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A NEW APPROACH TO FOREIGN ATD: THE INTERNATIONAL

DEVELOPMENT ASSOCTATION

INTRODUCTION
Objectives
This study has a number of objectives. The first is to trace
the history of the idea of an International Develovment Association.
It is fascinating to observe the route that this proposal followed,
especially in the United Nations and in the United States of America.
In fact, it may have set a precedent in foreign policy making in the
United States. At least one author has maintained that the Monroney
Resolution concerning the International Development Association repre-
sented a significant departure from the traditional role of the United
States Congress in the foreign policy field.l
What was the role of the United States Government in estab-
lishirg IDA? This study presents the attitude of the American Admini-
stration, as it developed, toward this agency. Apparently there were
scme significant changes of attitude concerning the necessity for a

rew international financisl institution. What caused these changes?

lyames A. Robinson, The Monroney Resolution: Corgressional
Initiative in Foreign Policy Making (Eagleton Institute Cases in
Practical Politics, Case 8; McGraw-Hill, 1960).

1
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We look for proof for the view that the United States endorsed the
recommendation for IDA only to offset the drive for SUNFED, that is,
the Special United Nations Fund for Economic Development. In IDA,
the United States has 30 per ceﬁt of the votes, whereas in SUNFED it
would have had only one vote. It might be reasonable to assume that
the United States Government would prefer an IDA-type arrangement to
the SUNEED nronosel . but wss this. in facﬁ, the choice? The argument
that the spectre of SUNfED caused United States' policy to favor IDA
has been widely circulated.

In addition to determining the view of the United States
Government toward IDA, we also want to determire the attitude of the
International Bank for Reconstruction and Development toward such an
innovation. A certain school of thought holds that the Bank was com-
ing around to the positlon that something similar to IDA was needed
long before the Monroney Resolution saw the light of day. There is
the contrary view that the Bank not only failed to recognize the need
for IDA but actually opposed the idea. Andrew Shonfield has reported
that Mr. Eugene Black, then President of the World Benk, said, during
the early stages of the discussions on IDA, that 'he had never liked
the idea of 'soft loans,' but if they had to come he was going to make
certain that he was the man who handled them." There bave been those
who have suggested that the Bank captured IDA in order to kill it or
at least to dilute its effectiveness. Those persons who were strongly

in favor of soft loans can point to the small scale of IDA operations

Landrew Shonfield, The Attack on World Poverty (New York:
Vintage Books, 1960), p. .156.
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?o Qate and feel reinforced in this view. One goal of the sfudy
is to clarifyy the attitude of World Bank officials to the estab-
lishment of a soft loan agency under Bank supervision.

| In tracing the history of IDA's birth, we want to examine
three issues which arose. First to be consldered is the gquestion of
soft loans. There was, in 1958, and still is significant opposition
loang £n mwnderdeveloned comntries. And
yet the member governments of the World Bank have put up a billion
dollars for just such soft loans. What were thelr reasons? What
were the arguments that went on concerning this issue? The second
significant issue which arose was the proposal to use the local cur-
rencies of the less developed countries to finance development.
This was a crucial part of Senator Monroney's proposal and yet thke
International Development Association has rot loaned any local cur-
rency to anyone. What were the problems of using local currencies
and could these problems be overcome? The third issue to be con-
sidered is the question of bilateral as opposed to multilateral aid.
Some of the support for the Association came out of frustration-with
bilateral aid programs and out of the feeling that something better
was possible.

A second major objective of the study is to outline the mammer
in which the Association is organized; its relationship with the Inter-
natioﬁal Bank; its method of operation; and its major problems. In
particular, we are interested in the allocation problem that has arisen
in disbursing the billion dollars entrusted to this orgénization.

Previously, the World Bank had been able to finance any sound project,
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presented by a creditworthy country--by selling bonds in the finan-
cial markets of the world. However, the funds allocated to the
International Development Association have finite limits. Which pro-~
jects should get loans from the Bank and which from IDA? What should
be the basis for deciding-~the situation of the country concerned or
the type of project involved? What criteria have been established
for making these decisions?

The third major objective is to test two hypotheses. The
first hypothesis to be tested is that, on the basis of the first two
years experience of the International Development Association, uni-
versally applicable criteria can be developed for evaluating projects
in underdeveloped countriee. On the basis of. such evaluations, loan
decisions can be made. We will look at the techniques IDA uses in
appraising projects in testing this‘hypothesis. Secondly, it is hy-
pothesized that the International Development Association is a signi-
ficant new aﬁproach to foreign aid. in order to test this hypothesis,
“we look at total IDA investﬁent as a component of all foreign invest-
ment in less developed countries and as a comﬁonent of all soft loans
to these countries. We 2lso examine bilateral lending programs to see

if IDA has had any influence on the approzch taken in these programs.

Limitations
This is not a study of the desirazbility of foreign aid as such.
The need for such aid is assumed. Neither is this a weighing of the
arguments for multilateral as opposed to bilateral aid, although some of
these arguments will be given as historical background. The very ex-

istence of the International Development Association is evidence of



p)
wildespread support for the i@ea of multilateral aid to underdeveloped
countries.
The need for soft lo;ns is not treated in an exhaustive fashion
although many of the arguments favoring establishment of the Inter-
national Development Association rest upon the need for funds in addi-

tion to hard loans attainable from the International Bank for Recon-

AV memiccn Al n A e + 2 101
CLOpHICIIG anl COOVELCLONaL LCC

Structlon and Dev
just what is meant by the expression "hard loan"? A hard loan is
traditionally defined as one which the lending country can finénce ott
of its own borrowing. Hard loans contain no element of subsidy to the
underdeveloped countries. They usually have a duration of less than

30 years. Soft loans are defined as loans which cannot be financed

out of borrowing in the mérket, end are ndrmally'made for something
over 15 years. Grants are, of course, in a different category alto-
gether. PFor whatever reasons, grants seem to have been rejected as a
foreign aid device by both the dono» and recipient countries. Crants
will, therefore, not be considered in this study. Much of the case for
a Development Association rests on the inadequacy of hard loans alone
to meet the development task. Certainly this is the basis of the World
Bank's support and they have conducted elsborate and sophisticated
studies to show just how vitally necessary soft loens are.ls2

It has not been possible to report the arguments that have taken

. lDragosla.v Avramovic, Debt Servicing Capacity and Postwar

Growth in International Indebtedness (Baltimore: The Johns Hopkins
Press, 1958). -

2Dragoslav Avramovic and Ravi Gulhati, Debt Servicing Prob-
.lems of Low-Income Countries, 1956-1958 (Baltimore: The Johns -Hopkins
Press, 1960).
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place in the world press concerning the International Development
Association. It would have been interesting to have studied the re-
actions to IDA in the press of the Soviet Union, India, Ghana, West
Germany, and all the other countries of the world. Unfortunately,
this was not possible. We have had to rely on speeches made by the
Governors of the International Bank in order to capture most countries'
reacilons ©O ThEe &5
velopment Association. The debate that took place in the United States
is given fuller coversge because of the accessibility of the data. The
reactions of a few other countries were obtalned through personal
interviewvs.

Just what 1is an underdeveloped country? Fortunately the problem
of definition does not concern us here. We limit our discussion to those
countries that are members of the Intermational Develcpment Association
and have been allowed to put up 90 per cent of their initisl subsecription
in their own currency (the Part II countries); a total of 52 countries
as of September 30, 1962. These 52 countries were located in North,
Central, and South America, Western Europe, Asia, and Africa. One
Eastern European country (Yugoslavia) is included. .

The operations of IDA are studied from September 24, 1960, when
the Articles of Agreement entered into force, to September 30, 1962.

This covers the early formative period, the period in which the basic
policy decisions were made, and ends with the September, 1962 meetings
of the Board of Governors of the Associlation, at which time it was pro-
posed that IDA's resources be considerably enlarged.

Perhaps the largest disclaimer to be made for this study concerns



T
a theory of economic development. Although there most certainly is a
theory of economic development underlying the operations of the Inter-
national Development Association, it is not the purpose of this study
to delineate that theory. Such a task has perhaps already been under-

1

taken™ and a further elaboration is a challenging task for another

occasion.

Sources

The.chief source for the study is ?he International Development
Association. Much of the material that was used has been published;
however, considerable reliance is placed on unpublished materials and
perscnal interviews and correspondence with staff members. While tracing
the history of ihe propcsal Yor IDA in the United States considerable
use is made of public documents of the United States Congress, the
National Advisory Council on International Mcnetary and Financial Prob-
lems, and various beards snd committees. Imterviews with officials in
the legislative and executive branches of the Uaited States Government
provided helpful information.
| in assessing the significance of the Imternational Development
Associgtion as a gew‘approach to foreign aid, the opinions of some
leading development economists are preserted. These opinions were soli-
cited in personal letters which are in the author's possession, In at-
tempting to measure the “impact of ID0A, representatives of some countries

were contacted in Washington, D. C. In adadition, a number of references

lEugene R. Black, The Diplomacy of Economic Development
(Cambridge: Harvard University Press, 196C).




8

are made to the works of academic observers of the organizetion.

Method

Chapters II through VII are essentially historical in nature.
From the sources previously.mentioned, the history of the idea of an
International Development Associlation is traced. These chapters con-
tain a rather complete account of the important forces that shaped the
creation of this institution. In Chapters II through VII, the suthor
does not attempt to evaluate the arguments, the proposals and the poli-
cies that were put forth, although some few of the author's Judgements
are expressed where deemed appropriate.

Chepters VIII through XII contain an analysis of the problems
that have confronted IDA and of the solutions that have been found.

An analysis is made of the criteria being used in meking loans. The
crucial factors in decision-meking are isolated and patterms in the
types of projects approved are highlighted. These chapters are con-
cerned with the allocation problem that has arisen. Some of the sig-
nificant criticisms of IDA are examined. We study some proposals for
TDA's future.

Chapter XIII contains the summary and coaclusions. Can IDA's
success be measured after only 2 years operation? What was hoped for
when it was established? Has this been achieved? Does the past two
years experience suggest any need for expansion of the organization?
What are the major criticisms of IDA? These are some of the questions
which the author attempts to answer in this chapter. It is not possible
to test IDA in a controlled experiment, by setting up a different type

agency, to see if another approach would have been better. So,
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ultimately, a subjective judgement must be made as to past effective-

ness and as to significance for the future.



CHAPTER 1II

THE UNITED NATIONS AND THE INTERNATIONAL

DEVELOPMENT ASSOCIATIONI

The Proposed United Nations Economic Development
Administration

The debate concerning the establishment of an International
Development Association was very long and wide-ranging. Very early
in the life of the United Natioms, prOposéls were made for the estab-
lishment of such an institution. The nin;h session of the Economic
and Social Council, held in 1949, heard a report favoring a United
Nations Economic Developm:nt Administration or "UNEDA.' This pro-
posal was put forth by the Third Session of the Sub-Commission on
Economic Development. The idea came from the Chairman of the Sub-
Commission, Mr. V. K. R. V. Rao of India.

The Sub-Commission pointed out that the economic development

of underdeveloped countries involves large~scale investments over a

1Background information for this chapter has been obtained
from two sources not otherwise mentioned. The first, B. E. Matecki,
Establishment of the International Finance Corporation and United
States Policy (New York: Frederick A. Praeger, 1957), describes the
establishment of a sister organization of the International Develop-
ment Association, within the World Bank group. This study also con-
tains a discussion of proposals for IDA within the United Nations.
The second, Jjohn G. Hadwen and Johan Kaufmann, How United Nations
Decisions Are Made (Leyden: A. W. Sythoff, 1961), discusses pro-
posals for SUNFED and the United Nations Special Fund.

10
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long period of time and that not all of these investments would yield

the immediate returns which would be demanded by commercial investors.

.
Yet, some of these projects were more essential- to development than
commercial investments in mining and manufacturing.

This group noted that the iInternational Bank for Reconstruc-
tion and Development had indicated its willingness to expand its
activities in financing economic development projects. But,

on a realistic assessment it cannot be assumed that the Bank
could, in the foreseeable future, be able to make a significant
contribution to the massive investments required for economic
development involved over a long period. Moreover, even if the
finance available through the Bank could be increas=d . . . the
terms on which it would be available under the policy established
by the Bank limit the effectiveness of this financing to under-
developed countries. There are fields and types of investment
required for economic development which can neither satisfy the
preconditions required by the Bank, nor carry the interest charges
involved, nor be liquidated within the period required.

After having written off the International Bank, the Sub-
Commission turned to the proposal by its Chairman, Mr. Rao. This
proposal was deemed to be deserving of consideration and it was
commended to the attention of the Economic and Social Council.

What was the Rao proposal? After having surveyed the field
of international financial agencies, Rao concluded that there was no
international agency for: (1) Financing projects which were not
bankable; (2) Adding underdeveloped countries in the preparation
and execution of development programs:; {3) Co-ordinating technical

assistance activities; (4) Promoting projects that extended over

more than one national frontier. He, therefore, suggested that such

Wnited Nations, Economic and Social Council, Sub-Commission on
Economic Development, Report of the Third Session of the Sub-Commission
on Economic Development (E/CN.1/65, April 12, 1949) (New York, 1949),
p. 18.
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an agency be established.1

The functions of the United Nations Economic Deve lopment
Adniinistration would be: (1) To make technical assistance available;
(2) To co-ordinate technical assistance activities of the specialized
agencies of the United Nations; (3) To assist underdeveloped countries
in the procurement of needed materials; (4) To finance such schemes as
could not be financed through normal banking institutions; (5) To
promote regional developmental projects.2

Rao proposed that UNEDA be financed through the contributions
of member governments. These would be in the currencies of the coun-
tries concerned and expenditures would be subject to the approval of
the country whose currency was used. Rao stated that, for the time
being, the bulk of the resources would have to come from the United
States of America. No definite figure was indicated for the totél
budget or for the United States' contribution.

Assistance would be given in the form of loans and not of
grants, although the terms of repayment would be liberal and the
interest rate would only be nominal. All assistance would be condi-
tional on the receiving country providing a share (as much as 50
per cent) of the costs of projects financed.

Projects would have to meet an economic test, 'in the sense
that their completion will result in raising the productivity of
the underdeveloped areas and the standard of living of their people."3
Rao saw UNEDA as a complement to the existing channels ot international

finance and not as a substitute or alternative to these channels. He

1. 2 5 3
Ibid., p. 22. ibid. Ibid., p. 14.
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was particularly insistent that the agency would be expected-tpi
operate in a business~like manner and that no new bureaucracy be set
up to administer the program. To accomplish these goals, he urged
that most of the projects undertaken be carried out through the
specialized agencies of the United Nations, that is, the Food and

Agricultural Organization, the World Health Organization, the

R S ti5m2l Takor Ownanination  the Tnited Nationg Edocational.

B LT L ddCr b h Wbt & i W M Gl e - = e >

Scientific and Cultural Organization and the World Bank.

The United States member of the Sub-Commission, Mr. E. G.
Collado, took rather strong exception to Mr. Rao's proposal. The
gist of his dissent follows:

I believe sincerely that the most effective and desirable
pattern of organization of the domestic economy from the economic
and social points of view is that which gives greatest emphasis to
free private enterprise and institutions guided and even
regulated and supplemented by govermment where necessary. in
the broadest interests of the people and the nation. This is
the pattern which has brought great benefits to my own country
and, I believe, to many other . . . nations in various stages
of economic development. . . . I therefore believe strongly
that the United States should co-operate fully in sound economic
development of under-developed countries, that it should look
primarily to American private enterprise to provide abroad
investment of capital and technique, and that it should rely
fundamentally on the International Bank for Reconstruction and
Development for financing or collaborating in financing closely
circumscribed types of project basic to development not re?dily
susceptible of implementation by purely private financing.

This position of the United States, enunciated clearly in
1949, was to continue throughout the Administration of President
Truman and most of the Eisenhower years. This policy, of primary
reliance on private enterprise for economic development--aided and

abetted when absolutely necessary by the World Bank, was used in

1Ibid.
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opposition to Rao's proposal for UNEDA sﬁd for. all the subseqpent
proposals for a Special United Nations Fund for Economic Deﬁelopment
or for a United Nations Capital Development Fund.

The United States, with its Tennessee Valley Authority,
Reconstruction Finance Corporation, Fedefal Housing Administration,
and Federal Land Barir, insisted that the developing countries of the
world rely on private capital for their own economic development. The
Timited States seemed to have demanded a purer practice in others than
deemed necessary for its own economy. Or, as one observer put it, a
Democratic Administration acted abroad as though Robert Taft were
really President.

‘Without Urnited States support, Rao’s proposal had no chance
of acceptance. He had foreseen that United States support was crucial
for the success of UNEDA. And when the United States withheld sup-
port, the proposal went no further. The report of the Sub-Commission
on Economic Development was, however, circulated to the specialized
agencies of the United Nations for their comments.

The Food and Agricultural Organization was impressed with the
limitations of the International Bank which the report had described.

It has only recently made its first loans for outright
development purposes, and these largely to relatively prosperous
countries.
it.i; ii&iéeé in.iés'léaés.fér-aéric;l;uéai éu;pésés.bécéuée‘oé
the shortage of development projects adequately prepared and

planned, and because of the inability of many agricultural
projerts to earn foreign exchange to repay them.

lynifed Nations, Department of Economic Affairs, Methods of
Financing Economic Development in Under-Developed Countries (1949.II.
B.4) (Lake Success, 1949), pp. 78-79.
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This same organization revealed an under-consumptionist
» T '

Y

bias when it called for the United States to éon;ribute.ﬁeavily to
economic_development abroad in its own interest.

Looking further ahead, the recent exceptionally high
domestic investment rates in the United States and other developed
countries are unlikely to be long sustained.. So long as the
United States maintains its present general economic institutions,
including the structure of taxes, business and government finance,
and distribution of income among its population, a large and sus-
tained outflow of funds for foreign investment might well be
helpful in assuring sustained high levels of domestic employment
and economic activity.

As can be surmised, the Food and Agricultural Organization gave the
Sub-Commission report quite sympathetic consideration.

The International Bank for Reconstruction and Development

viewed the report with antipathy.

The Sub-Commission considers it unrealistic to assume
"that the Bank could, in the forseeable future, be able to make
a significant contribution to the massive investments required
for economic development involved over a long period". The
magnitude of the task cannot be denied, but magnitude alone
cannot determine the pace at which it is undertaken. The report
itself admits the dearth of soundly conceived projects and this
agrees with the Bank's experience. Rash expenditure now would
prejudice the flow of investment in the future; for in the last
resort development relies on the savings of the world, which can
hardly be expected to be forthcoming if they are misused,
Eventually more sound projects may be presented to the Bank
than it can finance, but that time 1s not yet in sight.2

The Bank went on to point out that underdevelopment itself
implied an insufficiency of skills with whichk to make development
plans and implement them. And in addition to being short of skills,
the underdeveloped countries were pictured as béing short of the most
rudimentary data necessary for planning purposes. In adéition, the

Bank pointed out that the necessary political and social foundatiomns

2

lbid., p. 80. Tbid., p. 141.
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for development had to be built gradually., Low productivity and
living standards were pictured as being just'as much the result of
bad .government, bad health, unsound finance and lack of education
as of inadequate resources or the lack of ﬁroductive facilities.

The Bank statement expressed an unwillingness to be defiecfed
from its determination to make loans only for sound and productive
nroiecte. And anv organization which lowered its standards in that
respect would be guilty of waste for the sake of ostensibly humani-
tarian objectives,

The proposal for the so-called United Nations Economic
Development Administration . . . is based on an alleged need for
a new international agency . . . [ for] "financing projects of
economically under-developed countries which are not financially
productive in a banking semse"........ The Bank ifself was.:
established to finance development projects for which private
capitallis not available.l

The Bank péinted out that its own interest rates were not
designed to make any profit, so that loans which were made at lower
rates would be simply disguised intergovernmental grants. Four of
the functions of the proposed UNEDA were examined and each of thema
was found to be a present function of the Bank or one of some existing
agency.

The Bank argued that its experience suggested that for the
immediate future it would be able to acquire sufficient resources to
finance all sound development projects in member countries that were
ready for execution and that could appropriately be financed by foreign

loans which were expected to be paid. This did not mean that the

Bank's resources were adequate for all the world‘s development

1tbid., p. 143.
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needs. '"'There is . . . a vast difference between the amount of
money which can usefully be employed and the amount of additional
external debt which the underdeveloped countries can properly
assume."l 1In many cases, these countries did not have very good
prospects of being able to repay foreign debt. And since Bank
financing must necessarily take the form of external debt, it
could only provide a part of the foreign capital necessary for
development.

The Bank agreed that there are cépital requirements for
health, sanitation and other social purposes which are indispensable
for economic development yet which could not yield a direct return.
In some of the poorer countries such basic projects as highway con-
struction, irrigation, and land clearing might also be non-bankable
projects because the burden of servicing such debt would be too heavy.
However, the Bank dia not feel it proper to comment on the various
proposals that had been made to extend assistance for such projects
on a grant basis. The decision on such proposals was felt to be a

matter for the governments of the donor countries to make.

The Committee of Experts

After this discussion of the Rao proposal, nothing significant

occurred until 1950, when the Secretary General was asked to appoint a
group of experts to study this problem. This request was made by the
Economic and Social Council in resolution 290 (XI). Mr. Trygve Lie
appointed five well-known experts to make recommendations as to what

could be done to help the developing countries. The experts were

11pid., p. 99.
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W. Arthur Lewis, Theodore W. Schultz, Alberto Baltra Cortez, D. R.
Gadgil, and George Hakim, who served as chairman of the group. The
experts' report was presented to theAGeneral Assembly. in May, 1951.1
This group concluded that a minimum 2 per cent increase in
the per capita national income of the developing countries was neces-
sary. And in order to achieve this 2 per cent, they figured that an

annual capital import of welil over 310 bLilliion would be reguired.

(13}
(0]

They turned to the existing agencies to see if they might meet
the need. The International Bank, at that time, was loaning to the
underdeveloped countries at a rate well below $300 million annually.
Thus, the.experts decided that the Bank was not beginning to meet the
challenge presented. And there was a significant obstacle in the way
of increasing Bank lending. According to its charter, the Bank had to
charge rates of interest which would attract funds in the financial
markets.

The amount that can profitably be invested at a 4 per cent
rate of interest depends on the amount which 1s being spent at the
same time on improving social capital; and especially on public
health, on education and on roads and communications. There is
much to be done in this way in the under-developed countries
before they will be in a position to absorb large amounts of loan
capital.

The underdeveloped countries obviously did not have the

money needed for improving their social overhead capital. And

they, just as obviously, could not borrow the amount of money

lunited Nations, Department of Economic Affairs, Measures for
the Economic Development of Under-Developed Countries (E/1986/ST/ECA/10,
3 May 1951) (New York: 1951),.

2

Ibid., p. 84.
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necessary for such purposes. Yet, without these basic facili-
ties, economic development was extremely difficult,

To meet this problem, the experts prdposed that some
mechanism be established for transferring grants-in-aid of about
$3 billion a year to the developing countries. This was con-
siderably less than 1 per c;nt of the national incomes of Western
Europe, Australasisa;, the United States, and Canada.

The principle that the better off should help to pay
for the education, the medical services and other public
services received by the poorer classes of the community is
now well established within every Member nation of the United
Nations., The idea that this principle should also be applied
as between rich and poor nations is relatively new. It has,
however, been put into practice on several occasions.

The experts cautioned that they were not proposing uncon-
ditional aid handed out like alms. What they wanted was grants
linked to a specific function with internatiomnal vérification that
the funds were used properly. And to oversee such a program, the
experts took note of a proposal which had been put forward in the
United States by the International Development Advisory Board. This
Board had urged the establishment of an International Development
Authority under World Bank auspices. The United Nations experts
recommended establishment of an International De;elopment Authority
under United Nations auspices.

The experts took note of the fact that some countries might
prefer to set up bilateral programs for development assistance. How-

ever, they felt that international administration had definite ad-

vantages over such bilateral approaches. For one thing, international

l1bid.
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verification of expenditure would be more acceptable to the receiving
countries. Secondly, some of the Scandinavian and Australasian
countries' traditions were more in keeping with international coopera-
tion énd such an Grganization would save them the expense of setting
up éeparate org;nizations of their own.

The functions of the Authority would be as follows: (1) To
decide upon and administer grantse-in-aid for specific purposes and to
verify their utildization; (2) To cooperate with deVeléﬁing countries
in preparatioh and coordination of plans for economi¢ development;

(3) To help in implementing development plans--by procuring techni-
cal personnel and equipment; (4) To make reports on the progress of
the underdeveloped countries and recommendations for further action.l

The types of pfojects that would be eligible for grants would
be: research and education, public health programs, subsidation of
farm credit, and improvement of public works. The Authority would also
be authorized to cooperate with the International Bank in undertaking
projects. In cases where social overhead projects could not meet the
Bank's standards for the fuli cost‘of the project, the Bank might
loan the part that was bankable whiie the Development Authority would
make a grant for the remainder.

The experts were unimpressed by the arguments of many persons
that the underdeveloped countries were unready to absorb large amounts
of capital. They were 'impressed by the results achieved during the
Second World War by programmes of rapid and intensive training of

industrial workers and technicians."2 There were no bottlenecks

lbid., pp. 85-86. 21hid., p. 87.
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which could not -be overcome, if enough money and effort were devoted
to the task,
The Preéident of the Bank, Mr. Eugene Black, took note of the

proposal of the experts in his speech to the Board of Governors in

1951.

It is my opinion, which I think the record adequately supports,
that unless the international situation deteriorates further, we
will be able to meet all the capital needs of economic develop-
ment in our member states, to the extent that those needs ought
properly to be met on a long-term loan basis.

In view of the record, it seems strange indeed that sug-
gestions are still heard that new ways must be found to increase
many times over the amount of intergovernmental loans for develop-
ment purposes. Such suggestions, in my experience, are usually
based on large but hazy calculations of what is available and
what really can be used in the form of loan capital for develop-

ment. . . .
T would like to record my emphatic disagreement with
suggestions of this kind. . . .

That is not to say that there may not be other useful
instruments in the field of providing capital, on an international
basis, for economic growth. The idea has been advanced, for
instance, of an international authority to allocate grants for
development. Under present world conditions, it does not appear
likely that any significant amount of grant capital will be pro-
vided on a truly international basis; but the idea has merits
that might well be considered in a later and happier day.l

Black was referring to the International Development Authority which
had been proposed by Nelson Rgckefeller’s International Development
Advisory ﬁoard. .

He returned to this theme in his 1952 speech to the Governors.
He was, throughout the discussion on new institutions, arguing that

the Bank was ready to play a larger role.

° Some of the proposals which recently have been made
envisage the creation of a new financing institution. If new

;Summagx Proceedings of the 1951 Meeting of the Board of Gover-

nors of the International Bank for Reconstruction and Development
(Washington: IBRD, 1951), p. 6.




22

arrengements come into existence, the Bank would, of course,
cooperate with them, But let me point out that new institutions
themselves do not create savings., Fundamentally we must work
with what we have. I myself believe very strongly that the
Bank itself could operate effectively as an instrument for
mobilizing European capital, and I doubt that sufficient con-
sideration has yet been given to the role we might play in this
respect.l

The statement that '"mew institutions themselves do not create savings'

came back to haunt Black as it was used again and again in opposition
to the establishment of the International Development Association
almost a decade later.

It was Black's position that the International Bank had been
established as an international organization, a specialized agency of
the United Nations, for the purpose of reconstructing and developing
tﬁe war-ravaged world. Why not use it for that purpose? In one
of the most éloquent passages from Black's many sreeches and writings
he argued his case for the Bank.

Economic development is an important objective for the entire
community of nations. It is important to less developed countries
in terms of production, of standards of living and of continuing
national growth. It is not less important to countries that al-
ready have reached a high stage of development. Their own live~
lihood and their own future depend on the progressive expansion
of world production and commerce.
. o « Not long ago, the world emerged from a great war which made
it necessary, in many areas, to suspend normal processes of
economic growth, The nations have had to engage in tremendous
effort and to spend enormous sums of money to repair the loss of
those years. Surely we would now court disaster if economic de-
velopment were again to be treated as a secondary problem and
more years were to be lost.

Let me conclude by restating what, as I see it, we are
all seeking in this process of economic development. Expanding
world commerce and higher living standards are phrases that mean

1Suﬂ:marz Proceedings of the 1952 Meeting of the Board of Gover-

nors of the Internmational Bank for Reconstruction and Development
(Washington; IBRD, 1952), p. 9.
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something important, but they may obscure the fact that both the
source and the object of our efforts is the individual human
being. In him is the motive power of what we can do, and for him
are the rewards of what we can accomplish,

More clearly today than ever before, we know what hap-
pens when men live and are treated as masses, as statistics, as
servants of priviledged classes or as creatures of the state.

All during our lifetimes, we have seen them erupt in riot and
bloodshed; we have seen them hypnotized and driven to self-
destruction in war. The threat that faces us today does not lie
in the willfullness of a few men; it lies in their ability to
control people in masses, and toc appeal to other masses who

mavy he willine to exchange one form of subjiugation for another.

In that perspective, economic development can be one af
the most significant and constructive activities of our time.
Through development, we can help give men a chance to satisfy
their aspirations not as a mob but as individuals. For one of
the striking characteristics of a developed society is the great
variety of choice it can offer to individuals; a choice not merely
of one 20th century convenience over another; but a choice of work,
of careers, of living places, of ideas and of leadership.

Variety of choice is one of the things we are talking
about when we talk about freedom. In far too much of the world
today, this element of freedom does not exist. Men are likely to
think they have a choice only between extremes; between slow
starvation and quick revolution; between complete inertia and
regimented obedience to political leaders who themselves may
represent extremes.

Black was speaking for a middle road between slow starvation and
quick revolution. He had seen the results of revolutionaty economic
development in Germany, Japan and Russia. He and those who agreed
with him wanted to give countries another alternative--so that they
might, with outside aid, develop quickly but peacefully. Black saw
economic development as a process that should be carefully planned,
soundly financed, and competently guided. People of this persuasion
are convinced that outside capital can have a very beneficial effect
on the process of economic growth, if such outside capital is soundly
administered. They put economic considerations ghead of short~run

political advantages because they believe that a prosperous world is

1Summary Proceedings of the 1951 Meeting . . ., pp. 7-10.




24

"far more stable and peaceful than the one around us today."1
Despite the pleas of Black and those who agreed with him,
however, there was continuing pressure from the developing nations

to bypass the International Bsnk and set up a new United Nations agency.

The Origin of SUNFED

The seventh session of the General Assembly passed resolution
622 A on December 21, 1952 which endorsed a réquest of the Economic
and Social Council for a detailed plan for a special fund for financing
economic development. The Secretary General, Mr. Trygve Lie, appointed
a committee of 9 composed of Mr. S. Amjad Ali of Pakistan; Mr. Fernand
Baudhuin of Belgium; Mr. C. V. Bramsnaes of Denmark; Mr. Miguel
Cuaderno of the Phillipines; Sir Cyril Jones of England; Mr. Leo
Mates of Yugoslavia; Mr. Hernan Santa Cruz of Chile; Dr. Eduardo
Suarez of Mexico; and Mr. Wayne C. Taylor of the United States.

The members of the Committee made no recommendation as to
whether such a Fund should be esctablished. They were merely inter-
ested in drawing a blueprint for a successful agency, should the United
Nations decide to establish it. They were addressing the same problem
faced by the Sub-Commission on Economic Development; that is, the need
for non-commercial capital in the form of grants-in-aid, or long-term,
low~interest loans.

The Committee recommended that the Fund should depend for its

main budget on voluntary contributions on the part of governments.2

1b4d., p. 10.

2ynited Nations, Department of Economic Affairs, Report on &
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However, they alsoc recommended that the administrators of the Fund
should be authorized to accept nongovernmental or private contributions
in addition to contributions by governments. They encouraged the Fund
to abpeal fo¥ such contributions and made a plea for nations to declare
such gontributions tax deductible.1

In the author's opinion, it iz unfortunate that such a pro-
vieion hae naver hean made in the astablishment of anv international
aid agency. There is a possibility of a citizen response that has
never been tapped in the drive for economic development. But those per-
song who are familiar with the enthusiasm generated by War Bond Drives,
Bonds for Israel Campaigns, etc., can testify to the public's willing-.
ness to subscribe to respected causes. Member governments would want
the right to refuse such solicitation-~but this would probably not be
an obstacle in the case of IDA.

There has been a proposal that the International Development
Association should launch such a campaign. An English organization
has made a proposal to set up projects for a Peace Investment Trust and
to gather nickels and dimes--raised all over the world--which would be
invested in bonds issued by the IDA.2 The Charter allows the IDA to
borrow funds but the organization could not pay interest on the funds

borrowed since it does not collect interest on its loans. And there is

no need to raise funds for the World Bank by collecting nickels and

Special United Nations Fund for Economic.Develo ment-~Submitted by a
Committee Appointed by the Secretary-General (E52381, 18 March 1953)

(New York, 1953), p, 12.

IIbid., p. 10.

Interview with Mrs. Shirley Boskey, Development Services Staff,
IBRD, January 24, 1963,
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dimes because the Bank can raise all the funds it can prudently use,
in the capital markets, in much more manageable operations. Thus,
this idea proposed by the Committee of Nine a decade ago, has never yet
been tried.

Thexdommittee made recommendations about the structure of the
Special Fund as follows: The Fﬁnd should not be established until
at least $250 million had been pledged by at least 30 governments; the
fund should make both long-term, low-interest loans and grants-in-aid;
the Executive Board would be made up of an equal number of representa-
tives from the major contributors and the other governments; and no
mechanism of weighted voting should operate in the Board. This last
recommendation has been a serious stumbling block in all attempts to
set up a development fund under United Nations auspices. The rich na-
tions of the world are asked to contribute funds to an agency whose
policies they would not be able to determine as they now determine
World Bank policy. This plan has been hailed with enthusiasm by all the
underdeveloped nations but the United States has looked on it with con-
siderably less fervor.

The Committee reccmmended that any investment projects which
could not otherwise be financed should qualify for consideration by the
Fund. They pointed out that although non-self-liquidating projects
might well constitute a significant part of the Fund's operations, its
scope should not be limited to such operations. The Committee went on
to say that the Fund should be able to finance revenue producing pro-

jects.1 This recommendation would seem to put the Special Fund in

1United Nations Report on a Special United Nations Fund for
Economic Development, p. 20.
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competition with the International Bank and this is just the way many~

people saw it at the time.

The Scheyven Reports

"The eighthiéessibn of the General Assemb +'held in 1953,~. .
asked the member governments of the United Nations and the specialized
agencies to comment on the proposal for SUNFED. Mr. Raymond Scheyven,
of Belgium, was asked to prepare a report on the attitudes of govern-
ments toward establishment of a Special Fund. Mr. Scheyven presented
his report in August, 1954.1

The report made quite a point of the World Bank's limitations
in financing non-self-liquidating projects. By virtue of the fact that
the Bank must evaluate a country's ability to repay debt in hard cur-
rency, there are many countries which are unable to meet banking stand-
ards. And this means that '"many projects--even projects of very great
importance from the point of view of economic development--cannot be
financed by the Bank. "'

There was general agreement on this point among the members of
the United Nations. But there was a sharp split as to how this problem
should be solved. One group of countries, those considered to be under-
developed, urged immediate creation of a Special Fund. A second group
of countrieg--including the Federal Republic of Germany, Canada, the
United States of America, New Zealand, the United Kingdom, Sweden and

Switzerland--maintained that progress must be made in disarmament before

1United Nations, General Assembly, Special United Nations Fund
for Economic Development (A/2728, August 10, 1954) (New York, 1954).

21pid., p. 10.



28
any contribution could be made to financing a Special Fund. The third

group of countries--which included Denmark, Italy, Norway, %“he Nether- -

» -,

lands,.Belgium, France, Japan, and Luxémbourg--expressed the view that
it would be.iegrettable to make the creation of SUNFED coritingent upon

a reduction in armament costs, and declared themselves ready to con-

1
tribute to the Fund. -

session on December 11, 1954. This resolution requested that Mr.
Scheyven prepare a further report on the establishment of SUNFED. This
Mr. Scheyven did. His second report, daced May 23, 1955, contained

some further recommendations as to the structure of the Fund. This re-
port contained a clear statement that the Special Fund should only make
investments which could not be financed by private capital or by the
International Bank.2 The Special Fund would provide grants or loans
repayable in local currency, but would have no authority to make so-
called "fuzzy'" loans. This second report of Mr. Scheyven called for
close cooperation between the International Bank and SUNFED. A proposal
was made that the two agencies cooperate on the same project. The

Bank could make a loan on conventional terms and the Special Fund could
make a grant for the remainder. This is not unlike the arrangement

that has been worked out between the International Bank and the

IDA in several countries. All in all, this second Scheyven report was

much more cognizant of the contribution of the World Bank than was the

report prepared by the Committee of Nine.

l1bid., pp. 15-16.

2United Nations, General Assembly, Special United Nations Fund
for Economic Development (A/2906, May 23, 1955) (New York, 1955), p. 4.
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The Impact of SUNFED

Debéte on the desirability of establishing SUNFED continues to
this day. Critics have charged that if the United Nations established
SUNFED it.would have the Soviet Union in it and that this would ruin
the operation from the beginning. It was felt that the United States

Congress would be reluctant or unwilling to appropriate funds for any

munist countries on its board. Officials in the United States were
not too enthusiastic about the fact that the United States Government
would have had to provide most all the money for SUNFED, because ex-
perience has been that the Russians have not contributed significantly
to either the Technical Assistance Program of the {'nited Nations or
other such programs. There was also a feeling in the United States
Government that the United Nations could not administer such a pro-
gram. As one official in the Treasury Depa;tment put it, "If SUNFED
had been established, it would have been one more organization created
which would have spent money incompetently."1
The International Bank opposed the establishment of SUNFED be-
cause of its political administration--which it was felt would be poor
administration. The United Nations is a political organization. Vari-
ous aid-giving countries might put pressure on the administrators of
SUNFED tc favor certain countries in the granting of loans. Economic
considerations might become unimportant in such a situation. However,

the Bank's main objection to SUNFED was based on the fact that SUNFED

was going to give lenient loans. Everybody would have gone to SUNFED

1Interview with an officizl of the U. S. Treasury Department,
January 17, 1963.
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for financing. The only way the Bank would agree to having another
type of money available was to have it in the same building, with the
same men making decisions on World Bank loans and the lenient loans.
This is the solution that was finally adopted with the establishment
of the International Development Association.

There was considerable criticism of SUNFED on other points,
2lsa. Omne point of criticism was the nlan to give each country.one
vote in the deliberations.

This is plainly rééarded as the ideal solution by the under--
developed countries themselves. It is not unkind to suggest

that they may be partly influenced by the thought that they
would generally be able to command a majority of the votes in
such an organization. They seem to envisage a complete speciali-
zation of functions, the donor nations solely concerned with the
giving and the receiving nations with the disposal of the funds.

Although the question of voting strength was important in the
United States' position on SUNFED, it is the author's distinct impres-
sion thét the United States' position was'based more on competence then
on voting strength. The United States' view is that the World Bank has
competent people to do the work and that they overcome many problems
by only taking on specific projects. Thus, if there had to be & new
international agency, the Uaited States would much prefer it under the
Bank than under the United Nations.

Harlan Cleveland objected to SCUINFED because the proposal did
not contemplate a strong director. Cleveland feels that 'the World
Bank, which is essentially run, not by its Board, but by President

Eugene Black and his staff" was a better pattern to follow. Again,

nterview with Mr. Eugene R. Black, March 13, 1963.

2Shonfield, p. 100.

3Harlan Cleveland in an Introduction to Commander Sir Robert



31
he criticized the proposal that '"SUNFED, like an international Com-
munity Chest, would be dependent on annual contributions by its mem-
bers instead of starting life, as an investment organization should,
with a nest-egg of contributed capital."1
Andrew Shonfield has elaborated a charge made earlier that

the United Nations simply could not administer such a scheme.

Mg doubt it would he able to dole out monev to the poor countries

each year on some simple criterion--e.g. equal shares for all or

‘some system of weighting according to size of population, or even

according to national income. But the United Nations as it now

stands is not an executive organ which is capable of exercising

discriminating and purposeful control over a development program
of this magnitude. And if it were able to do so, the under-

developed countries . . . would almost certainly like it no better
than they like the World Bank or the International Development
Asgociation.

Professor Benham gave a little more positive view of SUNFED.
He argued that the moat effective way of increasing economic aid
would be to set up SUNFED., The underdeveloped countries liked the
idea "partly because they would have had gsome voice in its affairs;
they have no voice in the affairs of an institution such as the
International Development Association. . . . They welcomed it also
because its aid would have consisted partly of outright grants,"3

vhereas, IDA's charter specifically prohibits grants.

Although SUNFED was never established, the pressure for such

an agency has had significant influence. Mr. Eugene Black has stated

G. A. Jackson, The Case for an International Development Authority
(Syracuse: Syracuse University Press, 1959), p.1ll. '

1Ibid.

ZShonfield, p. 101. ' .

- 3prederic Benham, Economic Aid to. Underdeveloped Countries
(London: Oxford University Press, 1961), pp. 106-107.
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that '"the International Developmeﬁt Association was really an idea to
offset the urge for SUNFED."1 This view has also been expressed to
the author by officials of the United States Treasury Department.
Benjamin Higging believes that '"the pressure for SUNFED had
two results. First, in October 1958 the United Nations Special Fund

was established.

A more recent response . . . is the International‘Development
Association."?

The establishment of these two new organizations, the United
Nations Special Fund, under the leadership of Paul Hoffman, and the
IDA, within the World Bank, have reduced but not eliminated the ‘plea
of the underdeveloped countries for SUNFED.

The proposal has never had much appeal to the United States
of America where the International Developmené Association iaea has

been pictured as more realistic. It is to the discussion of IDA,

in the United States, that we now turn.

1Interview, March 13, 1963. .

Benjamin Higgins, United Nations and U. S. Foreign Economic
Policy (Homewood, Illinois: Richard D. Irwin, Inc., 1962), pp. 89-90.




CHAPTER ITI

THE UNITED STATES AND THE INTERNATIONAL

DEVELOPMENT ASSOCIATION

The Gordon Gray Report

On March 31, 1950, President Truman asked Mr. Gordon-Gray to
undertake a study of United States foreign economic policies and
programs. In his report to the President, Mr. Gréy pointed out that
the Korean conflict and its drain on United States' resources had
made it imperative that United States' aid be '"channeled to those
areas and for those purposes where reasonable performance in the
political and economic fields can be achieved. It is important,
from this standpoint as well as from others, to develop as far as
possible, a cooperative and multilateral approach to foreign pro-
grams."l Gray recommended that the United Nations and its associated
agencies be used as agénts for United States' assistance, where
possible.v

The underdeveloped countries needed firm guidance in the use
of outside aid. But, these countries feared such guidance from the

United States because it smacked of intervention in their affairs.

LGordon Gray, Report to the President on Foreign Economic
Policies (Washington: U. S. Government Printing Office, November 10,

1950), p. 17=
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An international approach was the énly practical way to have the
guldance which was so essentisl and escape charges of imﬁerialistic
meddling. |

Gray argued that there was a very great need for expansion
of private investment in the developing areas. And private invest-
ment was considered to be the most desirable method of developing
countries because it carries with it the technological and admini-
strative skills necessary for success. However, there were very
great obstacles to increasing private 1lnvestment--the paramount one
being the state of international tensions existing at the time. Also,
the lack of basic facilities which typifies the underdeveloped
country was considered a singularly important deterrent to increased
private investment flows. And these basic facilities are not attrac-
tive to private enterprise because they do not yleld a direct finan-
cial return or yield a return only over a long périod of time.

Gray felt that, in view of the need for soclal overhead
projects and the reluctance of private capital to undertake these
projects, the United States should make public funds availleble for
these crucilal facilities. And, in light of the limitatione lnherent
in bilateral assistance programs, Gray made quite a strong case for
an international agency to handle such en undertaking. Thus, the
groundwork was lald for the Inbternational Development Advisory Board
vhich was to follow Gordon Gray's reasoning asnd recommendations and
come up with a specific proposal for an International Development
Authority. It is to the deliberationé of the International Development

Advisory Board that we now turn.
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The International Development
Advisory Board

Mr. Harlan Cleveland glves creditﬂfo Nelson Rockefeller aﬁd
his International Development Advisory Board, a committee of citizens
appointed by President Truman, for first suggesting an International
Development Association. This Board pointed out that we had banks to
make hard loans and foreign aid agencies to give funds away, but no
machinery for employing the techniques which lay between pure loans
and pure grants. And this group maintained that there were a great‘
number of projects which could not demonstrate the pay-out necesgsary
for a World Bank loan and which cost too much to be includedvin a
grant program of technical assistance.l

President Trumen had appointed this Board in November, 1950,
to make recommendations in the field of foreign economic policy.
Nelson Rockefeller served as chairman of the group. Other members
were Robert P. Daniel, Harvey S. Fifestone, Jr., James W. Gerard,
John A, Hannah, Margaret Hickey, Lewis G. Hines, Bertha C. Joseph,
Thomas Parran, Clarence Poe, Jacob S. Potofsky, John L. Savage, and
Charles L. Wheeler. The group reached an unanimous decision that the
United States should take the lead in establishing an International
Development Authority.

The Board was led to this decision upon viewing the lack of
social overhead facilities in the underdeveloped countries. And they

felt that "progress in the production of food, raw materials, and

1
Harlan Cleveland in an Introduction to Commander Sir Robert
Jackson, The Case for an International Development Authority,

G. A.
p- 7.
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menufactures must move along with the construction of highways, the
improvement of rail and port facilities, the expansion of electric
power for factories, and irrigation to bring in new farm lands. "t
Unless these type projects were undertaken there would be no success
'in commercial ventures and asttempts to raise living standards would
be frustrated.

Thege improvements in transportetion, power and irrigation
were pictured as being so expensive that they were beyond the financiel
resources of the developing countries. Even with assistance from the
then existing lending institutions, such projects were beyond the
reach of many of the poor nations. And these projects were often
such that no direct income was produced for many years and even if
income was produced there was the problem of coﬁverting it into
foreign exchange to repay overseas investors. By their very nature,
these projects had no appeal for private capital and that presented
the problem.

What would be the most efficient way of financing these public
works? The Board recommended a stepped up bilateral loan program for
some of these projects but warned that many of them could not be
financed on a loan basis. "Our considered judgement is that such pub-
lic works can be most effectively financed and developed through a
well-menaged international agency."?

The reasons given for favoring an international agency vere

lPartners in Progress--A Report to the President by the
International Development Advisory Board (Washington: TU. S.
Government Printing Office, March, 1951), p. T1.

2
Tbid., p. T2.
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as follows: (1) A United States agency would be subjected to diplo-
matic pressures to approve public works to serve political purposes.
(2) Standards and procedures must be laid down in order to operate
efficiently and it is difficult for one country to impose its
standards upon other countries. And if the United States attempted
to enforce such standards it would run the risk of engendering ill
will and misunderstanding. An international agency could establish
international standards which could be applied equally to all coun-
tries. (3) There was felt to be an urgent need to devise new fi-
nancing tools which eliminate the emphasis on large-scale United
States "giveaways". - (i) It was not the United States' duty to single-
handedly finance thé economic development of the world. The costs
should be borne by meny countries in a genuine pooling of effort

among the free na‘cions.1

The Board recommended that all the free nations be invited to
participate in the new International .Developmer. Authority. The
Authority would have its own board of directors to review projects
submitted to it, however, the staff would be furnished by the World .
Bank through the use of a management contract. Thus, the Bank's staff
could be used to evalﬁate projects and could also supervise grants
that had been made.

Meuwbers of the Board discussed this proposal with the staff of
the International Bank and concluded that the staff would give sympa-
thetic consideration to such a proposal. This menagement link with

the International Bank was considered to be a very lmportant part of

I1bia., po. 72-75.
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the proposal for the Development Authority. This was partly because
this closeness would mske the Joint financing of projects possible.
The Board felt that there were many sound projects around the world
which could not meet the World Bank's requirements. However, if the
Development Authority could maeke a grant for part of the funds, then
the Bank could meke a conventional loan for the remainder. In fact,
the Board strongly urged that the new Authority not be authorized to
meke grants for the full cost of any project. This was insisted upon
because the Board believed that all projects should be sble to support
at least a porticn of the necessary financing on a loan basis and

the borrowing country should match to some degree the outside funds
provided. A second reason for tying the new Authority to the World
Bank would be to gain the advantages of its several years ex-

perience 1n the field. The Board expressed great reluctance to recom-
mend the establishment of a new agency, even under the Bank's aegis.
But, "no existing agency is presently organized or has the authority
to perform the functions which would be entrusted to the new Develop;

ment Authority."l

Initial funds for the Authority would be $500 million which
would be subscribed by the member nations in proportion to their
subscriptions to the International Bank for Reconstruction and Develop-
ment. Each nation would meet its subscription in its own currency.

The United States' share was set at $200 million or 40 per cent of the
total. The Board considered that the relatively smell sum of $500
million should be used as a starter In order to subject the Authority

to a thorough testing.

1bid., p. Th.
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The Board concluded its discussion of the new Authority with
a warning.

There are limits to which we can entrust our interests to new

or partially tried internmationasl mechanisms. But it is also
true that we must strive constantly to develop new international
mechanisms which encourage the free participation of all free
nations in mutually advantageous association. We must search
for mechanisms which avoid the paternalistic approach, seeking
instead those which build up a sense of responsibility and
self-reliance among other nations and other peoples.l

In order to trace the origin of the idea of an International
Development Authority, the author contacted Mr. Stacy May. Mr. May
had served as Director of Research for the International Development
Advisory Board and was known to have played a major role in its con-
siderations. Mr. May reported that

The Board's Chairman, Nelson A. Rockefeller was the proponent
of this suggestion. He had a very strong conviction that if
genuine progress was to be made upon development proJjects of
certain types, it would be necessary to provide long-term
financing upon terms that were far eagier than those currently
being offered by governmental lending agencies. As an example,
he felt that on such proposals as multiple purpose water-
impounding projects standard loans might be practical on the
hydroelectric facilities only if grants or loans upon radically
better than market terms could be offered to take care of the
irrigation and flood control elements of the proposal.

I am not at all sure that Nelson Rockefeller originated
the basic idea of loans upon terms that share at least some
of the characteristics of grants, but I am very sure that it
was his initistive and conviction upon this matter that per-
suaded the other members of the International Development
Advisory Board to incorporate the recommendation that IDA be
established.

Citizens of the World

Certainly the most grandiose proposal for an International

Development Association came from a private citlzen in the United

lmia., ». 75.

letter from Mr. Stacy May, May 1k, 1963
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States, Mr. Stringfellow Barr. His book, Citizens of the World,

which was published in 1952, contained a complete plan for such an
Association under United Nations auspices.l Barr outlined the need
for further assistance for the developing nations and reported the
heated debates which had taken place in the United Nations over the
establishment of a special fund for economic dévelopment.
The poor countries want it set up. The rich countries, led ty
the United States, do not. . . . The most interesting detail of
the fight is that one of the few things on which the United
States and the Soviet Union now vote the same way 152an Inter-
national Development Authority; they both refuse it.

Where would the money come from? How could the United States,
at that time engaged in the Korean conflict, spare the resources?
Barr suggested that the United States might be able to get the money
in the same place it had gotten the $90 billion spent on defense
since the time the Development Authority had first been proposed.

Barr rejected the World Bank as a satisfactory agency to deal
with the world development problem.

Since the World Bank . . . depends chiefly on the New York money
market, 1t examines . . . projects primsrily from the point of
view of sound banking principles, not from the point of view of
human need. Like most bgnks, it is most willing to lend money to
those who least need it.

Barr described the American president of the World Bank
(Eugene Black) as being unimaginative and dismissed that agency from

further consideration. What the world needed, he said, was a new

Development Authority which would lend money to governments of

L(Garden City, New York: Doubleday & Company, Inc.)
2Tbid., p. 61.

3mb1d., p. 146.
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underdeveloped countries for projects that were soclally desireble.
Conventional banking standards would not be applied. Outright grants
might be made in some cases.
The Development Authority would be authorized by a new
People's Assembly of popularly elected delegates from all over the

world. One delegate would represent each million inhabitants of the

worid. Tne reople's Asscmvly would appoint airect
Money would be raised by issuing bonds to people all over the
world. Contributions should be made tax-deductible for inéividuals
end corporatione. Countries would be asked to make officlal dona-
tions, also. Every nation would contribute in 1ts own currency; and
if eny nation was uneble to contribute even in its own currency, its
shares would go on the cuff until it could contribute. Some
countries could give a lien on some of theilr natural resources. Barr

thought it important that all countries of the world contribute eilther

in their own money or in kind.

Attitudes of United States Government Officilals

Nothing came of any of these proposals at the time they were
made. The United States was involved in the Korean conflict for the
first years of the 1950's and was not interested in esteblishing new
international agencies. After 1953, the Secretary of the Treasury,
Mr. George Humphrey, believed that economic development abroad should
be accomplished through private investment. Any public funds made
available should be used for development projects that would be put on
a éelf-sﬁstaining basis. He opposed anything which resembled a give-

away and argued that everything should pay its own way. Any money
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extended to the developing countries should be a legitimate debt
vhich the borrower expected to repay and the lender expected to
receive. And the loan should be made at the going rate of interest.
This type of foreign assistance meant that there was no burden on the
United States taxpayers and the funds would revolve. Humphrey felt
that, since the Treasury had to pay 3 or 4 per cent to borrow the
woney, the unde:develoécd COULries BROULA Pay btiias ia
United States loaned them money. There was a distinct feeling that
aid programs were international giveaways. And 1f the United States
was going to give money away, it should give it away itself--and not
let Gene Black do 1t. Humphrey was not enthusiastic about United
States ald programs--much less about the international programs.l

There was a feeling upon the part of some Administration
officlals that the biggest mistake the United States had made after
the Second World Wer was that i1t didn't put the Marshall Plan on a
hard loan basis. For, it was not until after the Marshall Flan
that the developing nations got the idea that they needed low-cost
loans for development. The 4 to 5 per cent loans of the Internationsal
Bank in 1946 were the cheapest international money that had ever been
seen. Then the Marshall Plan changed all that and everybody got the
idea that it was the United States' responsibility to pay for the
economic development of the whole world. Some people in the Adminis-
tration were doing their best to correct this view, which they con-
sidered to be erroneous. Their solution was to handle development

assistance on a conventional loan basis through such institutions as

l N .
Interview with an official of the U. S. Treasury Department,
January 17, 1963.
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the Export-Import Bank.T

This view had a considerable following until Mr. Robert B.
Anderson succeeded Mr. Humphrey as Secretary of the Treasury.
"Although Secretary Anderson was a business type, also, he was not
as hard boiled as Humphrey. Ander;on was favorable to our aid
program. Humphrey went along with it grudgingly."2 By the time the
Monroney Resolution was Torially pirescinted, Auderson was CDedrevary and

a new attitude pervaded the Eisenhowér Administration.

The Monroney Resolution

Senator A. S. Mike Monroney, Democrat of Oklahoma, was the
author of the resolution that finally led to the establishment of the
International Development Assoclation. Senator Monroney attended 4
the meeting of the Inter-Parliamentary Union in Bangkok less than a
month after his re-election to the Sénate in 1956. While he was
attending this conference, he was given a guided tour of Thailand.
What follows is his account of that tour. "The Thais had gotten a
loan from the World Bank to build a low water aam 50 miles up the
river from Bangkok which increased rice production something like
50 per cent. It was a $20 million project and they were extremely
proud of it and took everyone to see it.

"The United States had provided $2 million for a highwey to
‘Cambodia--1in the name of defense--and they couldn't even get the King
or Prime Minister to come out and dedicate it. The Thais are & very

proud people. They were proud of the responsibility of doilng the

Lrpig.

2Ipbid.
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dam proJject themselves. "t

Monroney understood why the people of Thailand felt easier
borrowing from the International Bank than they did about making
bilateral loans from the United States. The Thais are historically
neutralists and they didn't like being involved in the Cold War. And

yet they needed outside capital for economic development.

-+
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ought to try to provide more funds like those of the World Bank.
But, the trouble was that thebBank's terms were too high for many
countries. Monroney thought that there ought to be some way to
lower the terms by mixing hard currencies and local currencies.
Part of a loan could be made in hArd currencies at the going rate
of interest.‘ Part'offthe loan could be -made in local currencies at
much lower rates of interegf.‘ %his would get the effective rate
of interest down quite a bit and the Uh%}ed States would be able

to use the local currencies that had bee; accumulated under the
Public Law 480 progrem. .-

Title I of Public Law 480 of 1954 had established a program
to dispose of surplus agricultural commodities to underdeveloped
‘countries. Countries pay for these imports in inconvertible local
currencies and the United States had scquired over $1 billion of
these currencies by 1956. About 30 per cent of these currencies were
available for United States' use ove; a period of years--to pay for

embassy costs, etc. The remaining 70 per cent were available only

for loans back to the country.

1 ' .
Interview with U. S. Senator A. S. Mike Monroney,
Jaauary 25, 1963.
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In addition to his desire to lower the rate of interest,
Senator Monroney also desired to get a longer repayment period than
the conventional 10 to 15 year loans made by the International Baunk.
The possibility of transferring American-held foreign cur-
rencies to a new international association seemed a solution to the

need for more outside capital on easier terms and without political

abnt s adedem Al R Yonmroney £2lt that the World Rank would bhe the

DUL LuED v vGidl s ~

logical place to locate such a new agency. This would put loaning
on a multinational basis and would get some of the other countries
of the world to share the responsibility. Also, it would give the
borrowlng countries a greater feeling of obligation to repay their
loans since they came from an international agency of which they
were members. The International Bank was known around the world as

a soundly administered institution and Gene Black had won the respect
of world leaders during his long term as president.

While in Bangkok, Monroney presented his ideas to the
meeting of the Inter-Parliamentary Union. He called for "strengthening
and enlarging the International Bank and the scope of its work." He
suggested that some Marshall Plan counterpart funds were available to
the United States which could be pooled with the funds of other
nations to increase the capital of the bank. And he mentioned the
Public Law 480 funds that were available.

He was of the opinion that the Marshall Plan countries
probably had local currencles, also, thet - could be added t6 the World
Bank and, thus, such nations might be sble to re-cycle these original
relief funds into doing double duty in reconstruction and development.

Besides, the use of Marshall Plan counterpart funds would give a
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needed boost to Europe's exports,
On his way back from Bangkok the Senator visited Manila.

He told the Manila Daily Bulletin that there was a feeling in Congress

that the give-away basis of American foreign aid was losihg, instead
of winning friends for America. '"Asian Countries,' he said, "would
rather have long-term, low-interest 1oan§ from rich countries to
finance their economic development programs than aid given on a more
or less free or counter-part bgsis. « « » America . . . should siphon
her aid to this institution [éhe World Bané] ingtead of extending
grants . . . [}ﬂ] the nature of doles or charities."!

Senator Monroney and Gene Black are personal friends; so
when the Senator got back to Washington he discussed his idea with
Black, He‘also talked to Christian Herter, then Under Secretary of
State; Douglas Dillon, then Deputy Under Secretary of State for
Economic Affairs; and Senator J. William Fulbright, who was at that
time Chairman of the Senate Committee on Banking and Currency.
The discussions with Black were encouraging. Monroney's conversa-
tions with the State and Treasury Departments were also encouraging.
In fact, he felt that he got a very enthusiastic reception at both
departments. '"Then it was rumored that Dulles came back from one of
his trips and killed the whole thing."2 However, Monroney was not
discouraged by a rebuff from the State Department. Senator Fulbright
thought the idea was worth further study and appointed Monroney chair-

man of the Subcommittee on International Finance which would give

lManila Daily Bulletin, November 24, 1956, p. 1.

2Interview with U. S. Senator A. S. Mike Monroney,
January 25, 1963.
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Monroney a platform from which to launch his proposal.l
Senator Monroney had originally thought that an inter-

national monetary conference would be an appropriate setting to
initiate the International Development Association. He had presented
this idea of a "second Bretton Woods Conference" to the Treasury and
State Departments and to the President of the World Bank.

T have suggested'such a. conference in the many, meny conversa-

tions I have had with the State Department over the months

that have elapsed. For reasons which I think are good and

sufficient, on advice of people whose Jjudgments we respect

. . . I agreed to this resolution, although I originally thought

that the other approach was probably better.?2

Officials in the Treasury Depertment were aghast at the idea

of a "second Bretton Woods Conference." One Treasury Department
official went so far as to say that the Treasury finaliy came around
to support the Monroney Resolution largely to head off the possibility
of another monetary conference. This opposition to a conference was
based on fear that "a group of people would get together who didn't
know what they were talking about." This group of people might
seriously weaken or even wreck the existing international financial

organizations or re-orient those organizations in a direction that

was not satisfactory to the United States. 3

lInformation on the sequence of events leading up to the
passage of the Monroney Resolution comes from James A. Robinson,
The Monroney Resolution: Congressional Initiative in Foreign Policy
Moking (Eagleton Institute: Cases in Practical Politics, Case 8&;
McGraw-Hill Book Company, 1960},

2U.S., Congress, Senate, Subcommittee of the Committee on
Banking and Currency, Hearings on S. Res. 264 (Toternational Development
Association), 85th Cong., 2d Sess., 1958, p. 167.

3Interview with an official of the U.S. Treasury Department,
March 12, 1963.
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The World Bank was just as opposed to another international
financial conference as was the Treasury Department. And the opposi-
tion was based on much the same reason, that 1s, that the conference
would get‘out of hand. They were afraid that the long years of work
in éstablishing the reputation of the Bank would go down the drain
in some wrangle among the Finance Ministers. So, the Senator came
saronnd to the view that a resolution expressing the sense of the
Senate as favoring an International Developmgnt Associgtion was the
best plan of attack. Consequently, on March 24, 1958, Senator
Monroney introduced the following resolution in the Senate.

Resolved, That, recognizing the desirability of pro-
moting a greater degree of international development by means
of multilateral loans based on sound economic principles,
rather than a system of unilateral grants or loans, it is the
sense of the Senate that consideration should be given to the
establishment of an International Development Association, in
cooperation with the International Bank for Reconstruction and
Development.

In order to achieve greater international trade, develop-
ment, and economic well-being, such an agency should promote
the following objectives:

1. Provide long-term loans available at a low rate of
interest and repayable in local currencies to supplement World
Bank loans and thereby permit the prompt completion of worth-
while development projects which could not otherwise go forward.

2. Permit maximum use of foreign currencies available
to the United States through the sale of agriculbural surpluses
and through other ‘programs by devoting a portion of these cur-
rencies to such loans.

3. Insure that funds necessary for international
economic development can be made avallable by a process which
eliminates any possible luplications of interference with
national sovereignty. '

It is further the sense of the Senate that as a part of
the Unlted States economic ald program funds be subscribed to
the capital stock of the International Development Association in
cooperation with investments made by other participating
countries.

1Senate Subcommittee on Banking and Currency, Hearings
on S. 264, 1958, p. 1. -
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The resolution was immediately referred to the Committee on
Banking and Currency. Hearings were held by the Subcommittee on
International Finance on March 18, 19, and 20, 1958.
| During these hearings, Mbnroney made almany-sided appeal for
support for his resolution. His summation of the arguments in favor
of establishing an International Development Associstion follow.

Sengtor Monronev . . . . I believe that the proposed Inter-
national Development Association would work better abroad than
our present program because:

(1) It removes the political stigma attached to loans
from the United States alone by placing them under international
banking facilities;

(2) It insures to receiving nations a continuation of
long-range project financing by removing the uncertainty of
year-to-year appropriations for the annual aid bill in Congress;

(3) It provides a further mechanism by which new nations
can develop an international line of credit;

(4) It places the responsibility of passing on the
feasibility of projects and requests for loans in a genuine
banking facility;

(5) It encourages other nations whose recovery has been
helped to assume their proper share of the common burden of the
development of new nations; and

(6) It facilitates the use in international trade of
dozens of local currencies not now freely convertible,

I believe it would work better at home because:

(1) It takes the matter of economic development of
underdeveloped countries out of the arena of domestic politics;

(2) It reduces the cost of foreign economic development
by the better use of soft currencies acquired in our program
of surplus agricultural commodity disposal;

(3) It reduces the cost of administration of foreign-aid
programs; and

(4) It enables the Congress to enact a long-range banking
program and thereby remove this portion of our ald from year-to-
year conslderation-on an emotlional basis.

In addition to these reasons, the Serator also pointed out the
desirebility of increasing foreign aid from our own selfish economic
interest.

Mr. Monroney . . . . As more natlons break through the development

1Tbid., pp. 5-6.
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barrier and are able to join that select group of countries
with rising living standards and ability to carry out capital
development from internal savings, the markets for western goods
will simultaneously expand.l
He insisted that the United States was missing a bet in not
getting the underdeveloped countries to help each other.

In talking informally with representatives of foreign
governments they have indicated to me that at various times
they have expressed to the State Department a. willingness to

dc more than we are now agking or vermitting them to do.
I am afraid that we are following a policy where we
want to go 1t alone too much and not encourasging others to
meke a contribution to developing underdeveloped countries
which they feel in their hearts they should do.2
In an appeal to liberals, Monroney recited the problems of
bilateral assistance and the advantage of multilateral aid. "Direct
aid by the United States i1s often viewed with suspicion. Some leaders
play off Russla against the United States in an effort to milk the
meximum from both."3
The Senator attempted to interject the Russlan aid effort
into the debate so as to present a challenge to the United States
to do as well. In his speech to the Senate, when he introduced the
resolution, he said, "The Russians have started an intense economic
offensive by offering loans for development purposes that are a
4

better deal than ours.”

lCongressional Record, February 24, 1958, pp. 2261-7 as
quoted in Senate Subcommittee on Banking and Currency, Hearings on
S. Res. 264, 1958, p. 13.

2Senate Subcommittee on Banking and Currency, Hearinugs on
S. Res. 264, 1958, p. 176.

3Ibid., p. k4.

uCongressional Record, February 24, 1958, pp. 2261-7 as
quoted in Senate Subcommittee on Banking and Currency, Hearings
on S. Res. 264, 1958, p. 8.
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However, Senator Homer Capehart, ranking Republican on the

Committee on Banking and Currency, didn't accept this argument that

the

United States had to go into the soft loan business because the

Russians had.

the

not

the

Senator Capehart. May I say-eand I say it in the kindest spirit--
aren't we losing the cold war and losirg this battle, likewlse, if
we completely wreck the private enterprise system, the capltdlistic
system, by edopting the same kind of methods they do in trylng to
countersct them? Aran't we going to have to sometimes sey this is
the better of the two systems and we are going to meke it work, and
meke it work on a practical basls, and we are not going to adopt
your methods 7t

Monroney was not golng to let his project be tarred with
brush of communism. He replied to Senator Capehart as follows:

The Senator was properly worried perhaps that we might
be adopting the tools of communisgm in these low-interest,
second-mortgage loans. But would 1t not be a fact . . . that
the Communists have adopted grents and unilatersl loans, while
we are now moving to a capitalistic approach through inter-
national banking. We are gbandoning the tools now being princi-
pelly used by the Communists . . .

We are going to the capitalistic tools. No one can say
that banking is communistic. It is the antithesis of communi sm. 2

As to the mechanics of the new Assoclation, the Senator was
%00 gpecific. He did heve an 1dea of total funds needed to get
organization going.

As a starter, it seems to me the International Development
Association would need an original capital of $1 billion in dollars
or hard currency. The Unlted States would probably put up 30 per-
cent of this amount or $300 million, baged on our contribution
to the establighment of the World Bank.

After the Assoclation had been established, the Senator had

lSenate Subcommittee on Banking and Currency, Hearlings on

S. Res. 26k, 1958, p. T8.

2Ibid., p. BL.

SCongressional Record, February 24, 1958, pp. 2261-7

as quoted In Senate Subcommittee on Banking and Currency, Hearlngs
on S. Res. 264, 1958, p. 11.
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a painless plan for keeping it supplied with funds.
’ It is likely,that more hard currency capital might be
needed for 2 or 3 years. If this should prove true, the Congress
could commit the $75 million in annusl dollar earnings from
interest on foreign loans made under previous aid programs and
thus meet additional requirements without new appropriations.l

It was on the subject of original financing that Senator
Moroney aroused the Admiristration's opposition. TFor Secretary of
State Dulles had just gotten the Congress to appropriate $300 million
for the establishment of a Development Loan Fund which would dispense
soft loans to underdeveloped nations. And now Monroney had the temer-
ity to suggest that it might be possible to commit this $300 million
to the International Development Association.

Monroney continuously presented the IDA as an attractive
alternative to the Development Loan Fund becauses he felt that "We
should not establish a permanent State Department bank which would
have the possibility of turning our diplomats into bill collectors
around the world. We woﬁld be using our putlic relations branch to
say 'No' on development loans, and it will be defeating our diplomatic
efforts."2

The Senator usually referred to the Development Loan Fund as
"Mr. Dulles' bank'. He .insisted that "One of the most important
points of this whole tusiness is moving out of being the sole banker

of the world--which Mr. Dulles' bank helps to mske us become."3

Senator Clifford Case cautioned Monroney that he would not succeed

1mpia.

- ' QSenate Subcommittee on Banking and Currency, Hearings on
S. Res. 264, 1958, p. 87.

3Tpia., p. 137.
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in establishing IDA by attacking the present program. "I do have
the feeling,’ Senator Case warned, 'that it is unfortunate to at-
tempt to gain these objectives by kgocking down the present Develop-
ment Fund ;nd by étkém%ting to show that it is of no value. With
this I thoroughly disagree. I think yoﬁ will not only fail to ac-
complish your objective, . . . which I share, by the process, by
going at it in that way, wui you wilil &lss vary zres
whole cause of sound foreign aid."}

Senator Case was also concerned that Monroney was making it
appear that IDA was somehow going to reduce American outlays for
foreign aid. Monroney had cultivated this notion in trying to arouse
support for IDA, particularly by his local currency ideas. Senator
Case argued,-however, that the local currency owned by the United
States was already being used as well as it could be. ''While this
is a good idea it is largely being employed now, to the extent that
it has value, and . . . it cannot and must not be allowed to appear
in the mind of the American public particularly as any real way by
which we can substantially cut down our own effort in the field of
mutual aid and of foreign assistance."

Senator Capehart was not at all enthusiastic about the
establishment of the International Development Association. He
could not understand why Senator Monroney and Eugene Black favored

giving loans to countries which were not creditworthy. And Capehart

was particularly incensed gbout the interest rate to be charged.

l1bid,

21bid., p. 177.
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"T don't know why, if T am a good credit risk, I should be charged
more to meke & loan than if I were a bad credit risk."l

Monroney often d;scribed IDA as a secord mortgege operation.
The World Bank would take a first mortgage on a project and IDA
would teke a second mortggge for the unbankable portion of-fhe loan.
But, Senator Capehart insisted, "A second mortgage generally carries
a higher rste of interest than a Pirst. "2

Senator Cépehart insisted that the United States should loan
money to the developing countries only at the going rate of interest
in the respective countries. Monroney pointed out that fifteen per
cent was the going rate of interest in most of those countries.3

To counteract adverse testimony by Secretary of the Treasury
,Anderson; Monroney invited Mr. Averill Harriman and Mr. Paul Hoffman
to testify.

Harriman favored the establishment of the IDA and insisted
that the Soviet Union should be invited to joln and contribute sub-
stantially to it "in accordance with the country's obviously great
capacity”. Harriman expressed the view that one of the things that
had made the Marshall Plan such a great success was that the Soviet
Union was invited to Jjoin and refused. This had established the
United States' good faith in underteking this program and the bad

faith of the Russians 1n opposing it.)+

ITphid., p. 76.
2Tbid., p. T7.
3mbid., pp. 80-81.

brpid., p. 145.
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Hoffman, .formerly head of the Marshall Plan program, intro-
duced the need to counteract SUNFED into the hearings.
Mr. Hoffman . . . . I don't believe we want to get ourselves in a
position of competing with Russia, but Russia has become the
principal backer of SUNFED, which is the United Nations Develop-
ment Fund, about which many questions could be raised. However,
we can't Pight something with nothing.l
Mr. Hoffman expressed the view that IDA was the best alternative
tc SUI\_. L ).
_ The three main issues that were raised by Monroney's
proposal were: (1) the need for soft loans; (2) the possibility of
using United States’ holdings of local currencies in an international

aid agency; and (3) the desirability of using a multilateral approach

in economic assistance programs. These issues will be treated in

the following three chapters.

mpia., p. 82.



CHAPTER IV

THE QUESTION OF SOFT LOANS

TS O M o~ e £
Leue serviciug Capacity cf the

Developing Countries

Is there a need for soft loans? What are the facts concerning
the ability of the developing countries to service hard loans? As men-~
tioned in Chapter I, two authoritative studies on debt servicing ca-
pacity were made by members of the staff of the Imnternational Bank for
Reconstruction and Development.l’2 These studies rely on informaticn
supplied to the Bank by debtor countries. The Develupment Assistance
Committee of the Organization for Economic Co-operstion and Development
publishes statistics, on debt and.debt servicing, which are provided by
the creditor countries. There 1is some cross-checking in an attempt to
gain relisble information. So far as the author could determine, the
International Bank is the only source of statistics on the debt servie-
ing capacity of low-income countries. For this reason, the author re-
lies on these studies to a considerable extent.

The first study of debt servicing capacity, published by the

Bank, covered the decade 1946-1955 and was, on the whole, an optimistic

lAvramovic, Debt-Servicing Capacity and Postwar Growth in Inter-

national Indebtedness,
“Avrsmovic and Gulhati, Debt Servicing Problems of Low-Tncome

Countries |
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report., Avramovic pointed out that the size of postwar caepital flows
had been much sbove corresponding flows in the 1920's and that grants-
in-aid had played a very substantial role in the post World War II
period. Such grants had served to reduce the burden of debt that nor-
mally follows capital outflows.t
Avramovic defined external public debt as the

R ol R F P A P | - -~
Long-term dsbt owed or guaranteocd by public bodiez in dehter

countries. It includes debts of central and local governments,
of public agencies and state-owned enterprises. External debt
is taken to mean all debt which 1s contracted and paysble ex-
ternally. Grants-in-aild as well as loans granted by foreign
governments but repaysble in local currency are not treated as
external loans. Short-term debts with a maturity of less than
one year . . . are excluded. .

Avramovic estimated that the size of the return flow of ser-
vice payments (public as well as private) of 36 low-income countries
increesed by 80 per cent in constent dollar prices from 1948-1955.,
Public debt service was reported to have risen considerably faster than
the return flow on private account.3 This 80 per cent increase was not
viewed with alarm because of the relatively low base of debt service
payments at the close of the Second World War. Avramovic concluded, on
the basis of criterls to be dlscussed later, that there was plenty of
room for further increases In indebtedness ¢z the part of the developing
nations.

How did he measure capaclty to meet debt service payments?

Primexrily, he argued, debt service capacity depended upon two economic

lAvramovic, P. 17,
2Tp1d., p. 20.

3Ipid., p. Lh47.
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factors. First, the debtor country must be able to do without enough
domestic income and savings to make payment on the debt. Secondly,
the country must be able to convert such savings into foreign exchange.
_ These two are interdependent. "A high rate of over-all income growth,
maintained over a long term, almost automatically implies an adequate

rate of increase in the supply of commodities which either actually

enter Internatitial traas o are capacle C
traded. "l. In order, thus,. to measure debt—servicing capacity, one must
look at. the country s performance in the fields 'of income and savings
and in the field of foreign trade. The most relevant ratio 1is the ra-
tio of public debt service to current account‘receipts.

During the decade l9h6-l955 the income of the developing
countries grew at a rapid rate. However, Avramo;ic's statistical evi-
dence indicated that aggregate service payments (expressed in constant
prices) grew even faster.2 In addition to income growth, the developirg
countries showed a rapid increasse in gross savings during the decagde
" under discussion. In the majority Qf countries considered the marginal
savings rate was greater than the average rate, also.3

The crucial ratio, as pointed out earlier, is the relationship
Between service payments and current account receipts. In 36 developing
countfies, covered by the study, equrtg increased 62 per cent from 1948°
to 1955. These same countries‘_débt service payments on public and pri-

vate account rose by almost 90 per cent in the same period.ﬁ "As g

consequence, the share of external earnings absorbed by service payments

1Tbid., p. 58. 2Tpid., pp. 61-62.
3Tbid., p. T9. | bTpbig., p. 95.

-
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increased from about 6.7% in 1948 to 7.7% in 1955. . . . The increase
in the ratio of public debt service to external earnings was greater.'l
The statistics on debt service payments as a percentage of current ac-
count receipts for the 36 developing countries covered in Avramovic's
study are shown in Table 1.

By the time that Senator Monroney's Resolution had borne
fruit, and the International Development Association was being con-
sidered by the member governments of the World Bank, a second study on
debt servicing capacity had Seeg issued. The .optimism evident in the
study published in 1958 was missing in the 1960 report.

Although it was pointed out that the less developed countries
had been receiving an inereasing proportion of public funds transferred
abroad, it was also noted that an increasing portion of these funds was
taking the form of loans.2 This phenomenon is accounted for by the
fact that the United States gave Marshall Plan aid to the relatively
rich nations of Western Europe on a grant basis whereas the aid %o the
poverty stricken countries cf Asia, Latin America and Africa was mostly
loans and mostly loans on conventional terms, i.e. Export-Import Bank
operations..

In addition to the fact that capital was not extended on as
favorable terms as before, it was pointed out that the export earnings
of the primary producing countries had taken a nose-dive during the
period of the second study, 1956-1958. And, while'primary product

prices fell, the prices of manufactured goods rose throughout the

lmpia. .

2Avremovic and Gulhati, p. 10.



TABLE 1.-~Relationship between service payments

and current account receiptsa

Public Debt Service as
. Percentage of Current
‘ Country ~ Account Receipts

Private Service Total Service

Payments as % of Payments as % of
Current Account Receipts  Current Account Receipts

Postwar Direction Current

of Change in the Ratio
Ratio (1955) Current Ratio (1955) Current Ratio (1955)

Brazil - I 19.2. 5.4 2h.6
Israel n.a. 16.8¢ 1.5¢ 18.3¢
Yugoslavia I 13.1 0.9 14.0
Haiti I 9.5 2.8 12.3
Chile I 8.0 13.6 21.6
Turkey n.e. 7.lpd n.a. N.a.
Mexico I 7.1 6.4 13.5
Columbia I 6.8 2.2 9.0
Lebanon n.a. 6.7¢ 17.L4¢ ok.1¢
Pakistan I 6.1 2.h 8.5
Burma, n.a. 5.9 0.7F 6.6%
Peru I 5.k 6.1 11.5
Uruguay . S 5.1 2.0 7.1
Nicaragua I 4.9 8.9 13.8
Paraguay D k9 1.k 6.3
Bolivia n.a. k.6 2.9 7.5
Indonesia . n.a. 3.68 11.18 14,78
Ecuador I 3.6 141 17.7
Fed. of Rhodesia and

Nyasaland I 2.8 18.2 21.0
Argentina n.a. 2.5 1.8 4.3
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TABLE 1--Continued

Public Debt Service as Private Service Total Service

Percentage of Current Payments as % of Payments as % of
Country Account Receipts Current Account Receipts Current Account Receipts

Postwar Direction Current
of Change in the Ratio

Ratio (1955) Current Ratio (1955) Current Ratio (1955)

Philippines
Cuba

Belgian Congo
Iceland
Costa Rica
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Notes: I indicates that the public debt service ratio increased.
S indicates that the public debt service ratio remasined stable.
D indicates that the public debt service ratio declined.
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TABLE l--Continued

8Current Account Receipts is defined to include goods, services, and private remittances.
Gross receipts are used.

bRepatriation of private investment is not included.

c195L4. '

dMay include some private service payments. Probably incomplete.
€1953.

faverage for 1954-55.

€Ratio to commodity exports only.

hMay include some public debt service payments.

+
Source: Data from International Bank for Reconstruction and Development, Economic Staff,
Statistics Division, for public debt service; International Monetary Fund, Balance of Payments

Yearbook, various issues, for ‘investment income payments and for current account receipts. Adapted
from Avramovic, Table XVI, pp. 98-99.
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period.l
As g result of the deterioration in their terms of trade, the

underdeveloped countries had to reduce their rate of capital good im-
ports. It was estimated that these countries' Imports were reduced
$2.2 billion from 1957 to 1958 or sbout 10 per cent of the 1957
level of imports.2

A Third adverse factor nad entersd thae pic
1956-1958 period. There was a sharp rise in interest rates on inter-
national loans. And there was a marked shortening of the average ef-
fective period of repayment.3

Table 2 shows the external public indebtedness of 32 developing
countries (accounting for two-thirds of the population of the under-
developed countries outside the Soviet bloe) at the close of 1955 and
at the close of 1958. The total public indebtedness of these 32
countries had increased from $6.2 billion to $10.1 billion in a period
of 3 years. Thisvis a 63 per cent increase. For some of these countries
the original indebtedness was so low that any new debt shows up as a
high percentage increase. But, for others, notably Brazil, Argentina,
and India, the original indebtedness was considerable.

As large as the public debt service burden is in these.countries,
we must not forget that sefvice payments on private account are about

twice as large. In 1955 public debt service payments of these 32 low-

income countries were $653 million while service payments on private

1mpia., p. 28.
2Tbid., pp. 40-Lkh,

3Tbid., pp. 18-20.
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TABLE 2.--External public indebtedness December 31, 1955 and
December 31, 1958
(millions of U. S. dollar equivalent)

December 31, 1955 December 31, 1958
Latin America 3,795 5,246
Brazil 1,20 1,509
Argentina (600) (1,430)
Mexico 500 599
Chile 354 459
Colombia 27h 438
Peru 222 216
Uruguay . 4 127 131
Bolivia 9k 96
Ecuador 69 gl
Cuba 65 58
Panama, 21 ko
Heiti 43 37
Costa Rica 36 34
El Salvador 28 26
Nicaragua 23 25
Guatemals 22 22
Paraguay 18 17
Honduras 5 13
Asia, Middle East and Africa 2,592 h!BEh
India 308 1,442
Israel (360) (556)
Fed. of Rhodesia and
Nyasaland 371 526
Belgian Congo 316 516
Indonesia (569) (415)
Iran 230 377
United Arab Republic 5 291
Pakistan 148 200
Philippines 91 198
Thalland 73 143
Burma 17 8L
Ethiopia 33 51
Ceylon - Ly 48
Lebanon 27 27
Total, non-Buropean low-income
countries 6,297 10,120

Note: Figures in parentheses are crude estimates.

-~

Source: Data from IBRD Statistics Division. Adapted from
Avramovic and Gulhati, Table II, pp. 13-1k.
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account were $1,117 million. In 1958 the ratio was much the same.
Private service payments were $1,280 million and public debt service
payments were $770 million.l Of course there 1s a degree of flexi-
bility in service payments on private account that is not present
in public debt service payments. Insofar as private service pay-

ments take the form of dividends, they may fluctuate with export

JRUSIT VU SO
MJ—LLéLJ e AN

g 2 woy as to minimize the strain on the balance of
payments.

Table 3 presents public debt service as a ratio of export
earnings for 30 developing countries (for which such figures were
available) in 1955, 1956, 1957 and 1958. |

A drastic worsening of the ratio is evident in the case of
Columbia (from 6.1 in 1955 to 21.4 in 1958), Chile (8.8 to 13.2) and
Ecuador (4.0 to 9.8). The weighted average for all these countries
rose from 4.9 per cent of current account receipts in 1955 to 5.8
per cent in 1958.2

The fact that the study ended in 1958 gives, perhaps, too fa-
voreble a picture of the position of some countries. It will be ro-
ticed from Table 3 that India's public debt service only required 1.7
per cent of current acéount receipts in 1958. This is not an elarming
retio. However, 1958 wes the beginning of heavy borrowing for the
Second Five Year Plan and this ratio changed considerably in a very

short period.

lavramovic and Gulhati, Table IIT and Appendix Table XXT,
p. 19 and p. 73.

2Tpid., p. 5b.
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TABLE 3.--Ratio of public debt service to current account receipts

1957 1958

[
O
N
(0"

Country 1955

Colombia
Chile
Brazil
Ecuador
Haiti
Mexico
Peru
Urugusy
Iran
Pskistan
Panama
Nicarsgua
Fed. of Rhodesia and
Nyasalend
Costa Rica
Paraguay
Belgian Congo
Bolivia
Indonesia
Thailand
Philippines
Ethiopia
Honduras
Burma,
India
El Salvador
Malayab
Guatemala
Cuba
Ceylon
United Arab Republic
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#Indicates peak ratio.
8Preliminary.
bRatio of debt service to commodity exports.

Source: Data from IBRD Statistics Division; IMF Balance of
Payments Yearbook, various issues. Adaspted from Avramovic and Gulhati,
Table VIII, p. 53.
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Despite the greater than 60 per cent increase in public in-
debtedness of the 32 low-income countries, Avramovic and Gulhati con-
' cluded that "the possibilities for further international lending are
far from.exhausted. Thgre are a great number of countries which are

still in a positidnvfo assume new long-run obligationél"; Hdwev?r,
this conclusion is tempered with.a warning. ;Recent experience sug-
gests theat ot certain points in tﬁe growth procegs, some countries incur
substantial amounts of debt in a very short period of time; and this
experience may well Dbe repeated in other cases in thé future."@ In
some counpries uncertain export prospects and already heavy debt bur-
dens made further borrowing difficult if not impossible.3

Thus, this second estimate of debt-servicing capacity pre-
sented a mixed picture. Although some countries could still borrow
safely, apparently there was a growing number that had passed their
limit. It was this latter group of countries that particularly

pressed for the establishment of some institution like the International

Development Association.

The Plight of Certain Countries

Is there some formula which establishes the 1limit beyond which
a country's ratio of indebtedness to export earmings cannot go with
safety? Although the International Bank says there is no such formula,
in practice, the Bank regards a country as being In trouble when more
than 6 or 7 per cent of their external receipts is absorbed by finan-

cial obligations agbroad. Beyond this point, a specilal study i1s

lpid., p. 59, 2Thid. 3Tbid.
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necessary to justify granting of further assistance.1

What does it mean for a country to go beyond some such limit?
The word goes out that that country is no longer creditworthy. 'What
this really means is that the bankers judge that such a country might
in a crisis find the temptation.to default on its foreign debt over-
whelming."2 Most observers agree that the danger point has been
reached by several Latin American countries, particularly Brazil,
and is just ghead for India and Pakistan.

The case bf India deserves special consiﬂefation. This ‘coun-
try contains approximately 400 million people or one-third of those
people living in underdeveloped countries (outside the Soviet bloc)
today. What Happens in India may-have a crucial impact on the hopes
of other developing countries following a non-totalitarian path.

Shonfield cites India as the most dramatic case for soft loans.

Consider, for example, the arithmetic of India's Third
Five-Year Plan, beginning in 1961. Taking the most conserva-
tive estimate of what the Indians will need to carry out a sub-
stantial program . . . the foreign-trade deficit during this period
will average an amount_equal to roughly two-thirds of India's
export earnings today. ’
What are the chances of increasing India's export earnings? One
observer of the Indian economy has said that '"As far as 95% of the

exports from India are concerned, there is thus little likelihood of

any marked increase even over the next two decades. In the past three

lleonard Rist, "The Capacity to Service Foreign Debts''--A lecture
presented to the Economic Development Institute of the International
Bank for Reconstruction and Development (IBRD) July 9, 1962 (Washing-
ton: IBRD, 1962) p. 10. (Mimeographed.)

2Shonfield, p. 97.

3Shonfield, p. 30.
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decades the volume of exports of these items has fallen, and the trend
may continue. "t

Even assuming that the Indians were able to increase exports
to the point that the foreign trade deficit was equal to only half
their export earnings, Shonfield points out that, "this would mean
that by 1966 the debt accumulated over the Five-Year Plan would amount
to two and a half bimes the value of the country's export trade. "2
And this indebtedness would, of course, be on top of the already largé
debt burden.

If India borrowed the funds necessary to finance the Third
Five Year Plan at 5 per cent interest for a 20 year period, sﬁe "would
have to find each year a sum in foreign exchange, for interest and
principal repayments together, equal to 10 per cent of the total amount
' borrowed during the five-yearperiod."3 This would mean that the an-
nual cost of servic;ng the Third Plan debt would take 25 per cent of
export earnings.

But, this is only the beginning. "More than $1 billion will
be required for the repayment of external debt . . . during the pexriod
covered by India's Third Five Year Plan."™ And this amount equals

about 10 per cent of India's foreign exchange earnings each year. So,

that by 1966, when the Third Plan is completed, Indie would be reguiring

1s. J. Patel, "Export Prospects and Economic Growth: India,"
The .Economic Journal, IXIX (September, 1959), 50l.

2Shonfield, p. 30.
3mhid.

bRobert E. Asher, Grants, Loans, and Local Currenciles
(Washington: The Brookings Institution, 1961), p. 97.




70
something in the nature of 35 per cent of her export earnings Just to

service foreign debt!

The problem plaguing India in her attempt to ircrease export
earnings is that of many developing countries today. FEven though
the people save fiercely and limit consumption to a starvation level,
there is great difficulty in turning the goods saved into export items.
There has not heen sny suhstantisl incresse in world demsnd for India's
traditional exports of tea and jute. Textiles served as a medium for
entering the export field for Japan, and India is trying to emulate
Japenese experience. But, here the Indisns run up against not only
tariffs but "voluntary quotas"” on textile exports. Even a program
of rampant price-cutting cannot overcome such restrictions.

It is important to remember, in consideriang the problems con-
frorting the Indians, that they are attempting to raise per capita in-
come by 3 per cent a year, starting from ore of the lowest income
bases in the world. But, the size of the population is such that
just to increase per capita income one dollar each year requires an
increase in national income of $400 million. Assuming a capital-
output ratio of about 3:1, in order to increase nation;l income $400
million an investment of something over $1 billion is required. We
should, indeed, "consider the arithmetic of India‘s Third Five-Year
Plan."

India is not alone in her plight. At the 1961 meeting of the
Board of Governors of the International Bank, the Governor from Pakis-
tan presented a very similar picture of his country. What are the al-~

ternatives for such countries? The Pekistanl Goverror said they have

two. First, they could cut their develcpment plans and programs bazk
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to the amount of soft loans avéilable. Or, they could assume conven-
tional obligations that they know they will not be gble to repsy, in
the hope that someone will bail them out.l This is a rather unappeal-
ing set of alternatives for any govermment that is trying to win popu-
lar support at home and at the same time maintain international re-
spectability.

The Governor of the Bank for Nevpal preserted a different case.
His country is not overwhelmed with outstanding debt. But, the oppor-
tunities for investments of a commercial or quasi-commercial pattern
are practically non-existent. This is true because the economy needs
50 many ol the basic requirements which yield no direct return.2

Is it wise to saddle countries like Nepal and the;ﬁewly inde-
rendent African countries with a lot of conventional debt at this
point in their struggle for survival? Maybe the West could learn
something from the experience of trying to finance India's and Pakis-
tan's development through the use of conventional loans. Dr. Robert
Asher has estimated that because of India's past conventional borrowing,
Indian "aid requirements will be nearly 25 per cent greater than the
$4.i billion believed necessary for the import of cepitel goods during
1961-1965."3 Is it just making ﬁore trouble for the future if hard
loans are used as the main source of development capital? For, hard

loans must increase enough to allow these countries to repsy principsl

lIBRD Board of Governors Press Release No. 5, September 19,
1961, pp. 2-3.

2TBRD Board of Governors Press Release No. 16, September 18,
1962, p. 2.

3Asher, P. 97»



72
plus interest or these countries are led into a very cynical default.
Alan Nesle has suggested théf the countries that have passed
the sensible limits of debt servicing capacity--India, Pakistan,
Brazil and some of the African countries--do have one other alterna-
tive. They can, of course, adopt the Communists' methods of forced

savings 1n order to achleve cgpital formstion quickly.l

The World Bank and Soft Loans

Mr. V. K, R, V. Rao, ir glving the Montague Burton Lecture
at the University of Leeds in 1960, conceded that his proposal for a
United Nations Econcmic Devélopment Administration was obviously pre-
mature in the world of 1949, ﬁe recalled the World Bank's comments on
that proposal and noted the irony of the fact that the Bank would be
concurring in the establishment of the Intermational Development As-
sociation only a decade later.2

The Bank's management would not plead gullty to inconsistency
in their policy. For, the staff of the Bank has had & long-standing
policy of opposition to what they call "fuzzy" loans. From the time
when Mr, John MeCloy was presldent down to today, the opposition to
"fuzzy" loans remains strong., And this is not withoﬁt some reason.

Just what is & "fuzzy" loan? The Bank defined "fuzzy' loans

quite early, as loans repayable in local currency or loans where the

lpten D, Neale, The Flow of Resources from Rich to Poor (Har-
vard University Center for International Affeirs Occasional Papers in
Inteinational Affeirs Number 2; Cambridge: Harverd University, 1961),
Dp. 4l-b2,

2. X R. V. Rao, International A1d for Ecomomic Development--
Possibilities and Limitations {The University cf Lesds Eighteenth Mone
Tague Bw ton Lecture on International Relations, l9602,ppe 15«16,
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obligation to repay was not clear. The Bank felt that if loans were

made at low rates of interest or with an uncertain duration (as pro-
posed in SUNFED) that borrowers would not take the obligation to repay
seriously and this attitude would carry over to the lcans made by the
Bank and other creditors. Loans repayable in lccal currency were con-

sidered to be nothing but disguised grants.

« ek ke TOEN_E1
y ouwt by 950-21

there came the reglization that something else was reeded besides con-
ventional loans. "We had to have some kind of soft money in order to
carry out the bare mirnirum that had to be done. "t Speaking on behalf
of the Bank to the United Nations Economic, Employment and Developrent
Commission on May 17, 1951, Mr. Richard H. Demuth saild:

We believe that, in some countries, the rate of development cannct
be accelerated substantially if the only external capital they re-
ceive is in the form of loars which have a reasonable prospect of

repayment. If additional assistance is to be giver to these coun=
tries we believe strongly that it skould be in the form of grants,
rather than in the form of quasi-loans, and that the grants should
preferably be administered through intermnational charnels.

The President of the Bank, in evaluating the requirement for

soft loans, said:

. There are some in the creditor couatries who advocate put-
ting foreign aid on a grant-in-aid basis in order to escape the
eventual necessity of taking repayment in foreign goods. On the
other hand, there are some who advocate putting all ald on a 100%
hard loan basis, lgroring the virtually insuperable transfer proh-
lems which this would create. Even if the creditor country is pre-
pared to continue lernding ard relending on a large scale indefi- .
nitely, so that its actual capital investment need never be repaid,

LMnterview with Mr. Fugene R. Black, March 12, 1963.

2Richard H. Demutk, "Statement on Behalf of the Inteinational
Bank for Reconstruction and Development Before the Economic, Exrployment.
and Development Commissioa" (Waskhington: IBRD, 1951),.p. 10..
(Mimeographed. )
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the mounting burden of interest can itself become a formidable
Pproblem. )

It is with such thoughts in mind that I have often en-
dorsed in principle the idea that a significant part of develop-
ment aid should be extended on terms providing some relief from
the transfer burden. I have repeatedly observed that the Justi-
fiable and really minimum needs for development capital in the
underdeveloped ciuntries are greater than can be met through con-
ventional loans. :

This speech came after the proposal for an International Development

———— a -
[
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Bank during the last half of the 1950's.

In a later address, Black argued that, to be successful, de-
velopment aid must be accepted as a more or less permanent feature of

2 "oon-

Western policy with a separate and distinet status of its own.
ventional loans alone will not do the job. A developing country can
reach very rapidly the prudent limit of its capacity to assume fixed
foreign exchange obligations, es we are learning in the Bank."3
Black also had a warning for the world's bankers and poli-
ticians.
To ignore this prudent limit and simply pile loan upon loan is to
destroy the very order in international financial transactions
which development diplomacy is in part designed to preserve. . . .
We can no longer afford veriodic wholsale defaulﬁs as g means of
cleaning out the internationsl financial system.
In order to get around this business of wholesale defaults such as

happened after World War I, Black urged the nations of the world to

!Sumery Proceedings of the 1959 Meeting of the Board of Gover-
nors of the International Bank for Reconstruction and Development (Wash-
ington, IBRD, 1959), 'p. 10.

2Eugene R. Black, The Diplomscy of Econocmic Development,
pp. 4h4-Ls5.

3Ibid., p. 55.
bmpid., pp. 55-56.
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devise a "whole variety of financial instruments, some quite new and
novel, if we are to preserve order in the balance of payments of the
new nations and to keep in constructive contact with them."1

There has been a considerable degree of disagreement on just
what form these new and novel financial institutions should take. The
second Scheyven Report to the United Nations had presented a proposal
fbr loans repayable in local currency.2 The Bank iooked with consia-
erably more favor on this idea than on the earlier indeterminate loan
proposal. And, if properly administered, the Bank would have favored
such local currency loans.> 1In 1957 the establishment of the United
States Development Loan Fund made local currency loans legitimate and
the Articles of Agreement of the International Development Association
are clearly designed to permit loans repayable in local currency. The
report of the Executive Directors which accompanied the Articles of
Agreement specifically mentioned "loans repayable wholly or partly in

4 Even though such loans are authorized, to date, none

local currency."
has been made. The finance made available by IDA does have a foreign

exchange burden even though repayment is spread over a very long period.

But, the staff of the Bank is not willing to call even these loans.

l1bid., p. 56.

2¢nited Nations, General Assembly, Special United Nations Fund
for Economic Development (A/2906, May 23, 1955) (New York, 1955), p. 18.

3Interview with an official of the International Bank for Re-
construction and Development, March 8, 1963. '

4Report of the Executive Directors of the International Bank
for Reconstruction and Development on the Articles of Agreement of
the International Development Association (Washington: IBRD, 1960),
p. 7.
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They are referred to as "development credits" and Mr. Black feels that
they are really disguised grants.l

How can a no-interest loan made repaysble over a 50 year period
be distinguished from a "fuzzy" loan? First, there is a definite re-
payment date set. Secondly, there is a foreign exchange bu'rden. The
staff of the Bank would have much preferred outright grants to such
arrancements but both the develoned and developing countries preferred
the "development credit" approach.2

And the financial community much preferred no-interest loans té
3 per cent loans. A 3 per cent loan was a '"fuzzy" loan--not really a
loan and not really a grant. The financial world is full of biases,
cliches, and symbols and they felt that there was something very real '
about this distinction. And since the Bank must rely upon the finan-
cial community.to purchase its bonds, the Bank must attempt to conform
to their expectations;3

As mentioned earlier, from 1950-1951 on, the Bank became in-
creasingl& aware of the need for more funds for economic development.
There was considerable discussion about what should be done abouf it.
As some countries moved into the category in which they could never bor-
row from the Bank and as more countries approached the end of their
creditworthiness, there was no help to offer these countries at all,
unless the Bank changed its nature altogether. And it cou;dn't do that

under the Articles of Agreement drawn up at Bretton Woods, There were

various proposals that the Bank simply extend the period of repayment

Linterview with Mr. Eugene R. Black, March 13, 1963.
2Ibid.

3Interview with an official of the IBRD, March 15, 1963.
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on outstanding loans. Shonfield argued that the Bank's reserves of

$500 million should allow the bank to make such a concession.

. Grantéd, the insdtitution must keep up a tough appearance
and give a fair imitation of a hard-faced banker, if it is to
keep its relations sweet with Wall Street and other money centers.
But lengthening the term of a loan, by offering a country, say,
an extra five years before it has to begin repaying the principal
in ennual installments, surely need not be interpreted as a dan-
gerously soft and unbusinesslike act, when interest and other
charges amounting to a total of over 6 percent per annum . . .
cre tc e peid by the horrower right through the extra five
years... .. . Some people might regard this as rather a good
investmwernc. . . . No doubt some of the brokers and investment
bankers would shake their heads a little at first, as they in-
variably do whenever some object on the fixed horizon of bank-
ing conventions shifts its position ever so slightly, but they
would soon recognize that the security of this highly profitable
investment in World Bank bonds had not been reduced, just because
some of the loans. were going to be left to earn interest for a
few years longer.

Such proposals have been dismissed by the Bank as a violatioz
of the trust placed in the Bank by its inyestors. McCloy and Black have
both spent a great deal of time going around the United States assuring
the bankers and other investors that nothing would thresten the sazctity
of the loans made. And any alteration in th= %terms .is felt to be a dan-
gerous violation of this pledge.

By the time Monroney made his proposal, involving the local
currency question as it did, the Bank was ready to consider almost ary-
thing that did not involve a fundamentel change In principles. The

Thirteenth Annual Report of the Internaticrnal Bank for Reconstruction

and Development, published in September 1958, expressed the opinion

that the Monroney proposal, alﬁhough involving complexities which would

have to be resolved, was very lnteresting and deserving of further

Lsnonfield, p. 99.
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study.1

In his speech to the Board of Governors in 1958, President
Black said:
It would be a sad setback to the efforts and achievements of
the past decade if the flow of international development capi-
tal should stagnate just when govermments in the underdeveloped
world have made significant progress in persuading their peo-
ple to accept the changes and to make the sacrifices necessary
for future growth. I can think of no quicker way to destroy the
hopes of hundreds of millions of expectant people than that we, to

whom they look, should be unprepared and unequipped IOr new Situa-
tions as they unfold.2

Later in the same speéch he commented on the need for new sup-
plies and sources of international development capital and the desira-
bility of channeling it through international agencies.3 This was about
as strong support as Black felt he could give in view of his position
as head of an international agency and in view of the fact that the Mon-
roney proposal was, after all, only a resolution before the United
States Senate--a purely domestic affair.

Views of Some Developed Countries
Toward Soft Loans

The official view of the Eisenhower Administration toward soft
loans was undergoing a considerable change during the last part of the
1950's. With the change in personnel at the Treasury Department--the
replacement of George Humphrey by Robert B. Anderson--there was a no-

ticeable thaw in the position toward non-conventional loans for

1(Washington: IBRD, 1958), p. 6.

2Summary Proceedings of the 1958 Annual Meeting of the Board
of Governors of the International Bank for Reconstruction and Develop-
ment (Washington: IBRD, 1958), p. 13.

31bid., p. 4.
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developing countries. Deputy Under Secretary of State for Economic
Affairs Douglas Dillon reflected the rnew policy of the Administration
in his testimony before the Monroney Committee.

He stated that the State Department had estimated the need for
soft loans at about $750 million a year in addition to the sums being
made avallable by Western Europe. This $750 million per year had been
the goal of the Administration ih setting up the Development Loan Fund.
However, Dillon argued that 1f the United States switched this amount
of funds from the Development Ioan Fund to the International Develop-
ment Association,

It would require at least an equivalent annual contribution from
the other developed countries. Otherwise, the International De-
velopment Association would lose its multinational character and
become a mere instrument or tool of the United States. An annual
contribution of any such magnitude by the other developed coun-
tries over and sbove their present effort is clearly out of the
question for the foreseeable future.
The Administration apparently felt that since the ertire soft loan
program could not be put on a multilateral basis, it was better not to
put any of it on such a basis. ZEven though the Administration had been
convinced of the necessity for soft loans, there was lingering doubt
in the Congress.

Representative John Rhodes, of Arizona, was very greatly con-
cerned about the impact of IDA loans on the moral fibre of the under-
developed countries.

Mr. Rhodes. Apparently the governing body of IDA has made a policy
decision, for at least the time being, not to charge interest. I

question the wisdom of it, not only because I think most people who
borrow money expect to pay interest, but because it seems to me

lsenate Subcommittee on Banking and Currency, Hearings on
S. Res. 264, 1958, p. 1kl.
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there is some virtue to charging interest.l

Not only was Mr. Rhodes concerned about the loss of virtue that fol-
lows not paying interest, he was also concerned sbout the morality
of the United States in meking such funds available.

Mr. Rhodes. However, at some time in the future it seems to me
that in the expectation of a normel borrower, he would, at some
time start paying interest. I do not think that we are playing
fair with the underdeveloped countries if we let them get into’
the habit of thinking that the moon is made of green cheese and

I am afraid this is exactly what we are doing by maeking this type
loan.

Alan Neale has referred to this type argument as a

more than usually nauseating line. . . . If the poor countries
could increase their import capacity sufficiently by raising

money on commercial terms, they would do so. This is Just what
they cannot do. In a capital-hungry world it is obvious that

by and large new investment projects in the faster-growing ad-
vanced countries will tend to offer a safer and more attractive
return than projects in underdeveloped countries and that in a
free world market for capital the latter would be outbid nearly
every time. This line is humbug and in reality asserts that under-
developed countries should not get capital at all.3

In Furope, there is still considerable opposition to soft loans.
Germany and the United Kingdom, in particular,

have raised objections of principle against soft loans, especlally
" with respect to interest rates. The German Government feels that
loans at soft terms mey impair the role of private capital, dis-
tort competitive positions and weaken the function of interest
rates in allocating scarce capitsel among competing uses. Care must
be taken, in the view of the German Government, to ensure that the
granting of loans at soft terms does not constitute a substitute
for monetary and financial discipline on the part of the recipient
countries. The United Kingdom Government generally makes loans at
the rate at which it can borrow plus g small management charge.
It is concerned, in addition, that lending at soft rates might

1u. 5., Congress, House, Subcommittee of the Committee on Ap-
propriations, Hearings, Foreign Operations Appropristions for 1962,
87th Cong., lst Sess., 1961, p. 97.

2Tbid., pp. 98-99.
3Neale, p. 39.
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have repercussions on the terms of treasury lending to domestic
borrowers, such as the nationalized industries. The Unlited King-
dom Government triles to reduce the debt service burden by extend-
ing the period of repayment, now typlcally at 25 years, and by
granting grace periods.

Commander Sir Robert G. A. Jackson has presented an impressive
argument sgainst this plea "for the role of private capital."”

Many of us in the West feel that large movements of capital should
be somehow automatic, with capital seeking the best areas of invest-
ment and responding to opvortimities for profit. This would be the
"natural” method and to those who reason thus governmental activi-
ties or action by intermational agencies are felt to be a dlsturb-
ing departure from the old, free, liberal tradition. It is there-
- fore relevant to ask how the movements of capital occurred in the

past and whether "automatic' methods would still bring the same
results..... . We can see that a number of essential elements in
the earlier patterns of international investment are now lacking.
In the first place, the world is much less secure. . . « Today the
one-time prop of "law and order" in large parts of the world--the
colonial control exercised by Furopean powers--has vanished, and
rightly so. . . .

Furthermore, much automatic investment has vanished, or is
vanishing, with the end of colonielism. . . .

Another vital fact is that the whole outlook for private
capital has changed. . . . Today the largest poBential investor,
Anmerica, has a vast prosperous internal market.

Commender Jackson's wife, Lady Jackson, has added her vcice to
those who would argue for more soft loans.

I do not believe we are thinking about develcpmert on anythirg like
a large enough scale. Our sense of proportion in this whole ques-
tion of economic assistance is still quite wrong. The most reveal-
ing figure is that the world can spend 100 billion dollars each
year on defense, yet 1f we produce five bi%lions in economic as-
sistance, we think we are doing very well.

lOrganization for Beonomic Co-operation and Developmeant (OECD),
Development Assistance Efforts and Policies in 1961 (Paris: OECD,
September, 1962), p. 23.

2Commander Sir Robert G. A. Jackson, The Case for an Inter-
national Development Authority (Syracuse: Syracuse University Press,
19597, pp. hi-h2.

3Barbara Ward, "Imsgination in Development,” Restless Nations
J
(New York: Dodd, Mead & Company, 1962), pp. 197-198.
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If morals have any meaning at all, they must entail that the
hungry are fed, the naked clothed, the homeless sheltered, and
all the sons of men given some little share in the world's §reat
patrimony of knowledge and opportunity, of health and hope.

Lady Jackson has given the Western world a large order and one
that hard loans simply cannot fill. Some such vision of the world's
need must have been in Senator Monroney's mind when he first con-
ceived of the International Development Association in Bangkok in

1956. And along with this need, the Senator thought he saw a way to

meet it--through the use of local currencies.

1garbara Ward, "New Perspectives,' Restless Nations, p. 67.




CHAPTER V

THE LOCAL CURRENCY QUESTION

Monroney's Proposal

In Monroney's speech to the Inter-Parliamentary Union in 1956
there was a three-pronged proposal. One aspect concerned the need
for more funds on easier terms. The second aspect concerned an inter-
national agency to administer these funds. And the third aspect of
his proposal was the possibility of using counterpart funds left over
from Marshall Plan days and local currencies acquired under Public
Law 480 to finance the new agency. When the Senator returned to Wash-
ington, he discovered that there were few Marshall Plan counterpart
funds still available. So, this idea was dropped. However, he dis-

»

covered that the United States had around $1 billion in inconvertible
currencies of the underdeveloped countries as a result of sales of sur-~
plus agricultural commodities. By the time the International Develop-
ment Association was launched, in 1960, unutilized balances of foreign
credits totalled $4 billion.l

Monroney wondered why this money couldn't be put to work. He

had seen the obvious surpluses, of tea and jute in India, of rice in

some of the Southeast Asian countries, of petroleum in the Middle East,

18emiannua1 Report of the National Advisory Council on Inter-
national Monetary and Financial Problems for the Period January 1 through
June 30, 1960 (Washington: U.S. Government Printing Office, 1961),
Table C-9, p. 73.
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of ores in Latin America. And yet, some of these commodities could be

used by other developing countries.

One officisl in the United.States Treasury Department sug-
gested that Senator Monroney simply did not understand the use of
local currencies. Secretary Anderson’'s statement to Monroney's com-

mittee was supposed to straighten him out on this matter by pointing
cut thot vhot the underdeveloned conntries needed was foreign ex-
change. This same official pointed out that, to date, the Inter-
national Development Association has not loaned a peso of local cur-
rency--even that which was paid in on subscription. Why should a
country put up a million pesos in capital, ﬁorrow it back from IDA
and pay a service charge on it, when they could go to the printing
press and print up the money and spend it? And most of the under-
developed countries do just that. It was pointed out, however, that
the Inter-American Development Bank has used local currency to make
loans to a country in its own currency. And such countries have been
willing to pay interest on the currencies which they themselves have
subscribed.t

One of the executives of the World Bank has said that "Monroney
thought that local currencies were 'real money'. Gene Black had break-
fast with Monroney and luncheons and dinner parties to try to explain

it, but he never did succeed."®

lTnterview with an official of the U. S. Treasury Department,
January 17, 1963.

®Interview with an official of the IBRD, Jenuary 22, 1963.
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Monroney's Publicity Campaign

Monroney had been a newspaperman before going to Congress and
had a considerable respect for the influence of the'press in getting
an idea accepted by the public. He also had a number of friends in
the newspaper business. He kept up a steady stream pf aomunition to’
these people on the International Development Association and parti-
cularly on the local currency aspect. Several papers editorialized

in favor of his proposal, including the New York Times, the Washington

Post and the St. Louls Post Dispatch.

The Dgyton (OhiQ) Daily News editorialized on March 1, 1958 in
support of Senator Monroney's resolution. The editorial strongly en-
dorsed the local currency aspect of the proposal. "Such a bank could
facilitate many three-way trade-snd-loan deals such as Russia .so easily
arranges, with satellites handy for absorptive marketing, whereas free-
world tariff barriers render them difficult for this country to ﬁake."l

The Des Moines Register was not optimistic about the local cur-

rency feature but felt that it might have some value.

It wduld not do’ India much good for an intermational agency to léend
back rupees for economic development. These rupees would represent
a claim on Indian resources. What India needs is capital from
abroad.

Nevertheless, there is some value in the "local currency"
loan feature. In some of the poorer countries, banking facilities
are so inadequate, that the "Monroney bank" would serve a valusble
function just in providing long-term financing machinery.2

A good many economists have pointed out the need to do something

lpayton Daily News, March 1, 1958 as quoted in Senate Subcommit-
tee on Benking and Currency, Hearings on S. Res. 264, 1958, p. 35.

2Des Moines Register, March 2k, 1958 as quoted in Senate Sub-
cormittee on Banking and Currency, Hearings on S. Res. 264, 1958, p. Li.
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about United States holdings of local currencies.

These balances are already growing fast on account of our farm-

surplus-disposal program. We will consequently acquire an embar-

rassing power over other countries. We will be the largest single

holder of bank deposits, capable of upsetting monetary and fiscal

policies abroad. To make matters worse, our hoards of foreign cur-

rencies must retard the elimination of exchange controls in Asia

and Latin America. Other countries may hesitate to make their cur-

rencies convertible for fear that we may then demand dollars in ex-

change for our balances, denuding them of foreign exchange. This

is an anomalous situation for the United States, because we extol

currency convertibility.1

The Senator concluded that the reason the underdeveloped countries
were not able to buy each other's surplus goods was a lack of usable cur-
rency. And here was the United States holding $1 billion in the cur-
rencies of these very countries and not making any use of it!: It did
seem like a most reasonable solution to transfer United States' hold-
ings of these currencies to an international institution. It would be
able to use them to purchase surplus commodities and transfer them to
places where they were needed. This would mobilize wasted resources,
and it would increase the tempo of economic development without cost-
ing the United States taxpayer one cent.
Monroney had another reason for wanting to put these local cur-

rencies to work. He could foresee that as this store of local cur-
rency mounted each year, there was going to be a powerful movement to

cancel them out. '"Sooner or later these currencies must be forgiven

or written off or they must be used."2 As a past member of the Banking

lpeter B. Kenen, Giant Among Nations (Chicago: Rand McNally
& Company, 1963), pp. 175-176.

2Congressional Record, February 24, 1958, pp. 2261-7 as quoted
in Senate Subcommittee on Banking and Currency, Hearings on S. Res.
264, 1958, p. 11.
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and Currency Committee of the House and a member o?_the Senate Come
mittee on Banking and Curreﬁcy, Monroﬁey had come to believe in sound
international financial operations. The idea of writing off all these
currencies did not appeal to him as a move designed to engender respéct‘
for international obligations and a sense of responsibility for debts.
It also would involve disillusionment for the United States taxpsyers
who supported Public Law 480 because they thought the United States

was getting a guid pro quo for these surplus commodities.

Hearings on the Monroney Resolution

By the time the hearings on the Resolution had started, Mon-
roney had acquired a considerable smount of smmunition on the local
currency question. It was to become the central issue in the hearings.

Secretary Anderson came to the hearings laden with questions
concerning the local currency aspect of IDA.

Secretary Anderson. . . (1) Is local currency available in
countries that might have capital goods available for export
to other.areas?

" (2) If there are such holdings, would the countries

permit thelr use for financing exports?

(3) Would they be willing to have the currencies turned-
over to an international agency for this purpose?

(4) Would finencing through this agency within the
country be favored by countries now receiving }oans repayable
in local currency from United States programs?

In addition to his questions, the Secretary had a good many
statements to make about the local currency issue. He pointed out
that, "Although the United States holds title to large sums in local

currencies, these have been acquired only under specific agreements

with foreign countries that their use would be limited in various

lsenate Subcommittee on Banking and Currency, Hearings on
S. Res. 264, 1958, pp. 58-59.
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specific ways, and generally these limitations do not pérmit their use
for finmancing exports."l The Secretary also emphasized that local cur-
rencies loaned back to the developing countries would not add to these
countries’' real resources.

He made much of the fact that Public Law 480 had specifically
authorized the financing of goods purchased in one country for the use
of another country. <This was exacily whai Seuaiovi MOLiochey nad in mind.
And yet, the Secretary maintained that "only very small amounts of cur-
rencies generated under the program have to date been agreed upon for
this purpose."2 Mr. Anderson's interpretation of this experience was
that such transactions were almost impossible to effect.

Mr. Douglas Dillon, Deputy Under Secretary of State for Econo-
mic Affairs, echoed the testimony that had been given by Anderson.
Dillon argued that our stock of local currency could not be used to
remove resources from the country whose locel currency is concerned.

We cannot, for example, use our holdings of Brazilian cruzeiros
to buy up Brazilian coffee, cocoa, or cotton--Brazil has no capi-
tal goods for export--and ship that coffee, cocoa, or cotton to
some other country. And even if we should do so with the con-
sent of the Brazilian Government, we would be reducing by that
much Brazil's export earnings in hard currencies and its capacity
to pay for the capital resources needed for its economic
development.

Senator Monroney answered that he was not concerned with com-
modities that could be sold in world trade. His interest was in using
surplus commodities of the underdeveloped countries and he was con-
vinced then and is still convinced that exchanges of such commodities

could be arranged. He used the expression that the developing countries

should sell for "money, marbles, or chalk."

11bid., p. 59. 21bid., p. 6C. 3Ibid., p. 143.
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I am talking about a worldwide operstion where there are many
kinds of surpluses that go unused, that rot on the ground be-
cause the neighboring country does not have the foreign ex-
change to buy the rotting crop except as it converts its lo-
cal currencies to hard dollars.lt
Monroney maintained that the United States Government had not really
tried to effect transfers of surpluses between underdeveloped .. - .

countries.

The Stote Densrtment prepared,a.memofandum on local cur-
rencies for the use of the Committee. In this memorsndum, it is
pointed out that "unless they receive at least equivalent resources
in return the less developed countries c¢annot provide resources to
other countries without a setback to their own economic growth. If
the United States were to use a less developed country'é local cur-
rency'to remove resources from it for use by other countries we
woﬁld cause such a setback."®

This statement does no damasge to Monroney's proposal because
he did not propose taking resources from the less developed countries
without putting anything back in. He was proposing én exchange of re-
sources between countries with complementary needs. The State Depart-
ment insisted that "To the extent that it is feasible, this sort of
exchange 1s already going on through normal commerciel channels.

There 1s no present obstacle to trade between the less developed coun-
tries which would be removed by United States govermmental action in

lending these countries each other's local currencies."3 Senator

Monroney would not reconcile himself to a world where people starve in

ITbia., p. 175. 2Tpid., p. 123. 3Tbid., p. 12k
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one country while surplus food rots on tke ground in en adjoining
country. The State Department view, however, was that there was no
solution to this problem.

Senator Monroney thought the Administration position on lo-
cal currencies'was contradictory. On the one hand, the Secretary of
the Treasury insisted they were practically useless for economic de-
velorment. They didn't 8dd sny resl resources to the country they
were loaned to. They could not be used in intermational trade. And
yet, on the other hand, the Administration kept pushing Public Law
480 loans repayable in local currencies and had even established the
Development ILoan Fund to receive repayment in local currencles. During
Deputy Undersecretary of State Dillon's testimony, Senator Monroney
said: "You can't have it both ways. If your case is true--that these
funds are of no use--then the repayments that the State Department gets
back in these same local currencies also have no use and, therefore,

we are adding to a stagnant pool of frozen currencies. "t

Debate on Locdal Currencies

During the 1959 meeting of the Board of Governors of the Bank,
local currencies became the subject of an extended debate. The devel-
oped countries, led by the Netherlands and the United Kingdom were
pParticularly opposed to the local currency aspects of IDA.

The Governor from the Netherlands stated that his Government

was

not without concern sbout the possible monetary and commercial im-
plications of the utilization of so-called local currencies for

1Tbid., p. 136.
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international investment purposes. We are particularly concerned
sbout the inflationary consequences of the utilization of such
currencies accumulated in the past, and about the distortion of
international trade that msy result from the limited usability of
inconvertible loecal currencles if made available for foreign pay-
ments. We, therefore, want to stress that the finencial opera-
tions of the IDA should in no way sasggravate the problems of mone-
tary instability and trade restrictions which in many countries
continue to exist, despite the great--and to a certain extent
successful-~efforts of the International Monetary Fund and the
GAT? to reduce their significance. We would defeat our own pur-
poses if the IDA were to become an institution creating or even

. stimulating the verv tendencies the Fund and the GATT are opposing.l

The Netherlands Governor inﬁroduced the International Monetary Fund into
the debate on local currencies and surely some mention must be made of
the Fund's opposition to anything which smacks of bilateral trading
arrangements or of barter. This is in line with the classical liberal

tradition of free trade.
However, Andrew Shonfileld has argued that it is not in line with

the realities of the twentieth century.

One way in which the underdeveloped countries could surely
help to relieve the pressure on their balance of payments is by
trading more smong themselves. It is not just a matter of taking
in each other's washing. Surplus production of a commodity runs
to waste in one country, while in another people go short of it,
because the mechanism of exchange fails to function efficiently.

A lot more food could and would be grown in the great surplus
sgricultural area of Asia, which runs from Burms across the South-
east-Asian peninsula, if there were an assured market for it.

But it only needs one good rice harvest for Burma to be faced with
the nightmare of surplus stocks. That is what has happened re-
cently. There are no adequate storage facilities, the rice rots,
the price falls; and next time, the peasant does not bother to
grow so much or to bring it to market.

The resson given for the Burmese failure to sell the rice
to the Indians is simply that the Indians cannot afford it. That
is true in the sense that the Indian government is not prepared to
allocate anything out of its very inadequate reserves of foreign
exchange to pay for additional imports of rice. . . . If Burma
demands t be paid, like everyone else, in sterling or some other
convertible currency, it will be left holding its surplus rice,

1TBRD Board of Governors Press Release No. 10, September 30,
1959, p. 3.
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and everybody will be that much poorer.

Indeed, one would have thought it elementary that these
nations should be encoursged to engage in barter trade wherever
this helps them to put their actual or potential surpluses of
production to some useful purpose. It came as a shock, there-
fore, when I was in Indig at the end of 1959, to run into a mis-
sion from the Intermational Monetary Fund engaged in a vigorous
effort to bresk up an Indo-Burmese barter agreement. The IMF
started by hurlirg anathemas. What the Indians were doing was
a sin against the principle of untrammeled multilaterel_trade,
with equal freedom for all exporters to enter a market.

onronev's pronosal. to use local cur-

a
Scme parsons have argued thet

rencies to facilitate such barter arrangements merely put a mask on
them. It was still essentially barter and was condemmed as such by
some of the member governments of the Intérnational Baﬁk.

The United Kingdom joined in attacking the local currency
proposal. 'We have considersble doubts about the use of local cur-
rencies by IDA. . . . We shall want to be clear how such use could be
arranged without resulting in distortions of normal trade."2 The
Governor from Canada participated in the debate, also. He echoed the
speeches of the Goveérnors from the Netherlands and the United Kingdom,
in that he was concerned sbout contributing to inflation, aggravating
the exchange problems of borrowing countries, snd contributing to un-
economic trede diversion.3

The Governors from India and Pakistan also expressed opposition

to the local currency aspects.of IDA., The Governor from Pakistan sald

that

It would be unrealistic to expect the less developed countries to

lshonfield, pp. 39-40.

2TBRD Board of Governors Press Release No. 60, September 30,
1959, p. kL.

3IBRD Board of Governors Press Release No. 68, September 30,
1959, pp. 2-3.
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. . . agree to the use of their local currencies, whether in the
shape of counterpart funds or otherwise, In the form of unre-
guited exports.:. . . . I am sure that the option to determine the
time when a less developed country will be in a position to spare
some of its production for helping other developing countries must
rest with the countries concerned and not with the institution.

The Governor from India was in sgreement with the Pekistani
Governor on this issue. He presented a closely reasoned argument in
opposition to widespread use of local currencies.by IDA.

The proposal before us has raised the question of the utilization
of the accumulations by one country in the local currency of enoth-
er. These asccumulations cannot, obviously, be used in a manner
that amounts to making that much exports available without cor-
responding payment. Nor can they be used as a source of additional
internal finance without creating inflationary pressures in the
process. These funds are a resource only notionally, the impact

of the initial loan in real terms being represented by the imports
finsnced from it. The subsequent transactions are only an account-
ing device. It is true that with the accretion of an external re-
source, a measure of domestic credit creation might be appropriate,
but the measure and timing of this credit creation have to be Judged
in relation to the over-all economic s%tuation rather than in terms
of the apparent accumulations as such.

Thus, 1t can be seen that not oniy the developed countries (especially
the large trading nations), objected to the local currency aspects of
IDA, but the countries that had received large quantities of agricul="
tural surpluses under Public Law 480 objected also. Both groups of
countries were afraid of s reduction in thelr exports brought ebout

by three-cornered trade arrangements. It was a little strange, however,
to attack Monroney's proposal as inimical to free multilateral trade,
while supporting Public Law 480. The whole agricultural surplus dis-
posal program, no matter what its merits, is an exception to the prin-

ciples of free multilateral trade.

1IBRD Board of Governors Press Release No. 47, September 30,
1959, p. a.

2IBRD Board of Governors Press Release No. 65, September 30,
1959, pp. 4-5.
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When the International Development Association was established
the Articles of Agreement had a provision dealing with local curren-
cies. Article III, Section 2 (a) states that

The Association may enter into arrangements, on such terms
and conditions consistent with the provisions of this Agreement as
may be agreed upon, to receive from any member, in addition to the
amounts payable by such member on account of its initial or any

additional subscription, supplementary resources in the currency of
another member, provided that the Association shall not enter into

any such arrangement unless ciig associacion 1s sgticfizd that the

member whose currency’ is involved agrees to the use of such currency.1
Mr. J. Burke Knapp, Vice President of the International Bank, in discus-
sing this provision with the author emphasized the phrase 'as may be
agreed upon.'" Knapp pointed out that the International Bank had been
most reluctant to assume the responsibility for administering these
loéal currencies. Thus, this provision in the Articles is extremely
important. No government, including the government of the United States,
could even donate local currencies to the Internmational Development
Association without the agreement of the Association.2
The local currency debate is coming back into the limelight in
the present discussions concerning augmentation of the Development
Association's funds. There is considerable pressure on the Executive
Directors to accept local currencies as part of the subscriptionms.
Some members of the staff of IDA feel that local currencies
could be loaned to the underdeveloped countries. They argue that there

is a great deal of sense to loaning these currencies so long as they

represent real savings. If the money has not been obtained from

1Articles of Agreement of the International Development Associa-
tion (Washington: 1IDA, 1960), p. 7.

2Interview, January 22, 1963.
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savings, then it is purely inflationary--that is jJust the same as
printing it. But, if the counfry has taxed savings to contribute
to the Association, why shouldn't they be loaned?

There is a question of worksbility in connection with IDA
use of local currencies. Could the Association keep track of the cur-
rency as it worked its way through the country's financial system/
Could 1uUA insure that the woaey reaily Gid represcut savings?

At first sight it might seem obvious that the release of monies
obtained from savings would not be inflationary. There 1s, how-
ever, a very important question of timing. What could happen--
and in fact often happens--is that funds are accumulated from
genuine savings, but that during the period while this accumula-
tion is exercising a deflationary effect, the local government
is expanding the money supply through other channels. The im-
mediate result is neutral, but if then in a subsequent period
the impounded savings are released, the result can be a serious
inflat%onary impetus despite the original source of the released
funds.

It would strike the author that these problems are no more
difficult than others that the staff has solved. It is not unlikely
that some use will be found for these currencies.

The United States has not transmitted any of its holdings of
local currencies to the Association. The Treasury Department felt
that Public Law 480 suthorized such transmission but, nevertheless,
included specifilc authority in a bill introduced in 1960. The bill
was part of another mstter and for an unrelated reason did not pass.
The Administration has not proposed legislation since then on this
natter.

Thus, it can be seen that one of Senator Monroney's .1deas for

the International Development Association has been abortive. He is

lpersonal letter from an official of the IBRD, June 25, 1963.
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still optimistic that something can be done with these currencies

and, ‘meanwhile, his goal of putting more of the United States econo-

mic aid program on a multilateral basis has been realized.



CHAPTER VI
A MULTILATERAL APPROACH TO AID

-, N . T ARV . BT R I PRSUE ] A2 A
LLOPONENLS OL tuirliL1adlcldaar aid

When Senator Monroney proposed the International Development
Association, his experience in Thailand was fresh in his memory. He
had seen the enthusiasm with which the Thais regarded their dam that
had been built with World Bank funds. And he had seen their reluctance
to exhibit their new highway that had been paid for with United States'
defense support funds. This experience made a lasting impression. It
seemed quite obvious to the Senator that an international aid agency
was more effective in encouraging economic development that was a bi-
lateral program. In coming to this view, he was joining a number of
economists who had been arguing along similar lines for years.

Alec Cairncross has pointed out the historical reasons why the
Thais and others have viewed bilateral programs with suspicion.

The export of capital has always been associated in the outlook of
the under-developed countries with imperialistic influence and the
improper exercise of power by lending countries in order to secure
property rights or advance the commercial interests of investors.
The setting up of the Bank was, from their point of view, a blow
against imperialism of this kind. They were far more willing to

welcome capital from an international institution than to rely either
on private investment or on loans from friendly governments.

1Alec Cairncross, The International Bank for Reconstruction
and Development (Princeton University Essays in International Finance
No. 33, March, 1959), p. 27.
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One does not have to loock far to find persons from the develop-
ing countries that will asgree with Cailrncross. The Governor of the
International Development Association from Sudan, at the 1961 meeting
of the Board of Governors, pointed out that IDA's greatest strength
was its intermational character. He urged the rich tountries to look
upon aid as a basic aim of foreign policy and not as an expedient for
2 ddnlomatic sdventaces.

By chamneling aid through an international agency, the United
States tells the underdeveloped countries that it puts development
ahead of diplomatic advantages. And there is a growing disenchantment
with the possibility of using bilateral ald as a cementer of alliances
and a feeling that the United States should have long-run development
objectives rather than a desire for transitory alliances.

A number of people have pointed out the difficulties involved
in administering a bilateral aid program. Perhaps none has done it
better than Leonard Rist.

The underdeveloped world is comprised of a great number of coun-
tries. Few among the industrialized nations can claim thorough
knowledge of all of them; long standing relations are necessary
to establish not only the climate of confidence but the basis
for long-term Jjudgments of the real needs of the developing coun-
try. It is not surprising, therefore, that some of the industri-
alized countries should feel hesitant when they make decisions on
the type of assistance which they shall grant.

International organizaetions have, in this respect, a dis-

tinct advantage. Their political relastionship with thelr own
member countries is that of a cooperative organization with its

members.

LA Board of Governors Press Release No. 32, September 19,
1961, p. 2.

2Leonard Rist, "International Cooperation in Development Aid,"
Address to the Fourth S E A N 2 A Meeting, (Washington: IBRD, 1962),
pp. 16-17. (Mimeographed.)
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A very practical reason for turning development efforts over
to an internationsl agency was given, by the Maxwell Graduste School,
to the United States Senate Committee on Foreign Relations. '"Programs
which induce change raise touchy political problems. There is conse-
quently a strong case for multilateral management of such programs in
the whole field of technical aid and investment loans for economic
development,"l “This group pointed out that certain local special in-
terests are bound to be adversely affected by the changes which come
about as the result of deve}opment efforts. Why should the United
States_Government be blamed for such changes? An international agency
is less botheredlgy such pressures.2 |

The plight of the underdeveloped countries in dealing with so
many different aid programs has been demonstrated by the story of one
country that applied for technical assistance from the United Nations.
The technical assistance needed was learning how to apply for loans
and grants from all the different ald-dispernsing agencies.

In addition to the arguments given by economists and developing
countries there 1s an argument pui forward by an American businessman
in favor of international channels for aid.

I question, however, whether from a standpoint of either the
lender or the borrower it is wise for one national government to

" borrow from another. Among the reasons in support of this view
are, first, it is difficult for a lending national government to

1U. S., Senate, Committee on Foreign Relations, United States
Foreign Policy--Compilation of Studies, "The Operational Aspects of
United States Foreign Policy by Maxwell Graduate School of Citizen-
ship and Public Affairs, Syracuse University (Washington: U. S. Gov-
ernment Printing Office, March 15, 1961), p. 565.

°Tpid., pp. 598-599.
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put such a transaction on a thoroughly businesslike basis and, sec-—

ond, the collection of loans given by one country to another pre-

sents great difficulties. For these reasons I think that as rapid-

ly as possible lending and borrowing among nations should be on an

international basis.l

Raymond Mikesell has been able to detect a noticeable shift in

United States public opinion in favor of multilateral ald. He gives
three reasons for this shift. First, the relative deteriorstion of
the Tnited States' bhalance of payments has led to a desire to share
the burden of economic assistance. Secondly, there is a changed at-
titude toward development assistance. Formerly it was tied to short-
term objectives as part of the United States military program whéreas
it is now seen as a long-run process deslgned to assure national inde-
pendence and democratic progress in the developing countries. Final-
ly, Mikesell believes that a major factor in the change has been the
Influence of the World Bank and its President, Eugene R. Black. Con-
fidence in Black and the Bank are credited with winning Congressional
and Presidential support for the International Development Association.

The change that has come about briginated as much in the Congress as

in the Administration, as evidenced by the Monroney Resolution.2

Reservations Concerning Multilateral Aid

Despite all the oratory arnd shifting of opinions, the Director

of the Organization for Ecoromic Cooperation and Pevelopment points

lpaul G. Hoffman, "Priorities of Economic Development,"
Restless Nations, p. 96.

2Raymond F. Mikesell, "Problems and Policies in Public Lending
for Economic Development," U. S. Private and Covernment Investment
Abroad, ed. Raymond F. Mikesell (Eugene, Cregon: University of Oregon
Books, 1962), p. 350.
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out how really little progress has been made in this direction.

I think 1t likely that in the years to come, true multi-
lateral aid through the United Nations Special Fund, specialized
agencies, and so on, might be increasing. Personally, I think
this is desirable. However, it's a fact of life that the bulk
of aid for the time being, as well as the bulk of private capi-
tal exports and the bulk of technical assistance, is given or
lent or invested on a bilateral basis. We published a report
some months ago on the flow of funds, including the economic
value of technical assistance to less developed countries in the
four years 1956-1959. It appeared from that report that no less
than 93 per cent of the total flow of funds was on a billateral
basis. Only 7 per cent was coming through the World Bank, United
Nations agencies, and the like. If you exclude private capital
exports, its only 88 per cent, but still about nine-tenths of
technical assistance and of capital flow of all sorts is, ‘whether
you .like it or not, on a bilateral basis.

Many people think that this is as it should be. Raymond Mike-
W

sell and Robert Loring Allen give three reésons why the United States
should continue to provide the bulk of its development assistance on a
bilateral basis. First, there is the traditional argument that foreign
aid as a tool of foreign policy can be more flexibly employed on a bi-
lateral basis. A second reason is that the United States can exert a
leadership role in coordinating the assistance activities because of
the size of its contribution. Thirdly, it is argued that it is easier
to tie bilateral assistance to United States ™ exports than in the
case of multilateral assistance.2

Some economists would question the argument that bilateral aid

is a flexible tool of foreign policy. Benjemin Higgins insists that

The dilution of U. S. objectives is greater in the United States

lThorkil Kristensen, "The OECD and World Development," Restless
Nations, p. 10k4.

2U. S., Congress, Joint Ecoromic Committee, Economic Polities
Toward Less Developed Countries, prepered by Raymond F. Mikesell and
Robert Loring Allen 8Tth Cong., lst Sess., 1961, pp. 34-36.
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program than in the United Nations program. The necessity for
Congressional control of policy for foreign economic assistance,
along with all other policies influencing the economic position
of underdeveloped countries, results inevitably in a certain de-
gree of inconsistency and instability of the short-run goals re-
flected in the legislation governing the U.S. economic assistance
programs.
Higgins is including the World Bank and the Imnternational Development
Association when he referé to the "United Nations program."”

Apporently o good many people subscribe to the view of one
United States Government official. "The under-developed countries
don't care where they get the money. Sure, State Department money is
political. But let's not get around politics. Our aid money should
be for political gain. ©Not for securing the election of someone we
like in Ruritania - not that type. That doesn't get us anywhere.

But, development loans should go where they will help us. Our politi-
cal objectives are pretty important."?

There is fear in some quarters that multinational agencies
might be governed by political forces in making loan decisions. And
it is pointed out that in some countries, rotably in South America,
the World Bank is rather unpopular with large sections of the public.3
These two caveats should be given along with the obvious advantages
which multinational agencies have, although, it cgrtainly seems unlikely
that the Intermational Development Association, with 1ts weighted voting

system, is in any immediste likelihood of being governed by political

lHiggins, p. 145,
2Interview, January 17, 1963.

3Mikesell, "Problems sad Policies in Public Lending for
Economic Development," U, S. Private and Government Investment
Abroad, pp. 351-352. -
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forces inimical to the West. And the Bank's unpopularity may be

caused by its insistence on responsible governmental policy which is
unpopuiar with many.

The Brookings Institution has enumerated two reasons why'the
United States might nof wish to turn more economic aid over to the
World Bank. PFirst, it is argued that not all nifions which the United
States wishes to assist are members of the Bank. $Secondly, some coun-
tries may not wish to submit their loan requirements to the scrutiny of
the Bank, especially when 1ts membership includes governments which aré
not on friendly terms with the applicant.

There is a feeling in some countries that the World Bank ana
the IDA are dominated by the United States Govermment and reflect its
policies. No one who has observed the operations could believe that
the United States is without influence in these Institutions. The
United States does have almost a third of the voting power and can,
with the countries of the Commonwealth, control a clear majority of
the votes. Of course, the Commonwealth countries do not always vote
with the Unlted States. However, it is difficult to envision policies,
to which the United States was violently opposed, continuing for any
great length of time. On the other hand, there are items on which the
developed countries sometimes split and the United States winds up in
the minority position.

One of the reasons which some members of the staff of the

Bank give for not wanting to accept any greater portion of the United

1u. S., Congress, Senate, Special Committee to Study the Foreign
Aid Program, Foreign Aid Program "Administrative Aspects of United .
States Foreign Assistance Programs," by the Brookings Institution,
85th Cong., lst Sess., 1957, p. 50L.
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States aid effort is the fear of United States' attempts to dominate
the Association. Of course if the United States and Western EBurope
increased their contributions to IDA pari passu this objection woqld

disappear.

Inportance of the Framework for Administering Aid

Roscoe Drummond summarized much of the thinking on multi-
latersl aid in his summary of the 1961 Conference on Tensions in

Development.

Everyone realizes that responsible government must be
the accountable custodian of tax revenues and must demonstrate
to its citizens that it has not lost control of the uses of its
tax money. This is why most economic aid is bilateral: a trans-
action directly between two governments. At the same time, ex-
perience shows that international sgencies carn insist upon
firmer, better, more stringent conditions--even including in-
ternal economic reforms--in a contract between the donor agency
end the recipient country.

The judgment of nearly all the experts present was that
the best possible, the most exacting, and the most constructive
conditions for giving and receiving economic assistance can be
negotiated when the representatives of several nations are at
the conference table. . . .

Since the essertial foundation for effective economic
aid is to develop a relationship of trust and understanding be-
tween the less developed and the more developed countries, the
following suggestion was advanced. The best means of bringing
this relationship into being is for the under developed nations
now, without delay, to become themselves donors of economic aid.
They should devote part--however modest, however miniscule-~-of
their national income to helping other underdeveloped countries.
They will thus benefit and be benefited; through actual experi-
ence as donors, the largely reciplent countries will be able to
understand better the attitudes and problems of other donor
countries. This will enhance the feeling of dignity and equality
among nations in an economic p%rtnership designed not to win a
Cold War but to win the pesace.

Drummond is echoing a point made time and time again by

Senator Monroney in his drive to get the International Development

1Roscoe Drummond, "Partnership for Peace,” Restless Nations,
pp. 10-11.
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Association established. The Senator felt the West was missing a
real bet in not getting the underdeveloped countries to help each
other. It would not only help them to see the problem from the
donor's position. It would also give them a feeling of responsibility
that the resources entrusted to them not be squandered. There is,
for various reasons, a limited amount of resources that can Be
d for zconcmic assistance, TWhen any nation wastes its nortion
it penalizes other nations in the growth process. 1IDA was an attempt
to instill this idea into all the developing countries,

This will not be achieved by simply getting the nations of
the West together to give their aid through consortia. Dag Hammar-

skjold pointed this out in a press conference after his return from

Africa in 1960.

I will not in this context repeat what is common know-
ledge. For those countries, it is infinitely easier to re-
ceive financial assistance and technical assistance by experts
and so on through an international body than on a bilateral
basis, and it is infinitely easier for them to receive it
through an international body of which they are themselves
members than through any other international body of which
they are not members. That is to say, internationalization
of aid is not achieved by switching from the system of one
country giving another country aid to a system where one group
of countries gives a country aid. The bilateral character is
then maintained. It is not until and unless the receiving
country feels that this is an act of solidarity within an or-
ganization where they have equal rights with the donors that
you really reach the optimum point not only psychologically
but politically and economically.l

Hammarskjold's argument is reinforced by Barbara Ward. She

IFrom remarks made by the late Secretary General of the United
Nations as quoted in Benjamin Higgins, United Nations and U. S. Foreign
Economic Policy, p. 179.
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important as the zid itself.

On the side of the developing nations, friction and
resentment spring inevitably from the fact that while politi-
cal independence is now (save in parts of Africa) a fact,
economic independence is not. The "Southern" areas of our
planet have not yet the capital or the skills needed for the
forced-draught development that is demanded by their relative
backwardness and growth of population. They must still look to
the North, and there is still an element of dependence inherent
in their situation. It follows that the frame within which as-
sistance is given is of Iimmense political importance. If the

Western powers give 2id for practicel mirmoses--to stop Commu-
nism, to make clients, or to back nations agreeing with their
views--then the assisted countries feel they are being used as
means, not ends. This 1s, after all, one definition of sub-
ordination or dependence. . . . The context of aid gilving is of
vital importance. If we see the transfer of capital and skills
from the developed North to the underdeveloped South as part of
a joint, world-wide effort to create a modernized world economy,

- the idea of interdependence is written in to what we do. But if
we aim only at Cold War maneuvers, the subordination of the de-

veloping lands to our Westerm policies is inescapable.

Sengte Passage of the Monroney Resclution

Despite the urgings of economists, businessmen, and intér-
ngtiongl civil servants, the Eisenhower Administration was not at all
enthusiaestic about the idea of rushing down to the International Bank
and handing over the foreign aid funds. Deputy Under Secretary of
State Dillon, in his testimony before Monroney's subcommittee, argued
that the State Department had "found generally, with the exception of
the Middle East where tensions are very high, that the countries con-
cerned indicate at least to us that they would just as soon, if not’
prefer, deal with us directly rather than with a multilateral institu-

tion."2 And Senator Capehart was not too impressed with the arguments

'Barbare Ward, "Imagination in Development," Restless Natioms,
pp. 182-183.

2Senate Subcommittee on Banking and Currency, Hearings on
S. Res. 264, 1958, pp. 170-1T1.
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.in favor of multilateral aid, either. He said that the "only thing I
have heard about so far from you, Mr. Chairman, in favor of it is that
people would like us better if we loaned our money in conjunction with
some other country rather than loaning it to thgm directly, which to
me is a silly argument. I do not think there is any truth to that

statement at all."1

AR fantd Ane AF ChnabAre Mn
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Senate Committee on Banking and Currency accepted the arguments in
favor of multilateral aid. In the report on Senate Resolution 264,
the Coomittee gave three reasons for putting aid on a multilateral
basis.
First, because the advantages of development accrue to all members
of the international political community, it seems only fair to
share the costs of the development program among all who can parti-
cipate. Second, a lending institution including both debtors and
creditors gives a greater measure of assurance that the loans will
be repaid. Third, governments may sometimes prefer international
loans because they remove any possible implication of political
interference in internal affairs.
Senators Bricker and Capehart did not concur in this report.
They condemned the ''use of a Senate resolution to usurp the usual diplo-
matic procedure employed in negotiating the formation of a new inter-
national institution." Furthermore, they argued that '"The resolution

does not urge any course of action that the State Department could not

initiate itself through ordinary changels."4 Thus, the only possible

11bid., p. 173.

2y. S., Congress, Senate, Committee on Banking and Currency,
Report on the International Development Association, 85th Cong.,
2d Sess., 1958, p. 6.

31bid., p. 7.

41hid,
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explanation was that "the purpose is to force the administration to
adopt a policy that it has not deemed wise heretofore."™: And the
Senators were in hearty agreement with the State Department's lack of
action in this sphere, because they were convinced that "there is no
need for the proposed IDA,"2

. In addition to a majority of the Senate Committee on Banking
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the Eisenhower Administration to support his resolution. There were
vseveral changes in the resolution, at the request of the State and
Treasury Departments, but on Méy 20, 1958 the official position of the
Administration became one favoring enactment.

The revised resolution reads as follows:

Resolved, That recognizing the desirsbility of promoting a
greaster degree of interngtional development by means of multi-
lateral loans based on sound economic principles, it 1s the sense
of the Senate that prompt study should be given by the National
Advisory Council on International Monetary end Financial Problems
with respect to the establishement of an International Development
Association, as an affiliate of the International Bank for Recon-
struction and Development.

In order to achieve greater international trade, development,

and economic well-being, such study should include consideration of
the follcwing objectives: )

(1) Providing a source of long-term loans available at a
reasonable rate of interest and repayable in local currencies (or
partly in local currencies) to supplement International Bank
lending activities and thereby permit the prompt completion of

worthwhile development projects which could not otherwlse go forward.

(2) Facilitating, in connection with such loans, the use
of local and other foreign currencies, including those avallable to
the United States through the sale of sgricultural surpluses and
through other programs.

(3) Insuring that funds for international economic develop-

ment can be made available by a process which would encourage multi-
lateral contributions for this purpose.

What brought about the change of policy on the part of the

Impia. 2Tpid., p. 9. 3Tpid., p. 1l.
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Administration? One official in the Treasury Department has attri-
buted the change in policy to all the favorable publicity Senator
Monroney got for his resolution. "The Treasury would have held back
on IDA until today unless Monroney had gotten all the publicity, the
Senate Resolution, et:c."1 Monroney attributes the change, in large
part, to the publicity and favorable editorial support. However, he
points out the role of Eugene Black in getting the Resolution endorsed.
"Black gave a dinner for a bunch of Republicans and told them it was
alright and they decided to support it."2
The pressure for SUNFED was important, also. As Pagl Hoffman

had pointed out "You can't fight something with nothing." IDA appeared
as a good, cheap alternative to the contribution the United States
would have had to make to SUNFED. All these reasons and more con-
tributed to changing the Administration's view of the matter. On

July 23, 1958, with Administration support, the Resolution sailed

through the Senate by a vote of 62-25., And, thus, the International

Development Association was on its way.

nterview with an official of the U. S. Treasury Department,
January 17, 1963.

2Interview with U. S. Senator A. S. Mike Monroney, January 25,
1963.



CHAPTER VII

THE INTERNATIONAL DEVELOPMENT ASSOCIATION

The United States Government Launches the
International Development Association

The Monroney Resolution, as it had been passed by the Senate,
requested the National Advisory Council on International Honetary and
Financial Problems to study the possibility of establishing an Inter-
national Development Association. The Council was established by the
Bretton Woods Agreement legislation and consisted of the Secretary of
the Treasury, the Secretary of State, the Secretary of Commerce, the
Chairman of the Board of Governors of the Federal Reserve System,
and the President of the Export-Import Bank. When other agencies are
vitally concerned with the subject matter under discussion they are
invited to the meetings. At times the Mutual Security Administraticm,
- the Agency for International Development and the other aid agencies
have been regular members.

Before this Council made any reports and prior to the meeting
of the Board of Governors of the Intermational Bank in September, 1958,
Secretary of the Treasury Anderson wrote President Eisenhower and
proposed that informal discussions be undertaken during these meetings

concerning the establishment of an International Development
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Association. The President agreed to this proposal. Thereafter,
Secretary Anderson and his party went on a trip around the world--on
the way to and from the New Delhi meetings‘of the Board of Governors.
They talked to the Chancellor of the Exchequer in the United Kingdom
and the Finance Ministers of Germany, Italy and Japan. '"Only Japan
was enthusiastic. Germany and the United Kingdom definitely did not
operation. They agreed to support IDA in exchange for some things
they wanted. The United Kingdom and Germany still don't like it very
much. We talked about using local currencies to the Finance Ministers--
using Brazilian lumber to build a project in Greece because we have lots
of Brazilian cruzeiros, All the underdeveloped countries actively sup-
ported the idea for IDA."1
Secretary Anderson dwelt on IDA at some length in his opening

statement to the Board of Governors.

We are now studying this proposal in my own Government. I have no

blueprint to offer at this time for such an Association. Essen-

tially, however, it would be an affiliate of the International Bank

which would make long-term loans for economic development repayable

in whole or in part in the currency of the borrowing country. As

I have said, the United States Government is making its own studies

of the feasibility and desirability of establishing an IDA. We

hope that other countries will at the same time be giving thought

to the matter, and we shall look forward to having informal con-

versations with you. If thése informal studies and conversations

lead to encouraging conclusions, it would be appropriate to under-

take more formal study and n§gotiation, looking to the establish-

ment of such an Association.

It is interesting to note that Anderson emphasized that repayment would

be made in local currencies rather than that loans would be made in

1Interview with an official of the U. S. Treasury Department,
March 12, 1963.

21BRD Board of Governors Press Release No. 4, October 6, 1958,
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local currencies--as Monroney had planned.

The Secretary of the Treasury serves as Chairman of the National
Advisory Council on International Monetary and Financial Problems.
Thus, Anderson must be given a great deal of credit for pushing the
proposal for IDA through the Council. The Council studied the Mon-
roney Resolution from July, 1958 to January, 1959, w&en it submitted—
an incerim repor¢ U the Chairman of tie Jemate
Committee. This report merely indicated that discussions had been held
with foreign governments and that study was continuing. |

On August 19, 1959, the Council submitted the report requested
by Senate Resolution 264.1 The language of this report is in marked
contrast‘to the testimony of Administration witnesses on the Monroney
Resolution. The report depicts the Council, if not bubbling with en-
thusiasm, at least reconciled to the idea of an International Develop-
ment Association. It states.that "On the basis of its studies thus
far . . . the Council is convinced that the International D;velopment
Association would form a valuable adjunct to the International Bank,
and would effectively.extend the field of operations of the lati;er."2

The reasons given for support of IDA followvthose adduced by
Senator Monroney. First, the Association would allow the Wor1ld Bank
to loan to countries which could not assume the full foreign exchange
obligation of a conventional loan. Secondly, it would allow countries
to finance projects without providing all the local currency themselves.

Thirdly, it would provide a multilateral agency with great flexibility

INational Advisory Council on International Monetary and Fi- -
nancial Problems, Report on the Proposed International Development As-
sociation (Washington: U. S. Government Printing Office, 1959).

21bid., p. 3.
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in lending operations.1
The report indicates that there was reluctance on the part
of some countries to accept the World Eank shares as appropriate for
IDA. One proposal, to overcome this objection, would have those
countries whose recent growth warranted it purchase debentures is-~
sued by IDA in addition to their prorated share.2
The underéevelopedhcountries had indicated. during the course
of the 1958 conversations, & desire for more coordination of lending
activities. The hope was held out that the Association might provide
this coordination.3
The National Advisory Council concluded its report by saying
that it considered the International Development Association as both
feasible and desirable and that it would be in the best interest of
" the United States and the free world to proceed with efforts to estab-
lish such an organization.4
The Council decided that the best approach to establish IDA
would be to have the Executive Directors of the Bank draw up a draft
of the articles of agreement for submission to member governments.
Consequently, Secretary Anderson proposed suck a step to Mr. Eugene
,
Black in a letter dated July 31, 1959. This lgtter is appended to the
report of the National Advisory Council. In it, Secretary Anderson
stated that he was convinced that a sufficiently broad base of support

existed for the IDA among member governments so that a carefully

worked out plan would meet with widespread acceptance. President Black

1pid., p. 8. 27p1d.

31bid., pp. 8-9. bipid.
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forwarded the Secretary's letter to z11 the member governments of the
Bank. In his forwarding letter Mr. Black stated, "I am fully in
our meeting in September should be the occasion for taking action
looking toward its consideration and, as I would hope, toward the

establishment of an International Development Association."l

for use by the International Bank's Executive Directors in‘drawing up
articles of agreement for the Internatioﬁal Development Association.
These guidelines contained the following provisions: (1) The purpose
of IDA would be to promote economic development of less-developed mem-
bers whose needs could not be met by the International Bank. To this
end, IDA-should finance sound projects of high priority. (2) Member-
ship in IDA should be available to any member of the Bank. 1IDA should
be a separate financial entity, but should be manned by the staff of
the International Bank. (3) Voting should be on a weighted basis, ac-
cording to capital subscribed. (4) IDA should have aﬁ authorized capi-
tal of $1 billion. Members would pay half of their subscription im-
mediately and the rest over a 5 year period. (5) The inited States
would contribute about $320 million. (6) IDA‘s resources should be
reconsidered every 5 years. (7) Members would make their subscription
partly in gold or convertible currency and partly in their own nationzal
currencies. (8) Twenty per cent of each country's quota would be freely
disposable by IDA. 1IDA would have authority to suspend the obligation

of the less developed countries to pay in convertible currency. (9) IDA

11bid., p. 11.



115
would have authority to borrow from member governments and other
sources. (10) Arrangements should be made for IDA to receive the
currencies of one member from another member.1 The staff of the
International Bank haq worked with officials of the Treasury Depart-

ment in drawing up these guidelines.

The Board of Governors' Debate on the International
Development Association

The Views qf‘the Developed Countries

President Eisenhower, in welcoming the Board of Governors
of the International Bank to Waghingtoen in 1959, stated the United
States' view thaﬁ the new Develoément Associati&ﬁ must be closely
integrated with the Bank. "Thus, there will be assured the wise
expenditure of its funds and the effective coordination of its acti-
vities with other institutions. In our view, no other mechanism can
perform this task for the free world as well as would the proposed

DA, "2

Treasury Secretary Anderson, following President Eisenhower,
made a very strong case for establishing IDA.

The Governor from the Netherlands, Mr. J. Zijlstra, posed
several interesting problems for the Governors. He stated the
Nether lands' view that, although, they had accepted the decision to
double their initial subscription in the capital of the Baﬁk--this

did not mean that they accepted this formula for apportioning shares

in the future. Shares in IDA should be based on the members' capacity

I1bid., pp. 5-6.

2Summary Proceedings of the 1959 Meeting of the Board of Gover-
nors of the International Bank for Reconstruction and Development,
(Washington: 1IBRD, 1959), p. 2.
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to contribute. He proposed a charter allowing non-members of the Bank
to be associated with IDA. The question of voting rights should be
open to discussion. The forms of financial assistance to be made
availgble by IDA should not be specified in advénce--grants should
not Se excluded in the charter. The link with the International Bank
should not be so close as to preclude close cooperation between IDA
and the Sp;cial Fund and other United Nations activitieg. He attached
great importance to the observance of certain rules with respect to fair
behavior in debtor-creditor relationships and with respect to foreign
interests. Without assurance that IDA would operate on the basis of
such sound principles, the Netherlands would not be prepared to partici-
pate.1
Ludwig Erhard, the Governor of the Bank from Germany, expressed
approval of the plan to allow IDA to provide funds on flexible terms.
However, he warned that
The very alléwance for such flexibility would, however, commit the
International Development Association and the recipient countries
to observe a particularly high degree of discipline in their econ-
omic and monetary policies. Only such discipline will avoid the
danger that unrealistic aspirations which will later be found to
have been harmful are assisted by the new credit facilities.
The theme of this speech of Erhard's would be repeated, by him, at every
meeting of the Board of Governors following the establishment of IDA.

The Governor from the United Kingdom attached 'great importance

to the proviso that the subscription of industrialized countries should

1IBRD Board of Governors Press Release No. 10, September 30,
1959, pp. 1-3.

2IBRD Board of Governors Press Release No. 44, September 30,
1959, p. 2.
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be convertible, untied, and additional to the existing level of aid."!
He echoed the argument made by the Governor from Germany that, although
IDA funds should be made available on less stringent terms than is pos-
sible with the International Bank, nevertheless, the basis of sound
international iending should not be undermined. 'We do not ourselves
much‘likg the idea of concessionary rates of interest."2
The Governor from Canada. Mr. Donald Fleming, warned that, al-
though there was need for funds on less onerous terms than those of
athe Bank, there was also need to maintain lending standards. 'In our
opinion, the distinction between grants and loans should not be blurred,
and provisions regarding repayment, while properly less onerous than
those which are available in commercial loans or through the Inter-
national Bank, nevertheless should not be such as to store up trouble
for the future."3
The Governor from South Africa expressed the view that debtor
countries should be assessed for contributions to IDA on the basis of
per capita gross national product rather than on the basis of the Inter-
national Bank's subscriétion formula. South Africa injected a note of
caution into the discussion of IDA.
At the present time the demand for capital far exceeds the supply.
The establishment of the IDA will not create new capital. At most
it will mean the redistribution, within limits, of the available
capital. Such diversion can and will make an important contribu-

tion to the economic advancement of the less developed countries
but we must face the fact that there will still not be enough

1IBRD Board of Governors Press Release No. 60, September 30,
1959, p. 3. :

21h4d.

3IBRD Board of Governors Press Release No. 68, September 30,
1959, p. 2.



118

capital to satisfy all the wants of all these countries.

If we were to think that the IDA will provide the answer
to all capital prayers of the less developed countries, that it
will be the panacea for all economic ills and that it will solve
gll financial problems, we are bound to be disappointed.

The Governor from Sweden interjected SUNFED into the debate.

We hold the view that there would have been considerable merits
in a solution permitting also other member countries of the
United Nations, besides those represented here, to assist in the
task of creating a new financial institution of this kind. As
you know, projects of a nature similar to IDA, among them the.
Special United Nations Fund for Economic Development, have been
considered by the UN for several years, and the matter will come
up again before this year's session of the General Assembly. I
will make it clear, however, that we--since so many of the pros-
pective recipient countries in the course of this meeting have
spoken in favor of the IDA--shall not object to the proposed man-
date to the Bank Directors. . . . An attempt should be made to
coordinate the work being done in this field here and in New York.2

In'Chapter XI, we shall see how Sweden's view has changed.

The Views of the Underdeveloped Countries
The Gévernor from Viet Nam proposed that

Instead of a single multilateral loan fund, several such develop-
ment funds might be created within the framework of, or closely
tied to, the International Development Association, with each loan
fund adapted to conditions and needs of a particular region. More~
over, it could represent a vital step forward, so far as the coun-
tries of a specific region are concerned, toward greater regional
cooperation in coordinating or harmonizing production plans, trade
and payments--much the same as the Marshall Plan and subsequent
institutions did in Europe.3

This proposal was made right after the Inter-American Development Bank
had been proposed to meet the needs of Central and South America and

the Arab and African Development Lanks had been proposed for those areas.

11BRD Board of Governors Press Release No. 69, September 30,
1959, p. 3.

21BRD Board of Governors Press Release No. 59, September 30,
1959, p. 3.

3IBRD Board of Governors Press Release No. 42, September 30,
1959, p. 3.
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Some of the Asian countries felt as though they were being neglected
and saw a possibility of remedying this through IDA. Nothing came
of this proposal, however.

The Governor of the Bank from Libya, Mr. A, N. Aneizi, spoke
quite frankly to the Governors. He pointed out that it might be de-
girable to modify the practices of the International Bank rather than
to set up an entirely new institution. He was concerned with the un-
due proliferation of bodies with more or less the same aims and ob-
jectives. He urged that, if IDA.be set up, it finance lecal currency
expenditures so as to avoid undue emphasis on the balance of payments
aspects of dévelopment programs. He also urged the Governors to
modify the voting rights of members so as to enable the underdeveloped
countries to have a more effective say in the affairs of IDA than in
the affairs of the International Bank. And he pointed out that the
underdeveloped countries have to incur substantial outlays for essen-
tial projects whose benefits transcend the narrow financial and economic
criteria of either the World Bank or the proposed IﬁA.1

The Governor from Pakistan warned that it would be unrealistic
to expect the underdeveloped countries to put up money in convertible
currencies except in token amounts . 2

The Governor from India had several points for the Governors to

consider. He pointed out that

A developing country finds inevitably that all its investment needs
cannot be encompassed within what has come to be called a projects

1IBRD Board of Governors Press Release No. 45, September 30,
1959, pp. 1-2.

2IBRD Board ot Governors Press Release No. 47, September 30,
1959, p. 2.



120

approach; its needs have to be viewed in their totality in terms of
the entire program which it is implementing. I should suggest,
therefore, that this wider approach should be stressed while framing
the provisions of the IDA, and in this approach, I should add, an
element of grants cannot be entirely ruled out.

Secondly, while it is recognized that an internatiomal in-
stitution should be a cooperative endeavor . . . there is no getting
away, on a plane of practical reality, from the fact that the less
developed countries are not in a position to assume any large re-
sponsibilities by way of subscription or repayment in terms of
convertible currencies or of unrequited exports,

The Covernor from Chana made 2an evtremelv atraichtfoarward ad-
dress to the Governors. He expressed the view that IDA's

working should be so ordered that loans can be made to all deserving
underdeveloped countries on an equitable basis, not only for
specific projects, but also for general development.

I should like to conclude my contribution to this debate by
stating what I am sure is the voice of the millions in Africa and
the other areas with conditions of life similar to ours in Africa,
and who like ourselves, are either only recently free or on the
verge of nationhood. We have not had the chance to improve our

lot as we would wish. In the world of today where the '"haves"

tend to have more and the "have-nots' to have less, unless we re-
ceive aid from the older and stronger nations, some of whom until

a while ago were our rulers and ordered our lives for us, the
future for us can be but bleak and desolate. May I say that these
older and more developed nations, in helping the younger and weaker
ones, will only be helping themselves. For us in Ghana, and I
believe for all the others, too, whatever help we are given, we
shlould like to feel, is intended primarily to help us stand on our
feet and to make us strong economically. Anything less than this
may not be we lcome .2

Apparently the Ghanaian Governor was correct in his assessment that he
spoke for other underdeveloped countries, because several spokesmen‘for
other countries spoke approvingly of his address.

Mr. David Horowitz, the Governor from Isrgel, introduced the

writings of one of the founders of the Bank, John Maynard Keynes, into

11BRD Board of Governors Press Release No. 65, September 30,
1959, p. 4.

2IBRD Board of Governors Press Release No. 71, September 30,
1959, p. 3.
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the debate.

"Assuming no important wars and no important increases of popula-
tion, the economic problem may be solved--or at least within sight
of solution--within a hundred years. This means that the economic
problem is not--if we look into the future--the permanent problem
of the human race."

Keynes was vindicated by subsequent events in industrial-
ized countries. What is needed now is a massive transfer of capi-
tal to underdeveloped areas, to vindicate his prediction in the
underdeveloped areas of the world.

The underdeveloned countries cannot get the cspital re-
quired, on the scale which is imperative, directly on the capital
market. They are unable to compete with the credit capacity of
developed countries on the free capital market. . . . No dogmatic
adherence to '"matural' capital movements only should mislead the

-world in its efforts to raise the standards of living and prevent
grave and growing discrepancies.

Horowitz was trying to counter the arguments presented by the West
German and United Kingdom spokesmen in fevor of natural capital move-

ments as a device to allocate scarce capital.

Drafting the Articles of Agreement

After the debate, the Governors came to unanimous agreement on
the resolution introduced by the United States Government and, on
October 1, 1959, instructed the Executive Directors, 'having regard to
the views expressed by the Governors and considering thé broad princi-
ples on which such an Association should be established and all other
aspects of the matter, are requested to formulate articles of agreement
of such an Association for submission to the member Governments of the
Bank. "2

When the Board of Governors_instructed the Executive Directors

1IBRD Board of Governors Press Release No. 51, September 30,
1959, p. 3.

2Summary Proceedings of the 1959 Meeting . . . , p. 30.




122
of the International Bank to draw up articles, they were giving them
a large order. The Governors of the Bank are usually the finance mini-
sters of each member country. Each member has one Governor on the
Board and they meet annually, usually in September. For the day-to-
day operations of the Bank there are Executive Directors. The best
analogy is that of a corporation. The Governors are the stockholders
and the Executive Directors correspond fo the board of directors. Each
of the five major members of the Bank, the Uniged States, United King-
dom, France, Germany, and India appoint a Director. The other member
countries elect 13 directors to represent their interests. Both the
Governors and the Executive Directors have a weighted system of voting--
with the number of votes corresponding to the number of shares held in
the Bank. |

After the meeting of the Governors in September, 1959, the
Executive Directors began their task of drawing up IDA's Articles of
Agreement. There ensued a process of debate based on draft papers
prepared by the staff of the International Bank. The shape of IDA
was outlined in these staff papers and was worked out in detail in
meetings of the Executive Directors.

There weren't many controversies during this process of estab-
lishing IDA. The timing is important to remember. It was only proposed
at the September, 1959 meetings that Articles be prépared. And by
January, 1960, the approved text of the Articles was ready to go to the
Governors. So, discussion only took place over a three-month period.
The Executive Directors normally have monthly meetings, but they had

®
special meetings to consider IDA. Everyone interviewed agreed that

there were no tremendous battles over the Articles and the timing surely
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seems to corroborate this.

The chief concern during the drafting was to keep the Arti-
cles flexible. Everyone wanted as little to tie the Association's
hands as possible. And they were very successful in this. As Gene
Black has said, '""The result is that we can do what we want to. The
charter of IDA gives the management and staff the right to do almost
anything."1

The attitude of the Bank's staff toward IDA is difficult to
define. As mentioned in Chapter I, Mr. Andrew Shonfield stated that
Mr. Black said, during the early discussions on IDA, '"that he had
never liked the idea of 'soft loans', but if they had to come he was
going to make certain that he was the man who handled them. "2

Mr. Michael Hoffman, of the Bank Staff, hotly disputed this
statement. Hoffman argued that the idea for IDA really originated
with Eugene Black and Richard Demuth. Black, in particular, is credited
with inventing IDA--with taking the local currency idea of Monromey's
and changing it into a plan for good project loans on extraordinary
terms. Hoffman insisted that Black was very much behind IDA.3 And,
as mentioned earlier, Senator Monroney gave Black a great deal of the
credit for getting the idea accepted.

However, there are people who dispute this view. Some members
of the Bank staff have indicated that they thought Shonfield was probably

right--that Black didn't want soft loans--but if anybody was going to

Mnterview, March 13, 1963.

23honfield, p. 156.

3Interview, January 22, 1963.



124
make them, he wanted to make sure that it was the Bank. This is not
inconsistent with Black's own statements. He preferred giving outright
grants to the underdeveloped countries. He never liked the idea of
soft loans. But, he did realize that if you had soft loans being dis~-
pensed by another agency while the Bank was handing out conventional
loans, that everyone would go to the other agency.1 So, it may be
that Shanfield and Hoffman are both right. Black recognized the need
for money in addition to conventional loans, but he opposed soft loans.
However, he recognized that soft loans were the only feasible way to
get more money--grants were unacceptab1e>to both.the developing and
developed countries--and he worked hard to get the soft loan agency
tied in with the Bank.

Black discussed his views on this matter at the 1959 meeting of
the Board of Governors. This was before the vote to prepare Articles
of Agreement. ''Should the underdeveloped countries simply want money
and not development capital--that is, capital administered to achieve
its development purpose--then I suggest this would be the wrong place
to come."? He might have been intending his remarks for those nations
that:had been pushing for SUNFED,

At the 1960 meeting, Vice President W. A. B. I1iff stated that
the staff realized that the Bank's administration of IDA would be
watched carefully. 'We have to demonstrate that a bank can handle

monies soundly and effectively where an orthodox financial return is

not a first consideration.”"S Some of the poorer countries have not yet

1Interview, March 13, 1963.

2Summary Proceedings of the 1959 Meeting . . . , p. 1l1.

3Snmmary Proceedings of the 1960 Meeting of the Board of




125

been convinced that the staff has succeeded, as will be discussed in

Chapter XI.

Some of the underdeveloped countries feel that the Bank cap-
tured IDA in order to kill it or dilute its effectiveness, There is
a current of hostility toward the Bank in some of these countries.

They see the rich nations as having given IDA to the Bank in order to
offset SUNFED. And they don't expect the Bank to be enthusiastic in
trying to expand the Association. The author did not find any basis
for this charge.

During the negotiations, the views of the Bank staff prevailed
on most questions. One of the things that did get changed was the
nature of the new fund of easy money, The‘Bank did not want a new in-
stitution created. The United States insisted on a new institution.
The staff only wanted a fund that could be administered by the Bank and
there was some reason for this. The staff was afraid that if there was
a separate institution it would get confused with the Bank in the eyes
of the financial community. The Bank has a very good standing with the
bankers of the world. If these bankers thought the Bank was putting
out funds at no interest--they might be reluctant to buy any more Bapk
bonds. The United States felt that these bankers and investment dealers
were sophisticated people and ﬁould be able to distinguish between the
operations. The Monroney Resolution had called for a new institution.
There was a good bit of popular support for a new institution. And so,

on this particular point, the staff was apparently overruled.

Governors of the Internationgl Bank for Reconstruction and Development
(Washington: IBRD, 1960), p. 11.
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However, the distinction between the International Bank and the
International Development Association is in some ways an imaginary

one. Although the funds are kept separate and distinct, the manage-
ment and staff are identical. Section 4 of Article VI specifies that
.the Exécutive Directors of the Association shall be composed ex of-
ficio of each Executive Director of the Bank who was appointed by a
member of the Bank who is also a member of the Association, or.elected
by the votes of at least one country who was a ;ember of the Association.

The President of the Bank is ex officio President of the As-
sociation and Cﬁairman of the Executive Directors. The President of
the Bank is Ehe chief of the operating stéff of the Association. He is
responsible for the organization, appointment and dismissal of the of-
ficers and staff. The closeness of the relationship between the Bank
and IDA has caused Dr. Robert Asher to say that although "legally an
institution, the IDA appears in reality to be a fund administered by
the World Bank."! As far as the practical effects are concerned, the
Bank staff may not h;ve been over-ruled even on this point.

On such broad questions as the membership and objectives of the
Agsociation, there was_little dissent. Membership is open to all mem-
bers of the Bank who desire it. The objectives of the Association are
"to promote economic development, increase productivity and thus raise
standards of living in the less-developed areas of the world included
within the Association's membership, in particular by providing finance
to meet their important developmental requirements on terms which are

more flexible and bear less heavily on the balance .of payments than

lasher, p. 54.
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those of conventional loans."1

As has been inéicated earlier, there was some disagreement on
whether the Association should make loans or grants. The staff of the
Bank preferred grants, in line with their views on this subject dating
back to 1951. However, both the poor and rich members, especially the

United States, preferred loans. So, Article V, Section 2 reads as fol-

the Accociction chall tale the form of loane.'

"rinancing by th
There is a proviéion for other financing either out of funds subscribed
after the initial subscription or, in special circumstances, out of
supplementary resources furnished to the Association if these resources
carry an authorization for such financing.

"The Association may provide financing in such forms and on
such terms as it may deem appropriate, having regard to the economic
position and prospects of the area . . . concerned and to the nature
and requirements of the project."3 In the report which the Executive
Directors prepared to accompany the Articles for country consideration,
they elucidate on this section. This section is jntended, they explain.’
to permit the Association to make finance available in a number of ways.
The Association could provide for lenient ter@é of repéyment through
the use of loans repayablé in local currencies, it could make logns re-
payable in foreign exchange but having long grace periods, it could

lend at no interest, or it could lend at a low rate of interest.

Loans are, as with the International Bank, tied to specific

lArticles of Agreement of the International Development
Association, pp. 3-4.

2

Ibid., p. 11.

31bid.
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projects and shall be for purposes of high developmental priority.
The expression ''specific projects'" is given a broad interpretation,
however, and can include such proposals as a railway program, an
agricultural credit program, or a group of related projects. There
is also provision for finance other than for specific projects in

special circumstances.

A mamharlao Farritrars
S momIer ¢
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Loans may a
political subdivision of a member country, a public or private

entity in the territory of a member, and to international or regional
organizations. in the case of loans which are not made to member
governments, the Association has discretion as to whether or not it
will require a governmental guarantee, whereas the Bank's cha;per re-
quires it to secure a governmental guarantee on such loans.

The Association cannot provide financing when such financing
is available from private sources on terms which are reasonable or when
a loan could be provided by the International Bank. The Association is
barre&J}rom tying funds to purchases in any one of its member countries
and is directed to give attention to considerations of economy, effi-
ciency, and competitive international trade in using proceeds of its
loans.

The.Association has the authority to: borrow funds with the
approval of the member in whose currency the loan is denominated;
guarantee loans from other sources; and provide technical assistance
and advisory services at the request of a member.

The Associstion is authorized to enter into a formal arrangement

with the United Nations and may enter arrangements with other public

international organizations having specialized responsibilities in
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related fields.

On the question of voting rights in the Association there were
differences of opinion. The underdeveloped countries wished to have
more weight than they have in the International Bank and to some extent
they succeeded. When the quotas of the World Bank were doubled in 1958
the voting strength of the smaller countries was diluted somewhat. 1In
tiie Aviicies of IDA, the old formuls is brought bzck., Each crigingel
ﬁember gets 500 votes plus one;additional vote for each $5,000 of its
initial subscription. Countries joining after original membership get
voting rights és decided by the Board of Governors. All additional
funds given to IDA above the original subscription carry no voting rights.

The voting pattern works out as follows: as of June 30, 1961,
the United States had put up 35 per cent of the money and had 31.25
per cent of the votes; the United Kingdom had put up 14.5 per cent of
the money and had 12.94 per cent of the votes; France and Germany had
the same quota which was 5.85 per cent of the money and 5.37 per cent
of the votes; and no other country had as much as 5 per cent of the
votes. As new counéries come into the Association, these percentages
change slightly.

The underdeveloped countries were not at all reconciled to the
weighted voting arrangement. The Governor of the Bank from Burma,
Thakin Tin, put the case rather bluntly at the 1961 meetings.

The principle of voting and representation in the management on
the basis of the size of stock held by members, though customary
for profit-making associations, is hardly comforting to small
stockholders in an institution like the Bank which has the avowed
object of assisting underdeveloped countries. The latter cannot
help feeling that they are excluded from deliberations vital to

their future and what they get in the way of development loans is
largess through the beneficience of large stockholders who dominate
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the institution by virtue of their voting strength.1

On the question of local currencies there was some disagree-
ment, also. As mentioned earlier, the staff of the Bank was not
enthusiastic about receiving local currencies from the United States.
However, the Articles contain provisions whereby countries may provide
supplementary resources in the currency of another member, but IDA
tef

On the question of amendment of the Articles, the IDA proce-
dure is a little simpler tham in the Bank. Amendment of IDA Articles
can be done by the Board ot Governors, whereas in the Bank, the amend-
ment must go to the member governments.

The Articles direct that political considerations not be taken

into account when deciding upon a loan. '"Only economic considerations
shall be relevant . . . and these considerations shall be weighed im-
partially in order to achieve the purposes stated in this Agreement.“2

Even though.this Article is clear in its intent, it is difficult to
think that Egypt would be impartial about approving loans for Israel or
vice.versa.

The two main issues which arose in the discussions were the
shares to be contributed by the members and the form in which the
member's contributions would be made. First, it was agreed that the
total funds of the Association would be $1 billion. There was some

argument against fixing such a total in view of the fact that new

countries would be coming in and that some of the members of the Bank

1IDA Board of Directors Press Release No. 7, September 19,
1961, p. 2.

2Articles of Agreement of the International Development Associa-
tion, p. 12.




131
might not choose to join IDA. But, a total was set. Then the appor-
tioning of shares took place.
One possibility which was considered was contributions based
on national income or gross national product. The gross national
products of the industrial nations, which would have to subscribe

the usable currency, were converted to United States currency on an
gxchangs Tz nd totaled, On this bagis. the United States

has 57 per cent of the West's gross product, the United Kingdom has

8 per cent, the European Econcmic Community countries have 20 per
cent, and the other industrial countries have a2 combined total of 8

per cent. On the basis of United States prices (using the formula
devised by Milton Gilbert and Irving Kravis) the proportions are
United States--47 per cent, United Kingdom-~9 per cent, European
Economic Community--25 per cent, and other countries--19 per cent.

Dr. Paul N. Rosenstein-Rodan established a formula for appor-
tioning relative shares of foreign economic aid. He used both exchange
rate and United States price formulae for his computations. On a
straight gross national product basis, he concluded that the United
States should contribute 60 per cent of tﬁe aid burden. By using
United States prices to establish a figure for ''real' gross national
product, he computed the United States' share at 54 per cent. Applying
the progressive income tax principle to the real gross national product

he concluded that the United States share would be 65 per cent as shown

in Table 4.1

1P. N. Rosenstein-Rodan, ‘International Aid for Underdeveloped
Countries,'" The Review of Economics and Statistics, XLIII (May, 1961),
p. 111.




TABLE k.--Sharing the burden of aig?

Nominal GNP "Real" GNP
Contri- Weights "Real” Contri
GNP Per Number of Tax Per bution for GNP Por Tax Per bution
i Families Family by Each "Real” Family Family by Each
(do1lars) (thous.) (dollars) (%) GNP (dollars) (dollars) (%)

Belgium 5392 2303.2 ko5 1.1 1.23 6632 729 1.4
Canada T95k% L578.2 1002 4.3 1.00 7954 1002 3.7
Denmark 77k 1152.7 380 0.4 1.33 6349 676 0.6
Finland 3573 1128.5 164 0.2 1.4 5145 Lhg 0.4
France 4815 11,478.0 389 Lo 1.20 5778 568 5.3
W. Germany hhs2 14,072.0 326 4,3 1.43 6366 679 7-7
Ttaly 2491 12,385.7 0 1.h4 3587 164 1.6
Luxemburg 6084 83.0 626 0.0k 1.23 7483 900 0.06
Netheriands 3815 2910.5 209 0.6 1.55 5013 594 1.4
Norway 4895 906.7 398 0.3 1.29 215 670 0.5
Oceania 419 L40o23.7 317 1.2 1.33 5ETT 585 1.9
Sweden 6228 1889.7 653 1.2 1.30 896 1033 1.6
Switzerland 6222 1343.5 652 0.8 1.25 Ti78 qll 1.0
United Kingdom 5383 13,075.0 493 6.1 1.30 6<98 799 8.4
U.S.A. 11,161 46,141.5 1728 75.2 1.00 11,161 1728 6. L

20n basis of progressive income tax schedule of U. S. A. Assumes a family consists of &
members.

Source: Adapted from P. N. Rosenstein-Rodan, "Internationsl Aid Yor Underdeveloped
Countries,” The Review. of Economics and Statistics, XLIIT (May, 1961) p. 138.

(43!
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The idea of progressivity of contributions was welcomed by
some of the poorer countries. However, the richer countries saw
little to commend such a proposition. No agreement on any formula
based on gross national proéuct could be reached. The other alter-
native was to use the quotas that had been established at Bretton
Woods for contributions to the International Monetary Fund and the
International Bank. The exact formula for these quotas was not
available'to the author but, it is known that it took account of the
size of gross national product, the ratio of exports to gross national
product, the fluctuations in export earnings, etc. All these con-
siderations are more relevant for the International Monetary Fund than
they are for the International Bank or the Internationél Development
Association (see Chapter XI).

The United Kingdom, Belgium, the Netherlands and other ex-
colonial powers have been strikingly hit by this formula. At the time
the Bretton Woods Agreement was drawn up the United Kingdom held great
reserves for sterling area trade and had aAlarge share of world exports
and imports. By using exchange rates on gross national products, the
United Kingdom would contribute 8 per cent and all the European Econ-
omic Community countries would contribute 20 per cent. However, by use
of the Bretton Woods formula, the United Kingdom's share is 17 per cent
and the European Community countries' share is 23 per cent. On a
straight gross national product basis, the following countries are
obviously contributing more than their share to the Bank; United Kingdom,
Netherlands, Belgium, Norway, South Africa and Denmark. And the fol-
lowing countries are contributing less than their share; Italy, Sweden,

Canada, Germany, France and the United States. However, the Bretton
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Woods formula was the only basis on which any agreement could be
reached and this was finally adopted.

The United Kingdom, Belgium and the Netherlands have been
unhappy with this decision. They feel that the world situation has
changed since Bretton Woods. The United Kingdom subscribed to the
Association almost immediately, despite its objections. The Nether-
lands heid off for

~ ~ -
o wvid [ORERY

whils ond Belaiom die not vet a member.

The second major issue involved the arrangements to be made
for payment of subscriptions. Were all member natioms going to have
to subscribe in gold or convertible currencies? Or were the poor na-
tions to be allowed to subscribe in their own currencies? Finally a
very ingenious scheme was devised. The members of the Bank were di-
vided into two parts. Part I countries are the industrial natioms of
the world and would be expected to make their contribution in con-
vertible currency. Part II countries were underdeveloped countries who
might expect to be eligible for assistance from IDA and would expect
to make most of their contribution in their own currencies.

The decision on which countries would fall into Part I and
which into Part II

presented the Bank with an interesting and rather difficult ques-
tion. A large number of economic criteria were made available by
the Bank, the amount of capital exported by the country, the gross
national product ot the country, and various other things of that
sort. These were reviewed by the Board of Directors. But in the
ultimate analysis, the management of the Bank was invited to pre-
sent a list of those countries which, in their opinion, and based
on the background of the World Bank, should be in category I and

those which should be in category II. The management presented

this list, and the various executive directors who were negotiating
the charter discussed it and agreed that this was an adequate list.

Ig. S., Senate, Committee on Foreign Relations, Hearings on
S. 3074, 86th Cong., 2d Sess., 1960, pp. 22-23.
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The Bank staff relied primarily on per capita income figures
for their decision. But there were some negotiations. Most cases
were fairly obvious but there were two cases that the staff could not
decide--so they asked the countries concerned. Spain said they were
flattered to be asked but they did not feel that they were Part I
calibre. Finland accepted Part I membership.

Some countries (such as Iceland) came in as Part II countries
feeling that they probably wouldn't be gble to borrow from IDA because
their per capita incomes were too high to justify IDA loans. Japan
is.-an anomaly from a per capita income standpoint. Japan, however,
does export capital so it was put in Part I. The decision was based
partly on how a country sees itself. Israel, for instance, has a high
per capita income but is a massive capital importer. Ireland came in
as a Part II country but has a relatively high per capita income. One
of the considerations which the Bank staff considered was the fact that
Part I countries are required to put up all their subscription in gold
or convertible currency, while the Part II countries only put up 10 per
cent of their subscription in gold or convertible currency and 90 per
cent in their own currency. So, some relatively well-off countries
(Iceland again) wouldn't want to put up all their subscriptions in
convertible currency due to their own needs. Table 5 shows the countries
of Part I and Part II and their proposed initial subscriptions.

There has been little published criticism of the IDA for its
policy of requiring the underdeveloped countries to contribute 10 per
cent of their subscription in gold or convertible currencies. Ceylon

expressed opposition to any further drain on the poorer countries.in
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TABLE 5.--Proposed initial subscriptions in the International Development
Assoclation
(millions of U. S. dollars)

Part I

Australia $20.18 Japan 33.59 .
Austria 5.04  ILuxembourg 1.0L
Belgium 22.70 Netherlands 27.Th
Canada 37.83 Norway 6.72
Denmark 8.74% Sweden 10.09
Finland 3.83 Union of South

Africs . 10.09
France 52.96 United Kingdom 131.14
Germany 52.96 United States 320.29
Italy 18.16 763.07

Part II
Afghanistan 1.01 Israel 1.68
Argentins 18.83 Jordan 0.30
Bolivia 1.06 Korea. 1.26
Brazil 18.83 Lebanon 0.45
Burma 2.02 Libye 1.01
Ceylon 3.03 Malaya 2.52
Chile 3.53 Mexico 8.74
Chins 30.26 Morocco 3.53
Colombis 3.53 Nicaragua 0.30
Costa Rica 0.20 Pakistan 10.09
Cuba 4,71  Panama 0.02
Dominincan Republic 0.40  Paraguay 0.30
Ecuador ‘ 0.65 Peru 1.77
El Salvador 0.30 Philippines 5.0k
Ethiopia 0.50 Saudi Arabia 3.70
Ghana 2.36 Spain 10.09
Greece 2.52 Sudan 1.01
Guatemala 0.40 Thialand 3.03
Haiti 0.76 "Tunisia 1.51
Honduras 0.30 Turkey 5.80
Iceland 0.10 United Arab Republic 6.03
India - 40.35 Uruguay 1.06
Indonesia 11.10 Venezuela 7.06
Iran 4,54 Viet-Nam 1.51
Irag 0.76  Yugoslavia 4, ok
Ireland 3.03 236.93
TOTAL $1000. 00

Source: Adapted from Articles of Agreement of the International
Development Association (Washington: International Development
Association, 1960), p. 29.
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the event of a future expansion of pA. 1

Each country is given five years in which to pay in its
original contribution. Currency of Part II countries may be used by
the Association for administrative expenses incurred by the Associa-
tion in the territories of such members; and insofar as it is consis-
tent with sound monetary practices this currency may be used to pay
for .goods and services to be used for projects fingnced by the Associa-
tion in such territories; and when the Associstion and tﬁe country
agree on it the Association can use these currencies for projects oug-
side the terfitories of the member. All members must take steps to
maintain the value of their subscriptions. 1In the event of deprecia-
tion, countries must add enough currency to restore the original value
and in case of appreciation,-the Associatiog”will return currency to
the member country.

The Articles charge the Association with reviewing the adequacy
of its resources at such time as it deems approprizte and at five-year
intervals thereafter. 1If it seems desirable, the Association shall
authorize a general increase in subscriptions. When additional sub-
scriptions are authorized, each member shall be givéﬁ’ihe opportunity
to subscribe an amount which will enable it to maintain its relative
voting power, but no membéf shéll be obligated to subscribe. Any
country may add to its subscription at any time.

The Executive Directors gave the member nations until December

31, 1960 to decide whether they desired membership. And the Articles

were to enter into effect upon their acceptance by governments whose

11DA Board of Governors Press Release No. 57, September 19,
1961, p. 5.



138
subscriptions totaled 65 per cent of the total or $650 million. The
completed Articles of Agreement and an accompanying report of the
Executive Directors went out to the Governors of the Bank, by mail,
on January 26, 1960.

Congressional Approval of the International
Development Association

the National Advisorv Council sub-
mitted a special report on the International Development'Associa-

1 This report contained the Articles of Agreement for the

tion.
Association and a statement of the Administration's reasons for

favoring United States' participation. The arguments which were used
in the debate on the Monroney Resolution were repeated but with some
changes in emphasis. This report emphasized that the less developed
countries themselves would be contributors to this new institution.2
Much was made of the fact that other countries would provide a larger

3 The pos-

share of the total resources than would the United States.
sibility of using local currency was still receiving emphasis, al-
though the Council did point out that the magnitudes that would be

involved could not be predicted.4

President Eisenhower wrote a letter of transmittal for the

report in which he stated that "I am convinced that participation by

INational Advisory Council on International Monetary and
Financial Problems, Special Report to the President and to the Congress
on the Proposed International Development Association (Washington:

U. S. Government Printing Office, 1960).

21pid., p. IV.
31pid., p. 2.
%1bid., p. 9.
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the United States 1is necessary."1 Thus, since 1958, the Administra-
tion's reaction had run the gamut from determined opposition to IDA,
through indifference, to lukewarm approval, until by February 18, 1960,
membership had become necessary.

President Eisenhower's recommendation that the United States
participate in the International Development Association weht to the
Congress in Febhruary ;nd both houses of the Congress called early
hearings on the proposal. There was the feeling that early U;ited
States action was necessary in view of the role of the United States
iﬁ proposing IDA. And it was also thought that early United States
approval wﬁuld encourage the other nations to act speedily. Secretary
of the Treasury Anderson and Under Secretary of State Dillon presented
the Administration's case.

Secretary Anderson's testimony before Subcommittee No. 1 of
the House Committee on Banking and Currency left no doubt concerning
his stand on United Stateslmembership in IDA. He introduced his state-
ment with this sentence. "I wholeheartedly support enactment of this
bill."? He went on from there to reiterate arguments that had been
made earlier in favor of the Association. However, he did introduce
;ome new points of emphasis.

One of these concerned the fact that the underdeveloped coun-
tries themselves were putting in 10 per cent of their subscriptions in
gold or convertible currencies.

This, it seems to me, will give a sense of fiscal discipline,
because all of them will be looking at the fund thinking in

1pid., p. V.

2Hearings on H. R. 11001, 86th Cong., 2d Sess., 1960, p. 3.
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terms that, when these hard resources have been exhausted,
the borrowers as well as the lenders have to be putting back
some hard currencies in order to maintain the activities of
the International Development Association.

This particular item became one of the crucial points upon
which the United States was insistent. Anderson pressed for agree-
ment on the principle that, not only must gall countries make some
contribution in gold or dollars on the first round, but, that any
replenishment of capital would also involve a gold or dollar con-
tribution by the debtor as well as the creditor countries.?

Some of the Representatives indicated concern that the
establishment of the International Development Association might be
detrimental to-‘the United States' balance of payments. Secretary
Anderson was reassuring on this point.

We are contributing about 32 percent of the funds to this insti-
tution, and the normal practices of the World Bank indicate that
about 29 percent of the identifiable purchases under World Bank
loans on an international competition basis are made in the
United States.3 '
He conceded that these figures would indicate that the establishment
of IDA might lead to some temporary addition to the United States'
balance of payments problem. However, he argued that IDA was a long
run attempt to solve this problem "on the basis of establishing a
world in which we can become larger exporters, and other people better

4

customers."

Linid., p. 10.

2New York Times, May 19, 1959, p. 10.

‘3House Subcommittee 1 of the Committee on Banking and Currency,
Hearings on H. R. 11001, 1960, p. 36.

41pid.
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The strongest implied criticism came from a member of the
committee who was not even at the hearings. Representative Wright
Patman, of Texas, had sent a list of questions which he wanted Secre-
tary Anderson to answer. The questions concerned the interest rates
that had been charged by the Export-Import Bank and the International
Bank from 1946 to 1958.

Tables 6 and 7 are taken from Secretary Anderson's reply to
Representative Patman's questions. Patman was calling attention to the
rise in interest rates on Export-Import Bank loans from 2,77 per cent
in 1948 to 5.20 per cent in 1959 and on International Bank loans from
4.25 per cent in 1947 to 5.64 per cent in 1958. The Congressman was
implying that it was the United States Government that was responsible
for faising these rates and that this action was the reason that some
such measure as the International Development Association was necessary.

Another line of criticism which came from the House Committee
was based on tﬁé action of the International Bank in extending & loan
to the United Arab Republic for the purpose of dredging the Suez Canal.
This loan had come right at the time that the United Arab Republic had
denied Israeli ships, or ships bound for Israel, access to the Canal.
Some 25 per cent of the membership of the House of Representatives had
objected to the Bank over this loan. The Bank had, nevertheless,
granted the loan. This had considerably angered some Representatives
and several of them expressed their unwillingness to establish IDA
under World Bank management.

There was very little criticism or opposition in the Senate

hearings. Most of the Committee on Foreign Relations was obviously



TABLE 6.--Total loan authorizations and average interest rates charged on foreign loans by U. S.
Government lending agencies, fiscal years 1946-58

Export-Import Mutual Security Public Law Development
Bank Program 4802 , Loan Fund
Fiscal Years

Loan Average Loan Average Loan Average Loan Average
Author- =~ Interest Author- Interest Author- Interest Author- Interest
izations Rates izations Rates izations Rates izations Rates
Millions Percent Millions Percent Millions Percent Millions Percent

1946 $2,197.0 2.77

1947 279.2 3.50

1948 u6s5.7 2.87 $2.3 2.50

1949 173.8 3.73 965.8 2.50

1950 405.5 3.53 73.2 2.50

1951 395.3 3.81 296.7 2.57

1952 550.9 3.19 222.4 2.57

1953 571.0 3.78 25.6 2.68

1954 250. 4 3.99 2.2 3.00

1955 488.4 .52 270.2 3.78 $66.1 3.92

1956 378.0 4,64 215.8 3.92 39.3 4.00

1957 1,067.3 4.78 383.8 3.95 546.3 k.06

1958 857.0 5.20 102.8 3.98 502.1 L.26 $102.1 4. 36

8Tncludes only loans to foreign countries. Does not include loans to private enterprises
under sec. 104(c) of Public Law 480.

Source: Adapted from House Subcommittee 1 of the Committee oh Banking and Currency, Hearings
on H. R. 11001, 1960, p. 2k.

(A
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TABLE T.--Total loan authorizations and average interest rates charged
. by intermational landing agénciés, fiscal years 1947-58

International Bank International Finance Corporation

Fiscal Years Loan Author- Average Invest- Average

izations Interest ments Interest
Rates : Rates®

Millions rercent mMillioons -Tercent

1947 $250.0 4,25 '

1948 263.0 L,26

1949 137.1 4,39

1950 166.3 4.03

1951 - 297.1 4,08

1952 298.6 4.58

1953 178.6 b7

1954 323.7 4,82

1955 409.6 4,68

1956 396.1 475

1957 387.9 5.0k $2.0 6.00

1958 710.8 5.64 8.7 7.00

8Investment agreements usually provide in addition for payments
contingent on profits and in most cases for options on shares of the
borrowing company.

Based on data supplied by the International Bank and the
International Finance Corporation.

Source: Adapted from House Subcommittee 1 of the Committee on
Banking and Currency, Hearings on H. R. 11001, 1960, p. 25.
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quite favorable to the establishment of IDA. There were some questions
concerning coordination between IDA and United States' aid activities
so that borrowers Eould not play off one against the other and so that
duplication of effort could be avoided. The Administration spokesman
assured the committee that the United States Executive Director of IDA
would sit as a member of the Board of the Development Loan Fund so that
such problems ought not arise.

A surprising degree of unanimity existed among the business and
labor groups of the United States on the advisability of joining the
International Develooment Association. Only three groups, the Farm
Bureau, the National Foreign Trade Council, and the Merchant Marine
Institute, expressed reservations concerning the IDA.

As far back as 1956, the Research and Policy Committee of the
Committee for Economic Development had called for an expanded program
of public investment in underdeveloped countries under World Bank
leadership where an international approach was advantageous. This group
favored giving the World Bank additional capital contributions and au-
thority to make grants and development loans repayable in local
currencies.1

The Chamber of Commerce of the United States supported the IDA
fro& the start. The Chamber was anxious to have assurances that loan
funds would not supplant private capital. The National Association of
Manufacturers had no particular policy position with reference to IDA.
The U. S. Council of the International Chamber of Commerce sent a repre-

sentative to testify in favor of United States membership in the

1Research and Policy Committee of the Committee for Economic
Development, Economic Development Abroad and the Role of American
Foreign Investment (New York: CED, 1956), p. 29.
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Association.
The National Farmers Union made a strong statement before the
House Committee on Banking and Currency favoring United States partici-
pation in IDA. The National Grange sent a letter of support as did
the National Council of Farmer Cooperatives. The Farm Bureau actually

did not oppose the establishment of IDA; they merely wanted to insure

A et bkl flem imAdavnbtandAdan
S wWicd ~al T4 CNTITOLOTTITS

tuac if the Umited States joi
that the United States Development Loan Fund's appropriation be reduced
by the amount of the appropriation to IDA. For, as their letter pointed
out, "there is a limit to the amount of capital funds the U. S. Govern-
ment can provide to other countries."!

The bankers of the United States sent three spokesmen to wel-
come the establishment of IDA. Mr. John J. McCloy, Chairman of the
Chase Manhattan Bank, Mr. James S. Saxon of the First National Bank of
Chicago, and Mr. Tom B. Coughran, Executive Vice President of the Bank
of America, served to represent the bankers as strongly in support of
United States participation in IDA.

The American Federation of Labor-Congress of Industrial
Organizations made a very strong case for United States participation
in the International Development Association. The spokesman did have
two reservations about the new Association. One was that, in turning
IDA over to the World Bank, the influence of individuals with the tradi-

tional bankers' point of view might outweigh the views of those who

recognize the need for flexible, nonbankable loans for economic

1House Subcommittee No. 1 of the Committee on Banking and
Currency, Hearings on H. R. 11001, 1960, p. 102.
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development.1

The labor spokesman also questioned the size of the appropria-
tion for IDA. The September, 1959 convention of the AFL-CIO had
adopted a resolution which called upon Congress to authorize effective
United States financial support for IDA. It did not appear to the
AFL-CIO representative that a contribution of $320 million constituted
effective support. He expressed the hope that Congress would expand
the resources of IDA so that it would be assured of at least $1 billion
a year.

We must recognize that, unless the more fortunate, indus-
trially advanced nations of the free world, and especially the
United States, which is still by far the richest, are prepared to
make available to the less developed countries economic assistance
on a scale commensurate with their minimum needs, they will reluc-
tantly, but inevitably, turn to the Soviet Union.

This is an important reason for increasing the capitaliza-
tion of the International Development Association substantially
above the presently contemplated level, but it is by no means the
only one.

The Congress turned a deaf ear to this plea.

Other groups which endorsed United States entry into the Associa-
tion were the National Council of the Churches of Christ in the U. S. A.,
the United Christian Missionary Society, and the Women's International
Ieague for Peace and Freedom.

The Merchant Marine Institute questioned the advisability
of multilateral foreign aid because the United States would not be able
to require that goods be shipped in American vessels. The National

Foreign Trade Council passed resolutions at both its 1958 and 1959

meetings which questioned the need for another inter-governmental

l1ibid., p. 55.

2Tbid., p. S56.
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financial institution. The Council felt that any necessary aid should
be given on a bilateral basis and that such aid should not be repayable
in non-convertible funds. However, by the time the bill to establish
IDA came before the Congress, the Council was reconciled to IDA and did
not testify against United States membership. They did publish a state-
ment which questioned the local currency aspects of IDA and which re-
grottad thot no reference was made in the articles of agreenent.to the
need to prevent any financing which would be inimical or injurious to
private enterprise.1

Why was there so little opposition to United States participa-
tion in IDA? Such participation will cost more than $300 million. At
the same time that legislation establishing IDA was sailing through the
Congress there was very bitter and determined opposition to smallet sums
contained in the bilateral aid program. Some persons have suggested
that the Congress is usually enthusiastic about any new aid program.
All proposals for re-orienting the foreign aid program are seen as pana-
ceas at their first introduction. Thus, the IDA merely slipped through
on its newness as did the Inter-American Development Bank and the De-
velopment Loan Fund a few years earlier. These people would expect a
good bit harder fight on additional funds for IDA than was made over
the original authorization.

Another interpret;tion has attributed IDA's popularity to the

intensive publicity campaign which Senator Monroney waged throughout

1958-1960. Editorials favoring IDA appeared in 40 newspapers around the

Ingtatement of the National Foreign Trade Council Concerning
U. S. Participation in the International Development Association" (New
York: National Foreign Trade Council, 1960), pp. 2-3. (Mimeographed.)
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country during this period. All the major newspapers in the country
carried extensive stories and articles on IDA, many in a friendly vein.

Certainly the fact that IDA was to be managed by the staff of
the World Bank had considerable influence. Mr. Gene Black's reputa-
tion is quite phenomenal among United States lawmakers. They credit
him with a wizard's touch when it comes to managing a difficult operation,

Congressional approval for United States participation came on
June 30, 1960. An appropriation of $73 million for the first install-
ment of the United States on its initial subscription was approved on
July 14, 1960 and on August 9, 1960, the United States deposited its
instrument of acceptance with the International Bank, The Articles of
Agreement had specified that the Agreement would enter into force when
it had been signed on behalf of governments whose subscriptiéns totaled
not less than $650 million. This point was reached on September 24,
1960 and the International Development Association became a reality,
Operations of the Association were begun on November 8, 1960 when the

Executive Directors held their inaugural meeting.



CHAPTER VIII

FUNDAMENTAL POLICY DECISIONS

Basic Philosophy Underlying Policies

The First President of the Association, Mr. Eugene Black, has
stamped the Association with his basic views on the development process.
His views underlay the basic policy decisions made during the first two
years IDA was in operation and these views have been expressed on many
occasions (see Chapter II). He believes that economic development can-

not be based on expediency.

Political processes, of course, are the essence of demo-
cratic governments; and it is true that in a democratic society
it is often difficult for a government to take the long-term view.
Yet development is a long-term process. It cannot be carried out
sporadically; it must be approached as a matter of broad and con-
tinuing public interest--not a means of promoting the interests
of a particular area of the country, not a means of winning votes
in a critical electoral district, not a means of satisfying the
ego of political sponsors.

The more developed nations, too, need to remind themselves
continually that international aid for development ought not to be
based on expediency. To be really effective, they should not re-
late their efforts to fever charts of international tension, but
rather to the fundamental conditions of which the fever may be only
a long-delayed symptom.1

For a man whose job has been to allocate capital, Black has a surprising

attitude toward the role of capital in economic development.

Let me say that in my opinion too much emphasis is often placed on

1Summary Proceedings of the 1951 Meeting of the Board of Gover-
nors of the International Bamk . . ., p. 8.
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capital, particularly foreign capital, as the prime ingredient of
development.

The social institutions of the country, the distribution of
wealth and opportunity among the people, the effectiveness of the
educational effort, the energy and competence of government admini-
stration, and the character of the policies governing the use of the
country's resources--these are all factors which bear quite as di-
rectly as foreign capital on the rate of development.

Black argues that quality is more important than quantity in
economic aid.

Even the most enthusiastic supporters of economic aid recognize that
the outside world cannot provide more than a small margin of the
resources needed; the really crucial economic and human resources
must come from within. Therefore, it is only realistic, we think,
to use economic aid primarily to p§omote proper standards in the art
of managing a country's resources.

The staff is fond of reminding the underdeveloped countries that many
countries developed without huge inflows of external capital.

We have become so accustomed to associate development with
economic and financial aid from abroad, that we sometimes tend to
forget that economic growth and industrialization have taken place
in several parts of the world without important inflow of capital.
The European countries are the outstanding example, although, of
course, freedom of movements of capital was the rule in the XIXth
century. The same is true of Japan before World War I; its re-
markable development was based on intermnal savings. More recently,
the Soviet Union has achieved both reconstruction and development
without foreign assistance but at a tremendous cost in terms of
standard of living.3

Black eschews, as far as efficiency permits, the ideological
aspects of development.

In the World Bank we concentrate on economic development as
if its only end were higher comsumption and greater comfort. We try

l1pid.

2Fugene R. Black, "The Age of Economic Development,” The
Economic Journal, IXX (June, 1960), 269.

3Leonard Rist, "International Cooperation in Development Aid,"
Address to the Fourth S E A N Z A Meeting, p. 2. '
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to remove the taint of ideology from the language of economics
and then relate that language solely to the end of promoting higher
material living standards.l

Black rejects the simple explanations for underdevelopment and
theories of growth which focus on one cure. He argues that it is
just a lack of capital per se, of savings per se, of education per
or of entrepreneurship per se which stands in the way of growth.

Tt is more useful, I think. to consider the problem in terms of how
to achieve the kinds of decisions which are needed to make more of
the potential for growth. For as there is a greater awareness of
the possibilities for growth in societz, many of the traditional

obstacles appear much less formidable.

None of Black's critics has attacked him because the Associa~

tion has done too much. A number have claimed that it did much too

little. His answer follows:

If the meaning is that we should substitute our hearts for our
heads in investing IDA resources, I could not disagree more com-
pletely. For the one lesson of experience that more than any

other has been borne home to me over the years is that the surest
way of defeating our ultimate development objective is to use care-
lessly or ineffectively the scarce resources which have been en-
trusted to us. . . . That is why we have insisted, and will con-
tinue to insist, on the same high standards of investment for
projects financed with IDA funds as for those financed with Bank
resources.

Black does not deny the consideration which should be given to

human suffering. He is certainly aware of the political pressures upon

the

governments of the developing countries. And he urges that economic

aid can be dispensed sensibly, still taking these considerations into

account.

1Black, "The Age of Economic Development," p. 269.

2Black, The Diplomacy of Economic Development, p. 27.

3Summary Proceedings of the 1961 Meeting of the Board of Gover-

nors of the International Bank for Reconstruction and Development

(Washington: IBRD, 1961), pp. 14-15.
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The claims of poverty appear so compelling that the outsider is
tempted to conclude that all argument over the niceties of
equality, or of regional "fairness" or of national prestige is
really too much of a luxury to be tolerated. But such an atti-
tude does less than justice to the governments of these countries;
the political problems they face are excruciatingly difficult;
they are the primary agents of change in societies undergoing

a wholesale transformation to prepare for modern economic life.
In Western societies the primary agents of change in the early
stages of development were the entrepreneurs; governments could
then confine themselves to ruling--to maintaining law and order.
Now governments in the underdeveloped world are taking most of
tha davalopment initiatives thamselves. either because there

is no entrepreneurial class of any significance cr because only
the Government can raise the necessary capital. They have to
lead as well as rule. To help these governments perform their
necessary development functions without generating extravagant
forms of political injustice and cruelty is really the major
objective of economic aid.l

With Black's philosophy forming the foundation for decisions,
what fundamental policies did the Association choose? As to the terms
of financing, it was decided that IDA would not make loans repayable
in local currency. On this point there was general concensus among the
Executive Directérs, and the staff was opposed to local currency loans.

The terms that have been adopted for all "development credits"
extended to date have been identical. The credits must be repaid in
foreign exchange. They have a duration of 50 years, amortization is
to begin after a 10 year grace period; thereafter, 1 per cent of the
principal is repayable annually for 10 years and 3 per cent is re-
payable annually for the next 30 years. A service charge of 3/4 of 1
per cent per annum on the amounts withdrawn and outstanding is charged
© to pay IDA's administrative costs.

The second Annual Report of the Association dilated these

lBlack, "The Age of Economic Development,' p. 271.
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conditions. The staff did not intend that these concessionary terms
should result in the extension of financial subsidies to the actual
projects on which IDA funds were employed. So, in the case of revenue-
producing projects, IDA requires that the credit be invested on a normal
business~-like basis and tHat the price of the goods or services pro-
duced by the project be fixed at levels which will make the project
remunerative.1

If IDA should lend soft money for a project with é,high rate of
return inside the country--then IDA would be subsidizing the borrower
vis:;-vis his competitors, which was no part of IDA's purpose. So, the
policy has been that IDA credits for commercial projects are passed on
to the* government and from the government to the ultimate borrower at
rates of interest comparable to the rates prevailing within the coun-
try. An attempt is made not to distort the interest rate structure of
the country. An example of this policy is the $5 million credit to the
China Development Corporation which was passed through the hands of the
Republic of China. The Corporation is paying 12 per cent interest to
the Chinese Government and the duration is 30 years. The reason for
this policy is clear. Subsidizing revenue-producing activities would
be very bad politics in the first place. It would be inequitable as
begween borrowers. And it could lead to a poor allocation of resources.
Of course, one result of the policy is that the government concerned
makes a profit from its "on-lending" of IDA funds. This technique is
an innovation in international lending. Previously the terms of aid

have been related to the project concerned rather than to the

IAnnual Repoft of the International Development Association
1961-62 (Washington: IDA, 1962), p. 6
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circumstances of the recipient country. 1IDA is paying attention to
both.

The First Annual Report carried the announcenent that IDA had
no policy of allocating its funds in advance. However, it was pointed
out that an effort was being made to assure wide geographic distribu-
tion, taking account of the priority which should be given to the
poorer countries. It was pointed out that it would be necessary to
impose limits on credits to some countries which could absorb all the
money very quickly.1 Quite obviously the report was referring to India
and Pakistan.

Very early a significant policy question had to be decided along
this line. What would be the criterion of eligibility for IDA credits?
Would it be based on the type of project or the condition of the bor-
rowing country? It was decided to base decisions on IDA countries rather
than IDA projects. Mr. Black's speech to the 1961 meeting of the Board
of Governors made it clear that the same standards are applied to pro-
jects by both the Bank and IDA, although IDA does finance some projects
of a more social nature than the Bank, e.g. schools, housing.

There was an early proposal that soft loans be made for some
projects, where returns were slower: in accruing, even though they were
located in countries that were creditworthy. In addition, credits could
be extended for quick-return projects in non-creditworthy countries.

In practice, this would mean two types of operations. IDA would finance
education, urban water supply, housing projects, etc. in countries that

could borrow from the Bank. And, IDA would make credits available for

1First Annual Report of the International Development Associa-
tion 1960-1961 (Washington: 1IDA, 1961), pp. 4-5.
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roads, hydroelectric plants, and irrigation projects in countries that
had difficulty obtaining international credit.

This discussion was resolved in favor of IDA-countries. The
Association only lends to countries which are not creditworthy or are
exhausting their remaining margin of credifworthiness, and the Bank
itself is moving into'some projects with slow payback in countries
which are creditworthv. The staff is the arbiter on what countries
get what terms. The staff decides whether the loan should be made
from the Bank, from IDA or not at all. Three criteria have been estab-

lished for determining if a country is eligible for credits from the

International Development Association.

The Creditworthiness Criterion

First, a country must be near the end of its rope so far as
creditworthiness is concerned. Within this category there are two
types of countries.. The first group are those countries whose foreign
exchange situation is such that the staff thinks that further hard loans
involve a substanﬁial risk of default. The second group consists of
those whose burden of foreign debt service is so high that, while they
can borrow on convegtional terms some of the external capital which
they require to carry out their priority programs, they cannot prudently
borrow the whole of it. 1In these circumstances the World Bank and IDA
may combine forces and this is, in fact, what has happened in India,
Chile, Sudan and Columbia.l Decisions on creditworthiness or the blend
of loans and credits are based essentially on judgment. Ratios of debt

service to exports, or of debt service to local budgetary receipts or

1
pp. 5-6.

IBRD Board of Governors Press Release No. 4, September 19,1961,
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gross national product cannot be used as rigid criteria.l

Since the Association's funds are for countries with a balance
of payments difficulty, it becomes necessary to draw up a balance of
payments estimate for future years. If minus items cannot be offset
by plus items, then the country must either default or reduce imports
to a level which would seriously affect the continuity of the develop-
ment nrocecgs. Although the Association must have a view of the future
balance of payments of its customers, the balance of payments really
depends upon two items under the control of other lenders. First,
how much are other lenders likely to lend in the years ahead? And,
secondly, what debt service iiability has accrued because of loans
these institutions have already made? There are great dangers in pro-
.jecting balance of payments situations 10 years ahead for this depends
upon what assumptions are made about debt service ligbilities the
country will have acquired during the period and on what terms such
ligbilities are incurred. It is necessary to try to predict what other
soft loan money is going to be made available and whether the industrial
nations will keep their present bilateral programs going.2

There is an assumption underlying the need for IDA that the
underdeveloped countries are going to continue to get capital mainly
on conventional terms. It is, therefore, relevant for IDA policy to
consider what everyone else is going to be doing. There is the prospect
of the underdeveloped countries receiving all sorts of resources from

all sorts ot sources. What it boils down to is that IDA policy-makers

11bid.

2Interview with Mr. J. P. Hayes, Economic Staff, IBRD, Jenuary
21, 1963.
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must guess the other chap's intention. t
Despite these complexities, it has been decided that exhaus-
tion or near-exhaustion of creditworthiness is a necessary condition
before IDA money can be obtained; But, this ought not be enough.

Exhaustion of creditworthiness could be due to improvident policies

and IDA was not established to reward the improvident.

The Performance Criterion

So, a second criterion was established--that some element of
good performance in the country should be postulated.

A necessary condition in all cases is evidence that the borrowing
government is making a real effort to mobilize its own resources
and to gear its financial policies to development . . . IDA is
prepared to assist . . . when the government can show a definite
will to mobilize domestic resources and to avoid inflationary
policies.

Good performance is a very appealing criterion but it is also
an ambiguous term which is difficult to quantify. It has been suggested
that good performance could be measured in terms of the rate of growth
of a country multiplied by the proportion of investment which had been
financed domestically. This would reflect the incremental capital out-

put ratios (ICOR) of the countries concerned as follows:

Average savings rate (ASR)

ICOR = Average growth rate (AGR)
AGR = ASR_

ICOR
But, the incremental capital output ratio reflects a country's resource

endowment, price structure, etc. This ratio also reflects previous

11pid.

2IBRD Board of Governors Press Release No. 4, September 19,
1961, pp. 5-6.
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investment inflows and would therefore penalize a country with heavy
prior investment, if one assumed diminishing returns to investment. If
one assumed complementarity of investment and increasing returns--then
it might give benefit to the relative newcomer. Such calculations il-
lustrate the difficulty of objectively measuring performance.

Some people stress the country's marginal savings rate in
evelﬁating nerformance. Tt 18 argued that. if a serious effort at
development is being made, the country will achieve a relatively high
marginal savings rate. It has been hard to establish any standards here,
though. There seems to be no correlation between average or marginal
savings rates and per capita income levels--and there is no norm for
anv income level. This may be because it has not been approached in a
sufficiently sophisticated way as yet.1

Another poséible quantitative measure of performance has been
the taxation performance of the underdeveloped countries. How much of
the national income has the government been able to collect in the form
of taxes for investment purposes? However, there is a low correlation
between gross national products and tax levels, also. When exports and
imports as a percentage of gross national product are added to a mul-
tiple correlation analysis, the fit is much better. The implication is
that countries with a high level of exports and imports can tax them
easily.2

Pre-investment studies of countries are, except in rare cases,

based on investigations on the spot, because experience shows that

IInterview with Mr. J. P. Hayes, January 21, 1963.

2Ibid.
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the scant and inadequate published data can only be supplemented

in the field and that some judgment of the imponderables bearing

on development can only be acquired through personal knowledge of

the government and the way 1t operates, of business enterprise and

of the farming classes.

These studies of countries seek to analyze the existing struc-

ture of the economy, the structural changes that are taking place and
the factors that are inhibiting or accelerating growth, Analysis is
made of the magnitude of investment, savings, exXports and imporis, aud
external sources of capital. The staff tries to arrive at some judg-
ment as to the rationality of policy and the efficiency and speed with
which capital investment takes place. In all these assessments, limita-
tions of data are serious. National accounts data may be wholly lacking.
Information on savings are 1ike1y to be very unreliable.?

Certainly many of the things which we in the Bank have for many

years emphasized both in analysis and practice bears on the im-

portance of "human resources' relative to capital. It is re-

flected in the attention given to institutional bottlenecks; to

the existence or adequacy of initiative and enterprise both in

the private and public sector; to the quality and organization of

the civil service and the decision-making process of the govern-

ment; to the degree to which a sense of purpose or an air of buoyancy

pervades the country.
Given the difficulty of quantifying good performance, the staff is driven
to all kinds of non-quantifiable aspects. It is difficult to set uni-
form standards. Different countries require different norms. The newly

independent nations cannot be expected to meet the same performance

standards required for an older country. This calls for judgment as to

liohn C. de Wilde, "Research in the International Bank for
Reconstruction and Development,'" a paper presented to the Annual Meet-
ing of the American Economics Association, December 29, 1962 (Washing-
ton: IBRD, 1962), p. 6. (Mimeographed.)

21bid., pp. 6-8.

31bid., pp. 8-9,



160
which standards to apply.

In evaluating performances, a question arose. To what extent
should this reflect good performance up to the present and to what
extent should it rest on opinion or hope that performance is going to
be good in the future? 1In some cases, performance has been poor in
the past, but IDA money might be used to encourage better performance
in the future (see Chanter X).

IDA uses its funds to exert pressure on countries to follow
orthodox financial policies. There has, however, been a notable lack
of success throughout South America. As President Black observed in
1961,

The persistent inability of most South American govern-
ments to manage their economies wisely in recent years is easily
the most discouraging fact about the continent. . . . When as in
Brazil and Chile recently, the general price level rises more
than 807 in a given year, it is not just a matter of one mis-
guided policy; there is obviously something fundamentally wrong.
There is obviously something fundamentally wrong, too, when .
tax evasion becomes so commonplace that in many countries it
amounts to 50% of income tax assessments.l

What can be done in such circumstances? Mr. Black admits that
"there is little that outsiders can do about these shortcomings other
than to withhold support until tolerable conditions exist. I consider
that the majof reason for the World Bank's existence is to underline
the kind of orderliness in government that is absolutely essential
anywhere that economic growth is desired." He is not unduly opti-

mistic about success in bringing this condition about. ''No outsider

can force orderly government on South America. The problem is one that

1Eugene R. Black, Tales of Two Continents (University of Georgia
Ferdinand Phinizy Lectures, 1961), p. 33.

21bid., pp. 33-34.
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South America must solve for itself."! Andrew Shonfield has warned
against an over-emphasis on performance criteria in administering aid.

While there is a shortage of funds for this purpose, it is essen-
tial that the operation shall be conducted with the minimum of
waste, and the criterion to be applied in choosing countries worth
investing in is that the "yield" on the capital pet into them is
not markedly below the standards set in countries which are already
developed--the yield being measured in terms of the extra output
which the investment produces, not the profit from it. All the
same, while the main strcam of economic aid must be guided by these
businesslike criteria, it is to be hoped that we do not become so
exclusively obsessed with the problem OL economic growin tnai we
forget about the ordinary demands of charity altogether. Poor
people have to be helped, even if they refuse to grow.

The countries that have been considered to meet the performance

criterion are shown in Table 8.

The Poverty Criterion

The third criterion is poverty. The Articles state that IDA
will "provide financing to further development in the less~developed
areas of the world included within the Association's membership."

Did the drafters intend this to mean loans only to the poorer of the
Part II countries--or to any Part II country? The staff interprets it
to mean that loans will only be made to the poorer Part II countries,
because it is argued that IDA provides cheap money--tax money from the
taxpayers of the rich countries. And, one cannot justify taking money
from taxpayers to give subsidies to rich or even relatively rich coun-
tries. So, the richer Part II countries-~Iceland, Ireland, Israel--
have, for all practical purposes, been disqualified from borrowing from
IDA. The estimates of per capita income, used by IDA, for the countries

that have received credits are shown in Table 9.

lthid., p. 34.

ZShonfield, pp. 84-85.



TARLE 8.--International Development Associstion credits granted through September 30, 1962

(millions of U. S. dollars)

Member in Whose

Date of Development Original
Territories Development Program or Project Credit Agreement Principal
Credits Have Been Made : Amount
CHILE Road Construction June 28, 1961 $19.0
CHINA Harbor Dredging August 30, 1961 2.2
Ground Water Development August 30, 1961 3.7
Municipal Water Supply September 6, 1961 L4
Development of Private
Industry December 1, 1961 5.0
15.3
COLOMBIA Road Project August 28, 1961 19.5
COSTA RICA Road Construction and
Maintenance October 13, 1961 5.5
HONDURAS Western Highway Improvement May 12, 1961 9.0
INDIA Highway Construction and
Improvement June 21, 1961 60.0
Tubewell Irrigation September 6, 1961 6.0
Shetrunji Irrigation Project November 22, 1961 4.5
Salendi Irrigation Project Rovember 22, 1961 8.0
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TARLE 8--Continued

Member in Whose
Territories Development
Credits Have Been Made

Program or Project

Date of Development
Credit Agreement

Original
Principal
Amount

Punjaeb Flood Protection and
Drainage

Durgapur Power Extension
Sone Irrigation Project
Purna Irrigation Project
Second Koyna Power Project
Bombay Port Project
Telecommunications

November 22, 1961
February 14, 1962
June 29, 1962
July 18, 1962
August 8, 1962
September 14, 1962
September 14, 1962

el el el

’.—l
I\ng-.\lk.»\n (e K@)
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2

JORDAN

Amman Water Supply Project

December 22, 1961

0
o

KOREA

Railwey Development

August 17, 1962

1k.0

NICARAGUA

Managua Water Supply Project

September T, 1962

PAKTSTAN

Dacca Irrigation Project
Inland Ports Project
Khairpur Irrigation Project

October 19, 1961
November 22, 1961
June 29, 1962

PARAGUAY

Highway Inprovement and
Maintenance

October 26, 1961

6.0
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TABLE 8--Continued

Member in Whose

Date of Development Original
Territories Development Program or Project Credit Agreement Principal
Credits Have Been Made : Amount
SUDAN Roseires Irrigation Project June 14, 1961 13.0
TUNISTIA Education September 17, 1962 5.0
UNITED KTNGDOM
SWAZILAND Highway Construction March 14, 1962 2.8
TOTAL $347.6

Source: Economic Staff, International Development Association.
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TABLE 9.--Per capita gross national product (GNP) at factor cost for
countries receiving International Development Associgtion credits
through September 30, 196228
(expressed in United States currency)

e ——— — ——
Rank Country Per Capita GNP
1 Costa Rica 380
2 Chile 345
3 Colombia 285
Z Micaragus 210
5 ‘Tunisia 175
6 Honduras 160
7 China 125
8 Paraguay 105
9 Jordan 90
10 Korea v 80
11 Sudan 75
12 Swaziland 70
13 India 70
14 Pakistan 65

2Estimates are for the period 1958~1960 and are made on an
adjusted exchange rate basis.

Source: Based on estimates made by the Economic Staff,
International Development Association.

The countries that have received IDA credits have per capita
incomes below $300 per year with the exception of Costa Rica and
Chile. And some persons would argue that it was a mistake to loan IDA
money to Costa Rica and Chile. Undernearth this debate, there are two
sharply conflicting opinions. One view emphasizes that IDA should help
the really poor countries. The other emphasizes the probleme of cer-
tain countries--higher income countries--which are close to the take-
off and which will soon be able to finance their own development.

There are several countries in this latter ecategory--Mexieco is an
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example~<which have relatively high per capita incomes but which are
having difficulties in the intermediate stage of development. A
question could be raised about Yugoslavia, also. It might not be
eligible based on per capita income, but, based on performance, it is
promising. Yugoslavia has had a rapid increase in exports over the
past decade. The marginal savings rate has been high. It ought by
1970--1if it can keep its momentum~-to be able to end its deficit on
current account. But, in order to maintain momentum, Yugoslavia will
need a very large net capital inflow--on the order of $300 million per
annum. The proposals to channel IDA money to countries like these
envision charging a nominal rate of interest. For, if capital is pro-
vided on conventional terms, these countries will wind up with an enor-
mous external debt. By the same token, they will also have an enor-
mously increased capacity to pay that debt. As of this date, no IDA
funds have gone to countries like Yugoslavia and Mexico.
At the 1961 Annual Meetings, the Governor for Spain presented

the problem of a certain group of countries.

If IDA continues to follow the road upon which it has started, it

may well happen that a very important area will remain unprovided

for: that served by loans, liberal but not interest-free, normally

to finance public utility projects, whose cost could be between

three and four per cent at most. There are many countries that,

while not underdeveloped, are not world leaders either, and for

them the kind of loan mentioned would be advantageous.i

At the 1962 Meeting of the Board of Governors, the African nations

raised questions concerning the allocation of IDA's resources. The
Governor from Nigeria pointed out that all of Africa had received only

6 per cent of IDA funds. Some further observations on the allocation

of resources will be made in Chapter XI.

11DA Board of Governors Press Release No. 6, September 19, 1961,
pp. 2-3.



CHAPTER IX

PROJECT APPRAISAL

pasic roiicies in Appraising Trojecis

As Alec Cairncross has pointed out, "There is a tendency in
the Bank to erect project appraisal into a mystique."1 And there is
certainly a policy of keeping project appraisals made by the Interna-
tional Development Association a deep secret. The author attempted to
examine some of the appraisals which the Association has made, however,
this was not permitted. As a consequence, this particular aspect of
the International Development Association must remain shrouded in
mystery. The Association is not without its reasons in keeping such
information confidential. Many of the country evaluations contain
information submitted by the applying country in confidence. 1In all
the appraisals,; an attempt is made to report all relevant information
accurately and candidly. There are, consequently, matters in these
reports that might be highly embarrassing to member governments if
they were published. And, since it is known that these reports will
not circulate outside the staff, they are not prepared in complete
detail or with ultimate refinement.

With this warning of the inadequacy. of the author's information,

an attempt will be made to sketch the procedure in project appraisal.

1Cairncross, p. 18.
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There is considerable criticism of the Association's policy of limit-
ing its finance to specific projects, no matter how broadly the term
project is defined. '"An unkind critic would say that the whole idea
of financing economic development project by project smacks of pater-
nalism and a pedagogical outlook."!
However, this project approach

iz in larae part a reaction from the disastrous experience of the
1920's, when international loans were made at high rates of interest
for broad, ill-defined purposes, and followed by wholesale defaults.
More productive use of resources transferred . . . would be obtzined
if funds were tied to the financing of specific power plants, rail-
road improvements, and other undertakings. This would permit more
accurate appraisal of amounts needed, . . . arrangements for manage-
ment, and economic and social benefits of the proposed undertakings.

The articles of agreement of the International Bank conse-
quently limit loans to specific projects except in unusual
circumstances.

The Articles of Agreement of the International Development
Association carry the same limitation. ''Financing provided by the

Association . . . except in special circumstances, shall be for specific

projects.'3

Professor Cairncross, who served for a time as head of the Bank's
Economic Development Institute, has outlined the philosophy underlying
the project approach. The staff

insists that the loans cannot be treated as isolated transactions

and that the projects which they finance must be examined in rela-
tion to the rest of the development effort of the borrower. It
constantly emphasizes the value of a development programme into which
the major projects are fitted. It aims also at identifying the
economic and financial peolicies most conducive to development and

the strategic factors upon which governments should be encouraged

1Ibid., p. 17.
2Asher, p. 67.

3Articles of Agreement of the International Development
Association, p. 10.
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to operate. . . . There are passages in its Annual Reports that
recur to the same general themes: the limited value of addi-
tional finance if other, institutional factors are not propitious;
the importance of good management both in the planning of indi-
vidual projects and in the conduct of a nation's affairs; the
need to encourage initiative, enterprise and the will to develop,
and to avoid policies which, through weakness, vacillation or im-
patience, prevent the emerﬁence of attitudes and institutions
favourable to development.

Criticism of the Association's policy of providing funds for
snecific proiects has been increasing. Some of the arguments presented
in favor of soft loans in Chapter IV can also be used in favor of nomn-
project assistance, i.e., the problems of debt-servicing may get progres-
sively worse as long as aid is earmarked for specific projects. For the
provision of such resources does not help finance existing debt and may
in fact create demands for more foreign exchange to meet the ''local
currency expenditures' brought about by the project. In the long run
it is hoped that such projects will contribute to the country's ability
to service debt, but the short-run effect may not be so beneficial. The
provision for a 10-year grace period before repayment begins on IDA
loans is an attempt to solve this problem.

The particular types of projects which have generally been
approved have followed a general pattern. The reason for selecting
certain types of activities in which to invest IDA funds is given in
the following paragraph.

A dearth of basic services was (and still is) the major physical
obstacle to increasing production and raising living standards in
the less developed countries. Lack of these services put severe
limits on productivity, on income, and on the willingness to in-
vest. _The lack of dependable and economical tramsportation re-~

stricted the size of markets for both industrial and agricultural
production, and kept regions with promising natural resources

lcairncross, p. 6.
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beyond the reach of development. Deficiencies of electric power
supply conspicuously handicapped industrial growth.1

For information on the criteria used in evaluating the bulk of IDA
projects--transportation, power, and irrigation--we can turn to publi-
cations and speeches of the staff. M. Leonard Rist, who was formerly
Chief of the Economic Staff of the Bank, discussed these techniques in
a speech which he delivered in Liberia on December 13, 1961.2 He ex-
plained that he was going to confine himself to a discussion of the
appraisal techniques used by the World Bank. '"However," he saia, "1
believe that most of these techniques are appiicable in virtually all
development financing; certainly we have found they need very little
modification to act as a satisfactory guide for putting the 'soft loan'’
resources of the International Development Association to-work."3

In the same month in which the International Development As-
sociation was established, the World Bank issued a handbook which con-
tained the procedures followed in evaluating a project.4 There are
three main questions that are asked. First, are the goods or services
to be produced by the project needed by the economy for consumption
or export? Secondly, is the project properly designed and planned?
Third, is the proposed method of financing appropriate?

In order to evaluate the project from an economic point of view

lInternational Bank for Reconstruction and Development, "A Note
on the World Bank,'" in Black, The Diplomacy of Economic Development,
p. 63.

21 eonard Rist, ""The Economic Use of International Resources in
Financing Development Projects' (Washington: IBRD, 1961). (Mimeo-
graphed.)

31bid., p. 1

4International Bank for Reconstruction and Development, Some
Techniques of Development Lending (Washington: IBRD, September, 1960).
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it must be determined if the project is able to earn a reasonable re-
turn on the capital which must be invested. If there are similar pro-
jects in the economy, then this project should earn not less than the
return from comparable enterprises. However, many IDA projects are of
a4 public utility or monopoly character and no comparable enterprises
can be found. In cases where no comparisons can be made directly
some pricing formulae must be developed to approximate competitive
conditions.

In addition.to the direct returns, there are many indirect
returns from dams, roads, etc. Some of these factors which must be
considered are as follows: Would the project put idle men and resources
‘to work? Would the project be a stimulus to other economic activities?
ﬁhat impact would it have on the country's balance of payments--would
it produce import substitutes or exportable items? Or might the pro-
ject cause incresased demands for imports of raw materials, replacement
parts, etc?

Another important question is whether the project depends upon
protection from competition. If it depends upon high protective tariffs
for its success, it needs to be looked at very closely. Or if it is
to be protected from competition through public utility type regulation,
the regulatory agency must be studied in order to evaluate its attitudes
and competence.

Project assessment starts with the availability of natural re-
sources and the capacity of the country to exploit its resources. This
includes a judgment of governmental efficiency and of private producers’
ability. Any project proposed for financing is considered in relation

to the country's overall development program. This consideration may
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‘reveal that other projects have a higher priority than the one pro-
posed. Priorities are difficult to establish and the guidelines are
vague, however, profitagbility alone cannot be a sufficient test of a
project's contribution to economic development.1

Profitability would be the simplest criterion to apply. In-
vestment would be made in those projects which yielded the greatest
return over cost. This would.be easy to e#plain to businessmen and
governments and it would have great appeal to the rich Western nations,
where this criterion was used almost exclusively in their developmental
stage. It would be universally applicable and, thus, eliminate the
problem of justifying investment decisions to the less developed
countries.

However, its simplicity and appeal hide the fact that it is, in
fact, a totally wrong criterion to apply. For if pure profitability
were the basis for investment decisions, many of the very poorest coun-
tries would never get a cent of IDA's funds. It is likely that invest-
ments in the industrial nations of the world would yield a higher profit
than investment in some parts of Africa and Asia. And surely it was not
the purpose of the International Development Association to invest in
the United States of America.

What, then, can be used as a basis for allocating funds? Dr.
Paul N. Rosenstein-Rodan has suggested that aid should be allocated
where it will have the maximum catalytic effect in mobilizing additional

development efforts. His primary criterion is to maximize additional

1International Bank for Reconstruction and Development, The
World Bank, IFC and IDA Policies and Operations (Washington: IBRD,
1962), pp. 31-35.
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1 .
effort. This criterion seems to be used by IDA.

Two types of foreign exchange expenditures are incurred in the
construction of an IDA financed project. One is the direct cost of
imported goods and services used on the project. The second is the
indirect foreign exchange expenditure resulting from the fact that

local expenditure on labor or equipment usually leads to increased de-

ported concumar goods 2nd vaw materisls.  Losne for thig
second type of expenditure are referred to as loans to meet ''local cur-
rency expenditure' even though, strictly speaking, they are loans in
foreign exchange.2 IDA does not ordinarily make loans for 'local cur-
rency expenditures", although this policy has been criticized by several

E

countries znd economists.

Policy Toward State-Owned Enterprise

IDA feels that wherever possible, governments should reserve
their scarce resources for those projects which private capital would
not find attractive. A policy of this sort, it is felt, will be likely
to act as an inducement to investment by privately owned companies.
Loans for state-owned enterprises may be approved in cases where private
capital is not available and if the government's participation is com-
patible with efficient operation and will not have a deterrent effect
upon the expansion of private enterprise. As a matter of historical
record,

Governments seeking to develop their own oil deposits have never

lpaul N. Rosenstein-Rodan, "International Aid for Underdeveloped
Countries," The Review of Economics and Statistics, XLIII (May 1961),
107.

2pifth Annual Report of the International Bank for Reconstruc-
tion and Development (Washington: IBRD, 1950), p. 10.
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obtained a loan from the Bank for this purpose. In most of the
countries to which it has lent the Bank has taken a position
hostile to public ownership of manufacturing industry, arguing
that nationalization is calculated to slow down economic develop-
ment and i3 not the most fruitful use of capital borrowed from
abroad.

In his speech to the Board of Governors in September, 1961,
Under Secretary of State George W. Ball, of the United States, made a
statement of support for Bank policy in regard to the relationship of
private enterprise and government.

We know very little about the anatomy of economic and
social growth. An abundance of preconception masquerades as prin-
ciples; an abundance of theory substitutes for experience. Yet the
lessons implicit in the history of industrialized societies are
largely irrelevant. For we are dealing with disparate cultures,
with violent emotional impulses, and with explosive political
pressures.

The Bank, for example, has not been bound by any doctrinaire
commitment to the principle that the market place must be the sole
arbiter of investment. Many less developed countries possess nelther
the institutional structure nor a sufficient entrepreneurial tradi-
tion to make this possible. . . . And this obviously implies a con-
siderable measure of planning at the national level in which the
state must necessarily take the lead.

Evefy modern society--however advanced or primitive--takes for
granted a measure of governmental control over the economy. The
critical issue of our times is not 'govermment control" but uncon-
trolled government. Where the people of any nation lack the power
to choose their rulers, can criticize them only at personal peril
and have no effective means of influencing their behaviour, these
people can easily be reduced to slavery, and there is no guarantee
that any degree of economic development will actually benefit any-
one except the rulers themselves.2

Even though the United States of America: approved of the policy
toward state-owned enterprises; the Governor for Yugoslavia most emphati-

cally did not. Speaking before the Board of Governors at the Vienna

1Cairricross,,p. 27.

21DA Board of Governors Press Release No. 13, September 19,
1961, pp. 2-6.
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meeting, Nikola Mincev expressed himself as follows:

In the past years many of us have strongly believed that industrial

development is of the utmost importance for the economic develop-

ment of the underdeveloped countries. . . . However, the contribu-

tion of the Bank has in this respect been very modest (less than

8 per cent of the total of loans granted by the Bank was for in-

dustry as such).

To my mind, there is a gap in the international financing

of industry and it is our wish to see the Bank fill this gap in

a more active way. 1In so doing, the Bank should not discriminate

between private and public industry.l

IDA has been opposed to loaning funds to state-owned enter-

prises except in infrastructure type projects. But, the Yugoslavs ar-
gue that IDA is speaking in the classical sense of infrastructure--of
such projects as highways, ports, and canals--which were state-owned
projects in the development of Western Europe and the United States.
The Yugoslavs believe that the infrastructure must be much broader in
the develqpment of the underdeveloped countries today. They think it
should include such things as steel mills, thermal power plants, etc.
The state is taking a much more active role in the economic development
of the underdeveloped countries than it did in the nineteenth century.
The Yugoslavs think it has to. They argue that the underdeveloped
countries do not have time to wait for private capital to do the job.
The United States and Western Europe had time to wait. But,. even in
the United States all big power dams have been built by the state. And
in Western Europe the railways and communications networks are state-
owned.

The Yugoslavs are able to see that the capital of IDA was pro-

vided by the countries of Western Europe and North America and that

1IDA Board of Governors Press Release No. 30, September 19,
1961, p. 3.



176
these countries are not anxious to provide funds for industries in the
developing countries that might compete with them. But, there are
certain industries that have served as the means of securing foreign
exchange and of financing economic development~-the textile industry,
for instance, has moved from the developed countries to the under-

developed countries--throughout history. Of course, it is understandable
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and Weetorn Eurone would be relnctant to assist
this pattern in its course. Although, in principle, it can be seen to
be a beneficient thing; the textile factory owners and workers are not
enthusiastic about seeing their companies and jobs eliminated. The
Yugoslav Government posits that, for this reason, bilateral aid will
not be forthcoming to assist any such process. The argument is made
that IDA and the Intermational Bank should, therefore, provide such
funds.

IDA's opposition to state-owned industry has been based on
grounds of efficiency of operation. But, the Yugoslavs maintain that
Yugoslav industries are quite competently run. They have secured loans
from the Bank as lately as 1963 for other than industrial-type projects.
The Bank knows the industries are efficient--but the Yugoslavs believe
that the reason they have not received Bank loans for industry is the

Bank's fear of setting a precedent that would have to be honored on a

much broader scale in the other developing countries.

Projects in the Field of Education

The types of projects approved by IDA have been very similar to
those approved by the Bank. This was only natural since the Bank was

set up to handle these particular aspects of economic development.
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However, IDA was established partly to finance a broader range of
activities than the Bank had done. Such an intention is spelled out
in the report of the Executive Directors accompanying the Articles
of Agreement.
The Association is authorized to finance any project which is of
high developmental priority, that is, which will make an important
contribution to the development of the area or areas concerned,
whether or not the project is revenue-producing or directly pro-
ductive. Thus proiects such as water supply, sanitation, pilot
housing and the like are eligible for financing, although it is
expected that a major part of the Association's financing is
likely to be for projects of the type financed by the Bank. L
In an effort to carry out this mandate, the Association has
moved into the field of education. IDA has concluded that secondary
education is the field most in need of assistance. There is great
pressure on governments to expand primary education as fast as possi-
ble until it becomes universal. And at the other end of the scale,
most countries regard the establishment of a university as a sign of
their independence and a symbol of great prestige value. Consequently,
these two areas have received great emphasis and secondary education
has been neglected.
And this has had unfortunate results, since the secondary schools
have to perform three essential tasks; first, to provide teachers
for the primary schools; second, to prepare cnadidates for higher
education who can man top level positions; and thirdly, to produce
recruits for middle level posts in administration, industry, com-
merce and agriculture. . . . It is these considerations that have

led the staff to conclude that much of the aid_to be provided by
IDA should properly go to the secondary level.

1Report of the Executive Directors of the International Bank ~
for Reconstruction and Development on the Articles of Agreement of the
International Development Association, p. 7.

2Hugh B. Ripman, "Statemeht on Educational Projects and
Problems," (Washington: International Development Association, 1962),
p. 5. (Mimeographed.)
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In the field of education there is a lack of research and
a lack of planners. This means that some countries which make re-
quests for IDA funds for education do not have good educational
plans and do not have the necessary statistical material on which to
base such plans.1

The following criteria have been adopted for use in appraising
educational projects: (a) Any government wishing to borrow must de-
cide for itself that education has a high priority in its general
development plan and be willing to devote its own resources to this
purpose. (b) IDA would not normally consider an educational project
unless it were an integral part of a plan for the whole educational
system which was, in turn, related to the overall economic development
program. (c) Projects to be financed should have a high priority with-
in the educational development plan. (d) IDA would prefer to finance
the most crucial gaps in the system rather than the normal year-to-
year growth in the system. (e) IDA would not normally finance any
part of the current costs of an educational system. (f) IDA would
have a bias toward projects which would have a speedy effect on national
productivity. (g) IDA would require some estimate of cost-benefit
ratios. (h) IDA would want to be satisfied that the administration of
the system was efficient. These criteria are ideals and the staff
fully realizes that all projects are not going to meet all these
criteria.?

In addition to finance, the staff hopes to provide help to

countries in planning their educational investments. It also hopes to

help them improve their educational statistics. Finally, IDA will help

I1bid., p. 8. 2ypid., pp. 9-10.
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by underlining the importance of sound administration and will help
get the best value out of the large amounts of money spent on school

construction.1

Problems in Project Appraisal

Mr. John C. de Wilde has presented some of the problems in-
volved in evaluating projects. Although economic analysis of projects
has improved as a result of experience, there are still serious diffi-
culties confronting the staff. The most important problem is the di-
vergence between market prices and real costs or benefits to the
economy. The staff has attempted to use ''shadow' or '"accounting"
prices to overcome the limitations of market prices. The staff takes
cognizance of the fact that the opportunity cost of labor may be con-
siderably below the prevailing wage in many underdeveloped countries.
Again, the interest rate is often artificially controlled and in these
cases it is recognized that the opportunity cost of capital is con-
siderably higher than this rate. TIDA is still baffled by the problem
of pricing inputs and outputs. In an attempt to devise a yardstick to
be used in evaluating projects, the staff has worked toward measuring
the cost of capital. It was hoped that some minimum rate of return
could be established by which individual projects could be judged.

Recently we had a paper on the cost of capitai prepared. The paper
considered various methods of determining this cost. It examined,
for example, the interest rate structure of a number of the less
developed countries to see whether one could find & rate which
might be considered as approximating a 'free market" or equili-
brium rate and which would be devoid of any compensation for risk

and entrepreneurial initiative and for future loss in the value of
money. It also dealt with various formulae for the calculation of

l1bid., p. 10.
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shadow rates of interest, particularly that developed by R. M.
Solow and applied to India by S. Chakravarty. The first of these
approaches might be regarded as the least sophisticated and in
effect depended on the correctness of one's "hunch' that one interest
rate was better than another. The Solow formula was more sophisti-
cated, but its use in practice was also found open to serious ob-
jections. For one thing, it requires national accounts data which
are frequently not available such as statistics on the proportion
of profit and property income saved, proportion of wage income
saved and the proportion of profit and property income to total
national income. Secondly, it assumes static relationships in the
cconcmy, such ac prcoduction functicnes that a2re lineer and homo-
geneous, not changing over time, constancy of savings coefficients,
etc. Thirdly, the national accounts data used in the formula
should really themselves be calculated at shadow prices. The last
comment typifies, perhaps, the dilemma that we face when we try to
replace market prices; in principle, we are then confronted with
the need to devise a completely new price structure.!l

Another important problem in project appraisal is estimating
the time path of costs and benefits. It is difficult to determine just
how demand for goods is likely to develop. In some cases the rapidity
with which capacity becomes utilized and the benefits accrue depends on
institutional factors e.g. how fast will farmers adopt new techniques
as a result of irrigation? de Wilde says that, in so far as possible,
the staff insists that a revenue-producing project produce revenues
considerably in excess of expenditures. In cases of government-owned
operations, this sometimes causes upward shifts in pricing. But, this
is thought to be necessary in order to increase public savings. '"With
the progressively larger role played by public enterprise, it is
important . . . that 'corporate savings' in the public sector should
gradually play the same role in financing public investment as this’
same type of savings in the private sector already does in financing

private investment . "2

l4e Wwilde, pp. 13-14.

21bid., pp. 15-16.
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Notwithstanding the fact that project appraisal is a complicated
and problem-ridden operation, the Association had approved some 29 pro-
jects by September 30, 1962 as presented in Table 8 (see Chapter VIII).
Eleven of the projects had been in the field of transportation, in-
cluding 7 highway construction projects, 3 projects for harbor dredging
and improvement of ports, and 1 railway development project. Irriga-
tion projects accounted for 8 of the development credits. Four credits
were for ground water development and municipal water supply projects.
Two credits went to finance projects to increase power supplies. One
of India's credits was for flood protection and drainage. The Associa-
tion made $42 million available to India to be used by the Indian Post
and Telegraphs Department for expanding and improving telephone and
telegraph services. The China Development Corporation received a
85 million credit from the Association to assist the establishment,
modernization and expansion of private industrial enterprises on Formosa.
And, in its first such operation, the Association made $5 million avail-
able to Tunisia for secondary and technical school construction. Several
of these projects involved funds made available by the Association along

with a conventional loan for the same project by the Bank.

Criticisms of Project Appraisal Techniques

There has been criticism of IDA policy on project appraisal.
The Governor from Viet-Nam made an impassioned plea for more liberal
standards at the 1962 meeting of the Board of Governors. He said,
"The Association is determinedly adopting the same policies as the
Bank . . . aid given to specific projects, high revenue-producing,

unquestionable solvency and absolute security. What can be the use of
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'concessionary terms' if the necessary conditions to benefit from
the assistance of the Association are absent in most underdeveloped
countries?"l He went on to describe the particular conditions ex-
isting in countries with large communist segments. ''Creditworthiness
. . depends to a large extent on the prevailing situation of security.

But insecqpity>. . . is a'chafacteristic of underdeveloped countries.
Subversion and instability are rather the consequence of under-
development."2 |

The Government of Senegal has been critical of the scale of
the projects which IDA has financed. The Governor from thatﬂcountry
explained that "rural development . . . calls for widespread or scat-
tered efforts such as the stimulation of activities in the rural sec-
tor, small-scale water supply schemes, the reforestation of certain
regions and the allocation of agricultural equipment and fertilizer
to farmers' cooperatives."3

Some of the recently independent countries of Africa have
expressed their resentment toward some of the more rigid policies fol-
lowed by the management. Particularly singled out has been the require-
ment for detailed statistical data (which is not available in many of
these countries). There are countries in Africa which do not have a
clear idea of total population and they certainly can't provide figures

on marginal savings rates and incremental capital output ratios. Some

11DA Board of Governors Press Release No. 23, September 18,
1962, p. 2.

21hid.

3IDA Board of Governors Press Release No. 72, September 20,
1962, p. 4,
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of these countries have a problem in raising the matching funds for
local expenses. A third criticism is that IDA has required that
a project should have a certain minimum value before financing is
available.1 There are signs that the management is aware of these com-
plaints and is trying to work out some solution so that the very small

countries and very poor countries might be able to benefit from

The Government of Tanganyika has echoed the criticism made by
the Government of Sierra lLeone. These two countries are among the
poorest in the world and have a combined population of less than 10
million. Neither country had been able to qualify for IDA funds by
the end of September, 1962, They speak for many of the countries of
Africa when they criticize these particular policies of the Associa-
tion. The Governor from Tanganyika raised a further point in 1962.

We were advised by a Bank survey mission to concenirate on those
projects which would bring a quick return, which in nearly every
case involves a preponderance of local expenditure; yet we find

when we seek aid that it is all too frequently tied to external

costs only, and the implication is that we should abandon our

carefully considered priorities in favor of larger, more grandi-

ose, but less valuable schemes which do notztouch our real needs
but suit the established rules of the game.

The management of IDA would not agree that this is the implication in
this situation. They, no doubt, would say that the situation calls
for a great deal of local effort, savings, and investment; after which,

outside aid may be called for.

1'l‘hese three criticisms were made by Governor A. M.
Margai of Sierra Leone at the meeting of the International Monetary
Fund in September, 1962, See IMF Board of Governors Press Release
No. 62, September 19, 1962, p. 2,

2 Board of Governors Press Release No. 68, September 19,
1962, p. 2,
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The Honorable Chief Festus S. Okotie~Eboh, the IDA Governor
from Nigeria, joined the critics of IDA policy. He was especially
critical of the slowness of the deliberations. He pointed out that
the worsening of the terms of trade of the African nations had
posed seriocus problems for those countries. And, he said, "those of
us ‘who have to go cap-in-hand, pleading for more aid, do not enjoy this
thankless task for we are not professional beggars. . . . If we could
earn more foreign exchange from our legitimate trade we could depend
far less on foreign aid."! However, he was not optimistic as to the
possibilities of increased foreign earnings. Therefore, he said,
Africa must have more of the kind of loans IDA is making and these
loans should be disbursed with less time-cdnsuming delays. The Governor
pointed out that economics '"'is not an exact science. Economists often
disagree among themselves and this is a most potent source of delay and
frustration to those who want to get on with the job."2 To overcome
this problem, he suggested that more reliance be placed on the opinions
of the man on the spot. This might mean that some mistakes would be
made, but, "it is better to attempt 100 projects and see 99 succeed
than to attempt only 10 even 1f 211 10 were to succeed."3 The Bank
publicizes the fact that it has never yet had a default on a loan.

One of the hypotheses which underlies this study is that the
International Development Association has been able to devise uni-

versally applicable criteria for evaluating projécts. Experts disagree

lrpa Board of Governors Press Release No. 36, September 18;
1962, p. 2.

21b1d., p. 3.

31bid.
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on whether such criteria are possible. Millikan and Rostow present
four consideration; in evaluating projects which they feel can be used
universally.

A. It must be within the technical and administrative
capabilities of the receiving country to carry out its proposed
project with reasonable efficiency, over the time period of the
loan or grant.

B. Steps must have been taken to insure that the rest
of the economy of the receiving country is being developed suffi-
ciently to make the proposed project fully productive in the time
period envisaged by the Loan.

C. The receiving country must have an over-all national
development program designed to make the most effective possible
use of its resources; this should include not only a series of
interrelated capital projects but also necessary educational and
training programs.

D. The receiving country's national development program
must be consistent with the requirements of exganding world com-
merce and the international division of labor.

Perhaps most economists would agree with such broadly stated
criteria. However, some economists insist that universally appli-
cable criteria for evaluating projects are not likely to emerge in
the foreseeable future. Each project, it is argued, has to be
treated in large measure as a special case. We will present our

conclusions on this matter in Chapter XIII.

lMax F. Millikan and W. W. Rostow, A Proposal: Key to an
Effective Foreign Policy (New York: Harper, 1957), pp. 70-71.




CHAPTER X

SOME PROBILEMS AND ACEIEVEMENTS OF THE INTERNATIONAL

DEVELOPMENT ASSGCCIATION

The Basic Problem

Mr. Black has expressed the opinion that the major problem
that IDA has had to face was the meagerness of its resources. He went
on to say that

There is in sight now a volume of promising applications which,

if approved, would absorb a substantisl part of the convertible
funds initially subscribed for IDA's first five years of opera-
tions. India and Pakistan together are already in a position
where they could quickly zbsorb in worthwhile projects all of IDA's
capital by themselves.

Some members of IDA cannot yet present concrete proposals
for credits because they are not yet able to present adequately
prepared and justified projects. But others show every indication
of coming forward with very substantisl requirements, demonstrating
that once a country organizes itself for development it can rapidly
build up a burden of debt which may limit, at least temporarily,
its ability to borrow abroad on conventional terms. In these cir-
cumstances, even on a conservaiive estimate, IDA's funds are likely
to fall far short of the need.

Mr. Black repeated this argument at the 1962 meeting of the
Board of Governors and indicated that by mid-1963 most or all of IDA's
funds would have been committed.2 It will be remembered that the As-

sociation started its life with total contributions approaching

11DA Board of Governors Press Release No. 4, September 19,
1961, pp. 6-7.

2IDA Board of Governors Press Release No. 3, September 18,
1962, p. 8.
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$1 billion. On June 30, 1962, the Association had total subscrip-
tions of $917 million, of which $739 million was in convertible cur-
rencies. And, the Articles of Agreement called for review of the
adequacy of its resources at such time as it was deemed appropriate
and at intervals of approximately five years thereafter. Thus, the
impression was created that IDA's first billion dollars was to last

~ . H R SUURPRD T DI 4
LUL appiviiiaccay &

"""""""" . But, woc thizc Billion dollars to ba
coomitted over five years or disbursed over five years? On this ques~
tion the Articles are silent.

If it was intended that IDA disburse the whole amount in five
years, then commitments would have to take place in the first couple
of years, because disbursements follow commitments by a considerable
period. There is a necessary lag while projects get underway. How-
ever, if the initial amount was intended for commitment over five
yvears~--then disbursement would be made over a longer period. The
provisions ot the Articles for the subscriptions to be paid in 5
annual installments might lead one to think that this was meant to be
committed each year. Some member countries have charged IDA with a
breach of faith on this point. They argue that the first $1 billion
was for the first five years commitment--not disbursement. The 18
Executive Directors are representatives of bodies politic--although IDA
is not political. So, some directors have contributed to this confu-
sion which comes from mixing commitments and disbursements. Some of
the wealthy European members have argued along this line, anyway. They
are happy to befuddle the issue. At the 1962 annual meeting of the

Board of Governors, the Governor from France called for a re-examination
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of the rate at which loans were being granted.1
Whatever the intention of the drafters of the Articles of
Agreement and despite the wishes of some member countries, the staff
has acted on the assumption that the original funds were intended to
be disbursed over the first five years operations. They have pro-

ceeded to commit IDA funds at a rate which will leave the Association
virtualle nannilece gometime in 19A3. There is some indication that
the staff has acted so as to commit the funds as faét as possible
(taking account of the criteria that have been established), in order
to get some idea of how much IDA-type money could be absorbed by the
underdeveloped countries in a year's time. During fiscal year 1963,
the rate of commitment approached an annual rate of $500 million.
This figure was used by Mr. Black in his appeal to the Governors for
replenishment of IDA funds. He estimated that IDA would need $500
million a year for the next five years, and therefore, requested re-
plenishment of IDA resources in the amount of $2.5 billion (see
Chapter XII). Of course the Association has no assurance that it will
receive this amount. So, it has had to make policy based on a budget
of only $1 billion.

Most of the problems which IDA has faced in establishing poli-
cies stem from this inadequacy of resources--from the fact that IDA
operations are essentially a sub-optimum operation. IDA resources are
such a small percentage of the total of all aid that the staff is not
able to pick the optimum solution to the allocation problem. Sometimes

it is quite obvious what the ideal solution would be if funds were

1IDA Board of Governors Press Release No. 32, September 18,
1962, p. 2.
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unlimited. But, they are limited and it is foolish to concentrate
too much on thelideal solution--the staff must choose those policies
that will work in a realistic situation.

If the Association gets additional funds to allocate at the
rate of 5500 million a year, this would mean that IDA would be dis-
bursing around $300 million a year for the next several years. The
Bonk dc not evnacted to Increase ite rate of lending significantly in
the near future. Mr. Black said in 1962,

Indeed, it may prove difficult to maintain the Bank's operations
at their recent level. Many of the Bank's present member coun-
tries cannot prudently assume further hard debt without jeopardiz-
ing their future, and of about 20 new members expected to join the
Bank within the next year or two, few will be in a position to
service loans from the Bank.

The Bank loaned $882 million in fiscal year 1962 and disbursed
$485 million during that same year. However, repayments amounted to
$104 million and interest and commission charges amounted to $163 mil-
lion. For the future, the staff estimates Bank disbursements to run
around $600 million a year with repayments and interest amounting to
some $300 million. So, the net addition of funds which will be made
by the Bank will be $300 million, also. Thus, the Bank and IDA to-
gether will disburse something on the order of $600 million (net)

a year, if the assumptions which have been made prove valid.

The Organization for Economic Co-operation énd Development

estimates that 'nmet official contributions extended bilaterally and

multilaterally by all D. A. C. members taken as a whole rose to $6.0

billion in 1961."2 The D. A. C. is the Development Assistance Committee

1IDA Board of Governors Press Release No. 3, September 18,
1962, p. 9.

2Organization for Economic Co-operation and Development,
Development Assistance Efforts and Policies in 1961, p. 11.
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of the Organization for Economic Co-operation and Development and in-
cludes all the Western nations which give foreign aid in significant
quantities. Thus, total foreign aid in 1961 (including surplus com-
modities and defense support funds) was around $6 billion and, in view
of past experience, it is unlikely that it will increase by more than

2-4 per cent a year in the future. Thus, total assistancerextended by

P R 2 mm a1 Tacen T e mem o AmmnAandatdAan 1a

tiie Iuleirnaiicna: Dann and the Internatiocnal Development Acccociction ic
equal to about 10 per cent of all foreign aid extended now and will be
something less than 10 per cent in the future. IDA will have, if the
optimistic predictions concerning the size of the replenishment prove
realistic, approximately 5 per cent of the total foreign aid going to
the underdeveloped countries. And assuming that total soft loans were
increased to $2 billion per year, IDA would make only 25 per cent of
such loans. How, with such a small portion of total resources could

IDA make a significant contribution? What policies would tend to result
in the maximum impact?

One solution to the problem of limited resources would be to
concentrate on certain countries. But, could this policy be made ef-
fective? 1If IDA concentrated its assistance on certain countries, would
other aid-givers acquiesce in this decision--or would they assist these
same countries, also? In the distribution of foreign aid, everyone re-
acts to everyone else. If IDA chooses to finance certain projects, then
other aid-givers will not finance them. But if IDA hadn't financed
them, would one of the other aid-givers have done 20? How can IDA be
sure that its funds are making the maximum contribution to economic
deve lopment vis-;-vis the underdeveloped countries and vis:z-vis the

other aid-givers?
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This situation is similar to an oligopolistic model. The IDA
and the member governments of the Development Assistance Committee are
the protagonists in a situation which involves a certain degree of un-
certainty about each other's reactions. Of course, the same countries
contribute IDA's convertible funds and their own funds bilaterally,
after consultation in the Development Assistance Committee. The parties
do, thus, have some information zbout the others' reactions. IDA does
not have information on bilateral aid decisions in advance, so, the
_ analogy still holds. If IDA takes a certain action, it will cause the
other aid-givers to react in some way. And, IDA must try to predict
that reaction in order to have its limited resources have as much
impact on economic development as possible.

The problems of drawing up a consistent policy for the alloca-
tion of gid are enormous. It is not difficult to conceptualize a sound
aid policy in general terms. That is, DA can seek to maximize efforts
directed toward economic development or can choose to maximize economic
product, etc. If IDA had control over enough outside resources, this
would be a fairly simple task and with $6 billion of aid, it could al-
low fairly high margins for error and still come out alright. However,
when IDA is allocating one-tenth or one-twentieth that amount, the
margin for error cannot be large. And here's the real rub. The technical
judgments of the impact of any policy are so extraordinarily crude that
they cannot be relied on completely in specific policy cases. It is
not known what impact a steel mill or an educational system will have
on an economy. Which would add more to economic output? Which should
come first? Since there is so little confidence in technical measure-

ments of the impact of any policy chosen, some other checks on policy
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must be devised. One attempt to devise a consistent policy for IDA

was the decision to establish a performance criterion.

Goals for the Performance Criterion

Some of the different goals which might be established for the
performance criterion zre as follows:

1. The International Development Association should not re-
ward unsound economic policies of the underdeveloped countries. Lack
of creditworthiness should not be due to improper management of the
economy--from unwise debt, from inflationary policies, etc. This goal
was cited in Chapter VIII.

2. Another goal also mentioned earlier wls the possibility of
using IDA credits as an incentive to the underdeveloped countries in
order to promote good performance in the future. Some countries have
had really poor administration of their economies in the past. Perhaps
an IDA credit could be held out as a lure--to get these countries to
improve. This would emphasize future promise rather than past perform-
ance. Just how much should future plans be considered? Some countries
with poor past performance have well constructed and reasonable plans
now in effect. Should IDA help them bring their plans to fruition?
This raises an interesting dilemna for IDA. How can one justify ignor-
ing past failures in develooment? But, if IDA doesn't help with these
new plans, this may doom them to failure. Thus, IDA's prediction that
the plan was going to fail would become a self-fulfilling -prophecy.
There are countries that the Bank could not have financed on conven-
tional terms. But, IDA has made it possible for the Bank to have an

/ . .
entre into these countries and thus the Bank staff can work with them
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and help them improve the performance of their economies.

3. One purpose that might be served by the establishment of
a performance criterion would be to impress upon the Part I coun-
tries that IDA was making good use of the funds entrusted to the As-
sociation. Fundamentally, IDA is administering part of the foreign
aid effort of the rich Western nations. A performance criterion
might be useful in convincing these countries tnai tnis adwinisiraiion
is sound and should be continued.

4. One school of thought would use IDA credits to obtain
maximum results, in terms of economic development, from the limited
resources available. Performance tests would be used to insure that
such maximization took place. This raises the technical problem of
measuring the impact of external assistance of various types, and
raises another problem, also. Should IDA be interested in getting the
most development for its money or should IDA be interested in channeling
its funds to those countries which are trying really hard? Some coun-
tries are making Herculean efforts with little result. Other countries
are having a relatively easy time of it, for envirommental and historical
reasons, and achieving quite handsome rates of growth--some of the
oil-producing countries of the Middle East and South America immediafely
come to mind. Some people would argue that IDA should place a pre-
mium on improvement relative to a country's present position. This
would take little account of a country's lack of resources, etc. IDA
has chosen, judging from the countries where it has extended credits,
to reward effort rather than rates of growth.

As mentioned in Chapter VIII, there is no simple method of

measuring good performance. Just how good should domestic effort have
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to be in order for a country to qualify for IDA credits? Certainly
growth and growth-creating policies should be favored, but, what
facets of the economy should be considered in assessing these poli-
cies? How many non-economic factors should be taken into account
in measuring performance?

The establishment of IDA has presented the staff of the Bank
with a whole host of problems. How can the staff rationalize its de-
cisions to make IDA loans as opposed to Bank loans? There are diffi-
culties in explaining these decisions to the developing countries and
to the donor countries. And, in addition to the two types of money
available now, there are proposals for adding a third class of loans,
between IDA credits and conventional Bank loans. These proposals will

be discussed in Chapter XII.

Relationship of Staff to Executive Directors

There is an entirely different interest in IDA loans, on the
part of the Executive Directors, than is shown toward regular Bank
loans. IDA money is public money and has been raised through taxes.
The money which the International Bank loans is money that has been
raised through the relatively painless method of floating loans in
the capital markets of the world. Bank money, has, thus, been saved
voluntarily and is being loaned to the Bank with the object of earning
interest. The Executive Directors representing the richer nations take
a purely perfunctory interest in most Bank loans recommended by the
staff. Most observers were aware of the fact that Mr. Black and his
staff ran the Bank with only nominal direction from the Directors.

And the underdeveloped countries' Directors didn't show extreme interest
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in loans, because there was plenty of Bank money available for any
project that could meet the Bank's standards. The Bank could raise
whatever money could be loaned for such projects, so the developing
countries were not vying with each other for a limited resource.

This has been altered in the case of IDA credits. The donor
governments are interested in what's being done with their citizens'
tax dollars. The staff's responsibilities to the rich nations are
much different in the case of IDA money than with Bank money. The
Part I countries' Executive Directors study IDA credits much more
thoroughly than Bank loans. And the developing countries have an inter-
est in where IDA money is going. There isn't enough IDA money to go
around to all the projects that meet IDA standards. This means that
some projects are going to be left out. Every member country is
anxious to get its share. This problem will be discussed in con-
siderably more detail, in the case of certain developing countries, in
Chapter XI.

What this all boils down to is the allocation problem faced
by the International Development Association. This is a problem which
the Bank had not had to face. The Bank could raise all the money it
could prudently use. The staff had no experience in allocating scarce
resources between competing and equally attractive projects. This has
been a difficult experience for the staff--one which has thoroughly
tested the ability of a banking institution to dispense funds where an

orthodox financial return was not the primary consideration.

The Caliber of the Staff

But the International Bank is no ordinary bank. Andrew
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Shonfield, who is certainly no blind enthusiast where the World Bank
is concerned, has defined the essence of the Bank's character quite
well,

There is a body of influential opinion which believes that the
Bank ought to be given the leading role in any enlarged program
of economic aid to the underdeveloped countries.

That there should be this feeling is a justified tribute
to the shrewdness and energy with which the Bank has conducted
its business. . . . The Bank has been able to evoke in many of
thie underdevelcped counivies themselves a feeling that It heoc
genuine sympathy and understanding for their problems. This feel-
ing is more wisespread, it is fair to say, in Asia tnan it is in
Latin America. But that the view should exist at all among peo-
ple who have had requests for loans turned down, as well as ac-
‘cepted, by the Bank is a sufficiently notable circumstance.

This is not just the result of good public relations,
though the Bank's characteristically American attention to that
side of the business has certainly been a help. More important
is the high caliber of the Ban&'s staff and the general mood in
which it conducts its affairs.

Shonfield goes on to admit of the distinct impression that many staff
members are not only people of very high ability but they are also the
very slightest big odd. The author got the same impression upon coming
into contact with the staff for the first time. One person suggested
that at an earlier date it had been thought the staff was "faceless',
and so could do with a few eccentrics. At any rate, a few eccentrics
are there now. The staff is markedly unhurried and easy to interview.
It has been suggested that 'the 'unhurried' look may be due to a con-
giderable British influence. To an Oxonian, it is not quite proper to
show signs of doing any work."?

Staff members are not at all the type of people one would expect

to find in a bank--even in an international bank. And they have such

enthusiasm for economic development! It seems that they have not read

IShonfield, pp. 116-117.

2personal letter from a member of the staff, IBRD, June 24, 1963.
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any of the theories of economic development which demonstrate that
such development is practically impossible in the underdeveloped
countries of Africa and Asia. If they have read them, they have been
left untouched by this message. Almost all development economists
agree that economic development is an enormously complicated business
where everything depends upon everything else. The underdeveloped

A b
s

councries have veen described as hwaving

Vmeam? mma v -~
aSVC e SYUL e —-r

and vicious circles of poverty, as needing a big push or a minimum
effort, as requiring balanced or umbalanced growth depending upon
which economist was read. And yet, the staff keeps going about the
business of providing money to the underdeveloped countries to build
bridges, and highways, and irrigation projects, and schools. They move
in a seemingly unsophisticated and simple-minded way to do these things
based on a belief that it is good that bridges and highways and schools
should be built. And they go at their tasks with such an optimistic
attitude that one has the distinct impression that no one on the staff
believes in low-level equilibrium traps or vicious circles of poverty.

The International Development
Association's Contributions

What has such a group of people been able to accomplish with
the billion dollars entrusted to them? A recent report of the Organiza-
tion for European Economic Co-operation (now the Organization for Econ-
omic Co-operation and Development) lists some 165 countries and terri-

tories that are considered to be underdeveloped.1 If the line is drawn

at the conventional $500 per capita income (so that countries where per

1The Flow of Financial Resources to Countries in Course of
Economic Development 1956-1959 (Paris, 1961).
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capita income is below $500 are considered underdeveloped), the staff
of IDA includes some 180 countries and territories in the underdeveloped
category. Of these, IDA had only advanced money to 14 countries by
September 30, 1962 or less than 10 per cent of the underdeveloped coun-
tries no matter which-total is considered.
Despite the obvious smallness of its contribution, Mr. Black

has dncicted that "IDA is a maior source of develooment aid. and the

principal international instrument for the provision of aid on lenient
terms of repayment;"! and that "experience had already demonstrated
that IDA is capable of meeting a very real and important need."2
Perhaps one of IDA's contributions has been that of technique.
IDA was the first international soft lending agency. The techniques
it has used have been copied by others, as described in a report of the
Organization for Economic Co-operation and Development.
The interesting arrangement first used by the International
Development Association which permits private borrowers to repay
their governments in local currency at terms appropriate to the
project, while permitting the government to repay the lender in
dollars at terms appropriate to its external debt servicing capac-
ity, was adopted by the United States in 1961.
The United States foreign aid- agency had been making soft loans, most
of which provided for repayment in local currency. After IDA developed
its pattern, however, the United States program was changed to come
close to IDA's arrangements. The patent of IDA lending was also taken

over by the Social Progress Trust Fund, administered by the Inter-

American Development Bank.

1IDA Board of Governors Press Release No. 3, September 18,
1962, p. 8.

21bid., p. 9.

3Development Assigtance . . . in 1961, p. 14.
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The Vice President of the Bank, Mr. J. Burke Knapp, when
asked if IDA had been a significant force in the development of the
underdeveloped countries, replied in the affirmative. His reason
for so doing was based on a point discussed earlier, that is, that IDA
had made it possible for the Bank staff to bring its technical assist-

ance capabilities into countries where the Bank had not beer. He saw

1
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2 ior imnact.
0f the 14 countries to which IDA made credits available,
through September 30, 1962, seven received no assistance from the Bank
during the period from Januafy,1960 to September 30, 1962. 1In these
countries, anyway, there would have been no multilateral funds avail-
able if IDA had not been established. The seven countries that received
nothing but IDA credits from international sources during this period
were Honduras, China, Paraguay, Jordan, Swaziland, Korea, and Tunisia.
So, at least in some countries, IDA made the difference between having
some multilateral funds available as opposed to having none.
In addition to the countries that received IDA credits in the
first two years operations, there were 16 other member countries of
the Bank which had previously received Bank loans but haven't received
any such loans, for one reason or another, since 1960. They might be
considered to be potential recipients of IDA funds. These countries
are Mauritania, Iran, Congo (Leopoldville), Rhodesia and Nyasaland,
Brazil, Algeria, United Arab Republic, Ecuador, Malaya, Gabon, Lebanon,
East Africa, Guatamala, Iraq, French West Africa, and Ruanda-Urundi.

Some of these countries would look to IDA as their only hope for outside

lInterview, January 22, 1963.



200
economic assistance without political strings attached and, therefore,
as a potentially significant force. The views of some of these nations

will be considered in the following chapter.



CHAPTER XTI

SOME VIEWS CONCERNING THE EFFECTIVENESS OF THE

INTERNATIONAL DEVELOPMENT ASSOCTATION

Three Groups of Underdeveloped Countries

In an effort to assess IDA's significance, representatives of
several governments were contacted. In most cases these representatives
were the financial (or economic or commercial) ministers of these coun-
tries' embassies in Washington, D. C. Representatives were interviewed
from countries in Africa, Asia, South America, North America and Europe.
An attempt was made to get some representation from each of the major
bloecs of nations in the world. Some criticisms of IDA have already been
presented in earlier chapters. However, the spokesmen for the under-
developed countries had a good many novel ideas concerning the Associa-

tion which will be presented.

Upper-Income Underdeveloped Countries
Three representatives of what might be called upper-income under-
developed countries were interviewed. These three countries are located
on three different continents and the views of thelr representatives are
in rather sharp conflict. One of these countries has not even joined
the International Development Association. When asked why, the Minister
Counselor for Economic Affairs replied that they hadn't jolned because

they thought it wouldn't be much help to them. They were aware of the

201
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intent of IDA to help the poorer of the underdeveloped countries, so
they could not see it was to their advantage to put up their prescribed
gquota (10 per cent of which would have had to be in gold or convertible
currency). The fact that they have not joined IDA has not prejudiced
their relations with the Bank in any way and they are in the process of
negotiating a sizable loan from the Bank. They do not see that they
have any obligation to help those underdeveloped countries that are
poorer than themselves by contributing their resources to IDA.l

The second country in this class had joined IDA but felt wronged
that IDA policy had been framed in such a way as to exclude them from
eligibility for credits. The Economic Counselor pointed out that his
country had numerous quite essential projects involving educating and
assimilating a disparate people. These projects cannot be financed
through the use of conventional loans. This country is considered to be
creditworthy by the Bank end was extended a loan in 1962. It is not,
therefore, eligible for an IDA credit for these non-revenue-producing
projects. The Economic Counselor also pointed to the very meagre re-
source base in his country and the quite phenomenal rate of growth that
has been accomplished in spite of this shortage of resources. Why, he
argued, shouldn't IDA help them get over this crucial decade after which
they would surely be economically self-sufficient? The fact that they
have been so successful in managing the economy, the fact that they have
a relatively high per capita income, the fact that their exports are
growing at a rapid rate--all these visible signs of success have been

used as the basis for denying them IDA credits. In the eyes of IDA,

lnterview, May 29, 1963.
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their worst failure has been the extent of their success.

The fhird of these upper-income underdeveloped countries has
also had a phenomenally successful development program over the past
decaée. Their per capitas income is close to $4#00 a year, their exports
have been rising at more than 10 per cent a year, and they have been
given sizable loans from the World Bank to spur their development. They
have, thus, not been eligible for IDA credits--but they have Joined the
Association with enthusiasm, anyway. The Economic Counselor pointed
out that his country had felt that they wouldn't be eligible for IDA
money when they joined the Association. But, he said "we recognize the
obvious need for increased funds for the underdeveloped countries even
if we are not eligible for them. All available statistics indicate the
desperate plight of many of these countries. Anyone familiar with the
problem can see the pressing need for speeding up their development and
lessening the gap between the poor and the rich nations. "2

This support for IDA does not mean that they would have pre-
ferred IDA to SUNFED, however. 'We would have liked the principle of
SUNFED better--there would ﬁave been more money available--from coun-
tries not included in IDA, i.e., the Soviet bloc countries. This pre-
ference for SUNFED is in principle only, however. Realisitically, we
see little likelihood of increased funds for United Nations activities

in this field and the Soviet bloc has not contributed much to United

Nations agencies anyway."3

Lrnterview, May 28, 1963.
2Interview, May 28, 1963.

31bid.
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Poor and Disatisfied Countries

A second group of tﬂ;ee countries expressed varying degrees of
displeasure with IDA. These are all very poor countries that would be
instantly eligible for IDA credits on a per capita income basis. None
of the three has, however, received IDA funds. The Commercial Minister
of the first of these countries was not particularly bitter about the
fact that his country had not gotten any money from IDA. He said they
would like to receive IDA money. It seemed to him that most IDA money
was going to India. His country had friendly relations with the Bank
and was hoping for a consortium arrangement similar to the ones estab-
lished for India and Pakistan. He pointed out the really desperate situ-
ation in his country as a result of some bad crop years. He could not
undérstand why IDA hadn't seen fit to make money available to them. They
have not had a Bank loan since 1959.%

The spokesman for the second country in this group, a country
in Sub-Saharan Africa, echoed the comments about IDA money going to India.
In fact, he said that "We have the distinct impression that IDA was not
set up with the African countries in mind. It was not established to
help Africa--but to help India. India is in a peculiar position, casught
between the West and thé Comunists, and it is very large. It would
surely be a very great blow to the West if India went to the Communists.
That is why the West is so anxious to help India and extend them loans.
And yet India is far over-extended.as far as conventional debt is con-

derned. India can't service more hard loans. That is why IDA was

Mnterview, May 28, 1963.
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established--to provide soft loans for India."l

This man was not at all optimistic about the replenishment of
IDA. "We think it unlikely that IDA will be able to get enough money.
Why should the United States give anonymous loans through IDA when she
can give bilateral loans and attach strings? And all bilateral loans
have strings--despite all this talk about the need for aid without strings.
The United States may not require that other countries come here and wor-
ship her--but there are political strings. That is why we very much pre-
fer international aid. There are no political strings on IDA money.
There are stiff requirements--economic strings--because the aid must be
planned and used efficiently. There are delsys in negotiations. For
these reasons, the Finance Ministers complain that IDA is too tough and
too slow. IDA is tough on requirements. But, with the possible excep-
tion of the policy that loans will not be made for nationalized indus-
tries--IDA has no political strings."2

Because Africans feel that IDA will not be replenished very sub-
stantially and because they also feel that IDA was not established with
Africa in mind, they are trying to establish an African Development Bank.
As of now, no money has been raised. "But we have to get organized first
before we can start raising money. This is a long-term process.‘ We do
not expect to industriaslize the whole of Africa overnight. We are not
discouraged by not having the African Development Bank financed as yet.

It will be financed. We have had encouraging conversations with many

lInterview, May 29, 1963.

2Tpid.
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of the developed countries. This Bank is much more appealing to us than
IDA.

"We have had somewhat encouraging conversations about the African
Development Bank with the United States. But, it looks as though the
United States may well get out of Africa. This is an understandable atti-
tude--after all the European countries are very rich now--and they were
our colonial masters in Africa. They should surely bear much.more of
the cost of developing Africa than the United States. This is exactly
what the Clay Report proposed.'t

This man echoed an opinion heard in other interviews when he said
that "IDA is doing.what the International Bank should be doing. This is
what the Bank was set up to do--to help countries in the process of eco-
nomic development. The Bank is very rich now. It could be meking soft
loans itself. It should,ge doing so. There have been proposals for
lengthening the terms or lowering the interest rate, but the Bank staff
is opposed. The staff argues that this would upset the financial commu-
nity. Bow much security does the financial community need? The Bank

has over $500 million in reserves now and has never had a default on a

loan. What more could the bankers ask for?”2

For all the reasons given above, the Bank was judged to be com-
pletely useless to the developing nations of Africa. '"We can't afford
to service conventional loans. Our export prospects are not promising.
The Bank has nothing to offer us as we have all the hard debt we can

honestly expect to repay. IDA is not going to be expanded to anything

L pia.

2p14.
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like significant size. It may get a little money--but our information
would lead us to think that it will be far less than the $2.5 billion

"L e country from which this man ceme received

which Black proposed.
a Bank loan in 1962.
The third country in this poor and dissatisfied group is sui
generis. The antipathy with which the Economic Attache’ viewed IDA knew
no bounds. He started hils comments by saying that they were quite unim-
pressed with IDA. This turned out to be a considerable understatement.
"We were optimistic at first. We looked forward to assistance‘from IDA.
We joined early. But, it is applying the same standards as those used
by the International Bank. A country must be considered to be absolutely
secure and stable before it can get IDA money. This is of no help to

us. Our future is uncertain."2

"There is no international organization to help countries like
ours. We have little use for multilateral aid. Bilateral aid seems
better to us in our situation."3

Then began a by-now familiar argument. "India is getting all
the aid from IDA. It seems that every second week I see a press release
anmouncing an IDA credit for India--a dam, a harbor, or an irrigation
project. And why is India gettiné all of IDA's money? There are two
reasons. First, there are so many Indians on the staff of the Inter-

national Bank. When my countrymen apply for jobs there we are told they

l1pia.

2Interview, May 29, 1963.

31bid.



208
are not qualified. And who decides that they are not qualified?

Indians on the present staff. "t

Secondly, there is the argument that India must be helped so
that it can become the showcase or the model for all Asia to follow.
"India cannot be such a showcase. Ask anyone in Southeast Asia. They
all agree. The United States and the United Kingdome think that the
India-China struggle is crucial for the West; and that the West must
make India prosperous as an example of the Western system at work. No
one in Southeast Asia wants to follow India's example. I will tell you
frankly, we admired the Japanese very much. We resented their occupa-
tion at the time--but we admired them. We liked the way they went about
things--the efficiency with which they had developed theilr country.
This is not true in the case of India. India could not develop in 30
years no matter how much aid was funnelled in. India exists in abysmal
poverty today. There is too much to be done there. It won't succeed
in becoming economically self-sufficient in the next decade or in the
next 5 decades.

"The India-China comparison is meaningless. China can't be
stopped. You saw what happened when they started to invade India.
Indis immediately had to call on the United States and the United
Kingdom for help. China could conquer India at any time if India had
to fight alone. India had a big army--for use against Pakistan. But
the army was no good. It can't stand up against the Chinese army.

"India can't serve as a showcase for Asia. We don't need any

showcase. We should all develop equally. India is 'mo more crucial to

l1pia.
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the West than any other Southeast Asian nation., 1India could not stand
for a minute if all the other countries of Southeast Asia fell to the
communists. All the countries are crucial~-none more than others. They
are all together., They should be treated alike."!
It has been thought necessary to repeat this conversation almost
in full in order to capture the essence of this disapproval of IDA's

olisv toward Tndia. Thic was the most extreme examnle of this atti-

"3

tude~-but the same criticism was expressed in every interview with a
representative of an underdeveloped country.

Personnel recruiting policies have also come in for criticism.
A complaint is heard from many of the underdeveloped countries that the
higher staff levels of the organization contain no representatives from
the underdeveloped countries. Interestingly enough, in view of the
comments of the Asian just quoted, the Governor of IDA from India ex-
pressed this complaint at the 1961 meeting of the Board of Governors.2

This is a difficult problem. TIf the poorer countries send their
top planners and economists away to work in an international organiza-
tion, they are going to have fewer people left at home to run the
country. And, although India may not be short of this type of person,
most of the developing nations are. Thus, it would make no sense for
them to further deplete their already thin ranks. However, one can see
the other side, also. They feel that a Nigerian or an Egyptian would

be much more sympathetic with their problems than a West German or an

 bid.

————

21DA Board of Governors Press Release No. 16, September 19,
1961, p. 3.
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American. They feel that.a Person who is concerned about what type of
motor car to buy next year might show little understanding of people who

are concerned about where the next meal is coming from.

‘One Enthusisstic Recipient of Funds

It was an unfortunate development, but only one country that has
received IDA funds was included in the sample of countries that was con-
tacted. Other interviews had been planned, but only one was possible.
There is an enormous difference in attitude between those countries who
had not received IDA fundé and this one country that has. The Economic
Counselor of this last embassy was ecstatic in describing the Inter-
national Development Associstion.

"My country is very enthusiastic about IDA. Here we have a very
capitalistic institution (the International Bank) coming sround to a
socialist approach--providing money to countries at very low or zero
rates of interest for such projects as education. This is not a capi-~
talist undertaking--to provide money at no interest for things like
education. This is a soclalist endeavor--and we welcome it. It is very
interesting and encouraging to see the complete evolution in the
thinking of a man like Fugene Black--from a conventional banker's
attitude in the classical economic tradition--to a point of view which
enthusiastically embraces the International Development Association.

"And this type of thing--the IDA--has posed a very bothersome
problem for the commﬁnist countries. They have alwsys refused to join
the International Bank and the International Monetary Fund becsuse they
considered them to be capitalist institutions and, as such, they were

out to exploit the underdeveloped countries. But, now IDA is providing
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money to the underdeveloped countries on better terms than the Russians
are doing~-for projects like education--and with no political strings
attached. How & the Russians explain this? This poses a real problem
for the communists and they are showing signs of being worried about it.
They are denouncing IDA--but on what basis can they attack it? They can
vwrite off the International Bank and bilateral loans from the West as
exploitative devices--but how can they explain IDA credits?"t

Then the ever-recurring theme of IDA funds for India was broached,
however, this time the comments had a little different ring. 'One criti—
cism has been made concerning the high percentage of funds going to
India. This is due, I think, to the fact that India had the projects
ready to present to IDA more than to the political factors involved.
Obviously, the political factors had some importance--TIndia is caught
between the East and the West and 1s very large and is in a very criti-
cal situation. But, the primary thing was the fact that India had well
prepared projects ready to go--India is a very well-run country. These
things were basic to the decision to help India.

"The developing countries in Africa are beginning to get pro-
Jects ready for IDA and will begin to get more money very shortly.
There is a great deal of enthusiasm for IDA among the African nations--
they support the idea of replenishing IDA very earnestly. If the United
Natlons had established SUNFED--it would have had the communist bloc
countries in it. There 1s no realistic hope of establishing SUNFED.
IDA is the only alternative as far as international aid sgenciles are

concerned. If IDA is not replenished--there will be no genuinely

lInterview, Msy 28, 1963.
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international organization providing soft loans to the developing coun-
tries. And that would be very sad, indeegd.

"The recognized competence of the IDA staff and the lack of
political strings on IDA credits make them very appealing to all the de-
veloping countries. Funds coming from the Bank or IDA will be spent
wisely on sound projects. They will not be wasted. Everyone knows that.
They will not be used for prestige projects and will not be influenced
by political considerations. This is one reason why we very much prefer
IDA money to bilaterg} money. IDA money goes for solid economic devel-
opment and thus our government officials are protected from charges of
waste or inefficiency and IDA policies also protect our government from
internal political pressures to build junk projects."l

When it was pointed out that some underdeveloped countries con-
sidered IDA funds to have political strings, in that funds could not be
used for nationalized industries, this man brushed it aside. His own
country, he said, had chosen to rely on the free market to develop the
economy, immediately after independence. They hoped private capital
would develop the country in the classical liberal tradition. But, this
simply did not work. The people did not have the capital to establish
new industries. They didn't have the skills requisite to operate them
and they didn't have the necessary entrepreneurial talent. The state,
however, could provide these things. The state can raise capital. The
state can train workers and masnagers and can act as the entrepreneur.
So, they have undertaken an ambitious development program under state

direction--although leaving a considerable segment of the economy to the

11pig.
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private sector. Yet this decision has not prejudiced IDA against this
country. An IDA credit was made available after large-scale planning
was initisted. So, this man, at least, would argue that IDA credits
are completely free of political strings.

How can this enthusiasm be explained in view of the dissatisfac-
tion expressed by the other underdeveloped countries? First of all we
must give considerable weight to the fact that this last country hed re-
ceived an IDA credit. They had materially benefited from the establish-
ment of the Association. Also, this country was more familiar with the
policies and criteria used by the staff and was thus able to see some
rationality in IDA decisions rather than attributing all decisions to
political considerations or the make-up of the staff. Thirdly, this
country is relatively well-run and efficiently administered. Some of
the representatives who were most critical of IDA neglect of their coun-
tries blamed IDA for this, whereas poor administration of their own
countries would be the more likely explanation. One country, in parti-
cular, is nctoriously ill-run and yet the Economic Counselor could not
see that this might be the reason IDA had not made credits available to
them.

Would it be possible to generalize from the one case of a country
that had received IDA money? Would all of the 14 countries so blessed
be equally enthusiastic about IDA? If so, this would be a large part
of the population of the underdeveloped world, even though not many coun-
tries are involved. There are, no doubt, some variations in their views--
but it would be safe to say that these countries would share at least
scme of this enthusissm for IDA. And even some of this country's en-

thusiasm would be a considerable smount of enthusiasm.
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Some Observations on the Distribution of Funds

India has received $212 million of the $348 million that had been
dispensed by IDA through September 30, 1962. This represented about 61
Per cent of all IDA funds committed during the first two years. The
charge that IDA had been set up to help India had some element of truth
in it. Before IDA was really in operation--there was a commitment of
$250 million of IDA fpnds to the India &nd Pakistan consortia.l

Why has India gotten such a large percentage of IDA funds? IDA
argues that India has more than 30 per cent of the people in the under-
developed world (outside the Soviet bloc). Indie has considerably less
than 30 per cent of the gross national product of the underdeveloped
world. It 1s also argued that India has more than 30 per cent of the
ability to use capital. Some Part II countries are ineligible for loans
because of high per capita incomes. Some Part II countries are financed
relatively lavishly by others (particularly some Southeast Asian coun-
tries and some of the dependent territories). Some Part II countries
in South America have always looked to the United States and its Export-
Import Bank réther than to the International Bank for funds. These
South American countries now look more to the Inter-American Development
Bank than they do to IDA. Some Part II countries are ineligible for
loans on the basis of poor performsnce.

However, India meets all criteria very well. India has a small
external earnings sector and acute balance of payments problems. India

will need large capital inflows for a long period of time. So, the

lannual Report of the Intermationsl Development Association
1961-62, p. 7. .
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Indian balance of payments will get worse as debt service becomes a
greater percentage of export earnings. 1India also meets the criterion
of good performance. She has good plans and good execution of plans.
Of course, no plan is perfect and mistakes have been made but a very
solid effort to develop is being made. And, they are very poor. The
staff estimates India's per capita income at $70 per year on an exchange
rate basls. India really represents a classic case for IDA loans. In
fact, this has caused some people to wonder if the criteria were estab-
lished with India in mind.

And, one might alsc suggest that the International Bank is spon-
soring a consortium for India--with the idea that all external sources
of capital taken together should meet India's capital requirements. Why
should scarce IDA resources be put there if the consortium has agreed
to meet the ‘capital requirements? Basically, the same countries supplied
the IDA money and the consortium money, so it is really two routes to
the same goal. But, doesn't the presence of the consortium have some
effect on India's creditworthiness? Some persons would maintaein that
it is only the presence of the consortium that has allowed India to be
considered creditworthy for Bank loans. TIDA argues that the members of
the Indisn consortium are reluctant to maske any continuilng commitment
for India and so the consortium is not so significant as it might appear.
IDA also argues that India gets a low per capital inflow of capital
from all sources even though the absolute sums are large.

IDA policy toward India is certainly the most criticized aspect
of its operations--at least as concerns the other Part II countries.
It remains to be seen whether IDA will modify its policy toward India

as g result of the widespread condemnation of that policy.
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Attitudes of Some Developed Countries

How do the developed countries of the world see the International
Development Association? In an attempt to determine their attitudes,
interviews were held with representatives of some of these countries.

Belgium was designated & Part I member of IDA and scheduled to
contribute $22.7 million in gold or convertible currency. As of today
‘Belgium has not contributed a cent to the Association. Why the reluc-
tance to join? Belgium had been the recipient of loans from the Inter-
national Bank in an earlier period when reconstruction loans were being
made. In fact, the Bank had loaned Belgium a total of $76 million dur-
ing the period 1949-1957. Whys then, has Belgium been unwilling to
share the costs of helping others, now that the Belgian economy is once
again prosperous? In order to find the answer to this question, an
interview was held with a Belgian representative.

The first reason given was that IDA was established at a fime
of heavy Belgian expense in the Congo and, in the Belgians' eyes, this
expense is still heavy. They are paying the external debt of the Congo
that was contracted with Belgian guarantees during the colonial period.
They are also paying selary differentials of Belgian nationals serving

in the Congo--doctors, engineers, etc.

Secondly, Belgium did not agree with the share assigned to them.
The quota used for IDA subscriptions was the quota devised at Bretton
Woods for contributions to the International Monetary Fund and the
International Bank. This quota took account of such things as exports,

imports, currency reserves, etc. These matters are important in

Y Interview, May 27, 1963.
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apportioning quotas for the International Monetary Fund because the pur-
pose of the Fund is to provide funds in times of temporary crises in a
country's balance of payments. However, by the time you come to the
International Bank such considerations are already less significant.
But, Belgium went along with such quotas in the Bank. It was a once for
all thing and only 20 per cent of the $450 million Belgian quota had to
be pald In gold or convertible currency. The rest was warranty for
possible loans. Anyway that was ancient history. But, by the time IDA
came along--this Bretton Woods quota is even less meaningful.l

The Belgians argue that a country with a large amount of exports
may have little ability to ship capital abroad., Belgium depends on ex-
ports for much of its gross national product. But, that does not mean
that Belgium is & large capital exporter. The Belgian economy is only
one-fiftﬁ the size of the French economy, but their Bank quota is more
than one-third the French quota. The same would have been true in IDA,
Belgium did not want to get a tradition esteblished for using this quota
for all questions. They were reluctant to have this quota used for IDA
because IDA will require constant replenishment by the Part I countries.2

Thirdly, there was some degree of irritetion; at the time of the
IDA proposal, over the Belgian Congo. 'The United Nations was personna
non grata in Belgium at the time, This followed the United Nations
intervention in the Congo. Thus, it would not have been politically

wise to go to the Parllament and ask for sn appropriation for a United

1mmia.
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Nations specialized agency. The finance minister must go often

enough to the Parliament asking for funds for foreign aid--for the

Congo and elsewhere. It would not have helped his case %o have asked
for funds for IDA membership. However, this was essentially a question
of tactics. If we could have reached agreement on a quota for Belgium--
we could have waited a while and submitted it to the Parliament later."l
Most observers agree that the question of the quota was the primarf
stumbling block in the case of Belgium. And most observers would con-
cede that Belgium's quota is too high. One gets the impression that
Belgium is not inflexible on this matter and if some compromise solu-
tion could be worked out, Belgium might come into the Association on

the second round of contributions. There has been no intimation of
criticism of the Association or any lack of conviction tﬁﬁt the Asso-
ciation was necessary.

One gets the impression that the United States Government is
ambivalent toward the Association. On the one hand, the President of
the United States made an unequivocal statemenﬁ of support for in-
creasing IDA's resources at the 1962 meeting of the Board of Govermnors.
"The work of the International Development Association is particularly
important--and this country fully supports the proposal that the Execu-
tive Directors develop a program to increase its resources."® On the
other hand, there is considerable opposition to any increase in foreign

aid among influential members of the Congress. Perhaps Senator Monroney

lpia.

2IDA.'Board of Governors Press Release No. 75, September 20,
1962, p. 1.
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described the United States' attitude best when he said, "IDA has been

practically unnoticed here."l

At least one Part I country is very enthusiastic about IDA. On
May 28, 1962, it was announced that the Swedish Parliasment had approved
a special supplementary contribution of $5.8 million to the resources
of the Association. The funds were made avallable in freely convertible
Swedish kronor, not tied to Swedish exports nor restricted to use in any
specific country. Sweden's action has been the only such supplementary
contributiqn mede to IDA and added to Sweden's original $10.1 million
subscription, raises the Swedish contribution to nearly $16 million.

Why did the Swedes do this? In an effort to understand this amezing
step, an interview was held with e representative of the Swedish
Government.

He indicated that there were several reasons for Sweden's-supple-
mentary contribution. First, there was and still is considerable in-
ternal pressure to get Sweden into the foreign aid business ana to in-
crease Swedish contributions for technical assistance. The labor unions
have been especially pushing the government in this direction, although
the pressure has come from the oppositien, also. The Social Democratic
Party governs Sweden but both parties favor foreign aid.e

Originally, Sweden would have very much preferred SUNFED or an
expanded United Nations program to IDA. Sweden was ready to contri-
bute to SUNFED. They had already increased their large (for Sweden)

contribution to the United Nations activities in the economic development

linterview, January 25, 1963.

2Tnterview, May 29, 1963.
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field. They would have liked to channel further economic aid through
the United Nations becavse of the strong support for the United Nations
in Sweden.l

Now, however, Sweden feels differently about IDA. Why? IDA
has proven itself capable of administering its funds. It has already
assembled a staff which is experienced, capable, and efficient. This
is the main point in IDA's favor. Sweden now feels that IDA is the best
approéch to economic aid to the underdeveloped countries. The Swedes
have the jmpression that IDA has been accepted by the underdeveloped
countries, too.2

A second reason for Sweden's supplementary contribution to IDA
was based on uncertainty as to how best to approach foreign economic
assistance. "We were really just looking around to try and see how we
shéuld go about increasing our foreign aid. No one seems to really know
much about how it is best to do this--I mean whether its best to give
them a steel mill right away or educate them or just what. No one really
seems to know the answer to this--the people who work in this field all
have different opinions. We were considering all sorts of approaches.
There are considerable drawbacks to bilateral programs. It is 4diffi-
cult for the uﬁderdeveloped countries to accept the ﬁoney from another
government--they are sensitive about it and it does raise problems. We
do have some bilaterial programs--primarily school construction--in
India, Pakistan, and Ethiopia. We have built schools and we also brought

some of their people to Sweden.

l1bia.
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"But a bilateral program costs a lot of money. It is expensive
to set up and administer and it's hard to find the right people to get
it going. It also represents considerable duplication of staff and
administrative costs for every country to have its own foreign aid pro-

grem. So, IDA seemed the better alternative.'l

The third reason for choosing IDA was that Sweden liked the idea
of a multilateral progrem based on untied loans and a program vhere pur-
‘chases would be based on international competition. Sweden must export
to live. The Swedish economy is based on exports and imports. They
must compete in the international economy and they went the right to
compete for all aid funds. They would like for all foreign aid to be
on an untied basis and they felt that thelr own must be. Sweden has
traditionally févored free trade and liberal tariff po}icies and IDA

meets this requirement quite well.2

The striking thing about these three reasons was the fact that
there was domestic pressure in Sweden to increase foreign assistance.
The author pointed out the contrast between the Swedish and the United
States situation in this regard. This was quite understandable in the
Swedish view. "Foreign aid is a new thing for us. The United States
has been at it for 20 years. We may have the same problem in 20 years.
The United States Congress and the public is bored with foreign aid.

It has been a very long-standing thing. The public wonders when it will
end and they are beginning to wonder about the effectiveness of foreign

aid--what results have been achieved. The United States, on a realistic

lmpia.
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basis, has been very generous. People grow tired of being generous."l
Thus, Sweden likes IDA and supports it with enthusiasm. The
views of most of the other Part I countries will be discussed in
Chapter XII. Right now we will look at the comments that have been

made by economists who have observed the International Development Asso-

ciation in action.

Comments by Economists

Professor Charles P. Kindleberger, of the Massachusetts Insti-
tute of Technology, admits to having been skeptical of IDA at the time
of its origin

Because Senator Monroney's basic idea from which it sprang was
based on a fallacy. The Monroney proposal . . . was to make
available for international lending the collection of foreign
currencies which the United States had acquired in counterpart
funds. It was his naive notion that these monies represented
resources which somehow had not been put to work. He wanted to
put them to work, not realizing that what was reeded was not
money, which could be printed endlessly, but real resources
which were scarce in the countries where the United States had
accumulated counterpart funds. 2

Thus, the local currency aspects of IDA caused concern, not only
to the Eisenhower Administration, but to some members of the academic
community as well. However, Kindleberger noted that the World Bank had
taken Monroney's proposal and changed the financing in order to meet
the needs of countries that were approaching a position of inability to
qualify for bankable loans.

Such a change in emphasis has caused Professor Kingleberger to

lpia.

2Lettér from Professor Charles P. Kindleberger, March 13,
1963. ,
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support the IDA as it is presently constituted. "It seems to me that
the International Bank has an effective organization which can be used
to handle soft loans as well as hard loans. I think there is plenty of
room for IDA as well as DLF and the UN Special Fund. I don't see that
it is necessary to make choices between them. The more the merrier. "
In the author's letter to Kindleberger, the question of increased
United States support for IDA was raised. Here is Kindleberger's reply.
I think there is an important question whether the U. S.

should grant more aid at all until Europe grants more. The de-

cision whether such aid should be channeled through IDA, the UN

or bilaterally is a joint decision. It would seem to me to be

inapgropriate for the U.S. to make a unilateral contribution to
IDA.

On the question of IDA's significance, Kindleberger had a posi-
tive outlook.

IDA has been a significant force in the development of
underdeveloped countries which are in such bad shape they cannot
qualify for World Bank hard loans--such countries as Turkey and
increasingly India.3

Andrew Shonfield, of The Observer, has presented an argument that
the relative size and importance of IDA and the Bank are all wrong. He
thinks the tail is wagging the dog so far as these two organizations
are concerned.

The decision about the appropriate relative sizes of IDA and the
World Bank implies the belief that the main issue can be dealt
with by means of orthodox bank loans; what is left over, as not

fully bankable, is treatﬁd as a marginal problem only. It is, in
fact, the central issue.

lbia.

2Tbia.
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This comment of Shonfield's echoes the view of the African spokesman
quoted earlier who said the Bank was of no use to the developing nations
of Africa--their need is for IDA-type funds. The decision to establish
IDA with only a billion dollars as a subsidiary of the International
Bank is an example, to Shonfield, of what's wrong with turning such an
operation over to a banking institution.

Mr. Tugene Black has argued placidly against the critics of
IDA's smallness, that the institution will grow as the need for its
services and its experience in meeting them develop. The argument
is as good an illustration as one could find of the limitations of
the banker's approach to this problem. Experience is the last
thing that is necessary to establish the need for a massive inflow
of capital to the underdeveloped countries, most of which cannot
possibly be in the form of ordinary bank loans, over the next ten
years or so. Certainly experience would be a help-. . . in developing
new techniques for lending money on a much larger scale than hither-
to, and for purposes which the World Bank has hardly touched. But
IDA is not well designed to serve this purpose. The chief missing
element in all this is the sense of urgency. What is required now
is not the slow accumulation of experience on a series of pilot
projects, but a political act of will on the part of the rich coun-
tries ebout the quantity of resources that they are ready to devote
to raising the submerged majority of mankind. As IDA has turned
out, it has become the means of enabling the rich to evade the es-
sential problem rather than to solve it.

Shonfield is unfair to Eugene Black in his charge that Black
argued against the critics of IDA's smallness. , There has been no more
forceful critic of IDA's smallness than Eugene Black. He has said again.'
and agein that IDA was too smell--that her resources were inadequate
for the task. However, he is guilty of having the opinion (an opinion
the author shares) that economic development takes time--that it is not
something that can be rushed into with lots of capital and suddenly
every country will be producing steel ingots and Nobel Prize winners.

If the Bank's establishment is a typical example, it tekes a

lIbid.
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new institution about 3 or 4 years to get established and functioning
effectively. It was hoped that by placing IDA in the Bank, this period
of organization could be shortened. It would appesr, to thils observer,
that this hope has been realized. IDA was established in September,
1960, and had granted its first credit by May, 1961. This would appear
to be rather prompt action as compared to other international agencies.
And these credits llave gouae Lo souind projects. Any crganication cocld
have given a billion dollars away quickly. But everyone knows thet pro-
jects that are approved by the staff of the World Zank are good projects.

As far as the size of IDA's original fund is concerned, it is
hard to see why Shonfield finds fault with Eugene Slack on this matter,
When Mr. Black was asked to discuss theAmajor pcoblems in éstablishing
IDA, he replied that there was only one problem and that was getting a
billion dollars.l What else was he suppoced to have done? Why is it
IDA's fault that its resources are too small? The a:ithor has gotten the
impression that the YDA staff, from Mr. Black on down, would tave liked
to have had more money and certainly they are corvinced that IDA needs
more money now.

Shonfield is right in caliing attention to the fzct that a sense
of urgency is lacking in this whole sphere of economic development. And
it may very well be that IDA was a sop to the underdeveloped countries--
a sop that was given in order to sazlve the comscience of the rich
Western nations. If it was this--so be it. In the zuthor's opinion,
IDA has done the best it could with the limited resources made avail-

able to it. And the staff of IDA is trying very hard, at this time,

1Interview, March 13, 1963.
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to make the developed countries aware of the need for more funds like
IDA's.

Professor Max Millikan, Director of the Center for Inter-
national Studies of the Massachusetts Institute of Technology, like
Profeésor Kindleberger, had serious reservations about'IDA at the time

it was established. However, his concern was not over the local cur-
2

rency issue but about the wisdom of pressing for IDA, given the politi-
cal situation in the United States.

My fear was that some of the congressional support for IDA was
based on an estimste that if such an institution were in exist-
ence, the Congress might take this as a good excuse for elimina-
ting or very sharply reducing U.S. development loans on soft

terms. My main concern is that an adequate volume of capital
should be available to the underdeveloped countries on terms they
can afford, whether this comes from multilateral or national
sources. If individual countries like the United States are not
prepared to make sufficient capital available on non-political
terms through their own national instrumentalities, I see no rga- 1
son to believe they will do so through international orgenizations.

However, Millikan, like Kindleberger, has found that his earlier
apprehensions have given way to support.

In light of the experience of the last year or so, it now
seems to me that my fears were exaggerated. I cannot see much
evidence that the existence of IDA has to date led to a reduction
of U.S. capital funds which has any more than offset the U.S. con-
tribution to IDA.Z

It is upon this last point raised by Millikan that much depends.
Is IDA money in addition to or a substitute for bilateral aid money?
Millikan thinks that United States bilateral aid of a soft loan charac-

ter has been reduced by the amount of the United States' contribution

lletter from Professor Max F. Millikan, April 10, 1963.
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to IDA. If he is right in this, then the main argument in IDA's behalf
;5uld be that IDA can administer this amount of money better than the
United States Govermment--an argument to which many people would sub-
scribe. The question would be the one discussed in Chapter VI of bi-
lateral as opposed to multilateral ald. If, however, IDA money is in
addition to TDbilateral funds appropriated by the United States Congress
and the otner pariiaments of the Fart I countiies, then IDA's &1 villien
would be a significant increase in total economic assistance.

When Senator Monroney was pushing for IDA, he held out the hope
that IDA could be funded out of already appropriated United States aid
money--specifically the money of the Development Loen Fund. He also
intimated that by using local currency hoards, the United States aid
effort could be reduced. This is what Senatcr Case objected to in
Monroney's presentation (see Chapter V). However, these two objectives,
transferring Development Loan Fund money to IDA and using local curren-
cies to finance IDA, have come to naught.

It is not easy to ascertain how the Congress would have acted had
IDA not been established. Would the Congress have appropriated the $320
million which went to IDA to the Development Loan Fund, if there had
been no IDA? No one can say. It would be the author's impression, how-
ever, that IDA money does represent an increase over what would have
been contributed, in the form of soft loans, without IDA. Even being
pessimistic about the matter, Millikan says that TPA has not represented
a more than proportionate reduction in United States assistance.

Millikan is pleased with the relationship 1IDA has with the Bank.

It is my impression that the present relationship between IDA and
the International Bank for Reconstruction and Development is a
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useful and constructive one and I have no suggestions for altering
it radically.1

On the question of IDA's significance, he feels that "IDA's contribu-
tion to the development of the less developed countries has been limited
only by the resources available to 1t."2 He thinks, further, that those
resources should be expanded as rapidly as possible. Hdwever, he would
advocate such increases only '"if the Congress can be persuaded to in-
crease the U. S. contribution to IDA with no more than a compensating
reduction in capital made avzilable directly by the U. s."3

Millikan is of the opinion that such a shift to IDA could be
made '"'over time gradually, but that a large scale campaign for a radical
I

shift in a short period would be counterproductive."

Barbara Ward Jackson, of The Economist, is another person who

supports the International Development Association. However, she would
hope that "IDA, as it develops, should become a more independent agency
while maintaining links with the International Bank."> Lady Jackson
thinks more United States aid could profitably be channelled through
IDA and that IDA could be a significant force in economic development.
She emphasizes the great number of underdeveloped countries that are
becoming unable to service debts on commercial lines. To meet the needs

of such countries she would urge that IDA be used more extensively.6

llhii'
zlhii-
BIELQ-
412;1.
Sletter from Barbara Ward Jackson, April 13, 1963.
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Dr. Robert E. Asher, of the Brookings Institution, finds fault
with the terms upon which IDA has loaned money. He thinks that the use
of loans repayable in foreign exchange 1s going to limit the total debt
burden of the underdeveloped countries to too low a level. He thinks
there is a large need for outright grants which, according to its Arti-
cles, IDA cannot make., In view of this limitation, Asher would have
preferred that IDA make loans repaysble in local currency. "At the same
time, it must be recognized that, if the latter ié really a loan, it
will ultimstely have to be repaid in real resources by foregoing goods
and services that might otherwise be consumed or invested at nome. "1
So far, however, local currency loans have not carried the implication
that they would ultimately have to be repaid in real resources and given
this history, it would have been hard to get this idea across to the
underdeveloped countries. Asher is correct in arguing that local cur-
rency loans would have permitted a larger total debt burden than the
type of loans IDA is making--but IDA would have sacrificed a number of
things, if local currency loans had been made. No one would have expected
to repay them in real resources. Local currency loans would have post-
poned the day when currency convertibility can be achieved world-wide.
All the objections can be raised against local currency loans from IDA
that were important in causing the United States Government's Develop-
ment Loan Fund to abandon local currency loans in favor of IDA-type
credits.

Dr. Paul N. Rosenstein-Rodan, of the Massachusetts Institute of

Technology, is a believer in multilateral aid. However,

lasher, p. 130.
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if one is not & perfectionist and does not allow the better to be
the enemy of the good channeling of all aid funds through an inter-
national organization has unfortunastely to be abandoned. Congresses
are Just not willing to vote such funds for international alloca-
tion and it wouldn't be worthwhile to sacrifice half or even one-
third of the amcunt of aid for the sake of an international flag.
The second best solution is, therefore, to have some international
funds and the rest_coordinated and administered on the same func-

tional principles.lt

The rest of these funds are called "bilateral aid in a multi-

lateral setting." This would hovefully provide for more aid funds then

could be secured for international distribution and yet would have the

benefits of multilateral aid. Such an ideal is not yet approached by

such arrangements as the Development Assistance Committee of the Organi-

zation for Economic Co-operation and Development, although it would ap-

pear to be a step in bhis direction.

Dr. Rosenstein-Rodan has reservations about IDA's proximity

to the Bank.

It is a more complicated question whether it should have been as
intimately linked with the IBRD as it is. The advantages are that
IBRD has the best organization and staff on these matters and could
therefore provide the service more cheaply and efficiently. The
dangers are twc: 1) that IBRD has been very slow in developing an
over-all program approach and confined itself for a long time to
the so-called single project approach. It has, however, been im-
proving during the last two to three years in this respect. 2)
There is also the danger that IDA will become a ''waste basket" of
the IBRD, i.e., that certain marginal projects which would have
normally been financed by IBRD will then be passed on to IDA. In
this sense not all of the IDA lending would be truly additional.?

If IDA financed projects that the Bank would have financed, had

there been no IDA, this would, indeed, be a waste of soft loan money.

And there is already enough waste of soft money--through bilateral

lLetter from Dr. Paul N. Rosenstein-Rodan, May 8, 1963.
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programs that make soft loans to countries that are capble of meeting
cenventilonal terms. If the Bank were wasting soft money, too, this
would be a serious matter. IDA has granted a $2.8 million credit to
Swaziland for highway construction. A later armouncement of a Bank loan
to Swaziland, for the construction of a hydroelectric plant and a ther-
mal plant, preseanted a picture of Swaziland as a creditworthy country.
T private banks particinated in the power loan with the International
Bank.and the press release ammouncing the loan carried an account of the
rich iron ore resources available.l Swaziland's potential exports of
wood pulp were touted as being worth $10 million annually. The whole
tenor of the »eport on the Bank loan to Swaziland makes one wonder if
an IDA credit to that country were really justified. In denfense of IDA,
the per capita income cf Swaziland is estimated at $70 per year (on an
exchange rate basis). It meets the poverty criterion of IDA quite hand-
somely. However, Swazilard is still a British dependency and the Bank
leocan was guaranteed by the United Kingdom. The fact that this country
was still able to secure British guarantees for its Bank loans would
increase one's doubt as to the appropriateness of an IDA credit. Pexr-
haps it is this type of borderline case to which Dr. Rosenstein-Rodarn
referred. Certainly TDA should make every effort +to see that such fears
“are nout confirmed.

As to the sigrnificance of IDA, Dr. Rosenstein-Rcdan had the
follcwing comment to make. ) .

_ There is no doubt that so far IDA could not be a significant force
in economic develcpment notably because of very small funds.

JdInternational Bank for Reconstruction and Development Press
Release No. 63/1k, May 16, 1963.
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Undoubtedly therefore there is a case for an increase in funds

available to it, notably from all those very numerous countries

which either do not supply enough aid or are particularly defi-

clent in soft loans and grants. In practice this covers all the

countries besides the U.S. and France and in between, doing three-

quarters oflwhat should be done, is the U.K. The greatest sinner

is Germany.

He raises a question which 1s raised again and again in discus-

sims of soft loans and that is the inappropriateness of the West German
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Rosenstein-Rodan sees IDA as a particularly valuable device for
countries which have no organization to administer soft loans and grants.
He believes that "IDA is a very suitable form for it." As far as the
United States contribution is concerned, he thinks there is no logical
or moral reason for the United States to increase its contribution to
IDA, since it already supplies a great deal of money through the Agency
for International Development. An increased Urited States' contribution
might be important "as a gesture and perhaps as a psychological or moral
catalyst to induce more of such action by othgr countries who do rot
contribute enough in soft loans."2 Rosenstein-Rodan has fewer reserva-
tions concerning the administration of bilateral aid than any of the
other econcmists contacted. Apparently, he makes very little distinc-
tion between soft loans administered by the United States Agency for
International Development and those made by the International Develop-
ment Association.

The Director of the Institute of Economic Growth in Delhi, Mr.

V. K. R. V. Rao (originator of the proposal for a United Nations

1pia.
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Economic Development Administration discussed in Chapter II), thinks
that the
getting up of the IDA is a great event in the history of economic
development, and it is bound to make a significant contribution to
the rate of economic growth in the under-developed world....I would
look to the IDA, reformed and rejuvenated in the light of the vast
requirements of the under-developed world, to be the main instru-
ment -for the promotion of economic growth, and the lessening of the
- differentials in per capita income and levels_of living that now
make two parts out of this one world of ours.
Rao's plan for reforming and rejuvenating IDA would include adding a
great deal more money and doing away with weighted voting (see Chapter
XII).

Professor Jan Tinbergen, Director of the Netherlands Economic
Institute, ''favored the establishment of IDA as long as no broader ap-
proach (U. Nations) was possible."2 This view is representative of the
sentiment for SUNFED in the Netherlands. It will be remembered that the
Netherlands stood ready to contribute to SUNFED as far back as 1954.

Professor Tinbergen prefers the United Nations as a distributing
agency because he thinks that, although cooperation with communist coun-
tries has sometimes been difficult if not impossible, we should accept
some risk of failure in our development policies. '"The world as a
whole is in vital need of a way of peaceful coexistence. While the
most urgent problem is that of security, an international order will

have to bear on economic and social issues as well. These issues may

be good issues on which to try out peaceful coexistence."3

1Rao, p. 17.
2Letter from Professor Jan Tinbergen, (no date).

3Jan Tinbergen, Shaping the World Economy (New York: The
Twentieth Century Fund, 1962), p. 113.
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Since IDA has been established as it has, Professor Tinbergen
has "no difficulties with the Bank's administering IDA" and would
indeed, favor increasing multilateral aid. He feels that "IDA has
been significant already and will become even more significant. I
hope considerably more funds will be made available to 1.1

Until a United Nations approach is possible, the "International
Development Association (IDA) seems to be the most appropriate organ,
since it is operated by the experienced staff of IBRD. Its policy will

have to diverge from the Bank's at several points, however, end it may

turn out that an independent organ would be better suited to the
task."2 Tinbergen calls attention to Shonfield's comments about
handing IDA over lock, stock and barrel to the head of the World Bank,
"to be run by his staff as part of their general business, with no
separate offices at a11."3

Professor Benjamin Higgins, of the University of Texas, would
have the United States "spend as much through the IDA as it possibly
can without increasing the American share to a figure higher than has
lately become customary for technical assistance--gbout 40 per cent."LL
Higgins is afraid IDA would lose its international character if much

more than 40 per cent'of its resources came from the United States.

'Large and regular appropriations for a U.N. grant program could
not be expected from the U.S. Congress. But it is not impossible

Lletter from Jan Tinbergen, (no date).
5 )

Tinbergen, p. 11lh.

3Shonfield,.p. 156.

hHiggins, p. 181.
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that Congress should in some session increase the United States'
contribution to IDA to $800 million, permitting the IDA to have
capital funds of $2' billion under the proposed formula. When
offering more funds to IDA, the United States should also bring
pressure to bear on such countries as Canada, the United Kingdom,
West Germany, and Australia to increase their contributions to

the IDA program; and should urge France--the second biggest

spender of aid--to channel a larger share of its capital assistance
through the IDA rather than through bilateral channels.

With Higgins' comments about IDA's expansion as an introduction, we will
now turn our attention to the other proposals that have been made

for IDA's future.

 rpid., pp. 181-182.



CHAPTER XII

PROPOSALS FOR THE FUTURE OF THE
INTERNATIONAL DEVELOPMENT

ASSOCIATION

Eugene Black's Proposal

This study covers the period of IDA's operations up through
September, 1962 when the annual meeting of the Board of Governors
was held. At that meeting, Mr. Bugene Black proposed a substantial
increase in the funds of the Association. Black conveyed as strong a
'sense of urgency as was possible.

He pointed out that Bank studies had shown "that between
1955 and 1961, a group of 34 countries, actounting for some T0%
of the population of the underdeveloped world, more than doubled
its total external public debt. Yet, over the same period,
the export earnings of the same group increased by littlé more than
15%."1 He went on to discuss the limitations of private capital for
investment in social overhead projects. He enumerated the problems
inherent in bilateral aid. "Aid which is at the mercy of the variable
winds of diplomacy offers a poor basis for the rational programing

of economic development."? He argued that more aid was needed on

lIDA.Board of Governors Press Release No. 3, September 18,
1962, p. 6.

2Tbid., p. 7.
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comparatively easy terms of repayment. He had, he said, "Advanced a

number of arguments whose relation to one another may not have seemed

very clear. But in fact they are all relevant to a single and urgent

issue--the future of the International Development Association."l He

reminded the audience that IDA faced the imminent full commitment of

its initial funds and that if no new funds were provided very soon--

IDA would not be able to enter into any new lending commitments after

mid-1963.

This is not a situation that can be ignored and allowed to drift.
To do nothing would in itself constitute & decision to bring
IDA's operations to a halt.

If IDA continues to operate at its normal pace, it seems
probable that it will during the current fiscal year commit some-
thing like $500 million. . . . There is no reason, that I can see,
to suppose that the demand for worthwhile credits will be any
lower in subsequent years. On the contrary, it is my conviction
that the demand will continue to increase, and to increase greatly.
.Experience has already demonstrated, I believe, that IDA is
capable of meeting a very real and important need and, in
relation to this need, the original capital of IDA was obviously
inadequate. But if it is to meet this need--if it is to become a
principal instrument for the development of the poorer countries,
and not just a minor gesture of good will toward them--it will
clearly require a very substantial addition to its resources.

Mr. Black has put the case very well. Should IDA become a principal

instument for the development of the poorer countries? Or is it to be

only what Shonfield alledges--a minor gesture of good will toward them--

salve for the conscience of the rich so that they can go on ignoring

the desperate poverty all around them?

Mr. Black reminded the Governors that 1t was to the IDA, not

to the Bank, that most of the newly independent countries would be

looking for help. "The future of IDA is therefore the most important

mid., p. 8.

2Ibid., pp- 8-9‘
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issue that I commend to your sympathetic consideration during this

week's MEetings."l

In Mr. Black's view, IDA was not only the most important item
on the international development agenda for 1962, but he pointed out

that,

Over the years, the Governors have made a serles of crucial
decisions that have shaped the international aid effort, and per-
mitted it to meet the growing and changing needs of the less deve-
loped countries. I think particularly of your authorization of the
creation of the International Finance Corporation, of the doubling
of the authorized capital of the Bank, and of the creation of the
International Development Associatlion itself. I believe that your
approval of the resolution directing urgent attention to the prob-
lem of the enlargement of IDA's resources could well prove to be
the most important and fruitful of all these decisions. 2

The President of the International Development Assoclation was not
engaging in mere rhetoric when he uttered those words. He sincerely
believed that the IDA should be a potent force. It was, then, a
cause for a great deal of pleasure on his part‘when the Goyernors
approved the following resolution on September 18, 1962.

Resolved: That the Executive Directors are requested to conéider

the prospective financilal requirements of the International
Development Association, and to prepare asnd submit a report

thereon to the Board of Governors of the Association_at the
earliest date, if possible before December 31, 1962.:
This resolutlon signified the intention of the Part I
countries not to bring IDA's operations to a halt. It was proof that

those governmenté believed IDA had made a positive contribution and

was worthy of continued support. The richer nations' enthusiasm for

ll'bid., p. 9.

2Tpid.

3Summary Proceedings of the 1962 Annual Meetings of the Board
of Governors (Washington: IBRD, 1962), p. T73.
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IDA was not, however, unsnimous.

Question of Replenishment Quotas

At the Vienna meetings in 1961 the Governor of IDA for the
United Kingdom, Mr. Selwyn Lloyd, while stressing the importance of

TDA, called for a taking into account of the relative capacities of

member countries in assessing them for additional contributions.

His statement illustrated the British view, held throughout the
deliberations concerning iDA, that their share was disproportionately
large.

Mr. Lloyd's successor, Mr. Reginald Maﬁlding, made the case in
more precise terms at the 1962 meeting.

We readily support the proposal to study the means of supple=
menting the. resources of the Association, and for our part

we shall be prepared to play a substantial role in helping to
replenish them. At the same time, I must make it clear that in
my view the study should also comprise the question of how future
subscriptions can best be related to the resources and general
economic situation. of the countries concerned. Thus far the
United States has been the largest and the United Kingdom the
second largest contributor to the capital of the Rank and the TDA.
In each case the United Kingdom contributian is two-and-a-half
times as big as that of the next contributor. . . . We shall wish
to go into this question as part of the study of the proposed
increase in the resources of the Association.2

The Geovernment of the Netherlands has joined the Government of
the United Kingdom in protesting the formula for apportioning -contribu-
tions. to IDA. The Governor from the Netherlands, speesking to the 1962
Board meeting, said

My country's response to a call in the coming years for further

1A Board of Governors Press Release No. 9, September 19,
1961, p. 5.

2IDA Board of Governors Press Release No. 15, September 18,
1962, p. 2.
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financial assistance to IDA will be a sympathetic one. . . . We
cannot continue to accept for our part the original distribution
formula, based on the capital subscriptions in the Bank. A more
equitable criterion, derived from nationdal income comparisons,
will have to be applied, and we trust that this time we will not
be faced agaln with the alternative of accepting the unreasonable
or abstaining altogether.l

This question of quotas has come up as a very serious problem
in the discussions that have been held on replenishment of IDA's funds.
The staff of IDA has taken a hands-off attitude and decided to let the
countries fight it out by themselves in the Development Assistahce
Committee of the Organization for Economic Co-operation and Development
or wherever. Since the discussioﬂs on IDA's replenishment have taken
place in Paris at the meetings. of the Development Assistance Committee,
however, the staff of IDA has decided that they do not like that
arrangement very well. They would have preferred that the discussions
take place among the Executive Directors of IDA. IDA has sent an
observer to the Paris meetings on replenishment but has not taken a
leadership role in the discussions.

Besides the question of quotas fof the Part I countries, there
is a question as to whether both Part I and Part II countries should
subscribe again. What would the Parf II countries subscribe? Should
the Part II countries put up part of thier contributions in convertible
currency? This view was insisted upon by the United States Government
at one time. There have been complaints from some of the underdeve-

loped countries, however, about the possibility of having to give up

more of their scarce foreign exchange reserves in order to replenish

IDA.

L1DA Board of Governors Press Release No. 19, September 18,
1962, p. 2.
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Some persons would advocate that the Part II countries
contribute only their own local currencies on this second round.

If they did this, could the Bank use this money? As mentioned
earlier, some members of the staff think IDA could make use of local
currencies, if they represent resl savings. Others think it foolish
for these countries to put up currencies that IDA cannot wuse. But,
isn't it important that all members feel that they are making some
contribution? Apparently this was felt to be important when IDA

was established. Isn't it still important? This is one of IDA's
strongest advantages in the eyes of a good many people. It puts

the underdeveloped countries in the position of being donors of foreign
aid. They are asked to help other countries develop and something
important is involved in this. It is not mere show--some of these
countries had to make some sacrifice ‘to come up with their convertible
currency contribution to IDA. It would seem to be very desirable to
continue to require some contributions in foreign exchange.

South Africa, a Part I member of IDA, expressed itself as
unwilling to contribute further, at the 1962 meetings. The Governor,
Mr. T. E. Donges, explained his country's position as follows:

We have these large underdeveloped areas; particularly the

areas occupied by our Bantu peoples, now evolving towards self-
government, which still require considerable amounts of capital
for their further development. . . . With our limited resources,
it is clear that we cannot afford to incur any very substantial
additional obligations in respect of assistance to other less
developed countries. While I am in very great sympathy with the
objects of IDA and with the proposal betcre us i teel, therefore,
I must make it clear that countries in the special position of

South Africa cannot undertake any large new commitments for this
‘cause, however worthy it may be.l

L1pa Board of Governors Press Release No. 31, Septembér 18,
1962, pp. l-2.
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Views of West Germany

The Government of West Germany has shown the same reluctance
to increase IDA funds that it showed toward the creation of IDA in
the first place. Although tempering his reservations with pralse of
the Association, Ludwig Erhard expressed his country's caution as
follows:

The main subject of this year's Annual Meeting is the
proposal made by the Management of IDA to request the Directors
to consider the question of additional subscriptions. I agree
to this proposal. During its brief existence IDA has done
useful work. . . . Whenever extremely attractive credit terms
of almost grant-like nature are given, there is a danger that,
in view of the increasing possibilities of the developing
countries to present well-founded projects, demands will
greatly exceed resources of finance. . . . In view of the
already very high bilateral assistance of the industrial countries,
the question of these countries' capacity to raise such funds
must therefore be given special attention.l

The Republic of West Germany made official contributions to
developing countries totalling $157 million in 1958-59.2 This was
0.14 per cent of the gross national product of that country as
compared to 0.39 per cent of gross national product given by the
Western nations in toto. German per éapita income was $1,01% in
1958 and foreign aid averaged $0.72 per person in that year.3

The Government of West Germany, along with the Government
of the United Kingdom, is opposed to soft loans. 'There has been some

relaxation in the opposition to such loans on the part of the German

11DA Board of Govérnors Press Release No. 7, September 18,
1962, p. 3. :

2United Nations, Department of Economic and Social Affairs,
International Economic Assistance to the Less Developed Countries
(E/3395/Rev.1,1961) (New York, 1961), p. 25.

3Ibid., Table 3%, p. 50.
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Government--the Kreditanstalt flir Wiederaufbau recently made some
loans to underdeveloped countries for as little as 3 per cent
interest. But West Germany does not like to give money away.
Germany has no ex-colonies to feel tender toward and might be
expected to be a big contributor to IDA. Almost all observers of
the aid'effort point to Germany as thé country that is not doing
its share.

Germany, meanwhile, insists that hard loans are necessary
because the discipline that the balance of payments exerts is thought
to be essential. But, if soft loans are not granted--and if hard
loans have to bé made in ever-increasing amounts in order to keep
a net inflow of capital--isn't this really the reverse of maintaining
discipline? IDA tries to maintain discipline by tying money to
programs or projects. If a country gets to a stage of development
where a large percentage of outside capital cannot be committed to
specific projects, then the need for discipline is thought to be
less great. ’

If discipline is maintained by msking only hard loans, what
is the cost? If the cepital exporting countries do not loan the
'gross amount necessary to keep a certain high level of net investment
coming in, they force the underdeveloped countries into a quiﬁe
cynical default with all the impact that would have on their ability
to raise capital, or, the underdeveloped countries are forced to cut
back on imports to the point of cutting back development. This latter
alternative may have quite a lasting impact. Once momentum for
development is reduced, it may be hard to regain. Growth may be

slowed down enough that it will cost the rich countries more in the
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long run than an uninterrupted flow of capital would have amounted
to. Or, the chance for achieving development without violence may be
lost forever. The prophetic words of the 1949 International Bank
Mission to Cuba are recalled in this connection.

They (the Cubans) may take advantage of their present oppor-
tunity and substitute a growing, dynamic and diversiflied economy for
their present static one, with its single crop dependence. This may
be a long and arduous task. It will involve great effort and some
gsacrifice of tradition and comfort. The Mission believes that failure
to choose the dynamic alternatives can bring to Cuba consequences of
the utmost seriousness. Control may well pass into subversive but
specious hands--as it has done in other countries whose leaders
have ignored the trends of the times.l

Most of the developed countries accept the pressing need for
inc;éased soft loans. The United States Government has argued--

" against the hard loan advocates--that continuirg hard loans is an
essentially unworkable policy for lehdérs because countries will

have to go to their 1esisla£ures for ever-increasing gross amounts

and the legislators won't understand this. Thus, from a psychological
standpoint this would be very difficult. The United States Government
wants, the countries of Western Burope to start msking more soft loans
so that it can point this out to the Cﬁngress and prove that the
United States is not alone in this policy and is not carrying a
disproportioqate share of fhe cost.

The Germans insist that soft loans are a sloppy way to do

lTnternational Bank for Reconstruction and Development, Report
on Cuba (Beltimore: The Johns Hopkins Press, 1951), p. 13.
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things. They propose to loan more and more money on hard terms--
to maintain a certain net inflow of capital. But, is it right to
make a hard loan to a country even if the project generates foreign
exchange enough to service the loan on hard terms? The United States
view is that this is selfish and unscrupulous. A country pre-empts
those projects that are self-liquidating--the creditor tekes all the
improvement in the balance of payments--and this is felt to be unfair
to the borrower and unscrupulous to other lenders. There has been a
lively debate in the Paris meetings of the Development Assistance
Committee over this very point.

The International Development Association Rejects
the Hard Loan Argument

IDA has tsken a strong stand in favor of soft loans. Mr.
Black has pointed out that of the total flow of public funds going
to the underdeveloped countries during 1956-59, more than half went
in the form of outright grants. But, he mentioned that the signs
indicated that the ratio between conventional and unconventional
credit was changing--and from his point of view--changing for the
worse. More than nine-tenths of the soft money came from the United
States and France--feﬁ other countries had extended aid otherwise
than on conventionsl terms.l He pointed to the Bank's observation
that most countries experienced a raspld increase in foreign debt
within a very few years--once development gets underway.2

The staff has estimated that external public debt service

11DA Board of Governors Press Release No. 4, September 19,
1961, p. 9.

2Tpid.
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obligations have been increasing over the period 1955-1961 at an aver-
age annual rate of more than 15 per cent per year. Thirty-two lov-
income countries increased their external public debt between 1955
and 1961 by a factor of almost 2.1. This inéreése in the total amount
of debt was accompanied by a hardening of the average terms. Thus,
while total debt more than doubled from 1955 to 1961, it appears that
service on this debt increased by a factor of 2.5. The ratio of
service on external public debt to exports rose from a little over 3
per cent in 1956 to about T pef cent invl962. The total outstanding
external public debt of the underdeveloped countries at the end of 1961
is estimated at some $20 billion, or $14 per person. .The external
public debt service liabilities now appear to be $2.5 billion per year,
50 that capital inflow has to be more than this amount before any net
addition to resources takes place. This annual liebility has arisen as
a result of capitai inflow at the rate of about $4 per person per year
in the underdeveloped countries. This outline of what has happened has
caused the staff of IDA to conclude that soft loans on the order of
$2 villion a year are needed.
Mr. Black has painted a blesk picture of what might happen as
a result of this increasing harq debt.
I do not have to explain to this audience how the machinery of
economic development could be overloaded with foreign debt
until it sputtered to a halt amid half-built projects and
mountains of discarded plans. I expect, indeed, that there are
some in this audience who can point to projects in their own
- countries which are at this very time suspended in mid-air, so

to speak, for this very reason. Maybe it is a half-finished
highway or a hospital that has been built but not equipped.

1"The Need for an Increased 'Soft Credit' Component in
Development Aid" (report prepared by the staff of IDA) (no date)
(Mimeographed. )
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This kind of disruption kills peoples' hope in orderly economic
progress and, 1f 1t persists, can lead to serious disillusionment.
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The safe and sane way to minimize these dangers is to
maximize the amount of official capital which is supplied at very
long term with only a token interest burden. L

Will the externel public indebtedness of the underdeveloped
countries double again over the next 5 years? Or will the rate of

increase go higher? Even if there is a decrease in the rate, IDA is

convinced that more soft loan funds are needed.

Role of the United States Government in
Replenishment of Funds

Apperently the President of the United States agreed with
this prescription. As quoted earlier, in his speech of welcome to
the Board of Governors in 1962, President Kennedy said "The work of
the International Development Aésociation is perticularly importent--
and this country fully supports the proposal that the Executive
Directors develop a program to increase its resources. "2

Whether the President's enthusiasm is shared by the Congréss
is problematical. Also, there is a serious question as to the size of
the United States' share in any replenishment of IDA's funds. The
President of IDA had indicated a need for a 5 year fund of
$2% billion. If the United States maintained its original share, this
would mean a contribution of about $750 million. Some indications

point to a United States contribution somewhat less than this figure.

1TDA Board of Governors Press Release No. 4, September 19,
1961, p. 10.

2IDA Board of Governors Press Release No. 75, September 20,
1962, p. 1.



248

Perhaps the most limiting factor in any great expansion of
IDA is the balance of payments problem of the United States of
America. Representative Passman made this something of an issue
in the 1962 hearings on IDA's appropriation. There is a question as
to how much Congresslonal support an expansion of resources would
have, in view of the continuing balance of payments problem. As
Andrew Shonfield has pointed out, "the basic lesson in strategy for
the underdeveloped countries is that, i1f they are to obtain substan-
tially more economic aid, they must take an active interest in
protecting the balance of payments of the donor countries."l Just
how the underdeveloped countries can accomplish this and yet increase
multilateral aid is unanswered.

Representative Passman has made quite a sophisticated argument
against IDA on balance of payments grounds:

Mr. Passman. But, these countries which earn dollars or
other hard currencies from their exports to the amount needed to
deal in world commerce, if through the various aid programs we
make dollar credits available to the full extent, or even to a
partial extent, of the amount needed to pay for what they would
import from the United States, then that would make available the
money they earn frog exports for them to use for whatever purpose
they might see fit.

He continued his argument by stating that in the underdeveloped
countries
Some of those dollars are earmarked to buy something that is
produced in America.

If we provide for them credits or gifts, or grants,
then they can requisition from America what they would normally

lShonfield, p. 175.

2u. S., Congress, House, Subcommittee of the Committee on
Appropriations, Hearings on Foreign Operations Appropriations for 1963,
87th Cong., 24 Sess., 1962, p. 300.
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buy with the dollars which they esrn from exports.l
Mr. John M. Leddy, Assistaent Secretary of the Treasury and U. S.

Executive Director of the International Development Association,

g
presented information to counter Representative Passman's contention.

The following exchange indicates that the Congressman is still not
convinced.

Mr. Leddy. . . . The normal effect of any provision of

AID funds or development credits for development purposes in
. these countries tends in and of itself to increase the total
demand for imports Into those countries.

Mr. Passman. At least we hoped so. ,

Mr. Leddy. It has shiftability. It means you have to
import more goods to go into the project, it means you have to
spend more money internally for lsbor, et cetera, which then
creates a demand for imports. I do not believe that it is
correct to say that the effect of lending for development purposes
is gimply to add to the free dollar resources of these countries.

Mr. Passman. I did not say anything sbout Just lending.
I said under the various agencies through which we are disbursing
U. S. funds.®

This is an extremely importent point. If it can be demon~
strated that untied aid (all IDA loans must be untied in accordance
with the charter) leads recipient nations to spend their earned
dollaré elsevhere, then this would be a potent argument against
expansion of this agency. The United States would be patently foolish
to give assistance which would tend to drive customers awsy.

At the time of the Congressional hearings on United States
membership in IDA, in March, 1960, the balance of payments problem
was put to Treasury Secretary Anderson. His answer has been dis-

cussed in Chapter VII. What he said is still relevant today
' If one looks at the shorter range, while again I would

note that we are contributing about 32 percent of the funds to
this institution, and the normal practices of the World Bank

1mia. 2Tbid.
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indicate that about 29 percent of the identifiable purchases
-under World Bank loans on an international competitive basis are
made in the United States, I could not thus be in a position to
say that there would not be some temporary addition to our balance-
of-payments problem.

But I think that we have got to go about its solution on
the basis of esgtablishing a world in which we can become larger
exporters, and other people better customers, rather than to go
about it in ways which seem to be solutions only for the short
run. 1

In an effort to follow up on Secretary Anderson's statement
concerning the percentsge of Bank funds spent in the United States,
an interview was conducted with an official of the Treasurer's Office
in the World Bank. He was asked if there were any figures available
on the percentage of IDA's disbursements that had been made in the
United States. It was reported that there was no such breskdown
available and even if there were, it wouldn't have any meaning.
Because, through September 30, 1962, IDA had only disbursed $18.5
million. This would not be at all representative for 2 reasons.
First, IDA's Articles of Agreement require that the currencies be
drawn down on aﬂpro rata basis. Second, the location of the countries
receiving IDA credits would have an influence on the source of pur-
chases made. That is, although purchases are made on the basis of
internationsl competition, the underdeveloped countries do have
certain trade patterns established. Thus, the smallness of IDA's
disbursements to date would be more indicative of what country got

the money than of how total IDA resources will be distributed.2

So, there are no figures available on the distribution of

lHouse Subcommittee No.l of the Committee on Banking and
Currency, Hearings on H. R. 11001, 1960, p. 36.

2Interview with an official of the Treasurer's Office, IBRD,
May 29, 1963.



251
IDA funds. If it could be believed that the pattern established by
Bank lending would hold--that is, that around 29 per cent of IDA
funds would be spent in the United States--~then there would be little
cause for alarm on account of the balance of'payments. As long as
United States exports are almost equal to the aﬁount of United States
funds contributed to IDA, then (except for the import content of the
goods exported from the United States--which is quipe low), plus and
minus items on the balance of payments account are equal. '

Another fear has been expressed in the United States
Congress-~-where the doctrines of mercantilism are not dead. Some
Congressmen are worried that IDA might maeke loans to countries whose
industries might. compete with United States firms.

Representative Alexander of North Carolina was very concerned
that IDA might loan funds to a textile firm which would compete with
domestic industry.

Mr. Alexander. Do you have any regulations with reference
to loans in regard to industrial development in underdeveloped
countries which would pertain to the problem of, say, for instance,
textiles, which in this country and throughout the world is right
much of a competitive business already? Do you have any rules with
reference to what these industrial loans would be made for?

Mr. Leddy. There is no prohibition on the making of any
particular type loan under the IDA or the Bank. I should repeat,
however, that the Bank and IDA have tended to focus pretty heavily.
on the field of trensportation, power, irrigation. There have
been some loans to private industry usually through industrial
development banks. The industrial development banks, of course,
relend the money to a wide variety of domestic industries, which
could include a textile industry but there is no general policy
laid down in the international institutions as such which would
prohibit any particular type of loan or any particular industry.l

Although some of IDA's strongest critics are found in the

lHouse Subcommittee of the Committee on Appropriations, Hear-
ings, Foreign Operations Appropriations for 1963, 1962, p.31.7.
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United States Congress, some of IDA's strongest supporters are there
also. Senator Monroney succeéded in amending the Act for International
Development of 1961 (Section 205 of Public Law 87-195, 8Tth Congress,
September 4, 1961) so that the President now has the power to lend up
to ten per cent of the funds of the Development Loan Fund to the
International Development Association. In fiscal year 1962, this
would have amounted to $110 million and would be a substantial boost
to IDA's resources. However, there has been no move to implement
such a loan. It would have to be a peculiar type of loan since IDA
does not charge interest and IDA credits will not be repaid for 50
Yaars. If the Congress meant for the President to loan IDA funds on
these same terms, it would be a most helpful arrangement. However,
the Association has little hope of securing funds through this avenue
at present.
Shonfield was quite enthusiastic sbout the possibility of

transferring such funds to IDA. He argues that

it would transform the whole character and scale of the interna-

tional effort. No doubt only a portion of this money would be

siphoned off, to IDA initially; but even this gesture might well

prompt other countries to look at their own national aid programs

more critically, and consider whether 1t would not pay them--

assuming the aim of part of their expenditure, at any rate, is

straight economic development, regardless of any particular

national interest--to follow suit.l

IDA would be most anxious that other countries increase

their contribution, also, if the United States made any very sizable
contribution to IDA on a unilateral basis. The Bank, by selling its

bonds in the financial markets of the world, has tried to steer clear

lshonfield, p. 167.
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of domination by the United States. Since IDA funds are governmentally
provided, this is harder with IDA. So, it is extremely important
that the United States' share not be all out of proportion to every

one else's contribution--if United States domination is to be avoided.

Relationship with the United Nations

IDA has entered into an agreement with the United Natiéns
vhich establishes a liaison committee consisting of the Secretary
General of the United Nations, the Maneging Director of the United
Nations Special Fund, the Executive Director of the United Natiouns
Technical Assistance Board and the President of the International
Development Association. There has been a growing amount of cooper-
ation between the Association and the Special Fund--in the field of
technical assistance and the drawing up of projects.

There have been several cases recently of the United Nations
Special Fund contracting for the services of the Bank staff in making
project appraisals. This has led some people to promote the idea of
an even closer alliance between IDA and the United Nations. Benjamin
Higgins calls for.making the United Nations regional commissions
subdivisions of IDA. In his plan, all country economic development
plans would be approved by IDA headquarﬁers--then discussions would be
undertaken with the specialized agencies and the bilateral programs to
determine which ones would provide which parts of the outside assisg=
tance needed.l

Mr. Paul Hoffman, Managing Director of the United Nations

Special Fund, has some proposals for IDA‘s role in the future.

1Higgins, pp. 196-197.
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Hoffman thinks that $20 billion more than is now in sight for the
underdeveloped countries is needed for the decade of the 1960's.
He would like to gee at least half of this channeled through the
international Development Association. Hof?man came to this con-
clusion because of his high Qegard for the staff. "The World Bank
has gained universal renown as an efficient and effective and obJjective
international financial institution."l He argues that IDA should be

considered as sn institution that must expand its operations promptly.

The Horowitz Proposals

An interesting and intriguing proposal for future development
of IDA came from Mr. David Horowitz, Governor. from Israel, at the
1962 meeting of the Board of Governors.2 Horowitz reasoned that the
Bank has plenty of money, but a paucity of projects to finance. On
the other hand, IDA has many worthy projects but not much money. Why
not merge the two operations? Horowitz would have the Bank borrow
money at conventional terms and loan it to IDA countries and IDA pro-
Jects on IDA terms. The difference between the interest paid by the
Bank and the interest charged by IDA would then be made up by the
developed countries of the world. Thus, IDA could loan $1 biliion s
year at nb interest and the rich countries would only have to contri-
bute $50 million for the interest payment to the Bank.

If some such plan 1is not adopted, Horowitz werned, the

1Paul G. Hoffman, One Hundred Countries: One and One Quarter
Billion People (Washington: Albert D. and Mary Lasker Foundation,
1960), p. 51.

2
IDA Board of Governors Press Release No. 20, September 18,

1962.
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repayment of interest and principal by the poor countries is soon
going to be equal to the total financial assistance extended by the
rich nations. In 1958, 32 low-income countries of the world were
paying $1,280 million in service payments on private account and
$770 millioﬁ in service payments on public dgbt.l These two flows
equalled more than $2 billion in 1958. This compares to total official
grants in 1958 of $2.L4 billion to all the underdeveloped countries of
the world.2 -’

IDA gave Horowitz' suggestion serious consideration. It was
concluded that‘the proposal was unrealistic because it would involve
getting governments to agree to pick up the tab for interest for
several years in advance. As more and more funds were loaned, interest
costs would rise apprecisbly. It was not felt that the developed coun-
tries would be willing to accept this responsibility.

Horowitz proposed a second solution to the imbaiance he saw
between needs and resources. Why shouldn't the funds of IDA be useq
as a guarantee fund for loans madé by the International Bank? Thus the
$1 billion of IDA funds would be held intact to make up any defaults
on loans made by the Bank. This would allow the Bank to extend its
operations into countries and projecfs where it had not been before.3

The Association stﬁdied this proposal also and again concluded that

Lavremovic and Gulhati, Teble IIT and Appendix Tsble XXI,
p. 19 and p. 73.

2Organization for European Economic Co-operation, The Flow
of Financial Resources to Countries in Course of Economic Development

1656-1959,  Fable 1, p: .10.

: 31 Board of Governors Press Release No. 20, September 18,
1962, p. 4.
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the proposal was unrealistic. It was felt that the donor countries
would not approve of putting the $1 billion into a guarantee fund.
Secondly, it was felt that any wesakening of the Bank's standards
would lead to a loss of confidence in the Bank by the financial
community and a lessening of responsibllity on the part of the under-
developed countries.

Horowlitz' proposals did :stinmulate thinking on the alternatives
"open to IDA. One idea that was pu£ forward as a result of Hordwitz'
proposals received some lukewarm support from IDA. This proposal
would have the developed countries float bonds, in their own
countries, at commercial rates of inﬁerest and loan these funds to
IDA at no interest. This would amount to a subsidy of the amount of
the interest. The appeal of this plan lies in the possibility that the
parliamentary bodies in the rich countries would be more favorable to
borrowing for IDA than to taxing for IDA. Certainly the interest
suﬁsidy would be much smaller than an outright appropriation for IDA.
And the amount of the subsidy could be controlled by the donor govern-
ment rather than being a blank check as in the Horowitz plan.

It might be possible to remove the IDA subsidy from annﬁal
parliamentary debates if some type of long-run borrowing authority
could be given as has been done for the Export-Import Bank in the
Unit=d States. This relief from the yearly ordeal of the appropriation
process 1is very gppealing to some persons who favor increased aid to
developing nations. Nothing, however, has come of any of these

proposals to date.

‘ lIDA Board of Governors Press Release No. 20, September 18,
1962, p. L.
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Other Proposals

Another proposal for IDA's future came from the Government of
Pekistan. This plan was presented at the Board of Governors meeting
in September, 1961 by Mr. M. A. Mozaffar, Governor from Pekistan. He
pointed out that Pakistan had suffered from declining terms of trade
over the pasﬁ 10 years. Is it inevitaeble or equitable that the
burden of adjusfmeﬁt shoﬁld_always fall on the weaker economies? Is
it in the interest of the industrial countries to have the primary
producing countries continually vhipsawed by the terms of trade?

The Government of Pakistén, the Governor stated, is of the opinion
that a solution can be found which would ﬁe in the interest of all.
The principle that should be followed i1s straightforward. The -
countries which benefit from fluctuations in terms of trade should
contribute some part of their gain'to the Internationsl Development
Agsociation. This would: apply to both the primary producers and the
industrial natioms.l

Alan Neale has made a proposal that would increase IDA's
resources and help solve the problem of fluctuating terms of
trade. He suggests that the rich countries, working through the °
Organization for Economic Co-operation and Development, agree to
impose common flat-rate excise duties on their total intake of
certain commodities and to devote the proceeds of such taxation to IDA.

He estimates that a 5 per cent levy on all coffee, cocoa, and tea sold

in the Western countries would produce $100 million a year.2

lrpa Board of Governors Press Release No. 5, September 19,
1961, p. 3.

2Néale, pp. 15-16.
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Mr. V. K. R. V. Rao makes a dramatic case for expanding and
re-structuring the International Development Association.

Time and compound interest are working against the under-developed
world and along with it also the built-in progress in science and
technology that is accompanying the rake's progress of compound in-
terest in the developed world, parts of which are already wrestling
with the problems arising out of affluence, when surrounding them .
are vast deserts of poverty, and low levels of living and the dismal
tyramny of the economic probiem. I have no doubt in my mind that
the present situation is fraught with instability and constitutes a
much graver menace to the peace of the world than anything that the
cold war has produced so far. Oases may exist with impunity in a
natural world of deserts, but there can be no security for human
oases of affluence in a mass-inhabited world of poverty and low
levels of living. . . . I believe the answer is the internationa-
lizing of all aid and the entrusting of this international aid to
an organisation like the International Development Association.
Only I do not think it cen take such a major job in its present
form, certainly not as an affiliate of the Internmational Bank, with
its peculiar structure of voting rights, and whilst its membership
does not include the Soviet Union and Communist China.l

Several of the developing countries have suggested that the
Bank's reserves be transferred to .0A. The Bank had acquired reserves
‘of over $700>million by the end of 1962. However, this idea has res
ceived a very cold reception from the Bank's management. They feel
that this would be a serious violation of trust to the Bank's creditors.
At the time the financial community put up the funds for Bank bonds, it
was understood that the reserve fund would be available in the case of
country default. To use this fund'for any other purpose wduld be a ser;
ious breach of fdith, it is argued. Some of the staff go so far as to
say 1t would be disastrous for the Bank, if such a transfer were made.
Mr. Black told the bond markets that IDA was separate from the Bank and
every effort has been made to keep it so.- To transfer Bank reserves to
IDA would destroy the bond market's confidence in the Bank's management,

it is felt.

1Rao, p. 19.
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It has also been proposed that a new type of loan be
introduced--a low interest loan to countries not really in need of
IDA-type credits. Some countries, Mexico, Yugoslavia, etc., are sble
to pay some interest but are not able to meet much further debt service
at conventional rates. It has been proposed that the Bank's reserves
be uéed for loans at lower than Bank rates to these particular
countries. There have been suggestions that regular IDA funds ﬁight
be used for other ioans than the present 50-year, no-interest rate
credits now being extended. Why should all IDA credits be for so loﬁg
and at no interest? Could some IDA credits be less soft?

There has been some consideration of a division of labor
between the Bank and IDA--so that IDA would concentrate exclusively
on poor and non-creditworthy countries and the Bank would work with
the relatively well-off and still creditwqrthy nations. There would
be no more in-between mixture of.Bank and IDA funds as there has been
in the past. IDA would only finance projects in countries which could
make no claim for conventional loans.

But, this would leave a gap as far as the middle-income
countries are concerned. There are a good many such coﬁntries at the
end or approaching the end of their creditworthiness. It is this group
that is the target for the in-between type loans that have been pro-
posed. But, this third type loan raises the whole complex issﬁe of
" Justifying 6 per cent loans to some countries, 3 per cent loans to
other countries, and zero per cent loans to‘still other countries.
This would really put the staff in an awkwafd and unjustifiéble posi~
tion. There are already enough problems declding between Bank and IDA

loans. Another type loan would complicate things even further.
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Invaddition, there is a degree of discrimination involved
in low-interest loans, that is, the discrimination between those
countries getting interest subsidies and those countries paying the
going rate. The countries borrowing from the Bank at conventional
rates of interesf would be paying for the subsidy given to those coun-
tries receiving low-interest loans. This is hard to justify. There
is also the possibility that giving low-interest loans might lead to a
casual attitude about repayment. This is really a "fuzzy" loan which,
of course, has beén the taréet of-so much Qituperation on the part of
the Bank's staff. This author would conclude that, because of all
the problems cited, there is no prospect for any intermediate interest
rate loans by IDA.

One‘qther'possibility that has been discussed is the possii
bility of lengthening the term of Bank loans. Or, pefhaps, the Bank
could lengthen the gfage period before repayment begins. This would
involve some degree of interest risk. Interest rates might rise on
the money that would have fo be borrowed to complete loans alréady
contracted. In the paét, the Bank has loaned on the same terms on
vhich it has borrowed (except for the commission that has been addéd
to go into reserves). If it extended the period of the loan, this
would involve borrowing short and loaning long. One possibility
would be to put the Bank's reserves to work covering this interest
risk. This assumption of interest risk wouid not involve the putright
interest subsidy that would be involved in loans at less than conven-
tional rates of interest.

It would appear that there is a greater likelihood that some

alteration might be made in the duration of Bank loans than that any
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intermediaste interest rate loans might be made. If loans of longer
duration were made, it would help meet the pressing problems of a
good many countries. It would extend the time before repayment began
until such a time as, hopefully, their export earnings will be a bit
higher.

This brings to mind a whole host of other problems. Will the
export earnings of the dcveloping countries grow significantly in
the future? IDA exﬁects that export earnings of the underdeveloped
countries will grow at something like 4 per cent a year over the next
decade. This 4 per cent average growth rate disguises a wide range
in the individual countries’ prospeéts, however. Countries like India
have experienced real problems in their export sector and some experts
do not predict a bright future for Indian exports. However, India's
present export seetor is so small that it has little ﬁeight in the
average growth raté of all the underdeveloped countries.

The World Trqde Conference, to be held under United Netions
auspices in 1964, is expected to go into this ﬁhole problem of the
export earnings~of the underdeveloped countries-~-not just the problem
of stabllization of earnings-~-but the whole question of exports of
primary products. As world income increases, there is going to be a
less than proportionate increase in demand for foodstuffs. This is
the problem of inelastic demand faced by agriculturélists-in the
United States for the last sevefal decades. . And the outlook for a
good many industrial raw materiels is not so promising, either. - Rubber,
in particuler, is being threatened by synthetics and cotton has its
rivals. Some of the schemes for dealing with.these problems have been

discussed. Seversl would channel the funds collected through the
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International Development Assoclation. However, there does not seem
to be a very likely prospect that any such gimmiéks will be worked out.
In the end, it will be to the governments of the developed nations
that IDA will have to turn for more funds. If they are not forthcoming

from that source, they simply will not be forthcoming.



CHAPTER XTII

- SUMMARY AND CONCLUSIONS

Summary

Now it is time to summarize what has been said about'the
Interﬁational Development Association. We have seen the long and
tortuous path the idea took. The United Nations debates were im-
portant. Mr. V. K. R. V. Rao's propgsal for a Uﬂited Nations Econ-
omic Development Administration starfed members‘of the United Nations
thinking about the need for anothei type of fihance than that pro-
vided by the International Bank for Reconstruction and Development.
The Rao idea was criticized by the Bank because it was felt that the
Bank ‘and the other specialized aéencies of the United Nations could
carry. out the functions which gould have been assigned to Rao's pro-
posed new agencf. The Governmeﬁt of the United States opposed Rao's
proposal, also, on much the same grounds.

The committee of experts, appointed by the Secretary General
of the United'Nations, dr;w significant conclusions concerning the
capital needs of the underdeveloped countries. They concluded that
these countries needed to increase per capita income at least 2 per
;ent’per year and they estimated that the:rich nations could meet the
needs for external capital, if they provided as much as.1l per cent of
gross product. The Bank argued against setting up & new institution

263
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to administer these funds--at least until the Bank had been given a
chance to prove itself.

The proposal for the Special United Nations Fund for Economic
Development (SUNFED)had an important impact. The outline for SUNFED
was drawn up by 8 coomittee appointed by the Secretary General. They
recommended that the organization depend upon voluntary contributions
from governments. It was also recomm;nded that SUNFED be authorized
to maké loans of indeterminate duration and at concessionary rates of
interest. Mr; Raymond Scheyven, of Belgium, was given the task of
determining the reaétions of member ogvermments to SUNFED, He pre-
pared two reports which indicated that: the underdeveloped countries
were very enthusiastic abouf establishing SUNFED, the major contribu-
tors were opposed to establishing SUNFED until such time as substantial
progress had been made toward disarmament, the Scandinavian countries
and some few other developed countries favored immediate establishment
of the organization. As a result of Scheyven's studies, substantial .
dﬁlnges were made in the proposed outline of SUNFED,
~ Despite these changes, however, there continuod to be strong
opposition to establishing SUNFED. The United States objected to the
‘fact: that the communist nations would have been included, that the
United States would have had to provide most of the funds, and that
the United Nations was going to administer it, Mhﬁy ﬁiople objected to
equal voting rights in SUNFED--the underdeveloped countricl would have
been able to exercise majority control on the basis of each nation
having one vote. The Intern;tional Bank objected to the political
administration of SUNFED and ﬁo the fact that SUNFED would have made

lenient loans--which might have driven the Bank out of business.
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However, most observers agree that the pressure for SUNFED was a cru-
cial factor in the establishment of the International Development
Association. The‘threat of creating SUNFED gave the rich nations a
reason for wanting to establish aﬁ organization which would be more
satisfactory to them.
The International Development Association can be traced back
‘to two reports that were made at the request of the President of the
" United States. The Gordon~Gr¢y_§bport outlined the need for multi-
lnte;al adminiotration,df fo;eign aid funds to assure the maintenance
'6f high standards while overcoming the-chirséa‘of imperialistic med-
. dling. G;ay's repoft also presented & strong case for public funds
for social overhead projects that ware not attractive to private capi-
tal, The International Development Advisory Board, chaired by Nelson
Rockefeller, prepared a report on fbreign.economic.policy‘which con-
tained a strong recommendation that an Iﬁternational Deve lopment
Authority be established. This Author;ty was to be linked to the Inter-
national Bank, but would make loans on more lenient terms than the Bank
and would finance non-revenue-producing projects. This proposal starte&
influential people thinking about the need for an otganizetion like the
International Development Association. |
"A United States citizen, Mr. Stringfellow Barr, dt;matizédvthe

case for an International Development Association. He posed the problem
of econom;c development in a terse manner, On the one hand, Barr, and
the others, wanted to set up.a large, bold, innovative agency that would
create a sense of emergency concerning the economic de§elopment of Aaia,
Africa, and lLatin America., Barr argued that'it could be financed in the

same emergency fashion that the industrial nations were financing their
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defense expenditures. Barr and those of his persuasion pointed to the
" enormous programs of education, training, plant construction, etc. that
went on during the Second World War. They argued that such crash pro-
grams could be effective in the underdeveloped countries. . The West had
the resources, the technology, the capital required--all that was lack-
ing was the will. On the other hand, the International Bank énd'its
supporters wanted to treat economic development as a long-continuing
process which should be carefully planned, soundly financed, and com-
petently guided. People of this persdﬁsion point to the consequences
of revolutionary economic changes in Germany and Russia. They wouldl
hope that the development process in Asia, Africa, and Latin America
could proceed along less revolutionary lines. Can develbpment be
achieved without the social injustice and political cruelty that have
been evident in the past? The Bank believes that, with outside aid,
it can. The debate betyeen the proponenés of these two views continues
to this day. That is essentially the difference between the IDA ap-
proach and the SUNFED approach. As of now, the proponents of the IDA
approach have carried the day.

There was a third attitude toward economic development that
assumed importance in the debate prior to the establishement of IDA.
Some officials of the United States Government took the position that
economic development should be financed by private capital. If private
capital was not adequate, then loans could be made by governments on
the same terms on wﬁich the goﬁernments borrowed the money, i. e., the
Export-Import Bank approach. Some officials argued that the Marshall
Plan should have been put on & strictly business-like basis, because it

wae not until after the United States provided Western Eu:ope'with
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Marshall Plan funds on a grant basis that the underdeveloped countries
got the idea that the United States should finance their development on
the same terms. .Some United States officials wanted to make it clear
that the Marshall Plan was a one-time effort and that no more programs
of this sort were in prospect. As a result of some changes in personnel
in the United States Government, this view was rejected and by the time
the Monroney Resolution was presented the United States Government was
receptive to some such proposal. ‘

Senator A. S. Mi#e Monroney must be given much of the credit for
finally getting the International Development Associatiog'accepted. He
had wanted to contribute local curfency holdings of the United States
to a multilateral institution that would administer soft loans to the
underdeveloped countries. And he introduced a resdolution in the United
States Senate to that effect. There were protracted debates oﬁ three
aspécts of the Monroney proposal.

There was alfeeling that soft loans were immoral and that soft
loans would distort the distribution of capital. Some persans argued
that hard loans were necessary because theAdiscipline of the balance
of payments was essential. On the other side of the argument, the staff
of the World Bank presented studies which tended to show that some
underdeveloped countries' capacity to service conventional debt was
already strained. These studies also tended to show that, once develop-
ment gets underway, external debt mounts very rapidly. Service pay-
ments on this debt then became quite burdensome, because many developing
countries had not been able to increase export earnings significantly,
This left these countries with bleak alternatives. They could continue

to pile up debt on conventional terms and hope that someone would bail
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them out; they could pile up debt and default on it; they could reduce
ltheir capital imports and cut back on their economic development pro-
grams; or they could resort to the forceé savings methods of the
communists.

Monroney's proposal to use local currencies stirred up more
opposition than any other part of his proposal. He wanted to find some
way to use the surplus,commodities of the underdeveloped countrieq. He
had seen some underdevéloéedic;;ﬂtries with excess rice and other such
countries with rice shortages. He had seen excess petroleum, minerals,
and lumber in some countries while other countries were short of these
commodities. Monroney thought that the local curfencies the United
States had acquired could be used to facilitate trade between developing
countries in these surplus commodities. The trading nations of the
world objected to this idea for fear that such three-cornered swaps
might reduce their exports. The underdeveloped countries that had
received agricultural surpluses were reluctant to see their local cur-
rencies used to finance unrequited exports. The United States Govern-
ment argued that the developing countries needed steel, machine tools,
etc, which were not available in other developing countries. Monroney
got little support fdr his local currency proposal. IDA is authorized
to accept local currencies from. other governments, but only if IDA
agrees to the terms. The United States Government had not tranﬁferred
any local currencies to IDA through September 30, 1962. The debate on
local currencies has, however, continued.

Monroney's third objective was to put foreign aid on a multi-'
lateral basis. He hgd seen the reluctance of many developing countries

to get involved in the Cold War. They did not like to accept bilateral
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aid from either the United States or the.Soviet Union. And yet, they
needed capital so desperately that they were taking assistance from
both sides~--with all the strings that were attached to such assistance.
Monroney thought bilateral aid was inefficient because it was based
on political rather than economic considerations. He was impressed
‘with the effectiveness of the World Bank, however. It seemed only
logical, to him, to transfer some United States aid money to the Bank.
The "multilateral aid" aspect of Monroney's proposal brought forth
surprisingly little opposition.

. Through an extensive publicity campaign, the adriot re-writing
of his ;riginal resolution, and the bersonal influence of Eugene Black--
Monroney was able to get the Eisenhower Administration to support the
es£;blishment of the Inﬁe#natibnal.Devefopment Association. On Julf 23,
1958, with.bipa:;i;an support, the United States Senate passed the
Monroney Resolﬁtion.

The Unigéd Sta;es Government took the lead in establishing IDA.
The Board of_Governors of the International Bank debated the idea at
their 1959 meeting. West Germany and the United Kingdom were not happy
about the soft loan idea. The Netherlands and Selgium objected to
application of the Bank's quota arrangements to IDA. Some underdeveloped
countries, who had their local currencies in the hands of foreign
governments, and the trading nations opposea the local currency aspects
of IDA. Ihere was negotiation on all these points and the Board of
Governors came to unanimous agréement that the Executive Directors of
the Bank should draw up Articles of Agreement for IDA.

Thé drafting of the Articles was remarkably smooth. The United

States Government, working with the Bank, had prepared some guidelines
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which the Board of Governors had considered. These guidelines served
as a blueprint for the Executive Directors. There were, however, two
problems. The International Bank's quota arrangements were unacceptable
to some countries, however, no other basis for agreement could be
reached and these quotas were finally adopted. There was also a prob-
lem over the type of currency that would be .subscribed. It was fingllv
agreed that the developed countries would contribute gold or convertible
currency and the underdeveloped countries would contribute 10 per cent
of their.subscriptions in gold or convertible currency and 90 per cent
in their own cuftency.

There was little opposition to United States membership in IDA.
Some members of Congress suggested that membership in IDA-would make the
balaﬁée_pf payments problem more difficult, Some Congressmen resented
World Bank administration of IDA because of pique over a Bank loan to
Egypt for the Suez Canal ﬁr;ject. There was an intimation that IDA
had been made necessary by the excessively high interest rates prevail-
ing in the United States. There was a surprising degree'of suppﬁrt
for IDA among the business, farm, and labor groups in the United States.

The International Development Association has been stamped with
the basic philosophy of development held by Eugené Black, He argued
that economic assistance should be used to illuminaté the possibilities
for change in the underdeveloped countries. He insisted that quality
was more important than quantity. in economic assistance.

It was decided that IDA would extend development credits (the
Articles specifically excluded grants) for 50 years, with a 10 year
grace period, at no interest--but with a 3/4 of 1 per cent service

charge to cover administrative expenses. Credits are repayable in
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foreign exchange. It was also decided that much of IDA's money would
go into projects like those financed by the Bank--transportation, irri-
gation, and power. In addition to these projects, IDA has financed
projects in the field of education.

It was decided that IDA would apply the same standards to
projects as are applied by the Bank. In an attempt to overcome diffi-
culties in servicing external debt, the terms to the borrowing country
would be of a concessionary nature, however., This combines an emphasis
‘on the soundness of specific projects with an emphasis on the country;é
balance of payments position. The country that receives IDA credits
for revenue-producing projécts "on-lends' the funds for the projects
at the prevailing rate of interest, within the country, and is repaid

in its own currency.
In order to establish countries' eligibility for IDA credits,

three criteria were established. First, a country must be at the end

or approaching the end of its international creditworthiness. Secondly,
this lack of creditworthiness must not be due to poor performance or
mismanagement of the economy in the past. This second criterion was
believed necessary, because without it the underdeveloped countries
might have been encouraged to exhaust their creditworthiness in order

to qualify for IDA's no~interest loans. It is reasonable to,expdct

the underdeveloped countries to manage their economies as wisely as
possible, if they expect to qualify for soft loans made available by

the richer members of IDA. Third, the recipient countries must be very
poor. There has been considerable criticism of these criteria. Some
people wonder if they were established with India in mind. It is argued

that the performance crierion is too ambiguous. Exception has been

taken to some credits IDA has extended because it was felt that the
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recipient_countries' per capita income was too high or that they were
not approaching the end of their international creditworthiness.

IDA has taken a dim view of loans to state-owned industrial
enterprises. .This position has been defended on two grounds. It is
argued that, generally, state-owned enterprises are less efficient
than those that are privately owned. Secondly, it is argued that
loans to state-owﬁéd enterprises subsidize such enterprises vis::-vis
their pri;ately-owned domestic competitors and vis:z-vis their inter-
national competition; Some persons have taken exception to IDA's argu-
ments on this point, but the policy stands. |

_;DA”has made credits available for specific projects. This
was done in brder_to exert pressure on countries to spend foreign credit
for economically justifiable activitjes. There has been incr¥asing
critiéism of the project approach, hnwever, because loans fo;‘gpecific
projects do not help countries 1n:meetgng service payments on past
debt. Alsc, project loans often lead to increased demand for imports
of consumer goods and raw materials--which puts added strain on the
balance of payments. The 10 year grace period is aﬁ attempt to over=~
come this last problem. | )

| There have been criticisms of IDA's techniques of project
appraisal., It has been charged that IDA requires data th;t are not
available in the underdeveloped countries. Some governmenté feel that
typical IDA projects are too large to meet their needs. Quite strong
criticism has been made of the time consumed in appraisiné projects.
The International Bank prides itself on never having had a default on

a loan. Some critics would urge the Bank and IDA to take a few more

risks and get more projects going.
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The bﬁsic problem of the Association has been the meagerness of
its resources. This has meant that sub-optimum solutions have had to
be found. IDA has not been able to choose that policy which would do
the most for economic development--because IDA funds are so limited.
The Bank had been able to get all the funds that could prudently be
used from the financial markets. Thus, IDA has been confronted with
an allocation problem that the Bank had never faced. There is not
enough solid knowledge of how best to achieve economic development and
there is not enough ability to predict.the outcome of various policies.
. The performance criterion has been designed to help overcome these diffi-
culties. 1If a country performed well in the past, this augurs wel} for
the future. And if a country has performed poorly but is inclined to
improve, IDA funds may be used as an incentive to make improvements,
Perhaps IDA could use the performance criterion to show the rich nations
that IDA is administering fheir foreign aid funds well. Just what goals
should be established for thé performance criterion? Some persons would
advocate channeling IDA funds into those places where the most economic
8evelopment would result. Others argue that institutional and environ-
mental factors must be considered--that is, that IDA funds should go to
those countries which are trying really hard. 1In practice, this debate
seems to have been resolved in favor of providing IDA funds for those
countries that have tried really hard in the past and for those countries
where IDA funds might be used as an incentive for better performance in
the future.

The Executive Directors and staff of the International Bank are
the Executive Directors and staff of IDA. However, there has been a

different interest in IDA proceedings than in Bank business. It was
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common knowledge that Eugene Black and his staff ran the Bank. The
Executive Directors took a perfunctory interest in the loans the Bank
made. This has changed with IDA. The Executive Directors are much
more interested in the allocation of IDA's relatively scarce funds.
The developed countries.want to make sure that their foreign aid is
being used wisely. The underdeveloped countries want to make sure
that théy get their share.

IDA's étaff is, perhaps, its main asset. The staff has won
the respect of both the developed and the underdeveloped countries,
which is no minor accomplishment. The author has the impression thaf
the staff is remarkably competent and uh;sdally optimistic about the
future of the underdeveloped countries.

IDA has made an important contributiqn to the techniques of
development lending. 1IDA has enabled the staff of the Bank to make
technical assistance available to a number of developing countries.
IDA has effectively highlighted the need for a greater soft credit
component in development financing. IDA has entered a field of
investment, education, which could have enormous consequences.

IDA has not, however, pleased everyone. There are a number of
relatiQely high per capita income countries that resent the fact that
IDA is not making funds available to them. There are some poor nations
that have not received IDA credits and feel that IDA is administered
‘with political considerations in mind or with favoritism based on the
composition of the staff. One.economist has expressed fears that IDA
will become a "wastebasket'" for projects that the Bank could have
financed--a éieér waste of soft loan money. One economist has argued

that IDA has not represented an increase in soft loan money, and is
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only substituting multilateral for bilateral administration of funds.
Some economists would have preferred SUNFED to IDA. Others would have
preferred that IDA make loans repayable in local currency. Some coun-
tries are critical of the quotas that havg,been assigned in IDA. There
have algso been complaints about the requirement that the underdeveloped
countries put up part of their subscription in convertible currency and
about the system of weighted voting which prevails.

IDA was warmly endorsed by the Swedish Parliament on May 28,
1962, when a supplemental appropriation from the Swedish Government
to IDA was announced. The Presideﬁt of the United States has.spoken of
IDA with approval. It remains to be seen whether the Congress shares
the President's enthusiasm, but it must be remembered that it was a
member of the United States Congress who got IDA uﬁdetway; The
Governments of West Germany and the United Kingdom have been no more
enthusiastic about IDA's replenishment than they were over the estab-
lishment of IDA in the first place. They are reluctant to forego the
.normal return on hard loans, and they are concerned about the budgetary
charges which are incurred in providing funds for soft loans. The other
" developed nations are reluctant to provide soft loan funds and thereby
forego a claim on the underdeveloped countries' resources so long as.
| West Germany and the United Kingdom stick to their hard loan policies.

The staff of IDA has presented evidence that the extermal public
debt for 32 underdeveloped countries more than doubled between the end
of 1955 and the end of 1961. The service on this debt increased by a
factor of 2.5 fro; 1956 to 1962; as a percentage of export earnings,
the service on this debt rose from 3 per cent to 7 per cent over this

same period. The total external public debt of the underdeveloped
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countries was estimated at $20 billion at the end of 1961 and the total
debt service was $2.25 billion in that year. Will external public debt
double again in the next five years? 1IDA is convinced that, whatever
happens in the next five years, there is clearly a demonstrable need
For more funds on a soft loan basis. The United States Government has
agreed with IDA's analysis and is tr&ing to get the other industrial
nations to increase theif soft loans.

Eugene Black.proposed—that this increased soft loan component
in foreign aid be channeled throﬁgh the International Development Asso-
ciation. Speaking at the 1962 meeting of the Board of Governors, Black
indicated that the funds originally entrusted to IDA would be committed
by mid-1963. Based on fiscal year 1963, Black estimated IDA's minimum
needs at $500 million a year and suggested that IDA be replenished on
that basis for a 5 year period. The Board of Governors agreed to have
the Executive Directors study replenishment of IDA funds, but no action
has yet been taken on definite commitments. The quota problem and the
local currency problem have both been interjected into the replenish-
ment discussions.

In addition to Black's proposal, there have been several ogher
suggestions made for IDA's future. There have been proposals that the
relative sizes of IDA and the Bank be reversed. There have been sug-
gestions that closer fies with the United Nations should be established.
Some persons have suggested that IDA be give thé reserve funds of the
Bank. It has been proposed that IDA serve as a guarantee fund for Bank
loans, and that the develéped nations provide the difference in interest

between the Bank's interest costs and IDA's service charges. There have

been various proposals to extend the duration of Bank loans or to set
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up an intermediate category of loens--between Bank loans and IDA
credits. Several persons have suggested various stabilization and
equalization schemes for world commodity prices--which would channel
the funds through IDA. The author concluded that it was not likely
‘that'such giﬁmicks woulé be implemented and that it was to the
developed- nations that IDA would have to look for funds.

It will be very interesting to see the rgsults of the replen-
ishment diécussions. Enough has been made pﬁblic alreéay; howeyer, to
indicate that the International Development Association is going to
ééntinue. Enough has been learned of the operaéiqns of the Association
that it can also be said that IDA will continue to promote economic .
deveiopment by financing sound projects, in very poor countries, in
countries that are also near the end of their rope so far as obtaining
outside assistance is concerned, and.yet in countries that hqld out

promise for future economic advance.

Conclusions

What light does the experience of the International Develop-
ment Asgociation shed on the hypothesis that universally aﬁélicable
criteria can be developed for evaluating development projects?
Certainly it has been demonstrated that the Association, employing
techniques devised by éhe Baﬁk, does have a set of general criteria
for evaluating projects. It was seen that the Aésociation has general
standards for evaluating the direct return on revenue-proaucing ;ro-
jects. There are some techniques for ﬁeasuring feturn on such projects
as schools. The Association has some .guidelines for evaluating indirecﬁ

returns from projects, also. The Association has standards for judging
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the management of public utility-type operations and for measuring the
efficiency of state-owned industrial enterprises.

There are, however, enormous problems in evaluating projects.
Many problems stem from a lack of basic data in the underdeveloped
countries, IﬁA has developed certain techniques for overcoming these
problems. However, the fact that the suthor did not have access fo
specific project appraisals--to study the reasons given for selecting
one project over another or for rejecting some projects altogether--
makes any definite conclusion difficult. If the data had been avail-
able, it might have been possible to establish the aufhor's hypotheqis.
Therefore, we must conclude that the hypothesis was not proven con-
clusively and that we must wait for more definite proof until such
time as additional data are made available.

What of the second hypothesis? Have the first two-years
operations indicated that IDA is a significant new approach to foreign
aid? Throughout this study, criteria for evzluating IDA have been
developed. It has been seen that IDA's funds amount to something like
5 per cent of total foreign assistance going to the underdeveloped
countries. 1If IDA is replenished on the scale outlined by Euggpe
Bléck it will have $500 million per year. If total foreign aid and
soft loans continue to increase as they have in the past, IDA will
have something like 5 per cent of total foréign essistance and some-
thing less than 25 per cent of all soft loans. Could IDA be considered
significant, then, on this basis? Perhaps; but there is certainly no
prima facie case for such a conclusion. There has been a question
raised as to whether even these limited funds represeht any real in-

crease in foreign aid. Have bilaterzl soft loan programs been reduced
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by the amount of IDA's.resources? It is difficult to answer this
question but, it is the author's impression that soft loans on a
bilateral basis have not been reduced as a result of the establish-
ment of IDA.

We saw that IDA had 52 Part II members by the time the annual
meetings ended in 1962, These countries had some 75 per cent of the
population of the less developed countries (outside the Soviet bloc).
Fourteen of these countries had received IDA credits by September 30,
1962. The population of these recipient countries totalled some
620 million or .close to half the population of the non-Soviet bloc
underdevéloped countries. So, IDA has touched the lives--albeit
somewhat indirectly--of half the people living on the fringe of moderh
life. |

IDA has been able to influence the direction of some capital
going to the developing nations so that, at least, there has been a
marginal influence on the direction that economic development is taking.
The counfries that have received IDA credits have had to provide local
funds for part of the projects' tot#l cost,géo IDA's influence has been
larger thgn the mere size of credits would indicate.- And IDA has set
the pattern on terms that has been adopted by the United States Agency
for International DeQelopment and the Inter-American Development B;nk's
Social Project Trust Fund. Some countries have been helped that would
not havé qualified for Bank loans and thus the Bank's staff has been
able to exert some influence on these countries and lend some technical
assistance that would not otherwise have been possible. 1IDA has ef-
fectively highlightedvthe need_for an increased soft credit component

in development aid. Continuing pressure has been placed on the
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developed countries to recognize this need and to do something about
it. IDA has also pressured the underdeveloped countries to use the
soft loans they have received wisely. One would not think of the
International Development Association as a revolutionary institutiom.
Yet it is trying to promote a revolution ir the underdeveloped world--
in the way théy look on public administration, tax collection, highway
construction, education-~in the entire aéproach to econqmic development,

Before this study was undé¥taken the author had been exposed
to a substantial amount of criticism of IDA. Some persons had questioned
the ability of a bank to administer funds not intended to earn interest.
The author had also heard so@e persons express the opinion that IDA was
completely controlled by the United States Government. On the basis
. of the findings pre;ented in this study, it appears that the staff
has ecquitted itseif of the charge of "thinking too much liké bankers"
and certainly the staff tries very hard to function free of outside
influence.

The conclusions reached as to IDA's significance would, to
some extent, depend on what was expected of the International Develop-
ment Associatioﬁ. If bold and glamorous innovations were expected--
we would be disappointed. If, however, we view economic aid as a long-
continuing effort to see that the hungry are fed, the n;k;d clothed, and
the homeless‘sheltered--then IDA was an imaginative step in this direc-
tion. This latter view of the role of économic aid is one the author

: ~

shares. It would, thus, seem that the second hypothesis has been
proved. The International Developmént Association has been a signifi-

-

cant new approach in this long-continuing effort.
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