of the answer is to refer to the American experience
where inter state comparative studies have suggested that both the level
and pattern of state government expenditure has been related to the degree
of earmarking of revenues to particular services. Is it not possible to
exploit this relationship in order to ensure a more developmentally orien-
tated fiscal policy? Certainly in countries which attempt to pursue
reasonably conventional budget policies, even if these are not necessarily
developmentally orientated, this device would appear to me to have wider
possibilities than Mr. Goode suggests. Despite the vehemence of his
opposition to this conclusion of my article, in fact logically it would
appear to gain strength from Murphy's own positive suggestion. If a given
size of the overall budget surplus or deficit evokes a given response
from governments in terms of tax and expenditure policy, as he suggests,
then this can be exploited for development purposes. By taking out of
the general budget a given revenue source which ylelds say " of revenue
and at the same time assigning this to a financially autonomous public
agency which administers a development service (say roads) upon which
expenditure at the moment is "T-R", then the policy reaction according
to Murphy's own reasoning is a strengthening of budgetary policy on either
or both the revenue and expenditure sides. If the constraint on develop-
ment expenditure had previously been a financial constraint. as we are
assuming, then, in the above example, road expenditure moves up from "R" to
npr In other words the greater fiscal discipline manifests itself in
an increase in development expenditure.

As regards my second conclusion which Mr. Goode also regards as
"weak and disappointing", the main thrust of my argument seems to be
jgnored. It is simply to ask whether the major hypothesis of the analysis
of those who adwocate saving through taxation has not been too uncritical-
ly accepted. Cannot selective measures to counter some of the factors
which operate against increased private saving - fear of inflation,
political fears, etc. - be taken to offset their effectiveness, I find
it strange that the first of these possibilities in particular, provokes
such objection from both Messrs. Goode and Murphy who belong to an
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institution which argues in general for more realistic interest rate
policies in such countries. There may be objections to selective

measures as against generalized measures but surely not in terms of their
direct effectiveness in raising saving - unless the supply of savings is
completely price inelastic in which case neither policy would do any good.
Furthermore, the budgetary cost of selective measures to achieve a given
result might be less, particularly in certain countries where the public's
price expectations are more inflationary than economic forces merit - e.g.,
in South Korea where a 30 per cent interest rate for savings deposits
based on price increases in the early 60's seems out of touch with present
realities and prospects. I mention this differential budgetary cost
firstly because it is important in itself and secondly because Mr. Murphy
is deeply concerned from the income receipts side that the measures I
propose will simply go to "bailing out the well-to-do classes of the
developing countries - i.e., to be diverted into wasteful comsumption
expenditures and/or capital flight". Selective measures might reduce such
"bailing out" operations though in any case it might be necessary to
accept a degree of increased social injustice in the distribution of income
as the price of a greater increase in the rate of growth of income - the
latter consideration appearing to find no place in Mr. Murphy's argument.
Regarding the Bank guarantee suggestion I cannot understand Mr. Murphy's
objection though his conclusion that this would involve a flow of aid
misses the essential point.

Mr, Murphy's positive suggestion for the abolition of the capital
account has great appeal to me. It appears to be aiming at the same
problem and in the same general way as my own suggestions namely to trade
upon the conventional wisdom and semantics which enter into attitudes
towards budgetary policy. Whilst I suggest making some current revenue
appear as capital revenue, Mr. Murphy suggests making capital expenditure
appear as current expenditure. Does the difference between us really
justify his regarding my own suggestion as "appalling".

One final point. In defending my paper I would not wish to appear
dogmatic. The implication for development of the situation so far experienced
in developing countries is too grawve for cherished individual ideas to be
blindly defended or for irresponsible policy recommendations to be made. It
is also too grave for complacency. Perhaps the necessarily over-provocative
tone of my paper which was prepared for a Conference discussion has persisted
into this intended publishable version. The problem must in fact be faced
up to as it arises in the given institutional circumstances in each country
and in this connection I would point out that what is a virtue of the
American system in a potentially over-expansionist situation is a vice in
a contractionary one. My concern is that in general in the advice given
to developing countries there has been insufficient awareness of the fact
that whilst the advice is based solely on developmental needs, governments
are not so single-minded, and the generation of tax revenues makes possible
the achievement of non-development goals which were not considered by the
advisors and which in the absence of the increased tax revenue would not
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have been considered. I mmy be wrong but I do not know that this
particular concern has found expression elsewhere and if I am correct
in this I find it regrettable that my concern cannot be shared and
considered by your readers and its implications for policy explored.

cc: Mr. Wilson (through Mr. Kamarck) v
Mr. Goode (through Mr. Kamarck)
Messrs. Kamarck, Avramovic, de Vries, King and Murphy
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HEADQUARTERS:
WASHINGTON 25 D.C.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT }?Llj o
CABLE ADDRESS-INTBAFRAD ! o ‘Jﬂ

INTERNATIONAL DEVELOPMENT ASSOCIATION

CaABLE ADDRESS-INDEVAS

EUROPEAN OFFICE:
4, AVENUE D'IENA
PARIS (I8F) - FRANCE
TeLerHONE: KLEBER 25-10

June 17, 1966

Dear Dick,

Martijn Paijmans attended the meeting on Asian Development
recently held in The Hague under the chairmanship of Professor
Tinbergen. His enclosed report might interest you, as well as
the Economics Department.

With kind regards,

Sincerely yours,

SN

Encls. Arthur Karasz

Mr. Richard H, Demuth, Director
Development Services Department
International Bank for

Reconstruction and Development
Washington, D.C.
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Files June 13, 196
Martijn Paijmans
Conference on Asian Developnent

I attended the Conference on Asian development held in the Hague from
June € until 10 organized by Prof, Tinbergen of the Netherlands Economic
Institute. The reason for calling the somewhat hastily organized conference
was the urgent need felt by the Institute to remind public opinion in Western
Europe of the problems of the Asian Continent and to see what Western European
countries could do to contribute to Asian development,

As it turned out, most of the speakers dealt with development problems
in general, occasionaly indicating specific implicatioms or situations on
the Asian continent, The role of Western Europe with respect to Asia was
barely mentiomed, In spite of this, the Conference was 2 success judging
by the introductions made by four speakers g

Prof, H.B., Chemery (Harvard University)

Prof, F, Basde (Formerly Member of Dundestag; formerly Director of Institut
fiir Weltwirtschaft)

Dr J., Kaufmamn (Permenent Representative of the Netherlands in Geneva),
Dr L,iD, Iittle (Deputy Director, Development Center, 0.E.C,D, ).

The World Bank's role in providing development aid and as coordiantor
was very often mentiomed and in the discussions that followed, there were
several occasions on which I could elaborate on this and, i necessary,
correct views which were not entirely exact,

There were no points in the Conference which would justify an immediate
and extensive meuno beflorca report on the proceedings will reach us later on
this year. The ver, interesting introduction of Dr Iittle may, however,
be, of a more specific interest to us as it may to a certain extent reflect
ideas living in the developme:t ecenter of OECD., A copy of the speech is
attached, It cdeals, in the words of Dr Little"only with the bilateral aspects
of the developmert problem"; the multilateral side was covered during a discussic
in which there was a good opportumity to make a plea for concerted action, in
particular of the smaller decnor countries, within the framework of consortia
and/or Consultative Groups,



‘$tendance to the Conference was mainly limited to Nembers of West
European Development Institutes although a representative of the Irdian
Planmning Commission was also present as well as members of Asian Embassy Staffs,
The presence of a World Bank representative was very much appreciated in
particular by Prof, Tinbergen,

Annex



RCAITULATION “F mivrobucTIon K2 BY DR LITTIE OF THE CECD DEVELORWNT CENTIR

iefore going on to tay to see how to have the best of both worlds, lot ue
try to supmarize the main podnts mede s
1/ From the narrow point ov view of the efficiency of the itoelf,

2/ but m, maxicdges the degree of direct supervision, may
tina of planning in faveur of ve
projects with a high import contemt, This, is espec :

tyue
also the greatest

joth of the sbove peinte apply to project tying as such, The next peirt aprlies
only to double tying.

3/ Bxcessive project tying causes sericus mecrowscononic difficulties and
ineffMelencies by distorting the import pattern, This tends to occur
whenever sid finswce represente a coneiderable proportion of total investe
menby It is a8 contributory factor to the tendencies for recipients to
yosort 2o Q.1 's and inflation as instruments of policy.

I/ Double tying results from the need or desire of donors to promote thedr
own exports, Except in the case when ald-finenced investmente is a
sufficiently low of the total, it is very harmful, Thus, doudble
tying is haroless in cases where the yocipient has éncugh investivle
fands of 4te own, which it cen use, without inflation, for othor kinds of
investmemte, as well ss for mﬁonemwpreju‘a. (In these cases
it can even be comsidered Dbereficial, since it ties up some of the
recipient's investment funde in projects which, ome presumes, have been

5/ loneproject aid csmnot usually be se effectively tied ao project aid .,
ufforte to tie it as effectively ss possible way grestly reduce its valug.

&/ %mmMuwan.mmmhumemmmmm

of ! or on goneral ecumomie policies, Sueh influence Lo covicusly

exercisable orly by a major domor, It i8 & Lig question how far this

om be regayded os compatible with the reeipient country's soverelgvity,

it 18 2 move diffieult and sersitive thing to do than to supervise projects,

especially as the right to suporvis: projects s-oms ¢ be generally

¢ neodedy
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It is diffdoult to sum up or present any very definite juidelines because
00 mch depends on the recipient., But the following points seem to

1/ Theve should be a careful econcudc analysis to see how meh project aid
the recipient eccnowy can stand, Among most cther factors this will deperd
on how fer donors are prepared (o go in rcaying for home costa,

:

3/ Admittedly, we have shown thet noneproject aid can be used to influence

Nerane Lo 8 O participation by the recipient. It is diffieult,
anyway, for small doncre to give ald except by projects g they have not
the power or locel knowledge to pursue a policy of genmeral influence by
onepreject aid,

%/ ‘This qualified advooacy of projectisation presumes that continuing efforts
will be sade to improve the donor's economic assessment, adrinistretion and
coordination, Also, it presumss that programes, consisting of liuked
projeects, should be developed and implemerted wherever suitable in oxder
to oveysone scmo of the dissdvantages of project tying which I have diseussed

6/ Peaying home gosts involves s relaxation of aid tying, This shoul: be the
fivet priority for such rolexation, end is more importamt than relaxing
procurement tying for the imports of capital equipment,

7/ But, wherever aid is a high proportion of investment, a ¢ nsideradl nced
for nonwproject aid will remain, Another priority for relaxing procurencnt
tying is thet donors should not pursue expert promotion to such a degree
thet they sericusly reduce the value of such noneproject ald by an undue
restyietion of the ahoprdng lists to whieh they will agree,

iy g
b 4"
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Mr. Woods June 8, 1966
Michael L. Heffman
Bank's Image and Role as Ceordinater

Twe points emerged from the meeting I attended recently at Ditehley,
and ether talks I had in Europe, on which I believe some reflectien is
called for,

There is still a very widespread misunderstanding ef what the Bank
is actually deing teday in develeopment and ef how we go about it. People
frequently put ferward as eriginal ideas er as recormendations things that
we have understoed, or been deing, fer years. I was partieularly struek
by how few people, even those who are er have been in the aid business,
have even the beginning ef an understanding eof what is actually invelved
in linking develepment finance to impreved ecenomic perfermance, as it is
now called, in developing eountries. It is, ef ecourse, a very subtle pro-
cess, And instead of simply asserting that our 20 years' ef experience
enables us to do it better than others, it seems te me we might give more
thought to making our publiec explanations of what we do mere meaningful te
people who have a legitimate interest in the precess, and a need te under-
stand it, but who have net, as mest of us have over the years, acquired
this understanding as a kind of second nature.

I also found a growing eonecern as to whether our new effort teo use Cas
as a means of impreving the quality ef aid can be effective in a werld where
the total flew of aid seems teo be deelining or at best remaining at econstant
abselute amounts. The British are particularly econcerned about this because
they''know their ewn aid funds are not going to be increased and they are
werried abeut being faced with a growing number of countries whese develop-
ment finanece pregrams are presented to them with a sert of Bank seal of
approval, but to whiech they simply cannet respond. Nobedy is suggesting
that we should not intensify eur werk in this field, but I think we can ex-
pect a growing reluctance te join new CGs. The only moral I can draw from
this is that we cannot, by inereasing our efforts in the field of coordina-
tion, escape our responsibility for telling the rich countries day in and
day out that the total flew of aid is simply not big enough.

ce: President's Couneil
Mr. Graves

MLHof fman/pnn hﬂ'lh
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Stanley Please's lrt‘iel._g_

Mr. Please has raised an important problem whiech needs airing,
namely, the disparity between the tax effort in many developing
countries and the deelining proportion of public revenues going into
investment. He also makes a useful point by saying that we tend to
take government expenditures as given, although there are some recent
examples - including Ceylon and India, two of the countries Mr. Please
mentions - where the Bank has taken quite a tough line with the govern-
ment concerned,

But while I agree generally with the argument in the paper, I am
concerned lest it be interpreted as indicating that the Bank may be
less inclined than hitherto to stress the importance of an adequate
tax effort by developing countries. In many of these countries -
certainly in the more primitive ones and in those that have experienced
rapid inflation - I do not believe that there is any real altermative,
at least in the short run, to tax revenues as the local source of
finance for investment. In other cases, measures to increase taxes
and to stimulate private savings are not necessarily mutually exelusive,
provided the level of taxation is not increased beyond a certain level,
This latter point, which is mentioned briefly in the paper, is probably
worth discussing in a separate paper. It is of particular importance
in countries such as Malaysia and Thailand, where the role of the private
sector in development is a large one.

The conclusion that I personally draw from the discussion in
Mr. Please's paper is not that the Bank should play down the importance
of an adequate tax effort, but rather that we should not hesitate to
propose ways of disguising budget surpluses, e.g., by earmarking revenue
for development, despite the theoretical objections to this. Another
way would be to syphon off particular sources of revenue into a develop-
ment fund.

¢c: Mr. Please
RJCsypg



Mr. David Kochav May 31, 1966
Hugh Latimer

Trends and outlock for d t_finance

Section A

I have made some amendments in the text, which you must reject or
accept as you prefer. Here are some more specific comments.

1) page 1; para 1, last sentence. Metaphors are mixed. I suggest
"international trade of both industrial and developing countries
once more set a vigorous pace"
or
"renewed its previous vigorous rate of expansion®.

2) page 1; note 1. The phrasing needs some working out. Also Jamaica
and Trinidad are not allowed for. I suggest "refers, unless other-
wise stated, to all countries of Asia except Japan, of Africa except
South Africa, of Southern Europe except Italy (Turkey, Yugoslavia,
Cyprus, Oreece, Malta, Spain and Portugal) and of Latin America and
the Caribbean!
or
"and of Central and South America".

I assume from this that the trade of Cuba is included, and that of
Finland, Ireland and Iceland is not.

Since at the time of publication, Lesotho may be indipendent, and
the Maldivian trade returns are not published, one ought perhaps to
add "It excludes those without independent trade returns".

3) page 3; para 2, line ¥. Flows of private capital have run into the
sand which traps watery metaphors.

I suggest "have also not increased and contrast with the increasiig
backflow ..." or moie specifically "have also not increased and their
balance of payments benefit to the developing countries as a whole
has been eroded by the increasing backflow....".

L) page 5; para 3. Read:-- The increase in export earnings, in 1965,
though lower than in recent years, was &till above the average annual
increase of only L.3% in the fifteen years 1950-65. In relation to
the rate of growth of world trade as a whole, such a rate represents
a substantial and, year-by-year, almost constant lag of developing
countries as a group. In turn, this reflects the heavy weighting of
these countries' exports with primary products.

(In a technical sense, all "commodities" are ipso dictu "primary”.
In a general sense, another word is better).



Tos Mr. David Kochav -2- May 31, 1966
5) page 6; line 2. Not necessary to have both "tended" and "on the
mﬂ.ll

6) page 8; line 8. Spain is included among the countries whose im-
ports rose by an overall 20% in 1965, but on page 7, you have said
that Spain is excluded from the figures.

7) page 8; bottom of page. Couldn't we give figures here, at end of
sentence e.g. "approximately $2.5 million" last year”’.

8) page 9; first two paras. Something wrong here. Excluding the oil
producers doesn't seem to make much difference, a mere $200 million.
If it is still right, I suggest you omit para. 2.

9) page 103 Honestly, it is difficult to see that the statements on
this page make much contribution to knowledge. To paraphrase, "The
increase in Mr. X's bank account may be of only a temporary nature

:

be due to
bank. H

that much

E&
T
i

:

momg:thotuhnboutmmm
s there is little reason to believe that Mr. X's
« But it is really odd that he should

1
E
:
k-
8

there".

:

to the fact that he hasn't paid his bills yet. To a certain extent,
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ESTIMATE OF TOTAL GROSS INFLOW OF FUNDS TO LIC IN 1963 AND 196k

(In millions of U. S. Dollars)

1. 9 & 3 1.9 6 k
PUBLIC PRIVATE PUBLIC PRIVATE
Inflow Amorti- Inflow Investment , GRAND  Inflow Amorti- Inflow Investment GRAND
_(net) zation (net) Income TOTAL (net) zation (net) Income TOTAL
TOTAL 8.480.2 3.7711.0 2,171.2 2,175.9 12,433.1 9,340.1 2,012.5 3,083.1 1,547.5 12,900.1
ASTA 2,758.0 L11.7 615.1 3,784.8  2,935.0 Lhh.1l 182.8  3,861.9
India 976.0 139.0 - TACED 123000 X713 Said 1,L01.3
‘ Ceylon o Lh.b 10.0 L.y - 3.0 5.6 8.6
! Pakistan 501.0  L46.5 e 547.5 518.0  39.8 s 557.8
.| Bm e 09 101 8-0 -~ 6.5 i 6.5
! S. Vietnam 227.0 - 7.9 234.9 2L6.0 - - 2L6.0
| S. Korea 265.0 - - 265.0 174.0 - - 17L.0
| @ Israel 132.0 99.1 15.5 2L6.6 107.0 108.7 25.1 240.8
. Philippines 30.0 50.1 17.3 97.h 94.0  19.9 13.1 127.0
‘ Indonesia 116.0 - 72.0 188.0 85.0 - - 85.0
Jordan 83.0 - - 83.0 81.0 - - 81.0
China (Taiwan) : 74.0 - e 74.0 52.0 - inn 52.0 “
Thailand 85,0 133 8.4 67.6 46.0  15.4 8.9 70.3
Malaya - 5.1 109.4 114.5 - 8.1 AE. 8.1
Iran 27.0 h7:h * 373.5 Lh7.9 50 7Lk 430.1 500.5
Other 279.0 - - 279.0 303.0 - - 303.0
AFRICA 1,636.0  66.1 212.7 1,914.8 1,722,0  78.5 9.6 1,895.1
French Franc Area
| South of Szhara Lh8.0 - LL8.0 LL7.0 - LLh7.0
? Algeria 276.0 - - 276.0 252.0 - 252.0
] Egypt (UAR 4 209.0 - il 209.0 238.0 - o | 238.0
| Congo (Leopoldville) 87.0 " - 87.0 115.0 - - 115.0
i Morocco 117.0 - R 117.0 107.0 - i 107.0
| Tunisia X 95.0 . 0.7 95.7 71.0 - 1.2 T2k
Portuguese Overseas o ' o
‘ Prmm;’:'ﬁ_;; l'“-Sﬂ'.“O - 2 - 52 .0 6!.1.0 - - 61&-0
. Nigeria 16.0 13.5 - 18.2 01 gh.0 121 63.5 129.6
| Sudan B T 3.7 18.0 ~ 1 InB 5.2 17.0
! Kenya Sy - ™ - 56.0 53.0  20.6 - 73.6
| Tanzania 32.0 - - 32.0 L4.0 1.2 - L5.2
Ghana 27.0 - 19.3 L6.3 140.0 - 19.6 59.6
Malawi g 17.0 - 136.3Y  153.3 132.0 = . 32.0
Uganda y 21.0 - - 21.0 20.0 1.3 - 21.3
. [Ethiopia - 5.0 L.S 9.5 - L.9 5.2 10.1
() East Africa 2/ - 9. - 9.4 - 2.7 - 3-1
Rhodesia and Nyasaland - 23.9 - 23.9 - 1.1 - 12-
, Zambia 3.0 - - 3.0 18.0 8.8 - 26.8
| Liveria e e S 1

Sscigasiving e g DRI i ATy 5 e PG AN T o TRy L it
- % TR W IR T ORT R STV e

; E
i

= wmaae . oy Thesviohe s e ap U veay - 2 BRI i B

UT"UEUaY

Brazil 202.0 236.9 57.0  L95.9 233.0  209.0 DESEL

' French Overseas ;
' Departments 510 - : 141.0 174.0 - 174.0
| Panana i g 8.8 10.5 ~ O adp 4.9 6.9
Chile 147.0  80.5 38.7 266.2 132.0 91.6 - 223.6
: Ecuador - 18.3 11.4 29.7 - 8.7 12.6 21.3
u Colombia 107.0 79.9 39.4 226.3 103.0 73.8 42.3 219.1
: Costa Rica - 8.6 h.2 12.8 - 1.3 i S
| @ Mexico 86.0 239.7 185.6 511.3 47.0 360.5 216.6 62l.1
‘"  Dominican Republic - 3.0 18.0 21.0 - L.l - L.k
Peru ~ . 290 $9.0 50.0 121.0 45.0 33.9 e 78.9
El Salvador - 3.6 L.h 8.0 = 6.3 L.l 10.7
Bolivia 53.0 10.7 = 1.3 62.4 Lk.0 10.0 « 3.3 52.7
Guatemala - 9.7 3.0 127.0 - 9.7 11.5 93.2
Argentina 82.0 1B2.2 30.4 294.6 26.0 338.7 P 36L.7
| Honduras - 1.6 5.5 -1 - 1.9 6.2 8.1
Venezuela 61.0 100.1 610.9 772.0 -26.0 6h.L 661.3 699.7
.. Nicaragua - L.L 1.7 &.1 - L.3 L.3 8.6
 Paraguay - 2.6 0.k 3.0 - 3.0 0.7 3.7
I Oth.er 2h900 == g 2]-‘9-0 21‘0-0 = - 2]-]000
EUROPE L69.0 259.3 9.0 1303 343.0 252, 6.6 601.
) Turkey 220.0 126.9 1.0 3L7.9 11;9.0 39.3 8.8 255.3
Yugoslavia 178.0 110.1 - 288.1 136.0 118.0 - 25L4.0 -
‘ g;:z:e hQ;o 22-3 8-0 40.0 0.0 - - L0.0
| . . 30-3 = 10.0 3’409 = 2 -
| Other 31.0 ~ - 31.0 28.0 = - 23.3
f OCEANTA 26.0 - 271.0 3/ 297.0 20.0 ” - 20.0
' UNALLOCATED 270.0 - - 270.0 215.0 = 219.0

1/ Malawi, Rhodesia and Zambia.

. 2/ East African Common Service Organization, Kenya, U ’
3/ Australia only. ' e e e

Sources: 1. Inflow (net), public and private: OECD; Development Assistance Efforts and Policies, 1965 Review,

Pp. 131-135.

2. Amortization (public):
For 1963:
For 196l:

3. Investment Income (Payments of Profits and Dividends):
IMF: Balance of Payments Yearbook; Vols. 16 and 17.

I“'?_:I
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Mr. Richard H. Demuth May 19, 1966
A. Karaosmanoglu

List of Books on Foreign Private Investment Problems in Developing Countries

Attached is a list of recent books and articles on the problems of
foreign private investment in developing countries as Mr. Kalmanoff requested.

This is not an exhaustive list but I think it covers most of the
material available in the Joint Library and Research Files.

In addition to these, the monthly "European Bulletin" published by
the International Associations for the Promotion and Protection of Private
Foreign Investments is worth mentioning separately. News about new legis-
lation, excerpts from policy speeches, bibliography for receant publications,
etc. are included in the Bulletins. They are available in the restricted
files of the Joint Library.

Cc: Mr. Kalmanoff



GENERAL

Brandon, Michael, Multilateral Approaches to the Promotion and Protection of
Private Foreign Investments, International Deve t Review, June 196k,
Yok, G 39, 20etls (h sorvey o i e T ton o setdvitise
of the Agpociation for the Promotion and Protection of Private Enterprise
(APPI) and the OECD.)

Haynes, Elliot, New Pabterns for Private Investment in Developing Ccixdries,
Intom'timl %t Review, June 1965, Vol. 7, no. 2, pp. 11-14. (4
scussion of pro specific reference to the experiences of LAFTA.)
Nwogugu, E. I., Legal Problems of Foreign Investments in Developing Countries,
Oum; Manchester University Press, 1965. (Not available in the Joint

Rowan, Sir Leslie and others, 8 velopment: The Role of Private
Investaent in Countries nstitute, on
" pPp. (A collection of four artieles: William Clark, Governments are
not enough; Sir Jack Campbell, The role of big business in new nations; J. H.
Loudon, International enterprise in the development decade; Arthur Gaitskell,
Making 'I:Jéa; best of capital risk in developing countries.) Joiant Library Call
No. 332 Ov 21

Williams, Simon, Private Investment in World Agriculture, Harvard Business Review
Nov.-Dec. 1965. (A summary available in Internati Executive, winter 1960,
Vol. 8, no. 1, p.7.) (Discussion on the -—m%m'—pon ) in the field
of agriculture. s

Whitman, Marina Von Neumann, Government Risk Shar in Foreign Investment, Prince-
ton University Press, 1965, p.350. st e Move-
ments and National Interest, Public Stimulation of Private Funds, Investment
Guaranty Program; and organizations like IFC, IDB, Eximbank, DLF, AID.) Joint
Library Call No. 332.65 W 59g.

2~ National Industrial C Board PP. e exper-
ences of investors of twelve mf.iona in oight;r—oight aonnt.riu.) Not avail-
able in the Joint Library. Available in the Federal Reserve Library.

ewen—e Fiscal ves for Private Investment in Deve
ing Countries. CECD Fiscal tee, D report stv
income tax incentives with an emphasis on muru that might be taken by
capital exporting countries to encourage their taxpayers to make investments
in the less industrialized countries.) JAwvailable in Research Files.




Tatisete, 0% €3 55, Joint Tite T e 3309725 X 79 o,

United Nations, Investment %u and Regulations in Africa, United Nations, 1965,
79 pp. UN Sales No. 65.1I1.K.3.

Latin America

Bernstein, Martin (ed.), Foreign Investment in Latin s Alfred A. Knopf,
New York, 1966, 305 pp. (A collection of mineteen ﬁicln presenting views
with different political outlooks on economic and political aspects of for-
eign investments in Latin America.) Joint Library Call No. 332.65 B L5 f.

Johnsom, leland D., U.S. Private Investment in Latin America Since the Rise of

Castro, Inter Ame onomic Aff Winter 196k, Vol. 18, pp. 53-75.
(A quantitative Ern%tim of Eniopmntcin Latin America with regard to
U.S. investments.)

Rockefeller, D., What Private Enterprise Means to Latin America, Foreign Affairs
April 1966, Vol. his, mo. 3, pp. L02-412. (A discussion of some widely accepte
notions in Latin Amepican public opinion on the nature and objectives of
American private enterprise.)

INDIVIDUAL COUNTRIES
Africa

Liberia

McLaughlin, Russell V., Foz
Special Studies, 1966, 232

Nigeria

May, R. S., Direct Overseas Investment in Nigeria 1963-63, Scottish Joummal of
Political Economy, Nov. 1965, pp. 2l3-66.

Prachl, Paul 0., Foreign Enterprise in Nigeria, University of North Carolina
Press, 1965, 250 pp.




Brazil

————— Brazil's Government Fights Extremists: Business

Alerted for Possible Takeover, Business Abroad, Jan. 10, 1966, Vol. 9k,
no. 1, p. 12.

Mexico
Tanner, James C., Curbing Yanqui Cash, Wall Street Journal, June 17, 1965, Vel.
165, no. 1.

U.8. Investors Learn to Live with Mexicanization, Business
Abroad, Dec. 13, 1965, Vol. 90, no. 42, p.k.

« Mexico Slams New Door to Foreign Business, Business
Abroad, Feb. 21, 1966, Vol. 91, no. k.

Asia
india
Graham, Anila, Report on Prospects for P be Investment in Indis with Particu
m“‘i‘ t‘Y“* $ ”. o L1 * LJ ] pyr ‘ 'a. as 332065 G 76 r.

l.fudhl, A. R., Obstacles to Private Foreign Investment in India, Economic Record
Melbourne), Dec. 17, 1965, Vol. L1, p. 612.

oreign Iw : Reforms, National Council of
ed Economic Research, New Delhi, 196k, 4L pp. Joint Iibrary Call Ne. 85
24 N 21 f.

Philippines

Butwell, Richard, The Philippinws Economic Nationalists, New Leader, Aug. 16,
1965, Vol. LB, pp. 10-11. (Views against American business in The Philippines.)

-3-



Thailand

b e

~ Thailand Goes All Out for New Foreign Investment,
Bnain“g m, March 7; 1966, Vol. 91, PP« 13"'21.

SOME_STUDIES OF PROBLEMS OF CAPTTAL EXPORTING COUNTRIES

Frankel, M., Home Versus Foreign Investmente - A Case Against Capital Exports,
Kyicdes, Vol. XVIII, 1965, no. 3.

New Look at Investments Abroad, Business Week, March 26,
1966, pp. 92~h. (National Industrial Conference Board Survey points up eco-
nomic impact of the U.S. tal abroad and sheds doubt on the soundness of
Washington voluntary curbs.

Ramon, D. C., The Problem of Direct British Investment Overseas, Bankers'
Monthly, London, May 1965, Vol. 200, pp. 293«9. (A discussion on whether
direct investment of about 20 percent of total net fixed capital formation

by Britir.;h companies at home and abroad worthwhile from the national point
of view.

German Direct Investments Abroad, Deutsche Bundesbank
w Dec., 1965, Vol. 17, pp. 19-27.

ﬂmm‘él.u./ﬂk' ok



May 13, 1966

o

Dear Mr. Davis: /

Thank you very much for your letter of May 12, and for
sending to us a copy of the paper on an Action Program to
increase industrial development. We have read it with

great interest.
; g |
William Diamond
Director
Development Finance Companies
Mr. Guy Davis
2116 F Street, N.W.
Washington, D.C.

RFSkillings :vmv
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Telephone- 202-357-7854

GUY DAvIs

2116 F Street, N.W.
Washington, D. C.

Mr. William Diamond, Director %
Development Finance Companies .
International Finance Corporation S ———_

1818 H Street, N. W. 4-7 Corv N 3

Washington, D. C.
Dear Mr. Diamond: — .

Your comments will be appreciated.
Soon after the "Report of the Committee on Private
Enterprise in Foreign Aid"/ZL watsonﬂﬁéﬁﬁifa was
released, I asked Various Private Enterprise execus
tiveg,in”ﬁfﬁ "what programs they proposed to initiate

_in response to a number of suggestions contained in

the revort"?
The answer was: "what would you suggest?".

The attached brief summary presents a number of what
I believe are practiceal suggestions for one or more
Action Programs which would benefit and improve the
Private Enterprise in many countries.

Your frank comments and velued suggestions will be
greatly appreciated. As lMr. Rosen of your organizat-
ion is listed as a contributor to this report, would
he be interested in reviewing my suggestions?

An opportunity to discuss this Action Progrum with you
would also be appreciated.

GWD

Attached
AID Action Program 9,




GUuYy DAvis

Industrial Development Through Private Enterprise

A suggested Action Program to increase industrial develop-
ment through assistance to Private Interprise and thus pro-
vide effective channels for the expression of individual
initiative as well as an additional source of revenue for
the support of the government.

To: Mr. William Gilbert Carter Date: November 24, 1965
Prepared by: Guy Davis

Program Content:

Jore employment and greater economic benefits to a
country can often be best and most quickly attained
through the expansion of local industries. To attract
the foreign investor requires time, money and promot-
ional ability in the face of intensive competition,
government regulations, political opposition and other
obstacles to new industries and foreign investors.

Businessmen believe that there are existing firms in
the developing countries which could be expended. lMany
of these could sell and produce more. Some of them
might even be able to earn foreign exchange in world
and regional markets if given encouragement and some
specialized assistance.

Step One -

Actually interview the owners and managers of local
industries to determine which products are produced,
which raw materials are required (including their
source), and which entreprenecurs are interested in the
expansion of their plants or in new projects.

From the information thus obtained, programs to
increase sales, improve product-quality and appeal,
enlarge production facilities, develop training
courses, Or increase employmentiggg_be preparea.

Projects



Page 2

Projects involving financial assistance, new equip-

ment, product design, packaging, quality control, etc.,
are then determined and executed in logicul sequence M”H
where needed and desired by the local entreprenecurs.

Concentrated attention-on and cooperation-with the
management and owners of existing small and medium-
sized industries frequently develops new and larger
markets, increases in production and employment with-
out new financing or the use of scarce foreign exchange.
In addition to the possibilities of direcct benefits
from these actual visits to existing local industries;
these direct contacts with menagement, owners, fore-
men and labor tend to eliminate suspicion and instead
create a spirit of cooperation that often uncovers
valuable sugpestions for new industries and additional
uses for local resources.

The second step in this Action Program, 1s To prepare

an inventory of the local natural resources and the use
that is being made of them. Such resources include
grains, fruits, vegetables, livestock, timber, fiber-
plants, minerals, fish, seafoods, etc. Other valuable
resources in the form of waste materiacls from any exist-
ing industries (wood, metal, textile, chemical wastes)
should be included. An inventory of the present labor
(men and women) skills available, an evaluation of super-
visors and their ability to train others, an estimate

of the amount of skilled and unskilled labor with the
prevailing rates, are important elements of the resource
inventory of a country.

A human-resource factor, to be determined from these
actual interviews, is the desire to cooperate between
businessmen, manufacturers, labor-leaders, bankers and
government officials.

Other country resources of importance to new indus-
tries or the expansion of present ones which should be

evaluated are;



Page 3

evaluated are: the navigable streams and rivers, harbors,
climate (weather), highways (all-weather), rail, truck
and air transportation, power, water and communications;
the size and characteristics of the population, the
present purchasing power, the Gross National Product,
buying habits, preferences, etc.

The third step is to prepare in order of monetary values,

lists of the most widely consumed products either grown
or produced locally without the use of imported raw, or
semi-finished materials, indicating:

1) consumption by final consumers within
the country;

2) total production by local industries
without the addition o¥ use of imported
materiels or products; and if available,
the quantities either-

sold for final consumption within the
country; or, exported to foreign markets.

Also, lists of the most widely consumed imported products
should also be prepared, indicating the values and the
quantities of:

1) imported products ready for final consumntion
O use;

2) products utilized by local menufacturers (with
separate lists of raw materials, semi-finished
products and finished parts) in preparing or
assembling their products for final consumption
or use; and if possible, the quantities either-

sold for final consumption within the
country; or exported.

Through the use of this type of approach and the

S
gestions uncovered, a list of products can be vrepared
which might be practical to produce within the country.

There are four questions concerning such products
which are an essential part of such an investigation.
They are:
1) How much of the product is consumed locally?
2) How much will the use or consumption of the
product be increased by the availability of

a similar quality



2) continued
a similar quality product, locally produced (at
a lower price if possible) by the proposed pro-
Ject or for other rcasons during the next five
years?

3) How much of this present and future total product
consumption or market can the proposed project
capture? What are the chief obstacles to overcome?

4) Who in the country will be the chief consumers?

Step four of this Action Program is to analyze this

information that has been compiled and make comparisons
with Input-Output, inter-industry and other industrial
data, not only from the United States but also from those
developing countries which have had similar industrial
problems to solve. These comparisons serve as import-
eant tools with which to verify the raw materials necded,
the amounts and the various processes with possible
substitutions to meet local conditions.

Careful reviews of the established and reliable current
world data on industrial growth provide pertinent suggest-
ions for growth-potential industries. It indicates those
with the better growth trends and the ones with excess
production. Comparisons will reveal employment needs for
a given volume of product sales; those industries requir-
ing low-wage labor or an abundance of productioun-type
workers; and the probable number of jobs vhich will result
from the different contemplated projects. Uther analyses
should be made to differentiate between high, low and
medium capital-cost industries.

Inter-industry comparisons frequently indicate how ini-
tial investments can be concentrated in small-scale oper-
ations, consistent with local needs. This is a sound
alternative to a large-scale heavy industry, unsuited to
a developing country with a small domestic market.

Foreign exchange requirements are estimated for each of
the proposed new projects. such couimates include

not only



not only: the amounts of exchange necded to cover any
imported capital equipment, commodities or technical
assis%unce, but also estimates of future requirements.
Credits are calculated for the foreign exchonge savings
due to the recduced imports resulting from the local
production of the proposed projects, as well as the
amounts of foreign exchange to be earned from projected
exports of new products. The compilation of the foreign
exchange requirements would be facilitated by the cost-
data available in the "Profiles for Industry" soon ©o
be released by AID-DFPE Washington.

Step five involves the selection of the pro.jects which
can be of most value to the developing country «ud which
are most likely to succeed; and also, secur’n~ the approval
of these projects by local government officizls respon-
sible for local industrizl growth. By approaching the
industrial development program through local Pravate
Enterprise, with the emphasis on finding businessmen
willing to invest their own capital and skills, profit-
making projects will predominate. It i1s the yarastick
most commonly used in comparing possible investments.

It provides a definite indicatiion of probable success.
Zach project should indicate the anticipated contribut-
ions which it may add either direcctly or indirectly
toward the conomy of the country (the values produced
less the costs of the resources consumed).

Final project approval will also be subject to the
attitudes, customs and desires of the existing political
leaders, as well as:
1) the host government's program for economic growth;
2) the foreign exchange reserves of the country;

3) the supply of domestic savings available for
investment and the appeal of the project;

4) the prevailing attitude of the local govern-
ment toward Private Enterprise; ...foreign
investors;

«eethe profit motive;
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«+sthe profit motive;
5) the political stability of the government.

At every opportunity, this Action Program would demon-
strate to government officials, the importance of
development=policies which are not contradictory; and
the importance of estublishing the reputation of
"having a favorable business climate". This results
from the attitudes of businessmen toward the condit-
ions existing in a foreign country such as:

"Political stability,

Economic stability,

Financial stability, )

Favorable attitude toward Private Enterprise,
Degree of corruption within the government".*

also, that surveys have shown the most important attract-
ions to foreign investors are the policies of:

"Istablishment and firm adherence to a
national development prosram,

Iravorable terms for the transfer of profits
and the repatriation of capital,

Non-discrimination against foreign owner-
ship and control,

Equality of treatment with domestic enterprises,
Freedom from detailed or burdensore regulations
on organization ownership and mansgement".*
Note: *(from resecarch studies by SRI)
A strong appeal would be made to government officials
and thelr support requested of a plan to obtain the
accurate and complete answers to & series of qgues'ions
"most often asked by prospective investors" md by a
leading New York banking organization. These questions
relate to the following areas of investor interest.
Answers are urgently needed for use in the promotional
efforts to be made with prospective investvors, banks
and the Department of Commerce (USA). These areas are:
Laws relating to record keeping, ...licenses,
«s o TePOrting, ...business regulations.
Present monetary system and brief history.

Foreign exchange



Poreign exchange controls and transfer rules.
Banking and public accounting facilities.
Disposition of net profits after taxes.
Accounting and auditing controls and reports.

General production and cost factors - labor and
personnel laws - transportation costs.

Taxation - corporate taxes - payroll taxes -
real estate and sules taxes - export taxes.

Conditions of legal estcblishment relating to
foreign corporations.

Marketing information - Advertising media - Local
trade associations and their attitude toward the
foreign investor - Price controls - Credit data
and conditions existing in country.
The distributions of answers to these questions "most
often asked" serves not only as an inexpensive but also
highly efficient media for investment promotion. The

e

prospective investor seeking information on which to
I a

mcke investment decisions wants facts.

After the governmental approval of specific projects

has been obtailned, gtep six of this program is initiated.
It consists of the promotional activities directed btoward
local and foreign Private Interprise. During the previous
steps of the program, the names of possible investor pros-
pects have been gathered and classified. Their interests
and affiliations either with local or foreign producers
recorded. At the same time, strong efforts are made to
contact the representatives of foreign industrial firms,
bankers and private investors who come to the country.
Many of these visitors to the countrychave specific pro-
jects under consideration but need assistance.

Announcements of the approved projects, copies of the
individucl project presentations, individual profiles of
suggested industrial plants, and copies of "inswers to
Investor Questions" provide the essentisal promotional
material for contacts with local prospects or for use in
direct mall efforts to interested prospects abroad.

Since
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Since this program is based upon a sincere belief in
the importance und initiative of Private Interprise,
the need for costly and extensive promotional efforts
should not be necessary. Private investors are always
seeking profit-making opportunities which have local
government support in a "good business climate®.

If local contacts do not exist with foreign investors
and no interest in the developed projects seems to
exist among local entrepreneurs, the project becomes
one for the promotiocnal department of the government

or of the development banks. Note - (a separate hction
Progrem has been developed to assist such orgenizations
to improve their abilities in this area).

To develop a better understanding of the importance of
Private Lnterprise and arouse interest in the objectives
of this program, the following discussicn material used
by the U. 8. Chamber of Commerce, is available for meet-
ings with in-country businescmen, politicians and labor.
Some of the suggested suggests are:

"Money, Income and Jobs"

"Progress and Prosperity”

"Sustaining Prosperity™

. "Demand, Supply and Prices"
"Prices, Profits and Wages"
"Why the Businessman"

"International Trade, Investment and
Commercial Policy"

also carefully selected audio-visual films related
to Marketing, Management and Promotion.

In summary, the objectives of this Action Program are:
"broaden and strengthen the private sector"

"enlist the help and advice of the appropriete
business communities concerned"

"an explicit program for the improvement of the
business climate"

"provide market surveys of market potential®,
", ..investnent opportunities” and the sale of
these individual projects'.



Program Execution:

To accomplish the objectives of this Jfction Program,

it is sugpgested that personnel be employed who have

had foreign business experience and who are familiar
with the sources ond use of available industrial
development informeation such as Input-Output, Stand-

ard Industriel Classifications, Inter-industry data, etc.
IEmphasis should be placed upon the development of a
close relationship and understanding with Private Inter-
prise of the country as well as the obstacles to be
encountered.

The length of time necessary to accomplish the desired
results will vary in accordance with the present local
industrial development programs, data available and the
prevailing conditions of the business climate.
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TO:

FROM:

SUBJECT:
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATIQN
rd ».
= - "’- ,-J-.
OFFICE MEMORANDUM -
Mr. Michael.lejsune 'Z__,,-»«-*" DATE: May 5, 1966

D'f;;go slav Avramovic ﬂ"”“f’

Japan, the Rest and Economic Growth

Please refer to our yesterday's conversation on the reasons
for lack of progress in developing countries.

Attached is a memorandum by Mr. Gavin Wyatt, power engineer
on mission staff, which he wrote during his stay in Algiers on the
Algeria mission. It followed, I believe, a conversation one evening focussed
on the reasons why have not the developing countries progressed much more over
the history and specifically during the last 20 years? Mr. Wyatt dictated
the attached the following morning. (It was not much at the expense of
the regular job of the Algeria mission: Mr. Wyatt's draft report is being
circulated today).

I disagree with Mr. Wyatt's fifth paragraph, page one: I
believe that the desire to get better off and ultimately rich is as
strong in developing as in developed countries, and the readiness to work -
if there are jobs and if they pay - is also there. But I agree with
Mr. Wyatt that it would be very interesting to find out why has Japan
succeeded where others have failed. What combination of circumstances
has propelled Japan from a feudal low-productivity society into a modern
industrial system within such a brief period?

I think a number of books have been written on this, but I
don't know how good they are. I am sending a copy of this to Mr. Kamarck:
if he has anyone to spare for a week or so, it might be worthwhile
going through the literature and then perhaps see, if there is no
answer in the books, whether one may interest some university to answer
Mr. Wyatt's questions. I presume that the Bank itself would not like to go
into sociology. It would be a very interesting research project, though.

Attachment

cc: lMessrse Friedman
Cargill
&l Emary
Kamarck
Gilmartin
Clarke
Eschenberg
Chadenet
Bell
Piccagli
Wyatt
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There is nothing wrong with this theory except that it assumes thai
there is a universal desire in the undexrd eveloped counitries to raise their
stendard of living, that they are prepared to work and maice sacrifices for the
achievenent of this end, and that only the monetary and physical means are
vanting - which the Bark can provide.

Anyone who has spent 2 lifetime in such countries, or hes worked in the
Bank close to the ground, for a few years, knows that these as ssumptions are
wrong and are based on an oversimplification of the problem. In ccuntry after
couniry the impression is gained that growth just stops at the corvletlon of
projects or continues at the same rate 2s before. Pouring a2id into them is
like pouring water into 2 bucket with a hole in the bottome As soon as you
stop pouring it returns very quickly to its original stateo

There is however one notable exception to this unforitunzie rule and
that is Japen. Japen has pulled itself up by its own bootstraps a2t a
remurkaoly accelerated rate thanks to assistance from the Bank and the UoScdo

Why is this? that has Japan got which has enabled it %o benefit from
d in a way that other countries have not? Cne suspects there must be some
sic reascn, or reasons, for her success where so many others have failede

.|
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Instead of blindly continuing to rour azid into so many lecking
buckets, would it not be worth wkile for the Bark to comsider waether
it could dreft terms ol refercnce for & team of internztional experits
on sociology, phyckhology, history, eic., to go to Jepan and attempt
1o separate tne spiritual and menital forces which have driven these
reopze on to success?

The Berk is in 2 unigque position o underizike an exercise of this
kxind, It has the monefary resources and the prestige +to azssemble a team
of the world's leading experts to e degree probably not available anywhere
else in the ¥worlde

Although it is imrossible that such an exercise could provide
readymede recipes for success in other countries with differing environnents,
it would almost ceriainly improve our undersianding of the rroblems
invelved in reaping the maximur benefit from 2id and might provide useful
lessons to political economists and peliticizns in the developing countries
themselvese

That Jaran has done ought to be possible in almost eny of the under-
developed couniries, but so far no one, as far as I know, has attempted
to analyze the reason for the sirikingly different resulis obizained,
Ferhaps because of this no one so far seems %o have tried to apply the
lessons to be learnt from the Japanese success, in another couniry.
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INTERNATIONAL DEVELOPMENT INTERNAT|ONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELCPMENT CORFORATION

OFFICE MEMORANDUM

TO:Files DATE: April 28, 1966

FROM: Andrew M. Kamarck W_p/

SUBJECT: Visit of Mr. Runkle

Mr. Runkle came to see me on April 13 to follow up our earlier
discussion about a month ago. He said that in his discussions with
Mr. Reuther there were certain questions that had come up. The first
one was: Mr. Reuther wished to know how quickly the developing coun-
tries could absorb more aid and technical assistance if more were
available. I said that we had made an estimate last year in the Bank
on this subject and had come to the conclusion that the developing
countries over the next five years could effectively use $3-$4 billien
a year on the average. If you went beyond the five-year period, the
ability of the developing countries to use capital would go up, of
course, very rapidly if one were able to plan for this considerably
ahead of time. This could mean in some cases multiplying the amounts
of aid that they now are able to absorb.

The second question that Mr. Runkle had was that if the money
were available, would there be the technical assistance and advisers
which would make it possible to use the money, as well as an increase
in the absorptive capacity of the developing countries themselves.

On the first, I pointed out that the French, for example, alone had
some Ll,000 people in technical assistance and teaching in the develop-
ing countries, mostly in Africa. The United States had some 14,000,
the United Kingdom about the same. If the same system of priority were
given to providing such personnel for the developing countries that the
French gave, it would be possible to multiply the numbers in technical
assistance quite quickly. As far as the developing countries are con-
cerned, the progress of education and the sending of people abroad

for training had also increased greatly in recent years, and this had
increased their capacity to absorb capital.

The final question was whether an increase in aid would result
in inflation in the recipient countries. On this I said that this was
a matter of how the aid were provided. If it were provided in the form
of additional real resources, there should be no real problem for the
recipient countries.
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" e, INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
OFFICE MEMORANDUM
TO: Mr. Wishan% W\H\KQ‘- DATE: April 18, 1966

FROM: Michael L. Hoffman \ |/}

SUBJECT: Letter of April 12¥ 1966, from Centre International pour le Developpement

It seems to me quite impossible for the Bank to reply to this com-
munication without completely dissociating ourselves from Ambassador de Castro
and his whole approach. See, for instance, the paragraph on "Aid to Develop-
ment" at the top of page 2. My own inclination being not to hurt anyone's
feelings unnecessarily, I propose that we send no reply to this or to the sub-

sequent copies of his letters to Heads of State, which I have no doubt will be
sent to us. Lf
119
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Form Nop. &9 INTERNATIONAL BANK FOR
(2.66) RECONSTRUCT ION AND DEVELOPMENT

INTERNAT |UNAL DEVELOPMENT

INTERNAT IONAL F INANCE
ASSOCIATION

CORPORATION

Date

ROUT[NG SL“’ Aprll 15’ 1966

Name Room No,
Mr., Hoffman
To Handle Note and File
Apnropriate Disposition Note and Return
Aporoval Prepare Reply
i Comment Per OQur Conversation
Full Report Recommendation
L Information Signature
“tial Send On
Remarks

Mr. Woods has not seen attached as
yet. As you will recall, we had a previous
letter from the Director-General of this
Centre to which you responded on Jamuary 6.

Perhaps you will kindly advise how we
should deal with attached--either a reply
sent by Mr. Woods or by yourself on his be-
half. Could we have the correspondence back
for Mr. Woods to see when he returns here on

April 20, lg;

! Qo_Co hgshart
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CENTRE INTERNATIONAL POUR LE DEVELOPPEMENT

[Association non-lucrative constituée selon la législation helvétique - Sidge : Servette 93, Genéve, Suisse)

BUREAU EXECUTIF A PARIS :
23-25, Avenue Mac-Mahon - GAL. 28-22

April 12, 1966

Mr. Woods

International Bank for Reconstruction
and Development

1818 H. Street, Ntw.

Washington D.C. 20433

U.S.A.

Mr. President:

I have the honor of sending you a copy of the first Letter
I have just sent to all Heads of State of developing
countries.

As twenty years ago when I drew the attention of world
opinion to a problem then unknown = hunger - I am drawing
today the attention of the Heads of State who govern two
thousand million human beings to the excessively tragic
crisis which spreads on developing countries.

I appreciate quite well the many efforts made daily by the
I.BsR.D. to develop the equipment of these countries in
order to avoid a widening of the gap between poor and

rich countries.

But it must be admitted that new methods of development
have to be set up urgently now for hunger, poverty and
illeteracy are continually on the increase since twenty
years

What are these methods ? This is a matter to be resolved
by I.C.D.'s researches through neither diplomatic nor
official channels, but with the co-operation of States,
international bodies, active men and companies. Everyone
should co-operate to the struggle against under-development
this is the I.C.D. aim.

I do hope that you will be prepared to sustain my efforts
in this so ambitious program in supporting my action with
your high authority and your powerful means of action, for
building up a better world.

A o/.-.



= 1D

Mr. Woods, Washington. April 12, 1966

As to me, I just have my call, the call of a man born

in the poorest land of the world the Nordeste of Brazil
and I hope to be heard by all my brothers of developing
countries who despair.

I do hope that you will be favorably disposed to join

my appeal and my efforts and I am loocking forward to hear=
ing from you soon on this major matter.

I have the honor to be, Mr. President,

Your obedient servant

o Ambassadeur Josué
President



April 12, 1966

8ir,

Today I have the great honour of sending you the
first of a series of bi-monthly Letters which, as
President of the I.D.C., I intend to send out
regularly to all Heads of State of developing
countries. The subject of these Letters will be

the grave problems of development, which are a
source of anxiety to us all, and which are affecting
the lives of two thousand million human beings.

Three major factors have made me decide upon this
course of action :

l. The developing countries are at present undergoing
the most tragic cerisie - political, economic and
social = that could be anticipated.

2. Aid for development has disappointed the expectations
both of those who give and those who receive.

3. The time for political ideologies is over. In the
face of the agonizing reality of famine and poverty,
peoples revolt and cry: "No more theories, hatred,
promises, war; give us more achievements, progress
and wvell-being”.

I should like briefly to sum up these three key points
wvhich must henceforth guide us in seeking possible
solutions to the problem of under-development, which
is undoubtedly the most dangerous threat to world
peace today.

The crisis of the developing countries. This crisis is

manifest.

War and guerrilla warfare, revolt and dictatorship
exist openly only in the territories of the developing
countries : Viet-Nam, Kashmir, China and India, Indo-
nesia, among the Kurds, in Malaysia, Syria, Rhodesia,
the Congo, Nigeria, Ghana, Upper Volta, Angola, Santo
Domingo, the guerrillas of Peru, Venezuela, Colombia,

-/.-.



Hunger, poverty and illiteracy are continually on
the increase, in spite of the fact that the mission
of the great international organizations was to
eliminate them from the face of the earth.

Aid to development. This is for the most part given
for political or selfish reasons. It is generally only
allotted out of a desire for domination or because
of other ulterior motives - commercial, econonic
or political - on the part of the donor countries.
And even when aid is not tainted by such motives,
it is a chakritable offering, too insignificant
to be of any real help to development. In any case,
inconsistency in allotment and the precariousness of
long~term engagements make it the worst possible
method of financing development projects.

Political doctrines, Whether capitalist or Marxist,
political doctrines are deceptive illusions if their
promises are not confirmed by immediate, concrete
achievements, and by real and sustained progress in
economy, social welfare and human advancement.
Hungry people can do nothing with theories; they
need action and expect tangible, positive results.

Here lies the drama : it is breaking out today or will
come tomorrow. During the last twenty years, hardly

any government in the development countries has succeeded
in bringing about a rate of economic growth which satisfies
the real needs of its people. While the industrialized
countries are advancing steadily at the rate of 4, 5 or

6 per cent and more a year, the developing countries,
because of population increases, hardly menage to hold
their ground; many of them areeven falling back. The
gulf is thus widening with alarming rapidity between the
rich countries and the poor ones.

These problems can no longer afford to wait for a solution,
and for this reason I am bringing them to the attention

of world opinion today, just as twenty years ago I drew
attention to the struggle against hunger, by addressing
myself to all Heads of State in the so-called "developing
countries.,

It is intolerable that peasants in the developing countries
cannot live decently while the fruits of their work go

to the tables of the rich countries. It is intolerable
that, in the century of mass communication, people should
be drying of hunger in one part of the world while in
another part men are trying to reduce surpluses. To combat

./.‘.



the endemic hunger and explosive famine threatening
India, Africa and Latin Americe, a plan is urgently needed.

With the assistance of thirty world-famous persons and
with effective help from ten founder governments and large
organizations, I set up the INTERNATIONAL DEVELOPMENT
CENTRE in 1965. The Centre provides a forum vhere anyone
dealing with development can engage in a dialogue. The
governments of countries capitalist and socialist, indus=
trialized and developing, together with international
organizations and industriel concerns, scholars and spe-
cialists, politicians and technicians, must exchange
views and reconsider these problems in & newv light - on

a world scale - 80 as to build a new world and to bring
about & new international political consciousness.

These governments, experts and institutions have endorsed
idea of setting up the I.D.C. to co-operate with you in
your everyday work in the service of your people and to
help you overcome the innumerable difficulties with which
you are faced. DBut the emergency plan = the last chance
for the human race = cannot be established without your
active co-operation. I therefore ask you not to hesitate
to contact the I.D.C., whose aim is tobe the developing
countries' embassy of development to the industrialized
nations.

I would earnestly request you to give this letter the
attention merited by the very serious problems with which
it deals, and which are a source of the gravest anxiety to
us all, and to be kind enough to let me have as soon as
possible your opinion and especially your advice on the
fulfilment of the heavy task which I should like to under=-
take with your assistance.

My future Letters will deal with the concrete points of
our programme and will give an objective analysis of the
most critical problems in the drama of development.

I have the honour to be,
8ir,
Your obedient servant,

R . a, ¥ z;»/‘x( 7\

Ambassadeur Josué de Castro
Président



INTERNATIONAL DEVFLOPMENT CENTRE

23-25, avenue Mac-Mahon -~ Paris 1l7e
- - O -

(An association established in accordance with

Swiss law)

President : Josue de Castro
Director : Maurice Guernier

Josué de Castro, who for twenty years has been bringing the
world's conscience to bear on the problem of hunger, is today
concentrating his efforts on the struggle for development, for
hunger is only one of the aspects, although the most tragic one,
of under-development,

In spite of huse financial cifts from the better-endowed
countries, it must be admitted that the level of progress in
the developing countries remains critical; all the experts
acknowledge the fact that the gap between rich and poor is
widening daily and dramatically.

The great industrial nations (16 in all, including the USSR and
China) are distributing three thousand million to 101 developing
countries. But these dispersed efforts are tainted with nco-
colonialism and bear too close a resemblance to "first aid" or
international charity.

The great international organizations are too intent on political
checks and balances to be able to carry out practical and effect-
ive programmes of action. Their very specializations prevent
them from being successful in a field in which only efforts on

a global scale can result in economic, social and human develop-
ment.

Today, we have to acknowledge that the developing countries are
going through a very critical period. Because of their slow
advancement - the rate of increase in growth rarely exceceds the
increase in population - because of the insufficiency of achieve-
ment and because of internal dissension, the developinec countries
have brought about a kind of renunciation in public opinion in

the richer countries, and the amount of 2ssistance from many donor
countries is tending to diminish alarmingly.

Because of this distressing situation, Josué de Castro decided
to found 2 new kind of organization; the INTERNATIONAL DEVELOP-
MENT CENTRE (I.D.C.). The Centre is a non-governmental body,
but its members are the governments of countries both capitalist
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and socialist, industrialized and developing, as well as great
public and private organizations. His aim is that the Centre
should be able to exert pressure on public opinion and on
governments, so that the present current may be reversed and
the struggle against under-development intensified. By bring-
ineg together the representatives cof countries of very different
types, all of whom are deeply concerned with the advancement of
the developing countries by means of realistic, co=-ordinated
action, he hopes that the Centre will be able to work with
maximum efficacy,

The characteristics of the 1,D.C.

When drawing up the list of all the bodies dealing with the
advancement of the developing countries, or which give some
attention toc the matter, it was found that there were over

400 of them. Our first reaction was therefore to ask curselves
whether a 40lst crganization wculd not be completely useless.

However, we cecncluded that there must be a weak peoint in this
system of aid for development, since the final results - the real
pregress of the developing countries - are far from satisfactory,

We therefore sought to fill the gap by setting up an original
body, one which, we feel, has no counterpart among the many
others dealing with development. The characteristics of the
Centre are as follows :

- It is non-governmental and can therefore give free expression
to its opinions and carry out its work effectively without the
obstacles of diplomatic procedure.

- It is alsc 2 body to which governments of the developing,
industrialized, capitalist and socialist countries all belong.
It therefore represents a round table for governcments, as well
as for foundations, universities, trade unions, and even for
public and private companies.

- Lastly, it is a body for which men of action have decided to

de effective work under the authority of the President, Josué
de Castro.

The aims of the I,.D.C. are :

To act as a "pressure group" for intensification of the policy
of co-operation and for a world policy of consistent development.

To act as a "judement centre" to give an opinion on good deve-
lopment plans and make them krown, and to give an opinion on
bad projects and suggestions for changes.

To act as a "consultant body" cn all problems of development in
order to help Heads of State in the developing countries; its
role here will not be that of a research department, but rather
of an information and advisory centre.

. -



The I.D.C., is ready to give impartial advice to any Head of
State who asks for it,

To act as a promoter of major projects., In this capacity,

the I.D.C. 1s at present making a2 far-reaching survey on
problems of education 2nd manpower training, and is giving
thought to establishment of an International University for
Development. Other subjects, such as development consortiums,
an international institute for scientific research for the
developing countries, etc., are also under study.

Special reports on these subjects will be sent to all Heads
of State.

Operation

The I.D.C. is governed by three bodies :

- A General Assembly of founder members,
- The Governing Board,
- The President and the Secretary-General.

In addition, a Trustee Committece has also been set up , the
members being the States and bodies which give financial
assistance to the I.D.C.

A list of the members of the General Assembly and Trustee
Committee is given below, together with the membership of the
Governing Board,

Maurice Guernier
Secretary-Generzal
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Chilian Government,
Argentine Covernment
Peruvian Government
Senegalese Government
Imperial Government of Iran
Government of Israél

Governement of Pecland

a private swiss company (Mr., Victor Loeb)

a private italian company (Italconsult)

two private French groups :

. 1'Union Nationale des Coopératives Agricoles de Céréales
. the INDECO group

a private mexican company

several private CGerman groups (in the process of formation).
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M. Josué de CASTRO Brazil
Secretary General:
M. Maurice GUERNIER France
Members :
Messrs. Angelo ANGELOPOULOS Greece
Georges BALANDIER France
Pastor Jacques BEAUMONT France
J.¥, BEUMER Netherlands
Joszef BOGNAR Hungary
Georges BREUIL France
Robert BURON France
Michel CEPEDE France
CHANDRA SEKHAR India
Etienne CREMIEU~-ALCAN France
Robert DEBRE France
Arthur DOUCY Belgium
Jean FOURASTIE France
Max HABICHT Switzerland
Father HOUTART Belgium
Jacques JUGLAS France
Bruno KREISKY Austria
F. Luis LAS CASAS Peru
Kasimierz LASKI Poland
Victor LAROCK Belgium
Henri LAUGIER France
R.P. Joseph LEBRET France
Gaston LEDUC France
Pierre MONBEIG France
B.K, NEHRU India
Vittorio de NORA Italy
Philippe d'OETREPPE Belgium
Etienne PALLAY Switzerland
James PATTON Ui St
Mrs, Ika PAUL PONT India
Messrs. Francois PERROUX France
Father PIERRE France
Raymond SCHEYVEN Belgium
President Leopold SENGHOR Senegal

- President : Mr, Josué de CASTRO Latin America
Secretary~General : Mr. Maurice GUERNIER Europe
-~ Mr. Bernstein CARABANTES, Chilian Ambassador

in Paris Latin America
- Mr, Medoune FALL, Senegalese Ambassador
in Paris Africa

Mrs, Ika PAUL PONT Asia
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TO: UMr. George D. Woyds & W~ DATE: April L, 1966

FROM: J. Burke Knapp

SUBJECT: The Effectivene‘éﬁof Foreign Assistance by Hollis Chenery
1

Thanks for sending me the very interesting attached article by
Hollis Chenery.

I think he makes a very persuasive case for relating the volume
of development assistance to a country's performance and program, at
least in the case of the more advanced developing countries which have
a program and policies which are reasonably susceptible to economic
analysis. However, I don't think that Hollis Chenery gives adequate
weight to the merits of the "project approach" as a method for
implementation of development assistance. The project approach is
sometimes cumbersome, and lacks flexibility where a quick injection
of assistance is desired. On the other hand, even more advanced
develoning countries are usually badly in need of the technical assist-
ance and guidance which goes along with project lending. Also I believe
that if a country really has a sensible development program (which must
mean that it also has its development projects worked out reasonably
well) there is no reason why, with a certain amount of advance planning
and imagination, a project lending program cannot be made into an
adequately flexible instrument for development assistance.

Attachment
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THE EFFECTIVENESS OF FOREIGN ASSISTANCE

Hollis B. Cherery

Harvard University

Programs of public assistance to less developed countries have in-
creased rapidly over the past decade in the .Tnited States and Western
Europe. Since private investment has stagnated during this period, public
grants and loans now provide $6 billion of the total of %8-9 billion of
capital transferred. For most underdeveloped countries, foreign assist-
ance is already a critical source of develoPmenp finance and one of the
main hopes for accelerated growth in the future.

Foreign aid programs differ in their objectives, in the types and
sources of resources furnished, and in the performance required of the re-
cipient. At present, the resource flow from the members of the 0.F.C.D.
to the underdeveloped world takes four principal forms: }/

1) grants, primarily for budgetary subsidies to ex-colonies ard

military allies (LOZ)

2) loans for caspital projects (25%)

3) loens for generel support of development (15%)

i) transfer of surplus sgricultural commodities asainst io‘ans re-

payable in local currency (15%)
Only 15% of this resource transfer is made by way of international insti-
tutions.

The evolution of these methods has been affected by many political

and economic factors, such as the trensformation of the colonial system,

_1/ A detailed accounting of the 0.E.C.D. assistance is given in (8). The
members of the O0.E.C.D. account for over 903 of the public assistance
to less developed countries; most of the remainder comes from the Commu-
nist Bloc.
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the extent of the public support for international institutions, end the
degree of success of the recipient countries in formulating and executing
development programs. On balance, this complex of mechanisms has been
shaped more by the desires and political requirements of t.he donor coun=
tries than by the needs and performance of the recipients.

The main thesis of this paper is that the system for administering
public grants and loans can be greatly improved by tailoring it more speci-
fically to the needs and performance of the aid recipients without sacrific-
ing the legitimate interests of the donors. Before settingz out proposals
to this effect, it will be necessary to examine both the role of external
resources in the development process and the systems of allocetion and con-

trol currently in use.

&
I. THE ROIE OF EXTERNAL ASSISTANCE IN DEVEIOFMENT

From an economic standpoint, public and private capital flows per=-
form very similar functions. They are distinguishable to the recipient
primarily by the extent to which their allocation conforms to development
priorities and by the terms of repayment. To the provider of capital, the
differences are much greater. Public capital flows are desisned primarily
to promote the economic development of the recipient and can tzke 2 great
variety of forms.

The following analysis of the role of assistance in development will

form the basis for evaluating the effectiveness of public caepital inflows

1. The analysis summarized in this section is stated in more complete and
formal terms in Chenery and Strout, Foreign Assistance and Economic
Development, (A.I.D., 1965), which is being submitted to the Round Tsble
as a background paper.

i e e T



and the ways in which they are controlled. With ellowance for the differ-
ence in objectives and the transfer mechanism, much of this analysis is

applicable to private foreign investment as well.

A. Accelerating the Rate of Growth

The transformation of a poor and slowly developing country into one
capable of sustained growth at a fairly rapid rate is the core of the de=-
velopment problem. Its solution requires an improvement in the quality of
human resources, a rapid increase in the capital stock, substantial changes
in the composition of output, and accompanying changes in attitudes and -
institutions. Without external assistance or private investment, a develop-
ing country would need to provide for all of these requirements from its
own resources, including only such imports as can be financed by export
earning s.

A country's failure to. develop is more often attributable to its in-
ability to bring about these changes in a sufficiently coordinated way then
to any single factor. The limits to development at any point in time are
more likely to be bottlenecks in the supply of sld.lls; particular commodi-
ties, or productive capacity in particular sectors than pgeneral shortages
of resources. This structural imbalance reflects the imperfect functioning
of market mechanisms on a national basis ’ which is one of the distinguish-
ing features of underdeveloped economiese

By relieving potential bottlenecks, external resources can hake the
requirements for coordinated changes in the economy less stringent and per-
mit fuller use to be made of domestic resources. These contributions may

be summarized under the headings of additional skills, importable commodities,
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and savings. The value of additional imports in a situation of hottlenecks
and underutilized capacity is increased by the fact that they can supplement
whatever commodities are in short supply. For example, three dollars of
additional imports may permit the production of ten dollars of additional
GNP of a composition determined by consumer demend. In this case, an anmal
resource inflow costing one dollar will have a merginal productivity of 3.3
measured by the resulting increase in GIP.

While in many cases the main contribution of external resources is
to offset the imbalance between the structure of supply and the structure
of demand, in others their primary function is to finence additional investr
ment. Since no incomes are generated by the receipt of external assistance,
it should normally be possible to increase investment by the entire amount
of the resource transfer, whatever the form of the additional cormodities
supplied.l The productivity of aid in these circumstances is ecual to the
marginal productivity of additional capital. It is typically lower than
the productivity of assistance when there is a balance of psyments bottleneck.

Tn order to present these ideas more systematically, it is useful to
distinguish three "phases" or types of situations, identified by the scarce
factor that is more pestrictive to growth:

(I) Skill-limited growth.

(II) Savings-limited growthe

(III) Import-limited growth.

1. This is the assumption made in the conventional national accounts
definition of savings as the difference between investment and the
import surplus. In some cases, however, tte additional resources
take the form of reparations payments or agricultural commodities
which are distributed in such a2 way as to increase consumption. In
this case, the investment equivalent of the external aid is less than
one.




While external capital~-- public or private -- increases the supply of each
of these scarce factors, the effect of additional resources will depend
primarily on their effectiveness in offsetting the bottleneck which is

most restrictive. If growth is limited mainly by lack of manapgerial ta-
lent and skilled labor, for example, a million dollars spent on adding to
the supply of these factors will be more productive than sn equal amount

of additional capital goods or other commodities. A similar distinction
can be made between the form of assistance thet is appropriste when the
principal need is to raise the level of investment and the appropriate form
when there is a shortage of specific imports,

Assuming that external resources -- accompanied by resllocation of
other available foreign exchange == are provided in such a way as to in-
crease the supply of the limiting factor, the short-run effects of aid can
be measnred by the contribution of that factor to additional output. This
contribution is likely to be higher in the bottleneck situstions of skill
or import limitations than when aggregate savings and investment provide
the 1imit to growth. In each case, however, it is the availability of under-
utilized natural resources, labor, or physical pleant which determines the

productivity of the complementary resources supplied from abroad.

Long Term Effects of External Assistance

In assessing the effectiveness of aid over a loneer period, we must .
consider the alternative growth paths made possible by varying assistance
streams rather than merely the effects of incremental resources at a2 given
moment. The effect of aid on growth over a period of ten or twenty years
will depend on the productive uses that are made of the increments it pro-

duces in GNP in addition to the short-term effects just described. The

o
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long-term productivity of 2id can therefore be divided inﬁo Itwo parts:
(1) the initial increments in GNP resulting directly from the
additional resources provided;
(i1) 4indirect effects on growth resulting from the productive use

made of the initial increments in GNP,

The initial increments in GNP can be used to relax any or all of the
three types of reétrictions to further growth. Appropriate uses include
labor training in the skill-limited phase; higher savings and taxes in the
savings-limited phase; and import-substitution or additional exports in
the import-limited phase. To measure the long-run productivity of 2ssis=-
tance, we must specify the use to be méde of the added mpoduction in pro-

moting further grcwth.l
Tn studies of Israel (L), and Greece (1), my collaborstors end I

have calculated the long-term productivity of assistance by compa rine alters: -

native growth paths determined from econometric models. From the anelysis
of Greek development over the period 1950-1961, it was estimated that the
marginal productivity of assistance -~ as measured by the ratio of the cu-
milative increment in GNP over the period to the corresponding increment
in capital inflow -- was of the order of 2.5. Similar estimates for Israel
are nearly as highe

The relative importance of the indirect effects of assistance in de~
termining the total outcome is illustrated by the case of Greece, where the

savings limitation was estimated to have been predominant over the period

1. A similar point has been made by Eckstein (6) in his analysis of the
productivity of domestic investment.
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studied, Of the total increase in GNP since 1950, 15% would have heen
achieved without assistance at the estimated savings rate; 35% represent-
ed the direct effect of the assistance ﬁrovided; and 50% is attributable
to the indirect effects of 2id. As a2 result of the relatively high margin-
al savings rate of 22% maintained by Greece, additional savings out of the
aid-induced increase in GNP have financed a higher proportion of addition-
al investment than the aid itself. If the marginal savings rate had been
lower, the long-run effectiveness of aid would have been substantially less
even if the direct short-run effects had been tte same. Much the seme con-
clusion can be drawn from the successful aid experiences of Israel, Taiwan,
and the Philippinese.

To generalize from this experience, the rroductivity of external re-
sources can be expressed as a function of the principal parameters in an
aggregate growth model. The results for the cases of savings-limited and
import-limited growth are as follows:t

(i) Savings limit: d Vn = 1
d(&Fe) R "'?'-:é"

"

(ii) Import limit: d Vn 1

where: k is the marginal capital-output ratio

&Y i3 the marginal propensity to save

,ul is the marginal ratio of required imports to increased GNP
Un is the GNP at the end of the period

ZF. 1is the total capital inflow during the period

/3 is a constant which increases with the time period considered.

1. The formalae are given in Chenery and Strout (5, p. 30). TFor a growth
rate of 5%, /<= 1.8 for five years, 3.8 for ten years, and 7.0 for
twenty. Export growth is taken as given.




variations in the direct effects, 1/ This fact is largely ignored in exist-
ing procedures for aid allocation and control, which are discussed in Sec-
tion II.

Ce Achieving Self-sustaining Growth

Virtually all recipients of aid are attempting to establish a process
of growth which can continue in the future without further assistance, The
possibilities for success depend on the country's ability to change its
economic structure as it develops. Inless there is 2 rise in the savings
rate or an improvement in the efficiency with which capital and human re-
sources are used, the growth rate after aid has terminated will revert to
the growth rate when it started, no matter how much aid and growth there
has been in the intervening period. In other words, the prospects for
achieving self-sustaining growth depend eﬁtire'ly onthe indirect effects of
assistance in changing the structure of the economy.

The structural changes that must be brought about in order to achieve
self-sustaining growth at a given target rate may be summed up as follows:

(1) Investment must be raised until it equalé the share of GNP
required by the target growth rate (T) and the capital-output ratio. For
a 5% growth target and a typical k of 3.0 to L.O, investment must increase
more rapidly than 5% per year until it reaches the required share of 15-20%
of GNP.

(11i) The marginal savings rate (s/’) must exceed the required invest-

ment ratio (kT) in order eventually to eliminate the reed for external

capital.

_];/ Variation in k represents the change in the productivity of all invest-
ment; the effect of a change in the productivity of the aid-financed
portion alone would be considerably less.

3 ™3

P — c L ‘ ™
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(11i) Trade criteria: If the ratio of imports to GNP is constent,

exports rust increase more rapidly than the target growth in GNP in order
to close the trade gap. Cutting the marginel import ratio in half through
import substitution lowers the required export growth to L% to close the
gep with a 5% growth of GNP,

The A,I.D. study (5, p.II-52) gives some estimates of the extent to
which recent performance of aid-receiving countries meets these requirements
of self-sustaining growth. Of the 26 countries for which these measures
could be obtained for the period 1957-1962, the performance of 11 satisfied

all three criteria for ultimately attaining self-susteining growth of 5% or

. more. Five countries satisfied neither the savings nor the trade criteria,

and the remainder were deficient in at least one of the three.

Although experience with attempts to accelerate growth through aid
is still limited, the comparative anslysis that has been made throws consid-
erable light on the relative difficulty of overcoming the several obstacles
to further growth. Among the 50 countries for which data was analyzed by
AID, there were almost none which did not experience an anmal rate of growth
in investment of at least 8% for a five-year period in the recent past.
The medisn investment growth for the whole group for 1957-62 was over 10%
per year. These rates of increase in investment suggest that absorptive
capacity may be less of an obstacle to raising tl_'xe grorth rate than is often

supposed, except in the most primitive a::cmnt.r-f}.eas.2 If past rates of incresse

1, Necessary conditions for closing the trade gap under other assumptions
are given by the formula in (5, p. II-5).

2. The 50-country sample covers 90%Z of the GNP in underdeveloped countries,
but it includes only 13 African countries and also omits the most primi-
tive economies in other areas.




TP il i Al s oo Sy e Ml o il - .- W

-u—

are corrbinued; investment can be raised to the levels required to sustain
growth rates of 5-6% in GNP in most countries within 10-15 years.

Of the several potential limits, the most serious obstacle to achiev-
ing self-sustaining growth at rates of 5% or more is currently the balance
of payments. It seems to be easier to increase the savings rate rapidly
enough to prevent indefinite dependence on external aid than to follow trade
policies that will eventually reduce the peyments gap. Cf the countries
in which both savings and trade performance have been disappointing -~ most
of which are in Latin America -- there is strong evidence thst a primary
cause has been the sluggish performance of exports and the widening trade
gap. The receipt of increased aid to £i1l the trade gap, unaccompanied by
a rise in investment, permits a diversion of potential savings into consump-
tion because of inability to control inflation or lack of demand for invest-
ment. This seems to have happened in Bolivia, Brazil, Chile, Colomhia,
Costa Rica, and other countries with falling savings rates.

The key role of exports in achieving progress toward self-susteining
growth is also demonstrated by an analysis of the countries which sre cur-
rently succeeding in this effort. In almost all cases, the trade criterion
has‘been met by an export expension of 5% or more. Although Brazil, Colom-
bia, India and a nurber of other countries have attempted to 1imit the need
for external capital primarily through import substitution, none of them
has succeeded in avoiding severe balance of payments difficulties in the
long run.

Projections for t he future based on the experience of the recent past
point to the increasing importance of structural deﬁgits in the bhalance

of payments as determinants of future aid requiremen’os.l Aid is increasingly

" 1. See Chenery and Strout (5, p. II-17)
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being provided not to accelerate investment erd growth but to offset the
growing imbalance between the structure of production and the structure

of demand. Despite the success of a number of countries in raising rates
of savings, investment, and growth in GNP, an increase in capitel inflow
of at least 5% per year will probably be required just to sustain pest
ageregate grarth of GNP of slightly over L%. To raise the growth rate of
the underdeveloped world to 5% or more would probably require an annual in-
crease in assistance of at least 107 even with some improvement over pest
perfonnam:e.l The difficulty of securing such increases in 2id or private
capital emphasizes the importence of making more effective use of the funds
that are available.

The above discussion has omitted any explicit consideration of the
effects of technological advance. Although studies of advanced countries
usually attfibute half of the increase in output to factors other than the
increase in factor inputs, we do not yet have estimates of production func-
tions in urderdeveloped countries that would be useful in rredicting the ef-
fects of future improvements. A considerable amount of technologicel improve-
ment is implied by ﬁhe demonstrated ability of some countries to raise in-
vestment rates substantially without 2 significant fall in the merginsl pro-
ductivity of capital.

It seems unlikely that in the next decade or so the IDC's will be
able to reduce the capital requirements for further growth even if there

is much greater concentration on technicel assistance. Although increasing

1. A number of alternative projections of IDC performance and correspond-
ing assistance requirements are given in (5, Section II).
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the smount and effectiveness of technical essistance deserves the highest
priority in aid efforts, it does not follc_:w thet external capital require=-

ments are going to be reduced as 2 result.
II. THE ALLOCATION AND CONTROL (F ASSISTANCE

Unlike private capital, public assistance funds are allocated among
countries in accordance with predetermined criteria. Any attempt to eval=
uate the effects of public assistance must therefore exsmine the bases for

its allocation and control. Starting from the objectives of assistance,

a strong case can be made for a rapid increase in the amounts made availsble

and for larger allocations to countries that perform well. From the work-
ing of the existing control system, however, it is often alleged ‘bhst addi-
tional funds cannot be effectively absorbed under present criteria. The
control system is therefore a key element in any discussion of fubure aid
policy.

An ideal system of a2id administration would include:

(1) an explicit statement of objectives;

(i1) a set of criteria for allocating aid based on these objectives;

(iii) a mechanism for controlling the form and amount of resources

to be transferred to each country.

Existing systems vary greatly in the relative emphasis given to
these elements. In countries where it is politically important to secure
an adequate flow of resources, the allocation tends to be made regerdless
of development objectives or controls which are normally applied in other
cases. In the absence of political urgency, the control aspect of the ad=-

ministrative mechanism tends to dominate; allocation by country then tends

A i b i e s b PR I RRTReTey . LTSy SPpIon | i o B
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to become a by-product of project review and other partial controls.

Most proposals for improving the present assistance mechanisms in-
volve a clearer separation of the gllocation and control elements in the
system and greater attention to the incentive aspects of each. Proposals
tgljbhis effect will be developed from an evaluation of the present aid mech-
anisms in the light of these functions.

A. Objectives and Modes of Assistance

Among recipients of economic assistence, there is a general con-
sensus that its primary objective is long-term economic and social develop-
ment, however defined. For the aid providers, the statement of objectives

is more complicated: it involves both a choice among recipients and a bal=-

ancing of benefits to the recipiénts against costs and secondary gains to

the donor. The main purposes considered by donor countries and lending
agencies include:

(1) the long~term development of the recipients

(ii) maintenance of minimum income levels and political stability

in the recipients

(441) political advantages to the donor, inc'].udi.ng the strengthen-

ing of one country instead of another

(iv) economic advantages to the donor.

The first three donor objectives require a2 specific country a1loca-
tion as part of the administrative process. This is psrticular 1y important
in the less viable economies, which would have immediate economic and polit=
jeal peactions to a reduction in aid. The allocative aspect appears less

important in some of the programs designed to produce development in the
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underdeveloped world as a whole, such as IBRD project lending or the distribu-
tion o PL L8O cormodities.

There are two types of country to which eid is currently allocated
in amounts designed to secure specific objectives:

-

(1) Non-viable economies == notably Korea, Vietnam, Laos, Jordemn,

the Congo, and some other former colonies -- which need a minimum

of external support to prevent economic and political deterioration,

(2) Countries with relatively effective development programs == such
as Tndia, Pakistan, Turkey, Chile, Migeria, Tunisia -- which have been
judged capable of utilizing substantial emounts of assistance to in-
crease their rates of growthe
For these two groups of countries, efforts are made by the principal bilat-
eral donor or by an international coordinating group to secure a flow of
assistance adequate to meet the primary objective.
Donor ob jectives are less well defined for countries which are not
at the top of the list in either politicel urgency or development performance.
Allocation in this large middle group tends to be more the result of the
piecemeal working of the ccntrol!. system than of conscious decisions based
on country performance and need.

B. Efficiency Criteria

Although it is impossible to set out unambiguous criteria for eval-
vating an allocation system having multiple and ill-defined objectives, some
partial tests can be deduced from the assumption that long-term deve_'!.opment
is the primary reason for the transfer of public capitel. These tests are
based to a large extent on the preceding analysis of the role of assistance

in the development processe.
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(1) The allocation svstem should be explicitly  relsted to the

principal objective of long-term developmente In practice, this implies

looking more at indirect effects and considering longer time periods than
is usually done,

(2) The allocation and control system should provide an incentive

to improved performance by the recipient. Country allocetion on the basis

of development performance will tend to improve the use of total available
resources, while country allocation on political criteria may actually re-
duce economic incentives and overall efficiency.

(3) Excessive avoidance of risk. Many types of aid administration

allocate funds to activities and countries primarily because the risk of

failure is low. Examples are the preference of the IBRD and AID for power

and transport projects. However, minimizing risk of individual projects

may not be consistent with maximizing the prospects for development of the
country as a whc_:‘le. Use of this principle also distorts the allocation
among countries.

(L) Costs of donor benefits., Each cordition attached to aid by the

donor in order to secure some economic 6r political advantage is likely

to have a cost in comparison to an unrestricted loan or grant. These oppor-
tunity costs should be weighed against the gains to the donor and the at-
tempt abandoned where the costs are excessive.

(5) Effects on development strategy. In addition to pa tial tests

of efficiency, the combined effects of all c?ntrols on 2 country's choice
of development strategy should be considered.
The significance of these criteria will he brought out in subse-

quent discussion of the altemative forms and conditions of aid.
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Ce Project versus Program Controls

The most important difference among methods of aid administration
1ies in the choice between individual projects or overall programs as the

basis for allocating and controlling aid. The project approach takes a

single plant or other unit of investment as the basis for analysis and aid

decisions. The program approach is based on the analysis and needs of the

whole economy, While combinaticns of the two are possible, it is easier
to compare them initially in a relatively pure form.

Under the project approach capital losns provide the imports required
by individusl investment projects. The commodities supnlied are typically
the investment goods to be used in executing the project, altbough sn allow-
ance may be made for the indirect imports needed elsewhere in the economy
for producing investment goods or satisfying the increased consumer demand
that results. Control of disbursements of a2id funds is related to the
importation of the specific commodities used in the project and is typic-
ally spread over 3-5 years. The allocation of assistance among countries
is largely a by-product in this system, although limits to the amounts of
project aid going to any one country are often imposed by the lending agen-
cies. .

The program approach is based on an assessment of the external re-
sources needed to carry out 2 given set of development policies designed
to achieve specified'goals. These gosls and the means to accomplish them
are usually set out in a development program prepared by the recipient
govermment. The elements of country performance msf commonly considered
in determining aid requirements are its allocation of investment by sec-

tors, its fiscal and balance of payments policies, and its recent experience

o _ L ""‘,4,_
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in carrying out investment and mobilizing savings.

Under the program approach, controls of aid can be applied on the
basis of the end results -- in increesed investment, output, and use of
income -~ more effectively than to the aid-financed imports. ™While it is
cus tomary to limit non-project assistance primarily to I:inancing producer
goods, this is a relatively meaningless form of control.

The benefits of the project system of aid administration to the re-
cipient countries are limited to its impact on their own systems of budget-
ary review and control. While enforced emphasis a better projgct prepara-
tion is often beneficial, its opportunity cost may be very high. The sys=
tem contains perverse incentives in both donors and recipients to select large
projects with a high import content in order to minimize administrative ef-
fort and maximize the aid received. These criteria often conflict with the
priorities of a well-concelved development program if project aid is offered
in any quantitye.

In terms of the five criteria suggested above, the program approach
is likely to be superior on all counts in countries where sufficient stabil-
ity and information exist to apply itol

The main arguments in its favor are:

(1) The program approach relates the amount and form of aid to the
objectives and performance of the recipient country.

(ii) The program approach can be more readily adminigtered gso as to
provide incentives to improved performance by the recipient.
(iii) Since the project approach focuses on individual projects and

sectors, it gives less attention to overall development policies.

1. The two systems are compared in more detail in (2).
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However; the program approach requires a certain amount of conti<
nuity in policy and information for economic anslysis, which only exist in
a fairly limited nunber of underdeveloped countries at the present time,

Apart from uncertainty and inadequate information, the main reasons
for the persistence of the project approach lie in its suitability to other
donor interests. Probably the most important of these is the fact that fur-
nishing aid on a project by pfoject basis allows the donor to remain uncom-
mitted. Since project approval involves a complex of technical and economic
judgments, it is quite feasible to increase or decrease aid for political
reasons without appearing to do so. In the course of accepting e certain
proportion of the projects received, a donor country can apply whatever ad-
ditional political or economic criteria it chooses without being liable
to a charge of discrimination, This is more difficult under the program
approach, where the conditions for qualifying for 2id are more explicitly
set out, The project approach also provides a convenient bagis for limit-
ing aid on the grounds that the recipient countries cannot prepare and
submit a larger mumber of acceptable projects,

The disadvantages of the project system cen be miﬁigated by cormbin-
ing it with elements of cduntry anelysis and the program approach. This
trend is apparent in both the IBRD and AID procedures for project selection

and review. Despite this trend, there are still relatively few countries

! that can rely on a continuing supply of assistance as a basis for develop-

ment planning,
D. Secondary Objectives and Donor Benefits

A large proportion of the apparatus for controlling aid is designed

to achieve trade or other benefits for the donors rather than to promote

i B Sl et i
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the interests of the recipients. For this purpose, 2id is limited to
commodi ties supplied by the donor, or even more narrowly b(? commodities
for which the donor would like to establish export markets.

The costs of securing these donor benefits are of three types:
(1) overvaluation of the amount of aid; (ii) reduction in the total
assistance provided; (iii) distortion of resource allocetion of the re-
cipiente

Aid is overvalued when commodities are exported at prices ahove the
world market.l This overvaluation occurs not only with PL L8O surpluses
bﬁt also with steel, machinery, vehicles and other commodities when com=-
petition is reduced. Overvaluation is not of any great importance to the
recipient in the case of grants or loans repayable inlocal currency (which
covers the bulk of PL 1,80). For other loans, the extrs cost due to tying
must be absorbed by the purchaser and reduces the element of subsidy in
the loan. - Part of the popularity of the project approach among donors de=

rives from the fact that it nomelly requires the procurement of the whole

“range of inputs for the project from the donor, regardless of relative

prices.

Procurement and use of conbr.ols may lead to distortion of the re-
cipient's allocation of resources when the choice of aid-financed commodi-
ties is tooflimited. The leading examples are agriculturel surpluses and
machinery tied to projects. To absorb this type of aid in substantial
amounts may require tte country to inhibit domestic production which would
otherwise be economical if aid were not so restricted in form.

The cost of the resulting distortion in investment allocation can

only be ascertained on a case by case basis. In the larger countries, such

—— r-"‘-"-"'.-.
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as India, Pakistan, Brazil and Turkey, where the development of machinery
and metal working industries is consistent with comparative advantage,
excessive reliance on the project approach would force the country to in-
nibit the development of these sectors and limit the total aid,® The same
is true of agricultural aid in other cases, where the distortion of resource
allocation must be weighed against the value to the recipient of the addi-
tional assistance.

Considering the differences in opportunity cost to the donors, there
may be more justification for tying aid to agricultural commodities than
to machinery, since the political and economic problems of continuing ex-
cess capacity are more acute in the former. The cost of the present sys=- '
tem would be clarified if all aid commedities were charged at competitive
world prices, with a separate accmm‘.:,ing for the subsidy to exporters such

as now exists for PL 4180 commoditiese

E. Effects of Multiple Controls

The full effects of the present set of controls can only be seen
when they are examined together as a system. Perhaps a quarter of all aid
is supplied in a form that is sufficiently flexible to meet the general
import needs of the country, and this type of assistance is 1imited to
relatively few countries. The remainder is available in the form of cer-
tain commodities or for certain types of projects. Recipients must try to
match up the portions of their development plans with the criteris of the

various donors, while donors often have to search for suitable projects.

1. This reasoning has been accepted by the US Government but not by most
other donors.
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The most serious disadvantages of this system are:

(1) The incentives to aid recipients relate more to the technique
of project preparation and good bookkeeping than to good development policy.

(2) The availability of unused funds for certain purposes gives
a false impression of limited absorptive capacity; which in many cases is
merely a product of the control system itself.

(3) Too much of the scarce administrative talent of the underdeveloped
countries has to be devoted to making the system function rather then being
available for more important tasks of development policy.

It is almost impossible to estimate the quantitative significance
of these factors in any scientific way, but I would hazard the guess thsat
the present volume of aid would contribute L0% or 50% more to development
if the control system were designed to operate entirely for the benefit of
the recipient countries. If this order of magnitude is correct, it seems
much too high a price to pay for the politicel support of special interest
groups and the very limited real economic advantages gained by the donors.
As with tariffs and export subsidies, aid tying and ot.he:; restrictive

measures become largely self-defeating when everybody adopts them.
III. INCREASING THE EFFECTIVENESS OF ASSISTANCE

Three main conclusions emerge from the preceding enzlysis:

(1) Foreign assistance can be a powerful mechanism for secrring
rapid d evelopment when supplied in adequate amounts to goverrnments able
to mobilize resources with reasonable effectiveness.

(2) The aid mechanism is operating far below its full potential be-

cause it is not sufficiently focussed on the goal of development. The
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attempt by donors to secure secondary economic henefits for themselves
involves a2 variety of controls that do not contribute to development and
often inhibit it,.

(3) Since the major donors compete for these secondary benefits,

their efforts are largely offsetting. There is a substantial cost to

‘the recipient in the system of source and use controls without any sig-

nificant gain to the donors as a group.

Proposals for improving this situstion must take account of the domi-
nant position of the donor countries, their mixed motives in providing agsis~
tance, and the nature of existing internstionsl institutions. It is there-
fore not realistic to consider the abolition of a1l controls == nor would
it be likely to yield as good results as a purposive combination of incen~
tives and controlse

The following set of proposals is suggested as being both desirable
for the aid _recipients arnd within the realm of imaginstive diplomacy for
the aid providers.

(1) Objectives of assistance. There should be general agreement

that long~term development of the recipient country is the over-riding
objective of economic assistance. It is not necessary to eliminate the
variation in donor preferences for individual countries so long as the
criteria for amounts and forms of aid are based on developmental consid-
erations. International -- or at least Free World -~ agreement on this
subject would strengthen the hands of recipient govermments interested in
the welfare of their people and reduce the temptation to seek aid by play-

ing off donors against each othere
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(2) Redesign of the control system. With development established

as the primary objective of public capitel movements, a suhstantial re-
design of the present system of conﬂicting and piecemeal controls should
be possible. It should be aimed at improving the incentive aspects of the
system as well as eliminating controls that hinder the efficiéﬁt use of
assistance.

(3) Incentive programming. Since the amount of aid required to

achieve any given developmental objective depends largely on the use thet

a country makes of its added output, aid allocation should be designed to

"improve the indirect effects of growth and not concentrate only on the ef-

ficient use of aid-financed commodities. To vary aid in accordance with
performance, it is necessary to carry out an overall analysis of the economy.
This procedure can be followed to some extent even when aid is being con~
trolled on a project basis.

The potential effects of an incentive programming system can only
be determined after the major donors have made it clear that better per-.
formance will lead to more aid when it is warranted rather than to cutting
down assistance. While the United States has taken the.first steps to
establish this principle in its major support countries,l the correlation
between chenges in performance and variation in aid is not yet high enough
to be very persuasive. Endorsement and .use of this principle by the major

bilateral and multilateral aid providers would make it much more ef'fec!;:'are.2

1. See A.I.D., Principles of Economic Assistance (2) and the A.I.D.
presentation to Congress for 1960 (3, pPe 7).

2. The principle of allocating assistance against performance is implicit
in the Charter of Punta del Este, but the agencies of the Alliance for
Progress have only taken a few halting steps to apply it.
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The success of the I.M.F. in securing acceptance of standards of halance
of payments performence -- even if one does not agree with a1l their appli-
cations -- is suggestive of what could be accomplished in the aid field.

(L) More purposive controls. The control mechenism should be ex=-

plicitly designed to promote the economic development of the récipient
country. As information on performance improves, it should be possible to
shift increasingly from project control to a2 program-type of control. The
greater cconomic validity and better incentives that result from program
controls have already been discussed.

With growing information, it should be possible to establish usesble
measures of savings, investment, and balance of payments performance that
would promote an adequate basis for control. For example, a country which
had been performing well -- investing at 18-20% of GNP and savine 25% of

the resulting increase in incomel

-~ gafely could be provided whatever
assistance it needed to achieve growth rates of up to perhaps 7%. So long
as this performance was maintained, additional aid could only accelerate
the rate of growth and reduce the total amount of assistance ultimately
needed to attain self-sustaining growth.z
On tests such as this, the number of countries having access- to in-

ternational assistance without excessive controls might be increased from

1, These values of the savings and investment parameters represent per=-
formance in the upper quartile of performance, as shown in (5, Table 5).
For countries starting from low investment levels, the rate of increase
in investment would be a more appropriate measure.

2. An upper limit to the growth rate to be supported is suggested to avoid
the problem of a few exceptionally good performers receiving a high
proportion of total aid, but this eventuality seems remote.
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half a dozen to a dozen or more. The resulting incentive to others to
try to achieve better performance should be substantial,

(5) Redesien of the Project Approach, To implement the preceding

suggestions, the project approach should be redesigned to retain only the
features which contribute effectively to development. Two changes sre par-
ticularly needed: (a) consideration of projects in an overall framework
of country analysis; (b) weakening or abolishing the 1ink between aid allo-
cation and project approval, which tends to remove the incentive for better
performance in other aspects of cvelopment policye.

(6) Donor coordinstion. To carry out the country programming ap-

proach outlined above, the donors need a common evaluation of recipient
needs and performance. Here again the analogy of I.M.F. reviews as a basis
for agreed action comes to mind. Several organigzations -- the I.B.R.D.,
the D.A.C., the 0.A,S, == have taken on some of the comparable 2id coordi-
nating functions, but a great deal more is needed.

The example of countries where some of these conditions have been
met == usually because of their political importance to particular donors =-
suggests that effective use of aid has not depended on detailed project-type
controls. The most successful cases of the use of aid to transform under-
developed economies in U.S, experience -~ Taiwan, Greece, the Philippines, _
Israel, Pakistan, ét.c. -= have been supported largely by program aséistance.
It is very douwbtful that anything apnroaching the volume of resources trans-
ferred to these countries could have taken place under present project pro-
cedures. Furthermore, any estimate of absorptive capacity or development
potential based on the project approach would have proven to be much too

pessimistic.
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With examples such as these in mind, I am very skeptical of the
project approach to the analysis of absorptive capacity with its implied
conclusion that aid levels cannot be substantially raised because addition-
al aid cannot be effectively used. The ability to prepare projects is anly
one of the requirements for successful development, and probably not the
most important. It would be equally logical to measure absorptive capacity
by the extern2l capital flow that could be absorbed without depressing
the savings rate. The marginal savings rate and the mer ginal productivity
of capital are of equal importance in determining the future rate of growth.
If absorptive capscity is to have any operationsl meaning, ib should be
identified with the total productivity of assistance, not just one of its
components. .

The other aspect of this experience which has great significance for
future aid policy is the importance of achieving rapid growth. Tn coun-
tries with have "graduated" from the category of aid dependents, one of
the keys to success seems to have been the accomplishment of high levels
of investment and growth of GNP. It is not at 2ll clear that the marginsl
productivity of investment was particularly high in Greece, Taiwen, or Is-
rael in the early 1950's. What is clear is that the rapid growth of out-
put has permitted the structural chenges in savings rates, export growth,
and import requirements needed to make growth self-sustaining. In countries
where conditions make it possible for additionaj. aid to get growth started,
it is likely to turn out to have been very produc tive in the long run even

if the short-run productivity seems low.

IR
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q) ¥ )L University of East Anglia

School of Social Studies
Wilberforce Road, Notwich Nor 541
Telephone Norwich 52651

11th March 1966,

Yoo (. Wilean ,

Many thanks for your encouraging letter of 28th February.
I am very glad to see from your comments that we are thinking on similar
lines,

Our first task is to explore possibilities of initial
finaneial support, and this we are doing. Once we have prospects of
this support we shall be able to get down to more detailed planning,
arrangements for co-operation and recruitment.

At that stage there will be a number of more specific
points on which we shall want to ask advice and help from you and from
the Bank, One of them will be recruitment, which is obviously going
to be vital. Another will be on areas of initial concentration. At
this stage we want to leave this question open, becfigse the answer will
depend very largely on the demand for services and on the people we
manage to recruit. But since on the scale we envisage we shall be able
to run at most two projects properly, we shall then be committed for
some time dp two countries or regions. We hope we shall have some
choice before deciding and we shall need advice at that stage.

I shall let you know how things develop.

Ym ou~eanchy
Rt e\ ot o

A, S. Mackintosh

G, M. Wilson, Esq.,
International Bank for Reconstruction
and Development,
Washington, D.C. 20433
U,S,A.



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

March 8, 1966

Mr. Woods
& \ N
through Mr. @harhxc\, _.J)v‘\e\?\
fi
=
1 | I spoke to Hollis Chenery about the paper he
A delivered in Karachi in December and he is

f'?, sending a copy. He told me, however, that

it was largely a mathematical presentation

and that the attached paper presented more

or less the same argument in a much more read-
able form.

A. Stevenson

at tachment




March 3, 1966
¥Mr. Athole S, Mackintosh
University of Bast Anglia
School of Social Studies
Wilberforce Road
Norwich NOR 77H, England

Dear Mr, Mackintosh:

X

.{"-‘
Thank you for your letter of February 1a¥'m1uug

of my colleagues on the economic side of the Bank and
are a1l agreed that your idea is a good one and we hope
that you can bring it to fruition., If you do succeed, we
will certainly want to keep in touch with this Group.

If I understand your propesals correctly, they have
been framed with the experience of the Harvard Development
Advisory Service very much in mind. I may say that we in
the Bank have found that Service to be exceedingly useful
in the development task and have remained closely associ-
ated with its operation. I only wish that more universi-
ties would follow a similar course.

It was nice to hear from you and I wish you well in
your endeavors.

Sincerely yours,

Richard H., Demuth
Director
Development Services Department

RHD :t.f .,/
ce: Messrs, Wilson, Friedman and Kamarck
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February 28, 1966.
:b...c.?_ o }L ; H:x o ,,ﬂt__ sl oS A 3)”)“3

Many thanke for your letter of February lﬂt.h{bout your
new programme on development. I see that you have also sent a copy
to Mr. Demuth and I believe that he 1s talking about it with various
people in the Bank. The comments which follow are purely personal
to nU‘Belf .

let me say at once that your general scheme seems to me
to be quite excellent and should prove extremely useful provided of
ecourse that you can get hold of the right people. This kind of
combined operation is long overdue and arrangements along these lines
will be needed increasingly for the long haul that is ahead of us.
The points that I have in mind are therefore suggestions, not criticisms,
and I have no doubt that most of them, if not all, have occurred to you
already. They are:i~-

1. There is always a risk in this kind of thing of spreading
oneself too thin and, given the numbers that you have in mind, you
might like to consider concentrating on a limited number of countries.
There is an increasing amount of specialization and expertise in this
general subject, more particularly perhaps in the United States, and
it seems to me that you should think of your activities not only in
relation to what is happening in other British institutions but also
to what is happening over here. With your knowledge of the Harvard
programme, this of course will not come as anything new to you, but
you might also like to take a leok at what M.I.T. and no doubt others
are doing in this field. Another reason for concentration is that,
while there is much that is common to development in general, the
mmrmemtothahurtofth.mttorthomﬂmﬁndthatoaeh
country is unique and has its own particular set of problems. This
toouillbenothingmtoyoubutlthi.nkitmyarfuctthe way in
which you set yourselves up.

2. Following a similar line of thought you might think of
entering into some kind of arrangement with some American institution,
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3. If you do decide on a certain amount of concentration,
t-horowuldhoagooddultobenid for having some kind of

would provide a base overseas for your staff, their people could
help you from time to time in Norwich, and you could help to build
them up and so leave something permanent to show on the ground,

L. I was particularly glad to note your emphasis on
sociological studies in connection with economie development.

There has been some tendency to neglect this aspect, .not least in
the developing countries themselves, and I am sure that you are right
to make it an integral part of your programue.

let me know. In the meantime, all good wishes to you and I hope

NSigned) 0. M. Wilson

G. M. Wilson

Athole S. Mackintosh, Esq.
University of East Anglia
School of Social Studies
Wilberforee Road

Norwich, NOR 77H

ENGLAND,
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INTERNATIONAL DEVELOPMENT ‘ INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

/ o~ OFFICE MEMORANDUM

TO: Mr. George-D. Woods | \ DATE: February 23, 1966
FROM: Irving S. Friedman // "2 _ A ...».w m-:“_“:? |
SUBJECT: f%?{l{ .. e /3
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T think you would be interested in this note summarizing Mr. Hoffman's
recent Cleveland speech. You will note that Mr. Hoffman calls for an increase
in all of over $6 billion a year in the capital countries by 1970. This figure
is not really comparable with ours as we made an estimate of what the average
per annual need might be for the next five years and came out with a figure of
$3 - $[ billion a year. However, I would guess that the figures were computed
very differently.

Attachment r ¥ f
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFICE MEMORANDUM

Mr. Irving S. Friedman DATE: February 23, 1966

Bimal Jalan

s I thought that you might find the attached speech of Paul Hoffman's
(delivered on 15 February 1966 in Cleveland) interesting.

2, Mr. Hoffman's speech is a plea for higher wolumes of development

aid to the developing countries. He suggests that all the industrialized
countries, including the Soviet Union must appreciably increase their
contributions to global development in their own economic self-interests.

The explosive technological progress in advanced countries urnmistakably

points to the need for vast new markets if the industrialized nations are

not to run the risk of slow suffocation from a glut of goods and services.

The low-income countries are the most likely place for finding these markets --
the assistance of developed countries in increasing their income would in

turn be of immense benefit to the donors themselves in the form of vastly
inecreased exports and resulting employment benefits. The United Nations
experience in the field of pre-investment activities suggests that the
developing countries on their part can successfully meet the twin challenges
that face them -- growth in ability to provide a decent standard of living,

and growth in ability to contribute to an expanding world economy. The missing
link is development capital which the advanced countries should help supplement.

- Mr. Hoffman argues that of the current capital outflow of $9.5
billion to developing countries, only $L.8 billion represents a direct
charge on the taxpayers -- specifically the $1 billion made available in long-
term low-interest or no-interest loans, $500 million in technical and pre-
investment assistance, and $3.3 billion in other grants. The remaining
$L.7 billion - or almost exactly half - comes from private investments and
from loans that meet strict banking criteria with normal interest rates.

In order that the development curve may climb at the necessary rate, Mr.
Hoffman suggests that the advanced countries by 1970 must double the volume
of private investment and bankable loans and the present rate of soft-loans
and pre-investment assistance. He, however, does not believe that one can
realistically count on any sizeable increaee in the level of grants-in-aid.
Thus, in all, Mr. Hoffman calls for an increase of over $6 billion a year
in capital flows to the developing countries by 1970.

{
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Messrs. I. S. Friedman and A. M. Kamarck February 23, 1966
Frank Tamagna
On the Nature and Variety of "Links"™

There has been a great deal of talk about the "link" between monetary reform

wlopment, but the nature of such temm is so vazue and the
variety of possible alternatives so wide, us to confuse its meaning in
relation to any particular proposal. This memorandum is intended to list and
oncepts. Four principal types may be antlysed,
swhether the link is viewed as part of a new integrated monetary systen,
or as an instrument of the Fund, or of the Fund and Bank, as an "ad hoo"

]
g
;
:
;

The three principal forms of links, viewed as integrated in new
monetary systems, are those proposed under the "Stawp Flan", the UNCTAD
studies, and the CIAP proposal.

Ul ' the 8 the link would tale the form of a redirection o
of countries, for which it would be created, to
the advanced countriss, through a transfer process of real resources {rom
the latter to the former. This type of link is not generally regarded as
acceoptable to the advarced countries, and little consideration has been given
to it in current discussions, except by India. The prinecipal objection arises
from the attitude of the "Group of Ten", that the ereation of new reserve
assets should be viewed as a catalytic element facilitating the mixing of
resources without being used directly in any permanent way; furthernore,
ary redistribution of the new reserve assets to the advanced countries,
that would result from such link, might tend to concentrate liquidity in
some of them, to the exclusion of others, regardless of their own needs
or their finsncing of world trade.

The URCTAD studies suggest a distribution of new liquidity on a uniform
basis amon; advanced and developing countries aceording to | Typ s, This
approach would be integrated with development financing by ﬂm:!g
of the credits contributed by advanced countries through the International
Bank, thereby providing an opportunity for each individual advanced country
to increase its own share of new liquidity by the increase of exports to
developing countries. This type of approach has not found support from

A new proposal for link is being advanced by a ttes of

to the effect that Latin America should be ) new
system as a group instead of on a country by country basis. The
concept of link would be embodied in the provision of a Latin American
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quota in the new reserve pool; such quota wauld be autonomously sanaged
by latin America (presumably, the Latin Americen Directors in the I¥),
in ways consistent with multi-lateral surveillance with respect to the
individual countries and joint decisions concerning policies and uses

of the reserve assets. The prineipal argurents in favor of this

mont are that, in the firet place, it would permit access of Latin America
to the poolj in the second place, multi-lateral surveillance would streangthen
the monetary policies of the Latin /mericenmembers; and in the third place,
comson policies would give support to the movemsnt toward economie intezra-
tion. Some of these arguments may be open to doubt, but an important
objection is that this type of link would leave in abeyance decisions con-
cerning developing countries in general, and sharpen the contrast between
what would be dore for @& limited mumber of economically and pslitically
strong countries and what would remain to be done for the majority of the
smaller and weaker cauntries in other parts of the world,

2o Links th

It is generally agreed that any change in the monstary relations among'
the advanced countries and the reciprocal creation of new reserve sssets
would find an appropriate place in the International Mometary Fund., This
is a recognition of the role and purpose of the Fund with respect to
internatioral liquidity, and is also intended to facilitate the establishe
ment of a link between what advanced countries would do for themselves and
what thay could do for developing countries.

The most common type of link emvisaged by the advanced countries is the
allocation of some part of newly created reserves (say 29%2) for use by the
Fund in operations on behalf of developing countries. Such a provision is,
for instance, embodied in Mr. Emminger's proposal. There are, of course,
various ways in which the Fund could use swh portion of currencies provided
by the advanced countries, namely:

a) They could be used in the normal gperations and under the standard
miles on behalf of individual countries. The advanced countries'
contribution would give a wider cholce of currenciss to the Fund,
but would nmot add to the liquidity of the deweloping countries,
whileh would contimue %o be limited in their own drawings by their
own quotas and the Fund's rules.

b) It comld be ppoposed to increase the quotas of the d eveloping
countries without similar increase in the quotas of the advanced
countries, thereby compensating the former with larger drawing
rights in exchange for the newly created liguidity made available
to the latter. Such action, however, could be taken independently
of any reform of the monetary system, and the present "hard curren-
cies” resources of the Mund appear quite adequate to cover any
moderate increase of dewloping countries' gquotas.
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¢) This end, moreover, could be achieved simply by liberalization
of drawing rights for developing countries under the present
quotan the Emminger proposal specifies that the Fund could
use the additional currencies provided by the ad wnoed countries
in accordance with the walwer clause of Article VIiI-2.

d) fuch additional currencies could also be used by the Fumd %o
expand the scope of special financing in behalf of countries
in which a deterioration of the terms of trade would cause a
longer or larger than usual swing in the balance of payments.

while all of this would undoubtedly benafit the developing couniriess,
it runs counter to their basic sbiection to "conditional liguidity" (as the
Fund vould provide for the most part) and to their aspiration for "unconditional
liquidity" at terms comparable to those of the advansed countries. In this
respect, it may ales be noted that the UNCTAD study of "Twenty-one" also
prospects that developing countries have a longer timing need for reserves
as compared with the advanced countries, and therefore, any reserve assis-
tance should be in the form of longer tera creditsj also at lower charges
than epplicable to the advanced countries.

3. links thwough joint Fund-Senk operations

An spproach widely shared by advanced and developing countries has been
the possibility that some part of the newly created raserve assets of ad-
vanced countries omld be invested by the Fund in Internatiomal Bank bonds.
This procedwe woald also enjoy the backing of past experience, as central
banks have been investing directly in special International BDank bonds in
the investment of some portion of thelr reserves
be regarded as an extension of existing practices.
This pr . the Manager-Director of the
fund ard enbodied in the UNCTAD report. Thers could be at least three

L1 such ¢

g
:
:
|
:
i
T

in regular marketabls
ads to be destined for any finan-
eing that the Bank might deocide. This would, in effect, add
to the Bank's resources, supporting its expanding operations on

b) In view of the special ssurce of the funds, it could be
arranged that the Bank should hold them f o special "swing"
operations of a shorter and intersediate rature. These aay
well be appropriate for instance, for the proposed supplementary
financing: The Bank oould raise the nseded funds for such
purpose by the issuance of speclal securities to the Fund, in
exchange {or the stipulated portion of advanced eountriest
currencies,

¢) A third alternative could be an arrangement under which the Fund
and the Bank would join in combined operations, making available
reserve assets todeveloping oountries on a long~term basis. Under
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such arrangenbat, the Fund could open a line of oredit to the

Bank for the stipulated saount of advanced countries' currencies)
such line of oredit would, in turn, provide the basis for "reserve
loans" with maturity of, say, betwsen five anl ten years. The
bank could extend swh credits on a case-by-case basis %o countries
whichs

1) in the opinion of the Fund, had been pursuing and were
comuitted to maintain policies of monetary aml exchange
stability; and

i1) in the opinion of the Hank, had been implementing and
ware comaitted to maintain development programs oon-
sistont with their available resoirces from internal
and external sources, amd objectives of productivity
and competitiveness in new investments.

In practice, the Inmternational Hank could open & line of credit in
famdu“acmﬁatmmt.owﬁ;mimlm;mmm
eountry would draw upon the line of credit, the Bank would 1
mmmm“mmwm-m gach use of

i
;

. ather
hand, the courtry refrained from using, or proved able %2 use from time to
time and replace the line of credit, it could be adunitted as a member of
the reserve group; in such case, the oxedit line opened by the International
Bark on its bebalf could than be transformed into a pegular quota in the
groupe

E
é

'n:- are other kinds of special links, designed principally on "ad hoo®
» meet special situatiors.

One proposal, expounded in particular by Isreeli representatives, would
the grenting udmomnﬁamqummmﬂ
2 their mum vig-a=-vis others. Arother is the proposal that
reserve assets of advanced countries be used for assisting in the con-

Mm mmmwdﬂwmmm-mum-
tera debt hm of reserve assets ocould be used to iron out

high and md.m the balance of payments of debtor countries and assure

§s¥ !
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the contimuing service of the sonsolidated debt. In another way, mserve
ansete could be set aside to provide long-ter loans to developing countries,
for purposes of current imports ard trade finaneing, on the ground that such
countries siould Le prepared L0 encounter down-swings running ower pro-
longed perdiods of time, Last may be mentloned the French proposal, that the
distribution of reserve credits among advanged countries should take into due
acoount their individual contributions of ald and finamcing to developing
countriss.

Ss_Conslusion

Incoonolusich, the comcern of the developing countries is related to two
principal aspects: the unconditional access to reserve assets, and long
swings in the replacement of such assets when used. Froa this point of view,
the gap in attitude between advanced and dewveloping countries appears practi-
cally unsurmountable, as the former regard the creation of new reserves pmrely
as a buffer to tide over temporary situations, while the adjustment is made
by changes in basic policies. There is little concern or emphasis among
developing countries, on the other hand, as to the e ffort and provjeus ine
volved in such ad} mm,mahmumwmmam
approach by the “Uroup of Ten". In this lies, in effect, the basic difference

two groups

FMT/mj

cc: Messrs: P, de Fontenay and P. Pereira Lira
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Major Trends in Development Finance

in 1965 - Preliminary

It is too early to appraise the major trends and events which formed
the background for development finance in 1965. However, some preliminary
and rather general observations may be ventured at the risk of possible re-
visions and qualifications as more data become available.

Over-all Picture

The year 1965 has been characterized by some slowdown in the growth
rate of world production and international trade, compared to the two previous
years. The export earnings of the developing countries, which had attained an
unusually high level in 1963 and 1964 have slackened and this has reduced the
rate of increase in their import capacity.
Growth

The world growth rate has slowed down in 1965, compared to the previous
two years, mainly due to unusually low growth in Western Europe and Japan.
Due to restrictive policies designed to combat inflation, the United Kingdom,
France, Italy and Japan have increased their production in 1965 at rates not
higher tham 2.5 to 3%. Germany has also slowed down its growth, although it
still has been able to raise production by 5%. The major exception among the
industrial countries has been the United States, which managed to attain in
1965 an exceptionally high growth rate of 5.5% in real terms. The industrial
countries as a group probably increased their gross national product by 4 to
4.5% in 1965, a rate somewhat lower than that of the previous year.

Data on growth rates are still unavailable for most developing coun-

tries. On the basis of slower increase in their export earnings and imports,
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the over-all growth of the developing countries has probably also slowed down.
Taking into account the differences in population growth, the developing coun-
tries as a group continued to increase production in 1965 at a rate of half or
less of the growth rate in the industrialized parts of the world.

Nowhere has the lagging increase in production of the developing coun-
tries been more marked and consequences more serious than in agriculture and
food supply. 1In 1965, the agricultural production of the developing countries
has not kept pace with the population increase. The production of food in the
developing countries is presently only some 3 to 47 higher per head than eight
years ago. As a matter of fact, the developing countries have become increas-
ingly dependent for supply of their minimum food requirements on Worth America
and other developed areas, such as Australia. It may be worth reminding that
in addition to U.S. surpluses purchased on "soft" terms at an amount higher than
a billion dollars a year, the developing countries have been spending more than
$4 billion of "hard" currencies per year on imports of food. The growing de-
pendence of the developing countries on the industrial ones for the supply of
food can be reversed only through a major breakthrough in their own agricul-
tural production.

Trade

The slowdown of 1965 has been more accentuated in international trade
than in production. World trade, which expanded in 1964 by the exceptionally
high rate of 12.5%, increased in 1965 by 8.5%. The share of the developing
countries in international trade continued to decline, as their own exports
to the industrial countries have grown in 1965 by no more than 6%. Due to
the more moderate increase in export earnings, as well as to the insufficient

capital inflows, the developing countries as a group have been able to raise
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their imports in 1965 by only 6%, compared to an increase of almost 9% in
1964.

The slowdown in the increase of export earnings of the developing
countries has been due to two main factors: first, the less vigorous ex-
pansion in the industrial countries lowered their import requirements from
the developing countries. It should be recognized, however, that the rate
of expansion in world production and trade in the previous year has been
much more of an exception than a reflection of the longer-term trend. The
developing countries would not serve best their own interests if they base
their production plans on the unrealistic assumption that the demand for
their exports will continue to grow at the unusual high rates of 1963 and
1964. Second, and probably more important, the increase in supplies in some
major export commodities resulted in a marked reduction in prices of some
major commodities. The IBRD "commodity price index for lower income pro-
ducers" has been some 47 lower in 1965 than in the previous year. The
lowering of commodity prices in 1965 was in fact a continuation of the down-
ward drift since the recent peak level which was reached at the first half
of 1964. Most of the decline in commodity prices reflected the downturn in
prices for sugar and cocoa. Prices of agricultural raw materials, especially
cotton, have also declined somewhat, while the price level for minerals
proved to be rather strong, and has recently even increased, mainly as a
result of higher prices for copper, related to the political situation in
Rhodesia and labor unrest in Chile. The fluctuations in export prices over
the last few years have been mostly due to changes in supply conditions.

The over-all demand for primary products, and especially for foodstuffs has
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been growing at a slow yet steady pace, while larger crops of commodities
such as sugar and cocoa have resulted in sharp falls in prices.

Among foodstuffs, coffee proved to be the exception, being able to
maintain a rather stable price level in 1965. 1In part, this may have been
due to a limitation of supplies by the International Coffee Agreement. The
participants to this Agreement have been recently exploring ways and means
of diversification of those economics which have been and still are highly
dependent on coffee export earnings.

Capital Flows

Data on the volume of capital flows from the industrial countries to
the developing ones in 1965 are not yet available. Yet indirect indicators
do not point to a significant increase in the level of official capital
flows. Partial and preliminary data based on the U.S. balance of payments
figures indicate an increase in the flow of U.S. private investments to the
developing countries. At the same time, the level of income payments on
private investments in the form of dividend and interest has also increased.
However, the flow of private investments has been limited to a small number
of developing countries, some of which are oil producers.

One of the marked developments in recent years has been the tightening
of international capital markets, as well as a general rise in interest
rates. The United States and United Kingdom balance of payments difficul-
ties, as well as the disinflationary policies in continental European coun-
tries, have resulted in a tightening of the international capital markets.
The long-term interest rates in several markets have raised to levels un-

known in the past several years. This situation has raised the costs and



e B w

sometimes also effected the availability of capital in such markets to a
number of developing countries as well as to international development in-
stitutions.

Domestic Policies

The latest Annual Report of the Bank suggested, on the basis of the
Bank's country enquiries, that the developing countries could use effective-
ly some $3 billion to $4 billion more external capital per year than is
presently available to them. Recent developments have strengthened the be-
lief that several developing countries have come to learn ways and means
to make more effective use of external capital by widening the basis of
technical skills and know-how and by applying policies conducive to steady
economic development. The need for higher priority for the domestic produc-
tion of food has become more widely recognized, and measures to deal with
this need seem to be gradually forming. Some countries are adopting a
more welcome approach toward private investments, domestic and foreign. 1In
some cases, efforts have been made to raise levels of domestic savings by
fiscal measures as well as by increasing efficiency in public enterprises.
In several developing countries, however, reasonable performance in the
mobilization of domestic savings and their proper use for development as
well as in other crucial aspects of economic policies, is not being shown.
Yet, signs of improvements in economic policies have been recently evident
in a number of large developing countries, such as Brazil and U.A.R.,which
have been experiencing serious difficulties in recent years. Their own ex-
perience, and sometimes examples of other countries, helped to make clear
the need of appropriate policies, and one may dare to expect further pro-

gress in this field.

David Kochav
February 1966



INDICATORS OF GROWTH AND TRADE IN 1965

(¢ Changes)
1965 196

GNP Imports GNP Imports
United States 5.5 115 L.8 5.0
United Kingdom 2.7 -- S.h 9.0
Germany 5.0 15.5 6.6 10.7
France 2.5 - 5.3 1.7
Ttaly 3.0 - 2.9 -5.9
Japan 2.7 3.0 13.9 1k.3
Canada 6.5 12.0 6.L § & O
Australia 5.0 20.0 6.5 18.0

Source: Official sources for each country.



International Trade

(Billions of $)

% Change
3/4 1964  3/4 1965 1964 3/4 1965
Annual Annual Over Over
1963 1964 Rate Rate 1963 3/4 1964
Exports (f.0.b.)
World 134.8 151.4 147.2 159.6 12.3 8.4
Developed Coun-
tries 1/ 101.9 115.1 111.6 121.8 13.0 9.1
LpCc 2/ 32.9 36.3 35.6 37.8 10.3 6.2
Imports (c.i.f.)
World 142.5 159.2 156.3 168.8 11.0 8.0
Developed Coun-
tries 105.7 119.2 117.4 127.2 12.8 8.8
LDC 36.8 40.0 38.9 41.6 8.7 6.5
1/ IDA Part I. With the addition of Iceland, Ireland and New Zealand.

2f IDA Part II. Less: Iceland and Ireland.

Source: IFS, January 1966.



U.S. Capital Flows to LDC

(Millions of $)

Government Grants and Capital
Private, net:

Direct

Non-direct

Total

Source: Survey of Current Business, December 1965.

Jan.-Sept.

1964

3,134

272

205

3,811

Jan.-Sept.
1965

3,267

718

314

4,299



Private Investment Income of the U.S. from LDC's

(Billions of $)

Jan.-Sept. Jan.-Sept.
1964 1965
Income to the United States 1,934 2,132
Less: Income to LDC's 102 132
Net Income to the United States 1,832 2,000

Source: Survey of Current Business, December 1965.
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Fevrusry 16, 1966

1. Iou asked us o prepare moutline lor sutmission to the CLCD
as guldance for them in thelr proposed study of the prospective growih
of the develojed countries. e feel Lhat the previous work sponsored
by the OBCL in this field !# sufficiently sophisticated o make it
unnecessary for the “ank Lo prepare a detailed sutline. ve would like
to indicate what should be our minisum interesis and suggest that we
offer to discuss the outline of the study when OECD have prepared it,
ibis would be more useful than 4 we are Lo iry %o propares such an
outline ourselves,

2o The Sank's interests in this study are basically lwes

(8) Some guldance as to the likely movemente of Lhe major
determinants of the demand for the exports of the less developed
eountries, particularly these products normally studied by the
Commodities Uivision., Ihe targel years for the projeetion should ve
1970 and 1975.

(t) wWe are also inierssved in the setnodologiecal approach
to e used by he QBCD, with particular reference L0 gur proposals
for quantitative research ant estimaies o eapital requirements.

M We would sssume that the siudy will make estimates and o ojec-
tions for certain key variaules, couniry by country. Ia additionm it
should provide systems of welgnte for combining the individual country
projections inte regional snd economic growpings eithsr on the basis
of exchange rate or purchasing power parities. The major variavles
we would need 1o huve projecied includes, population, labor foree, UD?,
investment and ocutput in sanuiacturing, agriculiure, and the major
tertiary sectors (especially power)., where epplicable Lhe projection
should be in real terms, A maximum o detail would be nighly welcome
(even if in terms of assumpiion rether .uan independent findings) such
as disposatle income, relative growth in duratles and nén-durables
branches of industiry, ete. A discussion of likely trends in individual
méjor countries' trade and payments over the peried in question would
be of interest to Lhe junkl country economic work,

L. You suggest Lbhat e should eall astention to the likely role of
later supply 68 & determinant of ,rowth over Lhe next decade. IThis might
be vroadened L0 & genersl consideration of those fagtors which are likely
L0 acL as constrainis on economic growth in the Jdeveleped countries,
whether 1t Le & shorvage of & particular kind of labor, of savings, or
of forelin exchany®.



Mr. fe o Komarek -E- February 15, 1966

Se ve do not feel that this study should abiemps to zake direct
estimates of the likely wend in the markevs for individual primary
comuodities, altnough obviocusly there adght be ¢ need Lo discuss the
demands for lsports of raw sawerial in the case ! sume countries., In
oLner words, 4% would not Le Jesirable for the GECD Lo duplicaie ihe
work of our own Commodities Udvision,

6. OUnes final pednt whlen ve consider of some lsportance is the
likely time period of the study, -e would hope that this study could
be complcted within, say, & lZ-month pericd, possibly with some arrenge-
went for it o be upedaied at intervals, .his would be more valuable

Lo the ‘wnk than & lengthy study of the resulus of which would met be
available for some years., Indeed, we hope thal we shall be able to get
& look at the preliminary results as thay begin Lo emerge, 82 tLhat we
can get the benefits of them as soon as pesaible. Ihis weuld also
serve Lhe purpose of persitting us Lo co-gperate with GECD in this
venture through consuliation at intervals so thet s the! study procesds
we coulo indicate aress whicn seem %0 28 0 be important and also
dilscuss with thom whe value of various quantitative technigues,

Ad¥ fulH tbso

eer Mr, i, 4, 48 VYries
Hr, B, B, King
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Messrs. Irving S. Feiedman, Andrew M. Kamarck February 3, 1966
Frank Tamagna ' /"L V¢
The "link" in Monetary Reform

These are a few comments on the exchange of view we had yesterday
concerning the relation of monetary reform to development. I would like
to make the following points, namely -

(1) Various developing countries have different reasons for desiring
a link, and there are various types of links that could be worked out;

(i1) The commitment for some kind of a link between monetary reform
and developing countries, in particular by the United States, has been
probably extended to a point that it might be difficult to withdraw; and

(1i1) Admitting the unavoidability of a link, the question would be its
nature and purpose.

The argument for separate and parallel treatment of monetary reform and
developing financing seem irrefutable on a purely technical basis. On a
political and general economic basis, however, developing countries have
advanced three arguments for their participation in monetary reform:

: opportuni t3 squality of conditions.
Thi' __.. t o . - B8 Y * Aus J -'n A ths e
can be no preclusion of any country from any angement where the
country meets terms and conditions for participation. This argument is
directed in particular against the "closed growp" concept, which origi-
nally was the basis of the Buropean proposal; this concept, however,
has been abandoned in principle by the Ewropeans themselves, which have
opened the possibility of admittance of new members to the group.

(h}ﬂ?;r?% of treatment in relation to equality of needs. This
ar 8 advanced by can countries, particularly
by Argentina, on the ground that their needs are both for liquidity and
resources. Whereas new and more resources should be made available for
development financing, their need for liquidity should be met through
participation in the new monetary system. This approach has also a
strong political tinge, based on the Latin American countries' refusal
to admit any differentiation in powers and rights between themselves
and the advanced countries. The UNCTAD report seems to have been
heavily influenced by these Latin American views, expressed in parti-
cular by Mr. Prebisch.

(e) uidity as basis for development financing. This view is sustained
partic ’ ollows reas of the Stamp plan, to
the effect that the willingness of the advanced countries to expand
liquidity among themselves is indicative of excess resources, that can

be and should be made available to the developing countries.
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It would seem clear that the advanced countries have agreed to the
first proposition; rejected the third proposition; and are debating the second
proposition. All the various proposals that are now under discussion allow
for an opening of the advanced countries' group to other members and the
setting aside of some part of the new reserve assets in favor of non-participant
countries. It would seem that the United States would prefer an arrangement under
which the International Monetary Fund could use such set-aside reserve for special
financial assistance to developing countries outside of quota limits and other
conditions; whereas the Europeans would prefer to limit such assistance to within
the quotas and standard conditions.

It is likely that some compromise will be achieved on this point; which
might result in breaking up the developing countries into three groups, a few
immediately or soon admissible to the advanced countries' grouwp (Australia and
Mexico for instance); others that could be eligible for special Fund's assistance
and would, therefore, accept the compromise; and the remainder, probably large in
number but weak in power, denied of access to the new liquidity.

On the other hand, any retreat from compromise would stiffen the attitude
of the Ewropeans, for a purely European solution, but would also coalesce the
developing countries on the opposition. This condition would not be acceptable
either to the United States or to the United Kingdom, and I feel that the
Europeans themselves probably would not want to reopen negotiations anew, on a
completely untried course, such as this for parallel, but separate facilities
for advanced and developing countries,

Under the eircumstances, and unless an impasse should develop in the Grouwp
of Ten, it would seem that it might be better to concentrate on the procedure,
purposes and conditions under which liquidity might be made available to develop-
ing countries, than to try at this time to divert negotiations to a new approach.
Developing countries probably feel that the special financing by the Fund and
Bank in supplementary forms, is something already obtained, or obtainable,
independently of any monetary reform; no offer in this respect would induce their
foregoing of liquidity, unless the amount could be made very large. On the other
hand, any assistance under the present IMF quota and terms conditions would not
give anything new or more than developing countries could not obtain under the
present system.

The approach is likely to be one of opening intermediate and long term
lines of reserve credit to developing countries, unconditionally as to the use,
but limited in time and conditional in their effects. The extension of such
eredits, however, would require judgment in twe respects, namely, the willingness
of the country to achieve and maintain orderly and stable domestic and external
policies; and availability of resources adequate to sustain such policy over a
reasonable period of time. Irrespective whether these lines of credit will be
managed by the Monetary Fund or the International Bank, their extension would
require a judgment as to monetary and exchange policies, on the one hand, and
development policies and resources on the other hand., It would seem unavoidable
that the two institutions should cooperate.
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The experience of the past (Argentina) indicates the failure of short-
term assistance by the Monetary Fund, where the agreed-upon policies could
not be maintained in the intermediate run. Only the Benk is equipped, with
its technicsl and econcmic staff, and the comnections established through
the consultative groups, to pass judgment as to the availability of rescurces
to a country snd their ecomomic use; while the Fund is specialized on the
judgment of the policies and instruments most appropriate for monetary
gtability. The absence of the Benk in any decision on the monetery refornm,
while implied corwdtments are implemented in favor of developing countries,
might result again in 2 misuse of short-term facilities for purposes for which
they are not intended, namely investment in long-term development and conse-
quent renewed loss of licuidity.



Mr. Alter January 21, 1966
Alexander Stevenson

Leverage

In recent years lenders, including the Bank, have been more and more
preoccupied with the problem of how their aid can be used to stimulate
better economic performance, usually identified with an increased growth
rate in the recipient countries. What a lender can do depends, of course,
on how much he is prepared to put in, where he is prepared to put it, and
how large his contribution is likely to be in relation to the resources
available to the recipient economy for development. What caen be done will
also vary with the degree of receptivity in the recipient country and in
particular with the influence of people in its government who have the
same policy objectives as the lender. Furthermore, since development is a
continuing and complex process, turning the aid tap on and off suddenly
may do more harm than good.

Your memorandum to the Loan Committee on Costa Rica, dated January
17, raises some interesting questions in my mind on the use of leverage
and I wonder if we might not begin to think of some general principles.
For instance:

1. If the aim is to secure improvements in broad aspects of economic
policy, for example fiscal, monetary and exchange rate policy, influence
can best be exerted by offering to lend more if policies are made more
sppropriate to stimulating healthy economic growth, less if they are not.

2. 1If the aim is to secure improved economic policies in a particu-
lar economic sector, the lender can exert maximum pressure and influence
by offering to lend more or less support to that sector, depending on
policy and performance in it.

3. 1In appropriate cases, where changes sought are related either
to a particular economic sector or to a particular program in it for which
money is being made available, influence can be exerted by planning a
series otlomnk:lngthopmmgofthamandinmmdcpmm
on the success of the first.



If these guidelines made sense, they would lead to the conclusion
that, to set up a multi-tranche arrangement related to a particular
program like that suggested for agricultural credit in Costa Rica in
such a way that the second and subsequent tranches are related to
improvements in performence in areas which have nothing to do with
agriculture or with the operation of the agricultural eredit program,
would not be in general desirable. Whether it is in this specific case
depends, however, also on political considerations and I have to leave
to you and to your judgment of the Finance Minister's judgment that it
would help him. In making that judgment you have also to take account
of which effeet the approach will have on the Bank's reputation in
Costa Rica in the long run.
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Monetary Reform and Development

The attached memorandum on Monetary Reform and Development is
divided into four parts:

Part I, Developing Countries' Interest in Mone Reform, summarizes
the views expressed at the - meetings delegates of develop-
ing and advanced countries concerning three main aspects of a monetary re-
form, namely, whether it should be contained in a ¢losed club, or aim at
an open system; whether the creation of reserve assets should imply or not
a transfer of real resources; and whether and how the provision of liquidity
should be related to development financing,

Part II, Monetary Reform Proposals and Their Relation to Devel
Countries, groups sueh propos under four main headings; namely, those
based on greater automaticity (gold standard and flexible rates); those
based on closer cooperation: (composite gold standard, deposit - exchange
of currencies); and those based on discretionary international authority
(Fund liberalization, supernational monetary authority, "stamp" plan, com=
modity reserve plan).

Part IITI, The OQutlook of Monet Reform and its Link Between Developed

and Developi Countries provides an Emﬁﬁ comparison between the pro-
Wﬂﬁ’?ﬂﬁﬁw (in its last October meeting) and an outline for

monetary reform advanced by Governor Carli in a speech early in November.

The last Part IV Conclusion, advances the idea of a "link" that would
extend the new reserve system to other countries, on a case by case bagis,
through the joint intermediation of the International Fund and Bank,

Although it is conceptually possible to work out procedures and pro-
visions under which a monetary reform could apply simultaneously and uni-
formly both to advanced and developing countries, there are fundamental
differences in views and purposes between the two groups, which may be
briefly stated as follows:

(a) Advanced countries feel that reserve creation should not
have the purpose of transferring real resources, but should be intended
exclusively (or primarily) to facilitate adjustment processes;

(b) Developing countries feel that liquidity ereation, unrelated
to development, would be meaningless, and advocate an infusion of liquidity
that would free other resources and, in need, be available for acquiring
additional resources for development purposes.

In view of the strong views held by the European countries and the
recognition that developing countries are offering, it isn't likely that
any accord will be reached on monetary reform, that did not accept the
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principles that liquidity creation and transfer of real resources are
distinet problems and that the adjustment process is an indispensable
test for the acceptance of any country in a viable system. What is
proposed in this memorandum is a selective broadening of the restricted
group of advanced countries to other countries, upon the demonstration

of their ability to pursue financial policies and conduct development
programs consistent with domestic stability and intermational commit-
ments. A new reserve system, provided with currencies contributed by

the advanced ecountries, could serve in an interim way for the extension
of longsderm reserve loans to developing countries, which in the judgment
of the I.M.F. and I.B.R.D., appeared to be on their way teowagdch a posi-
tion of strength comparable to those of the advanced countries. There

is a basic question as to whether that part of new reserves, that advanced
countries would make available for a "link" with developing countries,
should be widely and thinly diffused in small loans for many countries,
or be held for use in substantive amounts at some decisive point, to
support and speed the advancement of those leading and stronger developing
countries, about %o attain participation in the managing group of the
world's reserve system.

ccs Mr, Paolo Leon
Mr. Patrick de Fontenay
!Mr. Paulo Pereira Lira



